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DCF Leadership Positions

The D’Artagnan Capital Fund consists of both managers and analysts for each S&P 500 sector.  A student is an analyst on the DCF during his first semester and becomes a manager once he begins his second semester on the fund.  The officer positions explained below are additional leadership opportunities open to only DCF managers.  Interested managers must give a presentation at the beginning of each semester as to why they deserve to hold the position and the fund collectively decides who ultimately is given an officer role.  
Chief Executive Officer 

Matthew O’Driscoll

The D’Artagnan Capital Fund CEO is the leader of the fund.  This individual is in charge of leading the operations as well as providing oversight to the rest of the fund per strategic objectives.  He ensures the DCF is meeting its deadlines, along with acting as a facilitator to all external contacts.

Chief Investment Officer

Jeff Huber

The Chief Investment Officer’s primary responsibility is to manage the day to day operations of the DCF.  He is responsible for conducting meetings, including determining the order of stock presentations and organizing the voting on each trade.  The CIO is also responsible for ensuring that there is an analyst serving as an assistant economist, assistant compliance agent and a note-taker for each meeting.  Finally, the CIO has the responsibility of reporting any approved trades to the faculty advisor for execution.  The CIO ensures meetings are conducted in an efficient and organized manner.

Chief Financial Officer

Wade Huber

The Chief Financial Officer’s primary responsibility is to oversee the compilation of the monthly, annual, and semi-annual performance reports to ensure its accuracy.  Also, the CFO handles the generation of invoices sent to Xavier University to cover expenses incurred throughout the semester.  Additionally, the CFO assists the CEO and CIO with conducting meetings in an efficient manner.

Controller

John Vargo

The Controller is responsible for assisting the Chief Financial Officer in the compilation of the monthly, annual, and semi-annual performance reports.  The Controller assigns analysts to be responsible for the compilation of performance reports and ensures the external reporting is correctly completed.

Chief Compliance Officer

Courtney Smith

The Chief Compliance Officer is responsible for ensuring that DCF’s holdings remain in compliance with prospectus at all times.  She assigns an analyst to give a compliance status update at the beginning of each meeting and ensures all trades are reviewed for compliance integrity before execution.

Chief Economy Officer 

Sam Domjen & Greg Gerbus

The Chief Economy Officers are responsible for tracking world events and showing the impacts of these on our valuations.  They assign an analyst to be responsible for discussing relevant economic events at the beginning of each meeting. 

Heads of Public Relations

Drew Janzen & Zach Mueller

The Head of Public Relations are responsible for communicating DCF activities to external contacts and continuing to increase the DCF’s exposure.  They are responsible for maintaining the DCF’s website and twitter account. 

Heads of External Relations

Ricky Bezold & Chad Schlett
The VP of Public Relations for the DCF is responsible for preparing timely information for University press releases.  They maintain contact with former DCF members, while also working with professionals throughout the Tri-State Area to schedule professional events that focus on the practical aspect of our work.

VP of Competition 

Mark Hemphill

The VP of Competition is responsible seeking out academic competitions, along with gathering interest and enrolling DCF members in these competitions.  DCF members have the skill-set necessary to be successful in valuation-based competitions and the VP of Competition ensures interested members are able to participate.  Competitions participated in the past include R.I.S.E, All America Student Analyst Competition and The CFA Research Challenge.

Risk Officer

Greg Rose
The Risk Officer is responsible for introducing and applying different ways of looking at risk.  He uses both qualitative and quantitative research to display aspects of risk different from the traditional metrics of beta and standard deviation, such as “value at risk.”  His research is used as a supplement to our selection and valuation method, allowing us to better exercise our strategy. 
DCF Members
Managers

Rick Bezold (Co-Director of External Relations and Cons. Staples Sector Manager)

Rick is a Finance major with an Economics minor from Seoul, South Korea.  He currently serves as a manager for the Consumer Staples sector and Co-External Relations Officer for the D’Artagnan Capital Fund.  Last summer, Rick worked as a business analyst intern at Liberty Mutual.  He has also interned at Merrill Lynch and at Hyde Park Wealth Management.  In his free-time, Rick enjoys cycling and long walks on the beach. 
Justin Coop (Industrials Sector Manager)

Justin is a Finance major set to graduate in 2013.  He is currently the manager for the Industrials sector.  He has worked as an intern at OJM Group who specialize in Private Wealth Management. Justin wants to work as a financial analyst for a fortune 500 company or as a portfolio manager.  Justin is involved with the FMA, enjoys playing golf, working out, and socializing with friends.
Will Coughlin (IT Sector Manager)

Will is a Senior Finance major who is currently an analyst in the Information Technology and Telecommunications sector.  Will’s previous jobs include: Wealth & Investment Management Intern at Merrill Lynch, Summer Analyst at Aegis Capital, and Private Wealth Management Intern at Morgan Stanley.  Will would like to have a career in Investment Banking, Private Equity, or Capital Management.  Will is the Co-founder and Writing Contributor of the Xavier University Bellwether Publication and was the First Place Recipient of the 2009 Fifth Third Bank Entrepreneurship Challenge.
Sam Domjen (Chief Economic Strategist)

Sam is a Finance and Economics double major set to graduate in 2013.  He is currently a Chief Economic Strategist and plans to attend law school after graduation.
Greg Gerbus (Chief Economic Strategist and Cons. Staples Sector Manager)

Greg is a Finance and Economics double major set to graduate in May of 2013.He is currently a Chief Economic Strategist.  Greg has interned with United Launch Alliance and Enterprise Holdings.  He is the current President of Don’t Tell Anna Improv troupe and also the Treasurer of the Ultimate Frisbee Club.
Mark Hemphill (Competitions Director and Financial Sector Manager)

Mark Hemphill is a Finance Major from Hampton, New Hampshire.  Mark is currently the Director of Competitions and also a Financial sector manager.  He is a Senior set to graduate in May and after graduation he aspires to become a financial advisor or a stock analyst. 

Jeff Huber (CIO)

Jeff is Chief Investment Officer of the D’Artagnan Fund.  He has a diverse background of experience. Jeff has interned as a financial services intern at Morgan Stanley, a commercial lines underwriting intern at Cincinnati Financial, and currently as a corporate finance intern at Bioformix, a VC funded startup.  Jeff is currently seeking a position as a financial planner or analyst upon graduation in May.  

Wade Huber (CFO)

Wade is a Senior Finance major from Greencastle, IN.  He is the CFO of the fund and works as an analyst for the Consumer Discretionary sector.  Upon graduation, Wade will begin his career as an Investment Analyst with Winthrop Capital Management.  He completed an internship with Merrill Lynch last summer for the Haddad group.  He is sitting for the Level I CFA Exam on June 1, 2013.
Drew Janszen (Co-Director of Public Relations and Cons. Discretionary Sector Manager)

Drew is a Finance major and will be graduating in May of 2013.  He is currently the Director of Public Relations and serves as the Consumer Discretionary sector manager.  Drew has worked as an intern for Gleacher and Company’s high yield desk this past summer and has also interned for Newport Global Advisors as an analyst in training during the summer of 2010.  For the past two years Drew has participated with the Xavier Women’s Basketball practice team. In his free time, Drew loves to network over a fine meal. 
Greg Lombardo (Materials Sector Manager)

Greg is a Finance major set to graduate May 2013.  Past work experience includes interning at Merrill Lynch Wealth Management, IT intern for CompuCom at UBS, and Pool Manager at Roxbury Swim and Tennis.  His goal is to utilize his skills, experience, and finance education in a challenging financial sector position with opportunities for professional and personal growth.
Mike Mitro (Energy Sector Manager)

Michael is a Senior Finance major.  He is currently the manager of the Energy sector. His previous jobs include working as a caddy and a lifeguard.  Michael is active in both TED and STAR (Students Taking Active Roles) through Xavier.
Zach Mueller (Co-Director of Public Relations and Utility Sector Manager)

Zach is a Senior Finance and Accounting major from Akron, Ohio.  He is currently a Director of Public Relations and manager of the Utility sector.  On campus, he is a member of Beta Alpha Psi. The past two summers Zach worked as a general and contract accounting intern for the Babcock & Wilcox Company.  When he is not in class or working, Zach enjoys golfing and hockey.
Matthew O’Driscoll (CEO)

Matthew is a Finance major set to graduate in May, 2013.  He is currently the CEO of the fund.  He has worked as a Summer Technical Analyst at Jefferies and Company in New York and also did some spreadsheet work with Trinity Asset Management in Chicago.

Greg Rose (Risk Manager and Telecom Manager)

Greg is a Senior Finance and Accounting double major.  He is the CFO of Campus Solutions, LLC. He has run two marathons and is an avid Reds and Bengals fan.  He is the Risk Manager on the fund.

Chad Schlett (Co-Director of External Relations and Healthcare Sector Manager)

Chad is a Senior Finance major and Economics minor that will be graduating in May, 2013.  He is currently the Healthcare sector manager and Co-Head of External Relations and is in his second semester of the D’Artagnan Capital Fund.  Chad is going to law school next year and hopes to become a corporate lawyer.  He is from Milan, Ohio and loves spending his free time on the islands of Lake Erie.  

Mark Shepley (Cons. Staples Sector Manager)

Mark is a Finance major set to graduate in the spring of 2013.  He is currently a Consumer Staples sector manager.  Mark works at technical support for Xavier.  He would like to become a financial analyst for a medium size corporation.  Mark is currently a member of the Finance Club, Business Leaders of Tomorrow, and a couple other clubs/extra-curricular activities. 
Courtney Smith (Chief Compliance Officer)

Courtney is set to graduate in May, 2013 with a double major in Accounting and Finance. She is currently the Chief Compliance Officer.  Courtney has worked as a part-time teller at PNC Bank, and currently works as an Internal Audit Intern for Omnicare.  She would like to be a Chief Auditing Officer.  Courtney was a Xavier Cheerleader for the Men's Basketball team for her first three years of school.  After obtaining her current internship, Courtney wanted to focus on her career this year and thus was not able to continue cheering her senior year.
Troy Stringer (Financials Sector Manager)

Troy Stringer is a Senior Finance and Entrepreneurship double major from San Jose, California. He is a manager of the Financials sector for the fund.  Currently, Troy is working as a sales intern at Standard Textile Company and plans to begin a career in either financial consulting or sales after graduating this May.  In his free time Troy enjoys being a part of Xavier University's Habitat for Humanity and participating in Relay for Life, while also watching San Jose Sharks hockey and doing pretty much anything outdoors.

John Vargo (Controller)

John is a Senior Finance major and is currently the fund’s Controller in addition to being an analyst for the Energy and Utilities sector.  This semester he is a Global Wealth Management Intern at Merrill Lynch.

Analysts

Anthony Rossi-Berg

Anthony Rossi-Berg is a Junior Accounting Major.  He plays Club Baseball at Xavier and is a Student Tutor. He also boxes outside of Xavier with the unfortunate record of 0-1.  He enjoys working out, tanning, and watching Family Guy. 

Matt Bremer

Matt is a Junior Finance major, from Toledo, OH, and on track to graduate in May of 2014.  He is currently an analyst for the Consumer Staples sector.  This summer he will be interning at Merrill Lynch for the Snell Group.  He is a member of the club Ultimate Frisbee team and is training for his first triathlon.  After graduation Matt would like to go into financial advising or wealth management. 

Chris Carroll

Chris is a Finance and Accounting double major from San Diego, California.  Chris is an analyst for the Consumer Discretionary sector.  He completed a busy season internship with Pricewaterhouse Coopers, LLP last Spring and a financial audit internship with Fifth-Third Bancorp last Summer.  Along with his involvement in the D’Artagnan Capital Fund, he is the President of Xavier’s Chapter of Beta Alpha Psi, an honorary society for Accounting, Finance, and IS majors. In his free time, Chris enjoys cycling and running. After graduation, Chris plans on sitting for the CPA exam battery and attending Law School.

Larry Chapman

Larry Chapman is a Junior Finance major from Pittsburgh, Pennsylvania.  Larry is currently an analyst in the Financial Sector.  He has worked as a Summer Treasury Management Intern for two years for PNC Bank.  In the summer of 2013, he will be an intern for JPMorgan Chase. In his free time, Larry enjoys skiing, boating, traveling, and drinking coffee. 

Matt Demuth

Matt is a Senior Finance major and Economics minor from Louisville, KY.  He will graduate from Xavier University in May 2013.  Matt is currently an analyst in the Energy sector.  After graduation Matt hopes to continue working as an investments analyst. 
Mark Gore

Mark is a Junior Finance and Management double major with a minor in Psychology. He is an analyst in the Information Technology and Telecom sector. Mark is very involved in both Entrepreneurship Club and TEDxXavierUniversity.  He currently works at the Greater Cincinnati Energy Alliance in the Finance department and will intern with Goldman Sachs over the summer.

Nick Gerbus

Nick is a Junior Finance major from Cincinnati, OH.  He will graduate from Xavier University in December of 2013.  Matt is currently an analyst in the consumer discretionary sector.  Last summer, Nick had a data analyst internship at Luxottica Retail. 

Greg Hagerty

Greg is currently an analyst in the Financial sector.  He is a Senior set to graduate in December 2013, majoring in Accounting and Finance.  He currently interns at UBS Financial Services with the Hyzdu team, and will intern at Grant Thornton LLP as a corporate tax intern this summer. It will be his second summer with the firm.  After graduation, Greg hopes to pursue a career in investment valuation.

Chris Harris

Chris is a Junior Accounting and Finance major from Cleveland, Ohio.  He is an analyst and is working in the Healthcare sector. He is currently interning at Northwestern Mutual, as a financial representative.  On campus Chris is a part of the club baseball team, NABA, intramural sports, and is a Manresa leader.  Chris also enjoys playing basketball, hanging out with friends and traveling.   After graduating Chris wants to pursue a career in either investment banking or public accounting.  

Garrett Keirns

Garrett is a Senior Economics major.  He is the current president of the Xavier University Economics Association as well as a member and officer of the XU Club Water Polo team. Garrett’s area of expertise is large-cap healthcare equities.
Nick Kobunski

Nick is a Finance and Management Information Systems double major set to graduate in May, 2014.  He is currently an analyst in the Materials and Industrials sectors.  Nick worked as a Corporate Accounting Intern with Cliffs Natural Resources this past summer and will be interning with Fifth Third Bank this coming summer.  Nick plans to work for an equity research firm or as a portfolio manager after graduation.  Nick is also a member of the Xavier University Cross Country and Track teams. 
Hoang Le

Hoang (Brian) Le is a Junior Finance major with an International Business minor from Hanoi, Vietnam.  He is an analyst for the Energy sector in the fund.  Over the summer, Hoang worked for Trimble Navigation Ltd. as an accounting and finance intern.  His strength is his cross-cultural background, global thinking, great communication skill and strong analytical skill in finance.  In his free time he enjoys going out to meet new friends and working out in the gym. An interesting fact is that he knows Kung Fu.   

Ron Liebau

Ron is a Junior Finance Major from Cincinnati, Ohio.  He is currently an analyst in the Information Technology and Telecommunications sector.  For summer 2013, Ron plans on interning at a local wealth management firm.  His career goal is to work as a wealth management advisor or portfolio manager. 

Dan McCarthy

Dan is a Junior Finance and Accounting major from Saint Louis, Missouri.  He is an analyst for the Information Technology sector.  He is currently an intern at Shoemaker and Company, CPA. He is also the current Vice President of Beta Alpha Psi – Mu Rho Chapter.  Outside of school, Dan enjoys golfing and playing soccer.  After graduation he hopes to go into public accounting. 
Paul Neumann

Paul is a Senior Finance Major and is serving as an Industrials and Materials analyst on the D’Artagnan Capital Fund.  He interned, during the summer of 2012, with Berkeley Square Partners: a long/short value hedge fund.  Paul is set to graduate in December of 2013 and will be working on the fund next year.  After acquiring his undergraduate degree, Paul plans to move to Boulder, Colorado to work on a hedge fund and obtain his MBA from Colorado University, Boulder.  

Ryan Thompson

Ryan is a Finance major from West Hartford, CT, and is set to graduate in May, 2014.  He is currently an analyst in the Consumer Discretionary sector.  Last summer, Ryan worked as a Research and Consulting Intern for Conning & Co.  Outside of the classroom, Ryan is involved in the Financial Management Association, Club Swimming, Intramural Sports, and is also a Freshman Orientation Group Leader.  Ryan is an avid sports fan and enjoys taking part in anything competitive.
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DCF Annual Performance

 (4/1/2012 – 3/31/2013)
Returns 
	Statistics
	DCF
	S&P 500

	Total Return
	7.16%(gross)

6.66% (net)
	13.11%

	Sharpe Ratio
	7.910
	15.767

	Treynor Ratio
	.073
	.128

	Beta
	0.934
	1

	Alpha
	-5.10%
	

	M^2 
	-6.37%
	


Interpretation of Data

Total Return

Overall, the portfolio underperformed during the 2012 fiscal year.  The S&P 500 returned 13.11% whereas the portfolio returned 7.16% on a gross return basis.  In total, the portfolio underperformed by 595 basis points.
Beta

The portfolio’s Beta of 0.934 for the twelve month period is slightly lower than the implied benchmark beta of 1.  The lower beta indicates that the portfolio took on less risk than its benchmark of the S&P500.

Sharpe Ratio

The Sharpe Ratio measures the performance on a total risk-adjusted basis. The portfolio returned a Sharpe Ratio of 7.910.  In comparison, the benchmark returned a Sharpe Ratio of 15.767.  The portfolio experienced less return per unit of total risk. 

Treynor Ratio

The Treynor Ratio of the portfolio measures the return in terms of systematic risk. The portfolio returned a Treynor Ratio of 0.073.  Meanwhile, the benchmark returned a Treyor Ratio of 0.128.  Given the portfolio’s exposure to market risk, it can be determined that on a risk-adjusted basis the portfolio underperformed the market.
Alpha

During the 2012 fiscal year, the portfolio returned an alpha of -5.10%.  This indicates that the portfolio underperformed the benchmark by 510 basis points on a systematic risk-adjusted basis.

M2

The portfolio returned an M^2 measure of -6.37%. On a total risk-adjusted basis for the past twelve months, the portfolio returned 637 basis points less than the benchmark when adjusted for the deviation of the portfolio.
Best and Worst Performance

	Best Performers
	Return
	Worst Performers
	Return

	1) NRG Energy (NRG)
	71.93%
	1) Cliffs Natural Resources Inc. (CLF)
	-34.91%

	2) Eastman Chemical Company (EMN)
	40.14%
	2) Apple Inc. (APPL)
	-27.39%

	3) Kroger Co. (KR)
	40.01%
	3) Intel Corp. (INTC)
	-22.69%

	4) Actavis, Inc. (ACT)
	36.82%
	4) R.R. Donnelly and Sons Co. (RRD)
	-20.51%

	5) Chubb Corp. (CB)
	28.14%
	5) Peabody Energy Corp. (BTU)
	-17.90%


Summary

NRG Energy proved to be the top performer this fiscal year, as it returned 71.93%.  The Materials sector experienced inconsistent performers over the last twelve months.  This sector saw Eastman Chemical Co. have a positive return of 40.14%.  Comparatively, another security in the Materials sector, Cliffs Natural Resources, dropped significantly (-34.91%).  Kroger Company, Actavis, Inc., and Chubb Corp. were also in our top five best performers for the 2012 fiscal year.  
Top Holdings 

	Top Holdings
	% of Portfolio

	1) Apple Inc. (AAPL)
	5.13%

	2) PNC Financial Services Group (PNC)
	4.02%

	3) Microsoft Corp. (MSFT)
	3.94%

	4) Cognizant Technology Solutions (CTSH
	3.70%

	5) Visa Inc. (V)
	3.50%


*It’s the DCF’s policy to keep holdings underneath 6% of the total portfolio. % of portfolio figures are value weighted averages over the course of the fiscal year.
Attribution Analysis and Security Selection
	Sector
	Relative Weight to Benchmark
	Asset Allocation Return
	Security Selection Return
	Total Excess Return

	Information Technology
	+5.04
	-.77
	.05
	-.72

	Consumer Staples
	-3.38
	-.11
	.17
	.06

	Health Care
	-0.12
	.01
	-1.08
	-1.07

	Industrials
	+2.20
	.03
	-1.3
	-1.27

	Energy
	-0.98
	-.01
	-.42
	-.43

	Financials
	-1.02
	.04
	-1.83
	-1.79

	Utilities
	+0.01
	-.12
	.85
	.73

	Materials
	-0.31
	.02
	-.84
	-.82

	Telecommunication Services
	-0.45
	.15
	-.02
	.13

	Consumer Discretionary
	-0.89
	-.06
	-.55
	-.61

	Total
	
	-
	-
	-

	Excess Return Attribution
	
	-.98
	-4.97
	


Performance Conclusion
Over the past twelve months, the Information Technology and Industrials sectors were overweight relative to the S&P 500.  On the other hand, the portfolio underweighted Consumer Staples, Energy, Financials, Materials, Telecom, and Consumer Discretionary sectors.  Both Health Care and Utilities sectors were very close to market weight.  The majority of the portfolio’s underperformance can be attributed to security selection (-4.97%), as opposed to asset allocation (-.98%).  The Consumer Staples, Utilities, and Telecom sectors all experienced positive total excess return over the fiscal year.  
DCF Strategy Statement


The D’Artagnan Capital Fund is an opportunities fund which seeks to position itself in undervalued stocks in the marketplace utilizing a bottom-up approach. Our analysts extensively research company financials, management, and industry competitors in formulating financial valuation models which lead to investment decisions. Our goal as a fund is to continuously outperform our benchmark – the S&P 500 – on a risk-adjusted return basis while remaining compliant in accordance with our prospectus.
Economic Report

Macro Environment
Growth in the US economy has large been driven by the improving housing market in 2013. Improved housing numbers indicate consumer confidence, impact jobs, and show an overall positive outlook for the economy as a whole. The domestic job market is also improving. Initial jobless claims are near four year lows on a four month moving average basis. Manufacturing continues to improve; inventories are increasing, and the Philly Fed Manufacturing Survey joined the Empire State survey in positive territory in February. On the other hand, the ISM index fell slightly in March. Auto sales surged in March, led primarily by luxury brands and trucks. In addition, the Index of Leading Economic Indicators increased 0.5% in February, after the January reading was revised up to 0.5% from 0.2%.

The Fed announced no changes in their policy and will continue buying back $85 billion in mortgage backed securities and Treasuries for at least the first half of 2013. Washington appears to have mitigated crisis mode for now, despite no grand bargain. The increase of the Bush tax cuts for the majority of Americans has helped keep money in the pockets of consumers, and we have not seen a substantial impact of the increased payroll tax. The Affordable Care Act and Dodd-Frank legislation continue to be a burden on companies. 
The Eurozone economic recovery has been weak. The latest EMU PMI reading of 46.8 shows contraction. Even Europe’s strongest economy, Germany, had a reading below 50. European Union unemployment reached a record 12% in February with 19 million unemployed Europeans. While Cyprus has been in the news a lot lately, the precedent set by lawmakers will have a more profound impact than the actual bailout. China’s recovery also continues to be weak, and growth concerns have been met with inflation worries recently. China’s industrial production fell to its lowest level since 2009, and retail sales fell to their lowest level since 2004. 
Despite the weakness in foreign economies, which will hurt demand for multinationals, we still expect growth in the US. GDP growth predictions are in the 2-3% range and are becoming more optimistic each month. Unless there is big news out of Washington we do not expect the domestic economy to falter or boom. 
Consumer
US consumers have remained resilient to this point, despite low employment, high gas prices, and the increased payroll tax. The fiscal situation in Washington continues to be a big concern as consumers would be impacted marginally by any increase in tax rates. Consumer confidence surveys have been mixed, the Reuters/University of Michigan survey improved in March, while The Conference Board’s survey fell significantly. Still, the housing market continues to improve showing confidence, and the March auto sales figures echoed that strength. We expected the consumer to be more timid in early 2013; however, after a strong first quarter for 2012, consumers remain relatively strong. 

Manufacturing 
The US manufacturing sector continues to show health as the latest ISM reading indicated sustained expansion, and only the Chicago Fed survey has lagged. The Philly Fed survey jumped into positive territory for the first time this year in March, joining the Empire State Survey showing growth. Industrial production in both production and manufacturing exceeded consensus estimates. Foreign demand remains a question as European and Chinese recoveries are moving along more slowly than expected. Fiscal austerity measures could derail the manufacturing sector, but through the first quarter of 2013 the domestic manufacturing sector has remained strong.    

Prices 
Prices throughout the US have inflated in the past year, coming close to the target numbers the Fed has set. The CPI has risen 2.0% on the year, coming close to the Fed’s target rate, but still not high enough to stop the third round of quantitative easing (Bloomberg). The Fed wants a healthy 2.5% rate of inflation and until they see prices rise to such levels they are going to continue their asset purchasing program better known as Quantitative Easing (Bloomberg). The PPI also saw increases this year, rising 1.7% at the Core (Bloomberg). This is good to see because the PPI is an early indicator of CPI and it shows healthy growth. The prices are showing positive signs for the economy with steadier growth coming since the beginning of January. 

GDP
The country’s gross domestic product index shows signs of economic recovery this past year with positive gains each quarter. The third quarter showed the most life with a 3.1% increase, but was followed by a lower than expected fourth quarter gain of .4% (Bloomberg). The fourth quarter numbers did not disrupt the markets because economists believed it was due to temporary factors. The GDP numbers this year are trending positive towards 2.5% for the fiscal year 2013.  

Eurozone Crisis 

The latest news from Europe has been the Cyprus $10 billion bailout deal. The deal comes with several stipulations including the potential loss of up to 60% of saving accounts for those with more than €100,000 in savings. This decision comes amidst a two week shut down of all Cypress banks to avoid a potential run on banks by depositors. The decision has the world and other European countries questioning their investments in other debt ridden Eurozone countries. The deal helps prevent the country from going bankrupt and falling victim to bailouts similar to those experienced in Ireland and Greece (Reuters).  

Housing Market

The housing market has posted positive numbers this past year with the Housing Starts Index steadily increasing every month. The amount of new starts in March was up 250,000 from a year ago (Bloomberg). These numbers are very positive since the housing market is typically a leading indicator for economic recovery. The increasing housing starts are starting to trickle into other aspects of the economy, helping indices such as consumer confidence.  For the most part, confidence in the housing market has been on a steady rise with the Housing Market Index reaching a 5 year high. The increase in housing permits has been positive and steadily growing, indicating yet another positive outlook for the housing industry. The West has been the leader in housing as of late with the East slightly dragging. The lack of building in the East has been linked to a number of large storms and a harsh winter. Overall the market is improving and showing a positive outlook. 

Canada 

Despite the resiliency of the Canadian economy throughout the financial crisis of 2008, many believe there is a housing bubble, similar to what the U.S. experienced in 2007, on the verge of bursting. Along with a slowing economy, household debt-to-disposable income is now above 160%. When the economic crisis hit the U.S., household debt-to disposable income was at 125%. Consumer debt, coupled with rising home prices, has left many wondering whether or not the traditionally conservative lending practices of Canadian banks will help to soften the landing upon a correction. Currently, the Canadian economy is in the process or shifting away from household borrowing as the key driver for growth and more towards businesses and international trade. As a result of these efforts, during 2012, personal debt expanded at its slowest rate in nearly two decades and business financing has increased for the seventh consecutive month. Along with the shift away from growing household credit, the continued recovery of the United States will benefit the Canadian economy. Despite this, however, the DCF reevaluated our Canadian holdings and have since trimmed some of our positions, seeing less risky growth opportunities in our domestic markets. 

FOMC Meeting
The Federal Reserve Bank had their second Open Market Committee meeting of the year on March 19th-20th. At the meeting, they announced that they saw the economy improving with significantly decreasing risk pertaining to the sequester and unemployment. The Fed will continue $85 billion in bond purchases each month, $40 billion of mortgage backed securities and $45 billion of long term treasuries at a steady rate until at least the second half of the year. The Fed plans to keep the federal funds rate between 0-0.25% until unemployment falls below 6.5% with the main goal of achieving maximum employment with 2.5% inflation. 

The Fed also released predictions for 2013: they saw unemployment lowering slightly to 7.3-7.5% from 7.7% currently, GDP increasing modestly 2.3-2.8% annually, and inflation between 1.3-1.7%. The majority of central bankers surveyed believed the federal funds rate would see its first rate increase in 2015. The FOMC will meet again at the end of April. 

Sector Weighting 

The DCF began a process of sector weighting this semester with the aim of taking advantage of macroeconomic climates and improving returns. The Chief Economic Strategists and Sector Managers each compile a report on the near term outlook of the sector based on economic data. Each sector is then given a weight relative to our S&P 500 benchmark (overweight/underweight/marketweight). We believe that overweighting sectors that have a positive outlook and underweighting sectors that have a negative outlook will allow us to improve asset allocation and hence overall returns. When this strategy works in accordance with our security selection we will outperform our benchmark significantly.

The sector weighting process has been completed twice this semester and we are aiming for two more before the summer. Because sector weighting is still in its infancy for the DCF, we are continually looking for ways to improve the process. 
Sector Reports
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22
Consumer Staples
27
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33
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38
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45
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50
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71
 Consumer Discretionary Sector Report
By: Drew Janszen, Wade Huber, Sam Domjen, Ryan Thompson, and Nick Gerbus

Sector Allocation Recommendation




             Overweight

Current Sector Weight in Portfolio





            12.13%

Current Sector Weight in Benchmark




                        11.60%

Sector Stocks in Portfolio








       6

Portfolio Sector Weighted Average Beta




                 1.21

Benchmark Sector Weighted Average Beta




                 1.01
Portfolio Sector Performance over Fiscal Year                                                              7.20%
Benchmark Sector Performance over Fiscal Year                                                      17.90%
Sector Summary
The Consumer Discretionary Sector includes all industries that provide non-essential goods and services.  Its manufacturing segment includes leisure equipment, textiles, apparel, and automotive.  The services segment includes media production and services, consumer retailing, hotels, and restaurants.  
Other Notes:

1. Although Jobless claims rose two thousand in March, it is still the second lowest level of the recovery.

2. The payroll tax increase has seem to finally been taken into effect. Consumer Sentiment in the month of March fell slightly below the Consensus Range.

3. The CPI is showing positive signs for the economy because it is rising which is good, but not too large of gains that might cause inflation.

4. The overall trend of the PPI over the past several months has been pretty steady with a slight increase which is a positive for investors because of its ability to help keep interest rates low.

5. The slow economic growth in China has raised concerns about spillover effects in other emerging markets that trade extensively with China.

6. The structural sovereign debt issues being addressed in certain European countries generally are not supportive of economic growth over the near term.

Total Return

S&P 500 vs. Consumer Discretionary Sector
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Sector Holding analysis
Macy’s, Inc. (M)

Price: $41.84

Shares: 600

Percentage of Portfolio: 1.50%

Percentage of Sector: 12.42%
Fiscal Year Return: 5.31%
Analyst research and valuation of Macy’s have led us to determine that this company’s stock is undervalued. Macy’s has completed steps to make itself a strong competitor as a merchandise retailer.  They are taking steps in order to ensure future stability and success for the company by starting the following: simplifying and reducing structural organizations incorporated in the company, organizing supply chains, providing a more convenient online shopping network for its customers, and reducing their debt to equity ratio. By simplifying and reducing structural organizations Macy’s is reducing expenses, eliminating duplication and sharpening overall execution in their stores. This effort has been displayed through its same-store sale increase of 6.1% in the first half of their 2012 fiscal year. The next step Macy’s is making towards improving their overall company is organizing supply chains. Macy’s is focused on a “replenish to sales” method, meaning smaller, more frequent deliveries to stores and less inventory. These smaller inventory loads lead to a lower cost of managing inventory. Macy’s is also in the process of developing an “omni-channel” approach where demand and inventory are managed in an integrated and holistic manner. Macy’s is also expanding its internet business by providing convenient shopping options to its customers. This places Macy’s in a competitive position for the long-term. Macy’s average monthly year-to-year increase of its Internet business is roughly 32% since beginning of 2009. Lastly, Macy’s is improving its financial position. Their annual capital budget has been cut in half from the 2007/2008 average of $1 billion. Since 2009, Macy’s has emphasized using its cash flow to repay $2.6 billion of its debt. Although Macy’s still has several bond issues outstanding, total debt to total equity has gone down from 208.76% to 118.67%. Macy’s active debt reduction strategy will make them less vulnerable to market fluctuations. 

Time Warner Cable, Inc. (TWC)

Price: $96.06

Shares: 315

Percentage of Portfolio: 1.81%

Percentage of Sector: 14.97%
Fiscal Year Return: 17.87%
Time Warner Cable is among the largest providers of video, high-speed data, and voice services in the United States located in five geographic areas – New York State (including New York City), the Carolinas, Ohio, Southern California (including Los Angeles), and Texas.  The company offers its services to residential and business customers over its broadband cable systems. Reasons for holding Time Warner specifically include the strong brand name and willingness to adapt to changes in marketplace.  Evidence of this fact is the revenue per subscriber has been increasing despite threats to the customer base of cable providers around the country.  The company has had strong growth in revenues and profit, with an emphasis on returning capital to shareholders.  Time Warner Cable is also active in mergers and acquisitions, enhancing their market power and competitive position through economies of scale.
McDonald’s Corp. (MCD)

Price: $99.69

Shares: 425

Percentage of Portfolio: 2.54%

Percentage of Sector: 20.97%

Fiscal Year Return: 1.62%
McDonald’s Corporation, founded in 1940, is a stable company poised for growth; constantly increasing sales and global growth has made McDonald’s the second largest fast food chain in the world, a close second behind Subway. McDonald’s Corporation has made itself into a global enterprise by serving approximately 68 million customers daily in over 119 countries. McDonald’s has a firm footing in same-store growth making for a larger focus on new growth. The development of the “next best thing” is always a way to stay ahead of the competition and McDonald’s has done just that. McDonald’s newest business, McCafe, shows progress towards retaining a wide variety customer base. McDonald’s has proven they can take their business model anywhere in the world with their ability to adapt to new cultures. 
WYNN Resorts Ltd. (WYNN)

Price: $125.16

Shares: 370

Percentage of Portfolio: 2.78%

Percentage of Sector: 22.92%
Fiscal Year Return: -1.76%
Our analysts’ valuations and research of WYNN leads us to believe WYNN is undervalued. WYNN is backed by President and CEO Steve Wynn who has a strong reputation for running successful casino resorts. Before founding Wynn Resorts, he was President and CEO of Mirage Resort from 1973 to 2000. During this time, Mirage returned the second highest annual return to investors behind Berkshire Hathaway. Because of the visionary Steve Wynn, Wynn Resorts has been able to market themselves as a luxury casino operator. This allows them to maintain higher margins than their competitors. Wynn also has positioned itself in Macao which will allow for further revenue growth in the future. Macao is the largest gambling area in the world, generating 4 times the profit of Las Vegas. Wynn holds one of just 6 licenses to operate casinos in Macao, seriously limiting competition while giving it access to a large market. Macao currently serves about 2% of the Chinese population annually, while Las Vegas serves about 10% of the American population. This should allow Macao room to grow. Wynn provides a dividend yield of 1.6%, but has issued a special dividend the last 3 years. 2011’s special dividend was $5, 2010’s was $8, and 2009 was $4, respectively. Wynn has the highest dividend yield of their competitors.

AutoZone Inc. (AZO)

Price: $396.77

Shares: 105

Percentage of Portfolio: 2.50%

Percentage of Sector: 20.62%

Fiscal Year Return: 6.72%
AutoZone Inc.’s core business is the sale of automobile parts and accessories marketed towards a “Do It Yourself” market.  AutoZone was founded in 1979 with the idea of providing automotive parts that could easily be fixed on cars. AutoZone has recently taken the initiative to expand globally. AutoZone recently opened its first store in Brazil and has over 100 stores in Mexico.    The company has a very popular portfolio of in house brands that are only sold at AutoZone stores, examples of such brands are Valucraft and Duralast. AutoZone has the highest market share in the industry on “do it yourself” products, allowing them to focus on a growth strategy. Their growth strategy is endless; AutoZone is moving into emerging markets such as Brazil to increase their ever growing market share. They are now focusing on a “Do It For Me” strategy on the commercial side of the automotive part industry. This strategy would entail repairing vehicles on site with AutoZone parts. These on-site repairs are for people without automotive expertise. The macroeconomic outlook for AutoZone looks promising with the Consumer Confidence survey improving steadily. 

Goodyear Tire & Rubber Co. (GT)

Price: $12.61

Shares: 1300

Percentage of Portfolio: 0.98%

Percentage of Sector: 8.11%
Fiscal Year Return: 12.34%
Goodyear Tire is a leader in the tire and rubber industry, as they are involved in the manufacturing, developing, distributing, and selling of tires and associated products and services globally.  Goodyear has footholds in the replacement tire and new tire markets located in the United States, Europe, Latin America, and Asia. Holding a position in Goodyear is strategically advantageous as the economy moves toward a rebound.  At a company specific level, Goodyear is a leader in emerging markets tire production and is a favorite of auto companies for reliability and cutting-edge technology.  Goodyear is increasing efficiency and profitability, with a special focus on recession-plagued Europe, by placing an emphasis on the premium tire market and abandoning smaller margin industries such as farming.  From a macroeconomic level perspective, auto sector firms are often at the forefront of economic turnarounds.  There has been pent-up demand for automobiles as well as replacement tire purchases, both of which bolster Goodyear’s revenues.  Demand is increasing both domestically and internationally, as emerging market wealth continues to increase. The company is positioned well in both market categories.

analyst’s future outlook
Our recommendation for the Consumer Discretionary sector is to overweight, given that the sector has continued to beat the index for the past two years. The sector index, which represented 11.6% of the S&P 500 Index, was up 10.9%, compared with a 9.2% rise for the S&P 500, and in 2012 this sector index rose 21.9%, versus a 13.4 % gain for the S&P 500. Our fund is an opportunities fund, and while we expect the sector to be overweight in the future, we will ultimately rely on our valuation models. We anticipate that the key drivers for this sector in 2013 will include a positive consumer ripple effect from a healing house market, interest rate sensitive sub-industries benefitting from easy Fed policy, secular changes in consumer behavior, and advances in digital media technology. Our belief is that with Consumer Confidence levels on the rise Consumer Discretionary should remain overweight for the near future.

Consumer Staples Sector Report
By: Ricky Bezold, Greg Gerbus, Mark Shepley, Chris Carroll, and Matt Bremer

Sector Allocation Recommendation




            Underweight

Current Sector Weight in Portfolio






9.64%

Current Sector Weight in Benchmark





            11.95%

Sector Stocks in Portfolio








          5

Portfolio Sector Weighted Average Beta




                   .72

Benchmark Sector Weighted Average Beta




 
      .98

Portfolio Sector Performance over Fiscal Year                                                            20.15%
Benchmark Sector Performance over Fiscal Year                                                      16.76%
Sector Summary
The Consumer Staples sector includes companies whose businesses are less correlated to economic cycles.  The sector is made up of manufacturers and distributors of food, beverage and tobacco products, and personal consumer products.  It also includes food and drug retailing companies as well as hypermarkets and consumer super centers. 
 
The Consumer Staples sector historically has a low correlation to the market and has been characterized for its noncyclical nature.  This results from the make-up of the products within the sector.  Due to these two facts, this sector typically outperforms other sectors during economic downturns and underperforms other sectors in boom periods.  Because of these observed trends, the consumer staples sector is seen as a defensive sector, especially when there are low levels of investor confidence in the market.  The products have a low price elasticity of demand, meaning a change in prices will have a small effect on the demand for goods since there are no substitutes for the products themselves.  Given this, a change in price can move a consumer from one product to another cheaper or discounted supplier, thus pricing in the consumer staples sector plays an important role. 
 
Other notes: 
1. Given the increase in consumer spending and consumer sentiment, near future outlooks are brighter as consumers will be able to move to premium brands.
2. Although continued economic growth will prove to be beneficial for the sector, top-line growth does not appear to be great given the mature nature of the firms within the sector.
3. If the U.S. Dollar gains strength against other currencies, a majority of companies within the sector may experience negative operating results because they will have to pay more to sell their exports.
Total Return

S&P 500 vs. Consumer Staples Sector
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Sector Holding analysis
Kellogg Company (K)

Price: 62.44

Shares: 500

Percentage of Portfolio: 1.87%

Percentage of Sector: 19.80%
Fiscal Year Return: 20.14%
Kellogg is the world’s leading producer of cereal, second largest producer of cookies and crackers, and a leading North American frozen food producer.  Kellogg became second only to Pepsi in the global snack food market when it acquired Pringles in 2012.  Due to this acquisition, Kellogg has seen a 7.6% growth in revenue in fiscal year 2012.  Although Pringles has been with Kellogg for a year now, Kellogg is expected to continue benefitting from it going forward primarily from Pringles’ strong global distribution system and its exposure in areas where other Kellogg brands have been weak.  

Kellogg also recently launched the Kellogg’s Family Rewards™ program in June 2012.  Kellogg partnered with Aimia, a global leader in loyalty management and marketing solutions, in the development of this program.  The Kellogg’s Family Rewards™ loyalty program increases customer engagement with private member offers and incentives, and collects useful data on consumer buying behavior which is beneficial to make data-driven marketing decisions.  With the push for greater customer engagement and growth potential still offered from the Pringles acquisition, Kellogg is well positioned to continue expanding even in times of volatile commodity prices.

Procter and Gamble Company (PG)
Price: $76.60

Shares: 500

Percentage of Portfolio: 2.31%

Percentage of Sector: 24.35%
Fiscal Year Return: 14.66%


Given P&G’s size, they gain advantages in terms of distribution, brand reach, and scale with suppliers. Throughout its history, P&G has proven to be an outstanding company with the ability to adjust its market and operational strategy with economic conditions. In turn, P&G is focusing on both higher-end and lower-end consumers (i.e. Tide and Gain) while introducing significant cost control measures.

P&G recently named Macy’s Inc. CEO Terry Lundgren to its Board of Directors in an effort to meet $10 Billion cost reduction strategy by 2016; Lundgren will serve on the innovation and technology committees in addition to governance and public responsibility committees. Due to P&G’s ambition to cost reduction, market share, historical success, and commitment to consistent dividends (P&G has paid a consistent dividend for 122 consecutive years), P&G is a solid hold heading into the summer.
Philip Morris International Incorporated (PM)
Price: $91.14

Shares: 370

Percentage of Portfolio: 2.02%

Percentage of Sector: 21.38%
Fiscal Year Return: 4.63%
Philip Morris products possess top market share positions in more than 180 markets. Their top product is Marlboro, the world’s best-selling international cigarette, which accounted for approximately 33% of their 2012 total shipment volume. Philip Morris’s high margins make the company a more attractive long term play; they possessed higher margins than competitors such as Lorillard, British American Tobacco, and Altria. Philip Morris holds over 15% of the global tobacco market (excluding the U.S.) and is the world’s largest producer of tobacco products.

For fiscal year 2012 Philip Morris paid a dividend per share of $3.24. This is an increase of 14% from 2011’s dividend. Philip Morris is experiencing growth in emerging countries like India and China. Growth is expected to continue from Asia and other emerging markets. Their Eastern Europe, Middle East, and Africa sector grew by 3.6%. 

Whole Foods Market Incorporated (WFM)
Price: $86.36

Shares: 280

Percentage of Portfolio: 1.45%

Percentage of Sector: 15.30%
Fiscal Year Return: 4.27%
Purchased near the end of February 2013, Whole Foods Market Inc. is the newest addition to the Consumer Staples sector. As consumer preferences shift to organic and non-GMO offerings, Whole Foods Market Inc. has positioned itself as the leading retailer of natural and organic foods and places the company in a position to erode market share from low-cost and traditional grocers.

Whole Foods’ revenues have grown considerably, throughout the recessionary period, mostly due to a connection that consumers have made with the organizations stated values. In addition to the company’s appeal to consumers, WFM has exceeded EPS estimates over the past 9 quarters and revenues have beaten estimates 5 of the past 9 quarters. Organic grocery industry has experienced 10% year over year growth while the traditional grocer has experienced a 3.8% year over growth; this correlates to significant sector growth.

The Kroger Company (KR)
Price: $31.80

Shares: 950

Percentage of Portfolio: 1.82%

Percentage of Sector: 19.18%

Fiscal Year Return: 36.77%
Kroger is one of the largest retailers in the United States. They sell both private and national labels, gaining approximately 40% of their revenue from the Kroger label. The Kroger Company has generated one of our highest returns in both the Staples Sector and the DCF portfolio. After analyst research and re-valuation we have found Kroger still undervalued. Kroger’s ability to keep industry high margins despite high food prices and inflation has been a large part of their increased return on investment. The Kroger gas stations they have opened around their stores have helped to offset high gas prices many grocers face, allowing for higher margins on products sold. They have 1,014 gas stations at their 2,435 stores. The Kroger Company has also started an organic campaign hoping to draw some of the “conscious consumers” who have moved to competitors such as Whole Foods Market. The company’s Kroger labels have helped raise margins because they can produce and distribute products, gaining all the profit. With new cost cutting measures and new product lines, we see Kroger continuing to grow. 

In 2012 the traditional grocery industry experienced a 3.8% year to year growth, yet Kroger has achieved revenue growth of 10.15% over that same time period. Kroger has shown 37 straight quarters of established stores sales increases. Due to high growth in 2012, Kroger paid a yearly dividend per share of $0.53; 2011’s dividend was $0.44 a share. Kroger plans to increase its customer base by acquiring smaller companies and starting to “merchandise stores specific to neighborhoods.”
sector breakdown
Within the Staples sector there are a couple specific product types in which are the main focus of our attention. These would be the food, tobacco, and household product businesses. The companies currently in the staples sector emphasize this priority. We hold Philip Morris, which is our big name tobacco company. Kroger, Whole foods, and Kellogg’s show our interest in the food industries. Lastly, our largest holding, Procter and Gamble, shows our interest in common household goods.

The American tobacco industries are facing a decline in domestic sales of their products. Buyer awareness is beginning to become a factor on the industry. Cigar and cigarette sales have been declining over the last few years; however, this has been offset by foreign markets. It is more socially accepted in other countries to smoke tobacco and this has caused a rise in foreign sales. Philip Morris has expanded into Russia, which bodes well for their revenues. American tobacco companies are still progressing into African and Asian countries which will allow for more growth opportunities. 

As a side note to tobacco products, it may be a good idea to start looking into tobacco-less cigarettes and cigars. These products have been one of the reasons that tobacco sales in the U.S have been declining. A healthier option is very appealing to consumers, and this could continue to gain support.

The food industry is also an area in which we are looking for opportunities. This is one of the more safe/stable markets in which we can invest in. People will always need to purchase food products whether there is a strong/weak/stagnant economy. With a strong economy we are well positioned in Whole Foods Market. This is an organic based food vendor. It is more expensive than other food companies, which is why it does better in a flourishing economy. When there is more disposable income among the consumers they will move to this type of product. With an aging consumer base and increased willingness to purchase quality over value, the organic food market has seen an increase in revenue. These companies have been growing at a rate of 10% a year as opposed to value based companies which have seen bumps of about 3%. We should be putting more emphasis on these companies.

With a weaker economy we are also looking at companies who sell their products at lower costs. These companies usually do very well when consumers have lower levels of disposable income and need basic necessities at a low price. If we hold this type of company with an organic selling vendor we can mitigate some risk to our portfolio. Also, if the economy stagnates both of these companies can see an increase in sales. This is why it is important to understand the market while looking at companies which sell food.

A lot of companies within the staples sector sell everyday (necessary) products. There is very little fluctuation within these products despite a decline in the market. Many of these companies sell brand name products at low prices. This generates slow and steady returns that trend with the S&P 500. 
analyst’s future outlooK
The Consumer Staples Sector as a whole has done very well in the past year with the S&P 500 Staples Index growing 16.8% in the past 12 months (CapIQ). This has largely been due to the negative outlook on the market in the past year. The Consumer Staples Sector is a safety stock for many investors when they are uneasy about market decisions. Between the Euro Crisis and worry about the “Fiscal Cliff” in the United States, investors looked to Consumer Staples. The flood of people moving to the sector for safety is part of the reason for relatively aggressive year over year increase. Two of the companies we currently hold, KR and K, have hit their all-time highs. 

Within our sector we want to continue to look for cigarette and beer companies because we feel that they have a large amount of growth in the foreign markets. We believe that emerging markets are going to start possessing higher levels of discretionary income which large companies will be able to tap into. Cigarettes may be a shrinking market in the United States, but abroad the market is growing rapidly. Places like India and China are seeing massive growth in the cigarette industry as a result of their growing middle class. This middle class section of their economy will help boost the beer and cigarette industries. 

In the next several months we are looking to slightly decrease our sector portfolio percentage. We believe that the Staples Sector has seen very good growth this past year and will not continue to grow at the rate other sectors will. We believe the Staples sector will not grow as much because the consumer sentiment is looking more positive, the housing market is beginning to come back, and unemployment is going down. All of these major indicators lead us to believe the economy is looking up and consumers are going to start spending more. When this happens the Staples Sector sees growth, but not as high as sectors such as Consumer Discretionary. As stated previously, the Consumer Staples sector is a safety stock in many investors’ eyes, so we want to invest in other sectors which will give higher return in the upcoming months.
Energy Sector Report
By: Matt DeMuth and Michael Mitro

Sector Allocation Recommendation




        Market Weight
Current Sector Weight in Portfolio





           10.81%

Current Sector Weight in Benchmark





           10.83%

Sector Stocks in Portfolio








        4

Portfolio Sector Weighted Average Beta




                 1.32

Benchmark Sector Weighted Average Beta




 
    1.40
Portfolio Sector Performance over Fiscal Year                                                              6.93%
Benchmark Sector Performance over Fiscal Year                                                        8.46%
Sector Summary
The energy sector is largely driven by the prices of key energy commodities such as coal, crude oil, and natural gas.  Companies within the Energy sector heavily depend on these prices to make a profit.  Furthermore, these prices are key in determining future revenues and expenses for energy companies.  Both spot and futures prices and future exchange rates for these energy commodities are indicative of the current and future health of the industry.

WTI crude oil has hovered around $95 per barrel this year and averaged $94 per barrel in 2012. Brent crude oil, which is sourced from Europe, is currently selling at $107 per barrel and averaged $111 per barrel in 2012.  While these two benchmarks in oil pricing have historically been priced the same, there has been an increase in the spread since 2011. This increasing spread has been caused by an increasing supply of WTI crude and political unrest in the Middle East/Europe.

Coal continues to be the main source of energy generation in the United States as 37.4% (2012) of electricity generated comes from coal.  However, this number is down from 42.3% of electricity generation in 2011.  This was largely due to the relatively low price of natural gas combined with the increased efforts of government to promote cleaner energy and move away from the use of “dirty” coal.

Natural gas has seen a sharp increase in usage, particularly in electricity generation.  In 2011, 24.7% of electricity generation was derived from natural gas. That number has risen to 30.4% in 2012.  This increase has been due to the cheap price of natural gas as well as the shift towards cleaner burning fuel.  As the government passes more regulations regarding emissions, more utility companies are moving towards natural gas and therefore more energy companies are extracting and refining the cleaner fuel.  

Total Return

S&P 500 vs. Energy Sector
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Sector Holding analysis
Total S.A. (TOT)

Price:
$47.98

Shares: 600

Percentage of Portfolio: 1.73%

Percentage of Sector:
15.97%
Fiscal Year Return: -6.14%
Total S.A. is a French oil and gas company that operates, along with its subsidiaries, in more than 130 countries worldwide.  The company operates in three segments, which include Upstream, Downstream, and Chemicals.  Total’s Upstream segment focuses on the exploration, development, and production of oil, gas, and liquefied natural gas.  As of December 31, 2011, the company had combined proved reserves of 11,423 million barrels of oil. Their Downstream operations include refining, trading, marketing, and shipping crude oil and petroleum products.  This segment has interests in 20 refineries that operate in Europe, Africa, the United States, China, and the French West Indies.  The Chemicals segment produces base chemicals such as fertilizers and petrochemicals as well as some specialty chemicals.  

TOT is one of the largest oil energy companies in the world.  They are well positioned to keep active in M&A. With the production of oil around the world slated to increase, TOT will stand to benefit.  Their expertise in deep water drilling should provide a competitive advantage.  Since the late 2000’s, TOT has been the number one provider of oil in all of Africa. TOT is looking to continue and further their operations in developing countries/geographical areas. 

Exxon Mobil Corporation (XOM)

Price: $90.11

Shares: 390

Percentage of Portfolio:  2.11%

Percentage of Sector:
19.49%
Fiscal Year Return: 3.90%
Exxon Mobil Corporation is an oil company that engages in the exploration and production of crude oil and natural gas, as well as manufacturing petroleum products.  Additionally, Exxon transports and sells their crude oil, natural gas, and petroleum products.  Exxon is the largest refiner of oil in the world.  The company has operations worldwide including those in the United States and Canada, Europe, South America, Africa, Asia, and Australia.  Exxon also produces many petrochemicals including polyethylene, aromatics, olefins, and polypropylene plastics.  They have a small interest in electric power generation.  Exxon Mobil and their affiliates operate under various names including Exxon, Esso, and Mobil.

Exxon is the largest oil and gas company in the United States.  With the United States looking to increase output of oil over the next decade, XOM will be in position to profit from it with their massive oil refinery infrastructure.  XOM is also one of the largest producers of natural gas in the continental US.  As long as natural gas continues to be seen as a greener and cheaper option than coal, it should continue to see rising demand.  With demand rising, natural gas will create larger profit margins for XOM in the future.  

Halliburton Company (HAL)
Price: $40.41

Shares: 1240

Percentage of Portfolio: 3%

Percentage of Sector:
27.29%
Fiscal Year Return: 21.75%
Halliburton Company is an oilfield services company that provides a wide range of products and services for the exploration, development, and production of oil and natural gas.  Halliburton operates under two divisions: Completion and Production, and Drilling and Evaluation.  The Completion and Production division provides production enhancement services, downhole services, well intervention services, and services regarding processing and transportation.  The Drilling and Evaluation division provides drill bits, coring equipment, and various fluids used in the drilling process.  Halliburton operates in approximately 80 countries worldwide and its divisions are organized geographically into four regions: North America, Latin America, Europe/Africa/CIS, and Middle East/Asia.

Due to the expected increase in oil production in the coming years, HAL will see an increased amount of business with the increase through providing service and equipment to an increasing number of drilling sites. HAL’s main operations are  in the US and Middle East.  As oil production increases, we believe that HAL will increase in equipment output and increase in service calls to oil companies.  The increase in business should increase in the overall profitability.  

Murphy Oil Corporation (MUR)

Price: $63.39

Shares: 1040

Percentage of Portfolio: 3.94%

Percentage of Sector:  36.63%
Fiscal Year Return: 20.19%
Murphy Oil Corporation engages in the exploration and production of oil and gas as well as marketing and retail of gasoline.  Murphy Oil operates two business segments: Exploration and Production, and Refining and Marketing.  The Exploration and Production segment explores for and produces oil, natural gas, and natural gas liquids.  This segment operates in six geographic regions: the United States, Canada, the United Kingdom, Malaysia, Republic of Congo, and all other countries.  The Refining and Marketing segment consists of retail marketing of petroleum products and various convenience products through gas stations throughout the United States and the United Kingdom.

Murphy recently split with almost all of its downstream operations.   Their downstream operations pulled down the overall performance of the company.   Since the split, their margins have been growing and we expect their margins to be much higher in the upcoming years with most expenditure costs now no longer part of the company.  Murphy currently holds the highest amount of drilling leases for the Gulf of Mexico.  With the focus on oil exploration and recovery more streamlined, we believe their output and margins will increase.
sector breakdown
Upstream
Upstream operations within the oil and gas industry deal with the exploration of oil and gas.  The first step in upstream operations is to locate and test for oil and gas reserves.  After these reserves are discovered and proven, the next step is to actually extract the oil and gas from the reserve.  These operations include drilling for oil and gas both onshore and offshore.

Midstream

Midstream operations within the oil and gas industry involve the transportation, storage, and marketing of oil and gas.  Most of the oil and gas is transported through vast pipelines.  Midstream operations may include parts of both upstream and downstream as a company within the industry may choose to transport their oil and gas as a way to cut out the middleman and increase operations.

Downstream
Downstream operations within the oil and gas industry include the refining of crude oil and the purification of natural gas.  Downstream operations also include marketing and distribution of products derived from oil and gas.  Finally, downstream operations sell many of these derived products, including gasoline, diesel, kerosene, lubricants, waxes, asphalt, natural gas, and many petrochemicals directly to consumers.

analyst’s future outlook
Prospects/Watch List

Devon Energy

Devon has heavy investment in Canada’s shale oil industry.  More specifically most of its assets are located in British Columbia.  Devon needs the US to pass the bill to allow for the Keystone pipeline to be built.  If the pipeline does not pass then Devon should no longer be considered.
Chesapeake Energy

The fund used to hold CHK; however, they have been experiencing management issues as of late. Their poor management led to decreased productivity in the company. Although CHK is one of the top producers of natural gas in the country, the company will need to make significant strides towards better management for the fund to revisit and revalue CHK.

Conoco Phillips
As one of the largest US oil companies, COP operates in the upstream segment of the Energy sector.  With US energy production set to continue to rise in terms of oil production, COP will look to capitalize on this with its vast network of oil production facilities located around the world.  

Forward Strategy
The outlook in 2013 for the Energy sector looks to be fairly bullish.  This will be driven mainly by a rebound in the coal market and stabilization of crude oil.  The price for natural gas will increase in 2013; however, this should not greatly affect the Energy sector as a whole.

The coal market was hit hard in 2012 but should rebound in 2013 largely due to higher natural gas prices.  As natural gas prices rise in early 2013, coal once again becomes the more cost effective method of power and electricity generation.  Although continued efforts by the United States government to regulate dirty emissions from coal are expected, the large size of the coal market provides long term security.  Expected increases in electricity usage should be powered by increases in coal consumption.  Furthermore, China and India are expected to continue industrial expansion, which will be fueled by coal.

Both WTI crude oil and Brent crude oil are expected to be relatively stable in 2013; however, both are expected to be cheaper than 2012 prices.  Additionally, the spread between the two benchmarks is expected to decrease in 2013.  This decrease in the spread is the result of less (still some) political unrest in the Middle East as well as increased pipeline capacity that will make it cheaper to transport oil to refineries.  While prices for both benchmarks are expected to be cheaper, global oil consumption is expected to increase in 2013.

As mentioned above, natural gas prices are expected to increase in 2013.  Furthermore, natural gas consumption is expected to decrease in 2013 as a result of higher prices. Coal will once again be economically feasible. While 2013 may be a down year for natural gas, the continued efforts to move towards cleaner burning fuel will mean long-term growth for natural gas. The DCF’s Energy sector is well diversified between coal and natural gas companies to take advantage of, and provide security from, commodity pricing volatility. 

Financials Sector Report

By: Mark Hemphill, Troy Stringer, Larry Chapman, and Greg Hagerty

Sector Allocation Recommendation




        Market Weight

Current Sector Weight in Portfolio




                       14.41%

Current Sector Weight in Benchmark





           15.45%

Sector Stocks in Portfolio








          6

Portfolio Sector Weighted Average Beta




                0.83

Benchmark Sector Weighted Average Beta





     1.21

Portfolio Sector Performance over Fiscal Year                                                              5.93%
Benchmark Sector Performance over Fiscal Year                                                      15.30%
Sector Summary
Despite concerns regarding new regulations and reforms in the financial industry, the Financials sector was the S&P 500’s top performer in 2012 despite low interest rates and uncertainty concerning future financial reform. In addition, the insurance industry suffered substantial hits on the bottom line due to an unexpected season of damaging natural disasters.  However, the industry as a whole continues to slowly recover from the financial crisis of 2008.  While some may argue that this recovery is slower than expected, others see the financial industry’s performance in 2012 as a correction of the Financials sector poor performance in 2011. A large majority of firms in the banking industry are now implementing considerable cost cutting strategies originally developed in 2011 as a way to get around low interest rates and prepare themselves for any unexpected expenses related to the financial reforms and regulations yet to come in 2013.

As for the D’Artagnan Capital Fund’s Financials sector, 2012 was a year of diversification and risk reduction as a result of our bearish outlook coming from the sector’s poor performance in 2011. During our fiscal year 2012-2013, the sector expanded its investments in Canadian banking, as well as made its first investment in a real estate investment trust (REITs).  Our newest strategy has revolved around our bearish sentiment towards Canadian banks; their exposure to a deteriorating Canadian housing market mimics that of the United States’ banks during the height of our financial crisis. Consequentially, we are looking to increase our investment in REITs and insurance companies located in the United States to diversify our Canadian risk.

Total Return

S&P 500 vs. Financials Sector
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Sector Holding Analysis
JPMorgan Chase & Company (JPM)

Price: $47.46
Shares: 780

Percentage of Portfolio: 2.22%
Percentage of Sector: 15.40%

Fiscal Year Return: 3.22%
JPMorgan Chase & Company, a financial holding company, provides various financial services worldwide. Its Consumer and Community Banking segment provides deposits, investment products and services, lending, and cash management and payment solutions to consumers and small businesses; mortgage origination and servicing; and residential mortgages and home equity loans. The company posted better-than-expected results in its quarterly income in its Q4 earnings report, with net revenues jumping from $21.5 billion to $24 billion. JPM also plans to cut about 4,000 jobs as it trims expenses by $1 billion this year. They also released they plan to cut about 19,000 jobs by the end of 2014. The bank also set a target to cut expenses in mortgage banking by about 3 billion dollars through 2014.

PNC Financial Services Group (PNC)

Price: $66.50
Shares: 500

Percentage of Portfolio: 1.99%
Percentage of Sector: 13.83%
Fiscal Year Return: 3.12%
The PNC Financial Services Group, Inc. operates as a diversified financial services company in the United States and internationally. The company’s Retail Banking segment provides deposit, lending, brokerage, investment management, and cash management services. Its Corporate and Institutional Banking segment offers lending products, such as secured and unsecured loans, letters of credit, equipment leases, treasury management services, including cash and investment management, receivables management, disbursement and funds transfer, information reporting, and trade services. PNC, who passed this year’s stress tests, stood out as one of the best capitalized banks during first week's stress tests. Also, shareholders received more good news in the second week’s result along with the announcement of an increased dividend. Comprehensive Capital Analysis and Review (CCAR) results highlight the strength and sustainability of PNC's balance sheet and evolving strategy.

American Tower Corporation (AMT)

Price: $76.92

Shares: 620
Percentage of Portfolio: 2.86%
Percentage of Sector: 19.84%

Fiscal Year Return: 22.06%
American Tower Corporation, a real estate investment trust, operates as a wireless and broadcast communications infrastructure company. It develops, owns, and operates communications sites. American Tower Corporation reported their fourth quarter and full year 2012 financial results on February 27, 2013. Total Revenue increased by 17.6% to $768.4 million and Operating income increased by 12.7% to $279.2 million. Jim Taiclet, American Tower's Chief Executive Officer stated, "2012 represented another strong year of performance, as we remained focused on two primary aspirations: strengthening our core U.S. business by securing extended customer agreements to enable robust, sustained organic growth; and leveraging the rapid global adoption of wireless services to drive our international market expansion”.

Royal Bank of Canada (RY)

Price: $60.30
Shares: 750

Percentage of Portfolio: 2.71%
Percentage of Sector: 18.82%

Fiscal Year Return: 3.88%
Royal Bank of Canada provides personal and commercial banking, wealth management, insurance, investor and treasury, and capital markets services worldwide. The company’s Personal & Commercial Banking segment provides personal, automotive, and business financial services, as well as cards and payment solutions. RY reported a net income of $2,070 million for the first quarter ended January 31, 2013, up $215 million or 12% from the prior year. The increase was due to record earnings in both Personal & Commercial Banking and Wealth Management, as well as strong performance in Capital Markets. Gordon M. Nixon, RBC President and CEO RBC said, “RBC continued its strong momentum, with earnings of over $2 billion in the first quarter, reflecting solid growth across most businesses and effective cost discipline. We believe our financial strength and competitive advantages position us to successfully manage through the ongoing industry headwinds, and continue to extend our lead in Canada, while selectively growing our presence globally. Today we are also pleased to announce a5% increase in our quarterly dividend."

Chubb Corporation (CB)

Price: $87.53
Shares: 500

Percentage of Portfolio: 2.62%
Percentage of Sector: 18.21%
Fiscal Year Return: 26.65%
The Chubb Corporation, through its subsidiaries, provides property and casualty insurance to businesses and individuals. It offers personal insurance products, such as automobile, yachts, homeowners, and other personal coverage products, as well as personal accident and supplemental health insurance products. CB Announced a 7.3% hike in its quarterly dividend payment. The increased dividend of 44 cents per share will be paid on Apr 2, 2013 to shareholders of record on Mar 15, 2013. A.M. Best has affirmed the ratings of property and casualty subsidiaries Chubb. As a part of its rating action, the agency reiterated the “A++” insurer financial strength ratings and “aa+” issuer credit ratings of the subsidiaries. 

Citigroup Inc. (C)

Price: $44.24

Shares: 755
Percentage of Portfolio: 2.00%
Percentage of Sector: 13.90%

Fiscal Year Return: 21.04%
Citigroup Inc., a diversified financial services holding company, provides various financial products and services, including consumer banking and credit, corporate and investment banking, securities brokerage, wealth management, and transaction services to consumers, corporations, governments, and institutions worldwide. Citigroup, the third-largest U.S. bank by assets, agreed to pay $730 million to settle claims it misled debt investors about its condition during the financial crisis. One of the 17 banks to pass this year’s round of stress tests, Citigroup had 8.3% of capital set aside under a measure called Tier 1 common ratio, above the generally accepted standard of 5%.

Sector Breakdown
Banks & Diversified Financials

Despite the financial sector being the S&P 500’s top performer in 2012, there is still a large amount of uncertainty that remains in the industry. Although the recovery has been slower than some anticipated, the U.S. economy has shown continued improvement. However, these improvements have been met by continued headwinds in the Eurozone, creating uncertainty in the U.S. markets, especially banks with European exposure. This, along with public relations issues such as the London Whale and LIBOR rigging scandal, made financial stocks attractive for investors, as many securities had attractive valuations at low P/E multiples. 

Banks began to see improvements and growth in the bottom-line, although significant earnings growth were tough to come by in an environment of low interest rates and net interest margins. The continued quantitative easing by the U.S. Treasury and Federal Reserve, QE-3, was the latest effort undertaken by the central bank to drive demand for loans and overall economic growth. There was some increase in loan demand, particularly among corporate borrowers, but many consumers are continuing to deleverage their household balance sheets. This forced banks to undertake cost-cutting measures, reallocate assets from underperforming segments, and seek growth opportunities abroad.

The larger, diversified financials continued to see improvements in their capital controls and liquidity standards, as set forth by Basel III. In March of 2013, only two banks failed the so-called “stress tests” which were designed to measure the strength of the banks’ balance sheets in the event of another significant financial catastrophe. This was a positive sign for the industry, showing they had continued to rid their balance sheets of toxic assets and bolster the quality, and amount, of capital on hand. As a result, the majority of diversified financials’ requests to increase dividends and share buybacks were approved by regulators. What remains to be seen is how regulation coming out of Washington, such as Dodd-Frank and the Volcker Rule, will shape the industry and environment in which banks operate.

Insurance

While there have been signs of an economic recovery underway in the U.S., there is still a long way to go to recover the business activity lost during the financial crisis. Property & Casualty insurers hold about two-thirds of their invested assets in the form of bonds, so they are very sensitive to changes in credit markets. Since the latest recession, bond prices have declined sharply, leading to lower reinvestment yields and, ultimately, investment losses. The investment losses, combined with declining premium rates, adversely affected the profitability of insurers.

Also weighing on the industry are catastrophe losses, most recently Hurricane Sandy, which continue to depress the bottom line. Although insurers were better prepared for catastrophe losses, the effects of the 2012 hurricane season were larger than expected. An opportunity arising from this, however, will be the need for primary non-life insurance and reinsurance.

Moving into 2013, the environment the industry operates in has seen some improvement. After the price pressures and reduced exposure of 2012, the slow economic recovery has led to some increase in prices during 2013. As the economy continues to pick up momentum, insurance volume will grow. The growing employment in the private sector and recovery in the housing have already led a number of insurers to see improvement in insurance pricing. The continued economic recovery will produce margin expansion The industry is well positioned in 2013 and beyond.

REIT’s
2012 was a very good year for real estate investment trusts; the strengthening economy and improvements in the housing markets have provided returns that outpaced the stock market. The improving real estate conditions allowed for significant top and bottom line growth for REITs.  In the environment of uncertainty which financial stocks have been in, REITs benefited from perceptions that they are a safer bet. The uncertainty at home and abroad, along with real estate fundamentals improving more so than the broader economy, made REITs attractive to investors. The high dividend yield also made REITs a smart play for us as we are not taxed on dividends.

One bright spot of the low interest rate environment today is the increased earnings potential REITs are seeing. The low rates are allowing for debt refinancing, as well as expansion due to lower costs of capital. In addition to the expansion of most REIT portfolios, their property values and net asset values are increasing, which provides strong top and bottom line growth. As the economy starts to recover at a faster pace and rates begin to creep back up, REITs need to be monitored as an increase in interest rates will adversely affect the industry.

Analyst’s Future Outlook
Insurance Companies

Entering 2013, the United States insurance industry was facing a large amount of uncertainty due to the irregular amount of hurricanes in the previous year; including Hurricane Sandy, which accumulated billions of insured losses. Although there was an abnormal amount of hurricanes in the year 2012, insurers were properly prepared with provisions that had successfully covered the insured losses. In 2013, it is expected that insurers will continue to have weak underwriting gains and low investment yields due to weak economic conditions.  Recently there have been some signs of an economic recovery, which could translate into more consumers buying insurance. Also, as a result of Hurricane Sandy and other natural disasters in 2012, consumers are becoming more aware about how expensive house and vehicle repairs are; this will translate into higher underwriting gains. In 2013, we expect this industry to have high uncertainty levels due to the struggling unemployment rate, the large amounts of regulatory restrictions, and the stressed balance sheets.  

Commercial and Investment Banks

Most commercial and investment banks are struggling to manage costs and grow in this low interest rate, overly regulated industry. Significant restructuring programs have already been announced by many of the world’s largest banks to cut costs and improve profitability, but with mixed success. Faced with an uncertain future and mounting pressure to improve sub-par ROE, many institutions are considering cuts or delays to their agendas. Bankers will continue to be challenged to find profit in an environment of low interest rates, and thus low net interest margins. Continued quantitative easing by the Federal Reserve is the latest effort undertaken by the central bank to spur demand for loans and overall economic growth. Growth is likely to be hard to come by in 2013; growth will depend largely on the state of the U.S. economy and the prospects for a resolution to the European economic situation. Also, this is a very busy time for commercial banks because of the implementation of the Affordable Care Act and the new tax hikes on businesses and consumers. In particular, small businesses are taking advantage of the low interest rates and increasing their capital through loans in order to cover the extra costs of the taxes and health care. With this notion, we expect that regional banks will expand their clientele base because more small businesses and households might want to receive a loan from a regional bank instead of a large, world-wide commercial bank. However, consumer confidence seems to be on the rise; which, in return, will translate into revenue growth. 

Threats

One of the primary threats we are focused on is the possibility of a housing market crisis within the Canadian economy. The Canadian financial sector may be facing a similar situation the United States had back in 2007 and 2008. Due to liberal loaning by the commercial banks and the increase in credit by consumers, the housing market may soon be unsustainable and we may see a financial crisis. Currently the capital fund has securities within the Canadian financial sector, but we will soon be liquidating these securities due to the high uncertainty of the housing market. 

Risks

· The European debt crisis will further limit the industry’s growth prospects
· Legislative challenges continue to create noise within the sector , limiting growth potential 
· Domestic monetary and fiscal policies might continue to create further noise 
· Slowing of domestic and global economies could affect revenues and the value of financial companies’ assets and liabilities; especially in the European region

Healthcare Sector Report
By: Chris Harris, Garrett Keirns, Anthony Rossi-Berg, Chad Schlett and Courtney Smith

Sector Allocation Recommendation




        Market Weight 

Current Sector Weight in Portfolio
 




            11.97%

Current Sector Weight in Benchmark




                         12.11%

Sector Stocks in Portfolio








          5

Portfolio Sector Weighted Average Beta




                 0.81

Benchmark Sector Weighted Average Beta




 
   0.82

Portfolio Sector Performance over Fiscal Year                                                            15.53%
Benchmark Sector Performance over Fiscal Year                                                      22.41%
Sector Summary
Despite concerns over new regulation in the healthcare industry, the healthcare sector outperformed the S&P 500 by nearly 11% for the year. Demand for medical supplies and medicines are generally inelastic making the sector less susceptible to swings in the economy as the cyclical sectors such as consumer discretionary and information technology. The strong performance of the sector can be attributed to the fact that the proportion of people in the US who are over 65 is growing larger each year. This means total healthcare expenditures will increase year over year. 

The election of Barack Obama to a second term did little to stifle the profitability of most domestic healthcare firms. However, uncertainty still exists as to how legislation, particularly the Patient Protection and Affordable Care Act (PPACA), will affect the industry going forward. New laws may stifle innovation in the industry by reducing the incentive of healthcare companies to invest in research and development because they fear they will not be able to recoup their investment because of taxes and regulations. 

Advances in medical care and technology enables companies within this industry to pull-ahead and become profitable.  The D’Artagnan Capital Fund looks to diversify its healthcare holdings amongst the different subsectors.  Current holdings provide exposure in bio-technology, pharmaceuticals, health services/management, and insurance.  Stocks are selected based on firm strength and future growth outlook in such a highly regulated and competitive industry.

Total Return

S&P 500 vs. HealthCare Sector
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Sector Holding analysis
Actavis, Inc. (ACT)
Price: $91.40
Percentage of Portfolio: 2.57%

Percentage of Sector: 21.49%

Fiscal Year Return: 37.75%
Actavis is a specialty pharmaceutical company that produces and distributes generic, branded generic, brand biosimilar, and over the counter pharmaceutical products.  Actavis operates in three major segments, Actavis Pharma, Actavis Specialty Brands, and Anda Distribution. Actavis predicts profit growth for fiscal year 2013. However, Actavis Inc is banned from marketing their generic version of Rapamune, which is a drug that helps patient’s bodies accept new organs when they are transplanted. The fund as of now has 466 shares of Actavis and makes up 2.57% of the portfolio. Actavis is in a competitive industry and pressure from outside companies and competitors make it extremely important to be innovative and come up with new products. 
McKesson Inc. (MCK)
Price: $108.44

Shares: 540
Percentage of Portfolio: 3.49%
Percentage of Sector: 29.18%

Fiscal Year Return: 23.00%
McKesson Corporation is a pharmaceutical distributor, and supplies medical equipment to healthcare providers, hospitals and pharmacies. McKesson is the largest pharmaceutical distributor in North America and distributes more than 1/3 of medicines used every day. McKesson operates out of two business segments: The McKesson Distribution Solutions, and The McKesson Technology Solutions.  McKesson recently completed the merger with PSS World Medical in the beginning of 2013. The merger is expected to generate $125 billion in revenue. With this merger of PSS World Medical, McKesson will be able to sustain an EBIT margin of 2% or higher in the long run and continue to grow as a company. McKesson’s profit margins have been increasing year after year and have one of the highest ROE in the industry. McKesson will continue to grow and add value to the fund. Major risk associated with McKesson is their customer relationships. Their two biggest customers are CVS and Rite Aid which make up 27% of their total revenue. If they lose either of these two customers their value will decrease.
Johnson & Johnson (JNJ)
Current Price: $79.96

Shares: 400
Percentage of Portfolio: 1.95%
Percentage of Sector: 16.32%

Fiscal Year Return: 23.61%
Johnson & Johnson with the help of its subsidiaries is a company that develops, manufactures, and sells various health care products. Johnson & Johnson operates out of three segments: consumer, pharmaceutical, and medical devices and diagnostics. JNJ has an optimistic future with their development of new drugs. The FDA has recently approved one of JNJ’s drugs called Sirturo to cure tuberculosis. Their top selling drug patents are not expiring until 2018 which will continue to bring in revenue. JNJ has paid a constant dividend over the last couple of years of $.61 and has a very low beta of .44. JNJ is a solid, stable company. They have multiple drugs in development phases as well as undergoing strict tests performed by the FDA. JNJ has also completed their merger with Synthes which will increase earnings in fiscal year 2013. JNJ has performed well in the fund’s portfolio.  
Express Scripts Holding Company (ESRX)
Price: $58.25

Shares: 525
Percentage of Portfolio: 1.81%
Percentage of Sector: 15.14%

Fiscal Year Return: 6.35%
Express Scripts Holding Company provides pharmacy benefit management services in the United States and Canada. It provides healthcare management and administration services for its clients.  Express Scripts finalized the merger with Medco Health Solutions in April of 2012. A concern about Express Scripts is their relationships with pharmacies. Tricare Health Plan is excluding Walgreens from being a provider of Express Scripts. This will cause Express Scripts to lose customers.  
CareFusion Corp (CFN)

Price: $34.69

Shares: 1020
Percentage of Portfolio: 2.14%
Percentage of Sector: 17.87%
Fiscal Year Return: 34.94%
CareFusion provides a wide range of healthcare products as well as services throughout the United States and worldwide. CareFusion operates in two segments, Medical Systems and Procedural Solutions. We recently acquired CareFusion on March 21st, 2013, in a swap for Cardinal Health. The swap was made due to Cardinal Health losing one of their main customers, Walgreens. This loss was detrimental to the share price as it plummeted nearly 10% in two days. CareFusion shows positive signs of growth in the near future. The company is planning on acquiring companies to help boost share price and increase market share. 
sector breakdown
The healthcare sector is comprised of three major subsectors; biotechnology and pharmaceuticals, healthcare services and management, and medical equipment/devices.

Biotechnology and Pharmaceuticals (ACT)

This subsector consists of companies that create and develop medicines for the public. Biotechnology companies mainly focus on certain drugs that have a life threatening disease associated with them. Pharmaceutical companies, focus more on the development of brand and generic name drugs. Both have the goal to provide medicines for people’s everyday sickness. 

Healthcare Services/ Management (ESRX,MCK)

The main purpose of companies in this particular subsector is to supply customers with particular healthcare services. These services include providing healthcare coverage to Pharmaceutical Benefit Management firms in order for various customers to purchase medication under their insurance. This subsector also includes the management of customer’s prescriptions through Medicaid, Medicare, and those that customers receive at various pharmacies around the world. 

Medical Equipment / Devices (CFN, JNJ)

Companies operating in this subsector are primarily focused on the creation and distribution of surgical and medical instruments (syringes, hypodermic needles, etc.), lab equipment and furniture (scales, operating tables, and hospital beds), ophthalmic goods, diagnostic and anesthetic equipment and even dental equipment and supplies.  Profitability depends on the ability to develop superior products.

Analyst’s future outlook
The overall outlook for the Healthcare sector is somewhat positive. As a whole, Healthcare is less susceptible to the overall economy as there will always be an inelastic demand for health products and services. The total return of the sector for the trailing twelve months was 11.1% which outperformed the S&P 500. Factors that will impact the industry include the impact of Obama Care, aging populations, and developing countries. 

Obamacare has had a huge impact in the healthcare industry as some areas are benefiting from it while others are not.  The Affordable Care Act makes it cheaper and easier for people from low income households to have access to the healthcare products and services they need. In effect it causes healthcare companies to lower prices for drugs and services. However, this calls for a higher demand for healthcare products because more people will be demanding these services. In addition to the Affordable Care Act, government is requiring a 2.5% tax on all sales of medical devices. This is going to have an impact on companies’ revenues in the future.
As consumers begin to age, the overall demand on the Healthcare sector will increase. In a recent report from CNBC, the United Nations stated that the median age in developed countries has risen from 29 in 1950 to 37.3 in 2000. With sector spending set to increase to $4.4 trillion (20% of GDP) by 2018, companies are realizing the increase in age and demand for new products. These newly developed drugs and technologies will help companies benefit from this demand.  An aging population, both domestically and abroad, will continue to help the sector grow as older people will need healthcare to sustain their quality of life.  

People in developing countries will begin to demand the same quality of healthcare and healthcare services that people from developing countries already enjoy. This will be the product of growth in the middle class domestically and abroad. As the European debt crisis subsides and the US economy begins to recover research and development will ramp back up as more money pours into the stock market and into upstart companies.  Resurgence in biotechnology will be observed and new medicines will be personalized to the patient; ending a paradigm of provider-centric products towards a new era of patient-centric medicines.

One possible area of growth for the healthcare industry is expansion into developing nations in areas such as Southeastern Asia, South America and Eastern Europe. As these nations continue to grow, their middle classes will expand. This expansion will create a new demand for access to better healthcare products. These new, growing middle classes will want access to new drugs and better surgical procedures in order to enhance their standard of living. Many cultures want access to American products because this is seen as a sign of wealth. If healthcare companies in our nation are able to capitalize on the opportunity to grow in to the “newly wealthy” markets of the world, there is no doubt these firms will be able to grow. 

Certain subsectors of the Healthcare industry have been improving as of late over others. These subsectors would be Pharmaceuticals, Biotechnology, Healthcare Equipment, and Healthcare Distributors. The sector should move to minimize our position in subsectors such as Managed Healthcare, Healthcare Services, and Life Sciences Tools and Services. We think these declining subsectors will continue to decline based on recent regulation such as Obama Care.

Industrials Sector Report
By: Justin Coop, Paul Neumann, and Nick Kobunski

Sector Allocation Recommendation:




        Market Weight
Current Sector Weight in Portfolio
 




             9.92%

Current Sector Weight in Benchmark




                          9.93%

Sector Stocks in Portfolio








          5

Portfolio Sector Weighted Average Beta




                  1.21

Benchmark Sector Weighted Average Beta




 
    1.04

Portfolio Sector Performance over Fiscal Year                                                              5.33%
Benchmark Sector Performance over Fiscal Year                                                       11.86%
Sector Summary
The Industrials sector in the S&P 500 is made up of companies in the business of manufacturing and distributing capital goods, professional and commercial services, and transportation services.  With a marginally higher level of volatility than the market, the Industrials sector has spent the last year highly correlated to the S&P500 with slightly lower returns by percentage as can be seen on the subsequent graph.  The biggest driver of the Industrials sector over the past few years has been not only the financial crisis we saw first-hand here in the United States, but also the turmoil in the Eurozone and the manufacturing slowdown in China.  The Industrials sector is highly dependent upon consumer confidence due to the fact that the majority of goods these companies produce are forms of transportation and construction of buildings (both residential and commercial).  Automobiles and houses are the two biggest expenses in consumers’ lives so when you find yourself in the midst of a worldwide financial stagnation, and the majority of consumers cannot even afford a new pair of jeans let alone a car or house, you can be sure that on the whole the industrials sector is going to hurt.

As we are now off and running with the domestic financial crisis behind us yet still in sight, consumer confidence is higher than it has been in recent years and the industrials sector is poised for continued growth throughout 2013.  Residential construction is seeing a comeback from a nearly six-year trough and by the end of 2013 it is expected that commercial construction will join the comeback.  This bodes very well for holdings such as CAT that will benefit directly from a boost in construction.  It will also indirectly boost a number of subsectors within the Industrials sector including shipping such as freight or train cargo as construction materials will be shipped worldwide. 

Total Return
S&P 500 vs. Industrials Sector
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Sector Holding analysis
The Boeing Company (BA)
Price: $85.85
Shares: 500 


Percentage of Portfolio: 2.57%
Percentage of Sector: 25.93%

Fiscal Year Return: 15.44%
The Boeing Company is a global aerospace and defense competitor. They are segmented into three business units: Commercial Airplanes and Defense, Space & Security, and Boeing Capital.  Through these segments, Boeing engages in the development and manufacturing of commercial planes, manned and unmanned military aircraft, and weapons systems. Boeing also manufactures a number of electronic, information, and intelligence systems. With the recent turmoil behind Boeing’s new 787 Dreamliner’s lithium-ion batteries catching fire, the stock took a slight hit at the start of 2013. With the battery issue fixed by the end of February, Boeing was able to see some positive growth as they were able to maintain and receive more orders for their 787s and 737-Max planes. Since the Fund has acquired The Boeing Company in September of 2012, the stock has seen a nice return of 20.85% thus far. Seeing that the company maintains a steady backlog and continues to improve upon its 787 Dreamliner, the stock could reach new heights in 2013 and beyond.
Caterpillar, Inc. (CAT)
Price: $86.97

Shares: 450
Percentage of Portfolio: 2.35%
Percentage of Sector: 23.64%
Fiscal Year Return: -18.35%
Caterpillar, Inc. is the world’s largest producer of earthmoving equipment and a large manufacturer of electric power generators and engines used in the oil markets and mining equipment. Despite the large write down CAT received after its Chinese acquisition of ERA Mining Machinery, Caterpillar withstood the negative sentiment and recorded a 10% gain in revenues for 2012. With the business heavily dependent on commodity pricing and the Chinese growth, Caterpillar will look to employ aggressive cost cutting methods for 2013 as forecasts for commodities, especially in the metals and mining industry, do not look promising. Global economic growth in conjunction with cost cuts will help CAT’s bottom line for 2013 and into the coming years.
Cummins, Inc. (CMI)
Price: $115.81

Shares: 215
Percentage of Portfolio: 1.49%

Percentage of Sector: 15.04%
Fiscal Year Return: -3.52%
Cummins, Inc. is a global leader in manufacturing, distributing, and servicing diesel and natural gas engines and other engine-related products.  Cummins operates in four segments: Engine, Components, Power Generation and Distribution. With the recent increase in the construction industry and the rise of the industrials market during the first quarter, Cummins will begin to reap the benefits of a growing economy especially with its solid position in emerging markets like China and India. In addition to the Company’s long-term growth outlook, the company has maintained a 12% earnings margin for the past two and a half years and it also has a great net cash position. Cummins, Inc. was acquired at $115.59 and has given the Fund a 0.19% return to date. The near future looks promising for the Company as it is awaiting contract awards in the coming months that could exceed $1 billion.  

General Electric, Co. (GE)
Price: $23.12

Shares: 1660
Percentage of Sector: 23.18%

Percentage of Portfolio: 2.30%
Fiscal Year Return: 15.20%
General Electric Company operates as a technology and financial services company worldwide. GE operates in two main segments: GE Capital Services and GE Industrials. GE Capital Services has sub segments of: Commercial Lending and Leasing, Consumer, Capital Aviation Services, Energy Financial Services, and Real Estate. GE Industrials is comprised of five main sub segments: Energy Infrastructure, Aviation, Healthcare, Home and Business Solutions, and Transportation.  With the recent restructuring of revenue flows in the past five years, GE has focused more on its industrials segments to bolster its balance sheet. The firm’s $210 billion in backlog coupled with the recovering American economy will result in revenue increases despite European woes. GE looks to maintain its high performance in 2013 as the U.S. economy looks to recover and China’s economy picks up.
3M, Co. (MMM)
Price: $106.31

Shares: 190
Percentage of Portfolio: 1.21%
Percentage of Sector: 12.20%

Fiscal Year Return: 19.17%
3M Company is a highly diversified industrial and engineering company, operating as six business segments: Industrials and Transportation, Safety, Security and Protection Services, Electronics and Energy, Healthcare, Display and Graphics, and Consumer and Office. With a 55-year streak of consecutive dividend growth and a debt to equity ratio of 8.68%, 3M continually proves to be a solid company.  With its Display and Graphics business segment boasting a 10.6% growth rate due to the high demand for computers, televisions, phones, tablets and automobiles, 3M sees this segment to continue its run into the future as technology continues to develop and advance. 3M also sees more growth coming from its Consumer and Office and Healthcare businesses as these segments penetrate into emerging markets. 3M, Co. is the Industrials Sector top performer at a 21.20% gain from the time of acquisition.  

Sector Breakdown
Opportunities 

As the economy strengthens, Industrials will continue to see above average growth. Growth opportunities are expected in the next year. The major growth opportunities are as follows: 

· The urbanization of rural populations in developing nations will continue to impact the demand for industrials companies.  This demand permeates across many sub-segments, from construction and mining and electrification, to increased demand for electronics and white goods.

· Through the recession, industrials firms focused on cutting costs in an attempt to operate leaner.  The result was the recognition of synergies.  Going forward, industrial firms will leverage efficient operations to strengthen margins.

· The attempt to modernize infrastructure in developing countries will continue to gain momentum going into the next year.

· New orders for U.S machinery in January expanded year over year for the first time since February of 2012.  These orders reached a monthly record of $35.3 billion and growing at 11.2% year over year.  This is a positive signal that confidence may have returned to the U.S. market.

· A structurally weak Euro may boost sales as a whole.  The contribution made by foreign exchange to revenue growth was 3.4% on average for Euro-denominated industrials in 2012.  This could assist in the recovery of the Euro while providing sector support.

· Consumer sentiment continues to rise in spite of the lackluster Euro zone. Individuals remain upbeat about the global economy and the Industrials sector will supply that future growth. 

Risks

· European industrials rallied by about 19% on average since Mario Draghi’s late-July promise to preserve the Euro outperforming the wider Stoxx 600 European index by 5%.  Industrials share prices could come under pressure if concerns on the future of the Euro zone escalate as companies delay investment decisions.

· Figures for year over year Swedish Industrials production are down on all fronts, excluding manufacturing of computer electronics.  

Analyst’s Future Outlook
Prospects/Watch List

Construction/Agriculture

As the economy continues to rebound with housing starts especially on the rise, the demand for construction equipment is increasing exponentially.  Caterpillar is currently being valued, but its competitors should not be overlooked for the Fall semester of 2013, i.e. CNH Global NV (CNH) and Deere & Company (DE).    

Railroads

The fund currently has no positions in the rail industry. 2012 was a bright year for the rail sector.  Numerous firms are seeing significant momentum going into 2013.  The expectation for 2013 is to see the share prices drop as coal prices increase.  The fund should keep their eye on the rail sector and look for opportunities to invest in this sector.  The fund valued Norfolk Southern, Kansas City Southern, and Canadian Pacific Railway and issued hold, sell, and sell recommendations, respectively. 

Forward Strategy
The market rally has been rather impressive given contraction in the Euro zone, headwinds to consumer spending (as a result of tax hikes, gas prices and pay-roll tax holiday expiration), and a dysfunctional U.S. political system.  As the country continues to reestablish itself coming out of the latest recession, we can turn to the Industrials sector as a source of potential growth opportunities. With the continued growth in emerging markets, companies with operations both domestically and overseas should see the largest increase in revenues. We should see significant growth in manufacturing and construction segments based on the increased spending in infrastructure development.

U.S. macro industrial indicators are turning positive.  The Industrial sector, on a global basis, continues to lag mainly as a result of softness in the Eurozone and Asia Pacific regions.  In the U.S., automotive demand remains robust as the FED has kept the spigot open, returning consumer confidence.  In February, year over year adjusted auto sales rose 6.2% providing support for the primary sector feeding inputs to the automotive industry.  Consumer spending drives approximately 70% of the U.S. economy and is what spurs industrial production.  Retail sales, for February, advanced 1.1% year over year, significantly more than economists’ expectations.  

The U.S. manufacturing Purchasing Managers Index (PMI) improved in each of the past three months; The PMI moved from 49.9 in November to 54.2 in February, significantly higher than the growth/contraction threshold of 50.  The forward looking new orders portion of the ISM index increased to 57.8, indicating there are a few more good months of manufacturing ahead.  Our fund should look toward the automotive and housing industries as sales and starts have increased 4% and 2%, respectively.  

As mentioned before, the intermodal and rail industries remain attractive as North American intermodal volume was up a sharp 7% from the prior year even as carloads declined 3.1%.  The increases in volume, mainly attributed to the transportation of petroleum products, were offset by decreasing volume of coal and grain.     

With the global economy soft, our fund may be better served seeking industrial firms with the majority of operations in the United States.  With the housing market continuing to gain momentum, the industrials sector will thrive in the midst of sequester and the soft global economy.   Commercial construction indicators are indicative of a bright future as the Architecture Billings Index (ABI) is expanding nicely above the growth/contraction threshold of 50 at 53.1, for January.  This is the highest since December of 2007, showing a bright future for construction equipment companies such as CAT and CNH.

In summary, the expanding U.S. economy is going to provide ample opportunities for our fund well into 2013.  In the midst of sequester and a soft global economy, we expect to see opportunities in rail and transportation, automotive, manufacturing, and construction in the U.S.
Information Technology Sector Report
By: Will Coughlin, Mark Gore, Jeff Huber, Dan McCarthy, Ron Liebau
Sector Allocation Recommendation:




               Overweight 

Current Sector Weight in Portfolio
 




          20.92%
Current Sector Weight in Benchmark




                        17.88%
Sector Stocks in Portfolio








          6
Portfolio Sector Weighted Average Beta




                 1.02
Benchmark Sector Weighted Average Beta




 
    1.02
Portfolio Sector Performance over Fiscal Year                                                             -2.61%
Benchmark Sector Performance over Fiscal Year                                                       -2.66%
SECTOR SUMMARY
Previous IT stock returns have been above average and the outlook was positive coming into the first quarter of 2013. To take advantage of this promising growth, the IT sector has been overweighed for this quarter. However, first quarter IT returns have been very low with near-zero returns YTD.

Our best performer in IT was Google, returning 23.89% as of March 31st. Apple’s stock price has continued to drop with a -25.73% fiscal year return as investors questioned their ability to maintain excellent returns. Lastly, our recently purchased stake in Oracle has dropped with a 

-2.73% return since acquisition in early March. However, we are confident that Oracle’s stock price will rise above our acquisition price.
Total Return
S&P 500 vs. Information Technology Sector
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SECTOR HOLDING ANALYSIS
Cognizant Tech Solutions (CTSH)
Price: $76.62

Shares: 750
Percentage of Portfolio: 3.44%

Percentage of Sector: 16.46%

Fiscal Year Return: -0.43%
Given the differentiating models that Cognizant adopts for business, we are confident in the company’s future growth prospects. Despite the ongoing challenges and structural changes that occur as companies struggle to maintain costs, we are confident that the right mix and offerings will help Cognizant drive demand. In addition to this, we feel that the company’s services – such as BPO, infrastructure services, and consulting – remain very strong. We also expect Cognizant’s offshore clients spending to grow significantly due to their expanding, innovative product bse that enables efficiency.
Google Inc. (GOOG)
Price: $794.19

Shares: 60
Percentage of Portfolio: 2.86%
Percentage of Sector: 13.65%
Fiscal Year Return: 23.85%
Google is a global technology company focused on improving the ways people connect with information. Businesses use the company’s AdWords program to promote their products and services with targeted advertising. As internet services continue to become more available in Asia Pacific and Emerging Markets, we expect AdWords to continue its strong global growth. In addition to this, we are optimistic that the company will find new and innovative ways to monetize its Google+ search engine which now has over 500 million members. As a result, the D’Artagnan Capital Fund confidently holds Google in our investment portfolio.

Microsoft Corp. (MSFT)
Price: $28.61
Shares: 2100
Percentage of Portfolio: 3.60%

Percentage of Sector: 17.21%

Fiscal Year Return: -11.32%
Microsoft is comprised of 5 main segments: Windows and Windows Live, Server and Tools, Online Services, and Microsoft Business and Entertainment and Devices. In October 2012, Microsoft released its Windows 8 operating system in conjunction with its Surface tablet and Windows Phone 8. Microsoft manufactured the Surface in order to promote Windows 8 as a tablet with the benefits of a laptop operating system. The Surface, Windows Phone 8, and the Windows 8 operating system as a whole have been met with mixed reviews. Many users deem the technology as too confusing as a result of a steep learning curve. Although Microsoft’s continual growth depends on the success of its Windows 8 platform, we see other opportunities for the company in cloud computing. With the Microsoft Business Division accounting for 35% of their revenue, we are optimistic that Microsoft’s significant investment in cloud-based services and hardware is promising for their future. We feel that Microsoft’s high dividend yield also provides our Information Technology portfolio with income stability. As a result, the D’Artagnan Capital Fund confidently holds Microsoft.
Oracle Corp. (ORCL)
Price: $32.33
Shares: 1330
Fiscal Year Performance: 13.00%
Percentage of Portfolio: 2.58%
Percentage of Sector: 12.32%

Fiscal Year Return: 10.87%
Although Oracle has historically been a software company, they have taken over as the industry leader in cloud-based solutions. Oracle is the only company to offer end-to-end cloud solutions, offering their own Engineering Systems that run Oracle software and provide support associated with it.  We feel that there is significant global growth potential, especially in the Asia Pacific markets – which grew 10% from 2011. We expect to Oracle to continue their growth in these areas as management invests heavily in human capital and marketing. In addition to this, Oracle has a strong management team that is actively wielding their strong cash position in strategic acquisitions. Their dividend has remained relatively constant since first issued in 2009, but CEO Larry Ellison has told us to expect constant, gradual dividend increases in quarters to come. As a result, the D’Artagnan Capital Fund confidently holds Oracle.

Mastercard Inc. (MA)
Price: $541.13

Shares: 150
Percentage of Portfolio: 4.87%
Percentage of Sector: 23.25%

Fiscal Year Return: -11.32%
MasterCard is a global payment and technology company that enables billions of consumers, thousands of financial institutions, millions of merchants, governments, and businesses worldwide to use electronic forms of payment instead traditional mediums. Although Mastercard is exposed to the same trends and secular drivers as Visa, we believe that the positioning of its shares are somewhat differentiated given its higher exposure to debit cards (72% of global payment volume) which are more profit than their credit counterpart. Additionally, growth is expected to continue with the switch to mobile payment platforms.  Moreover, Mastercard’s business has shown resiliency in the unstable European markets, reducing our concerns about its International exposure. In fact, the company’s cross-border results in Europe have provided a positive source of growth.
Apple Corp. (AAPL)
Price: $442.66

Shares: 135
Percentage of Portfolio: 3.58%
Percentage of Sector: 17.12%
Fiscal Year Return: -26.17%
Apple offers innovative hardware, software, peripherals, and services. The company’s business strategy leverages its unique ability to design and develop its own operating systems, hardware, application software, and services to provide its customers with new products and solutions with superior ease-of-use, seamless integration, and innovative design. Apple believes continual investment in research and development, marketing, and advertising is critical to the development and sale of innovative products and technologies. As part of its strategy, Apple continues to expand its platform for the discovery and delivery of third-party digital content and applications through the iTunes Store. Apple’s strategy also includes expanding its distribution network to effectively reach more customers and provide them with a high-quality sales and post-sales support experience.  Though Apple has taken an extreme beating lately,  we believe the market has overreacted this correction.  The distribution of their extreme cash pile through potential special dividends, buybacks, or increased dividends also provides some security toward return.  
Sector Breakdown
STRENGTHS

The Information Technology sector provides high growth opportunities with many mispriced securities to be found. While many markets have already been saturated, there is still great growth potential in emerging markets such as China and India. These markets are developing more advanced technology and developing middle classes. Technology companies usually have a lot of excess cash sitting around which they can use to give back to the investors or make acquisitions to make their company stronger. This industry progresses very quickly and most technology can be outdated within five years. Smartphones and tablets are the focus of many companies as they provide great growth in both developed and emerging markets. Another focus of this industry is on cloud computing, which many companies anticipate will be the future of information storage. These areas provide the greatest growth potential throughout 2013 and beyond. 

WEAKNESSES

Companies in the IT sector are highly competitive and consist of a good mix of income and growth stocks, making them difficult to value with one approach. With incredibly high P/E ratios, many growth stocks (such as Facebook and LinkedIn) remain highly speculative investments as the market continues to determine appropriate prices. Market share and competitive advantages are constantly changing due to emerging trends. Due to the rapidly changing nature of the industry, forecasting far into the future is more difficult than other sectors. Since the majority of revenues come from foreign countries, the IT sector is more sensitive to global economic conditions than any other sector. 

WATCH LIST
1. LinkedIn Corp (LNKD): Contrary to social media competitor Facebook (NASDAQ: FB), LinkedIn has seen strong growth percentages so far in 2013. Since January 1st, LinkedIn has returned 51.2% due to its ability to charge users for subscriptions and generate revenue through marketing. However, LinkedIn’s P/E ratio is still above 900, making it a speculative investment and difficult to value.
2. Twitter: With Twitter – the social media giant – expecting to generate at least $1 billion in sales in 2014 according to CEO Dick Costolo, we expect the company file for its initial public offering sometime in mid- to late- 2013. This opportunity is worth revisiting after the IPO announcement.
3. Intuit: In October 2012, we recommended Intuit as a buy due to its strong appeal to small businesses (TurboTax, QuickBooks, Intuit Payroll, etc.). We plan on taking a look at it again as we enter the second quarter of 2013. Since the beginning of 2013, Intuit has realized returns of 9.46%. The company continues to be one of the most innovative companies in Silicon Valley and its appeal towards both small business and individual customers through a variety of products and services can potentially spur massive growth in the near future.  
Analyst’s Future Outlook
The overall outlook for the Information Technology sector remains positive. Although the Information Technology sector has underperformed our benchmark over the past three months, our recommendation is to keep the sector overweight. There continues to be major growth opportunities in the smart phone and tablet industries, especially in emerging markets.  However, there is the risk of emerging markets not supporting growth for certain companies due to increasing competition in these markets. Online advertising is expected to increase as companies continue to go green and as China gains computer users. Only about 38.3% of China’s population uses the Internet, compared with 78.2% for the USA. Data growth continues to benefit storage spending, IT outsourcing, and a growing number of new devices. Cloud computing will help synchronize data and software together. There is potential for major growth. Due to these favorable trends, we recommend keeping the industry overweight. 
Materials Sector Report
By: Greg Lombardo, Paul Neumann, and Nick Kobunski

Sector Allocation Recommendation:




             Overweight 

Current Sector Weight in Portfolio
 




            4.04%

Current Sector Weight in Benchmark




                          3.44%

Sector Stocks in Portfolio








        3

Portfolio Sector Weighted Average Beta




                 1.46

Benchmark Sector Weighted Average Beta




 
      .93

Portfolio Sector Performance over Fiscal Year                                                            -9.05%
Benchmark Sector Performance over Fiscal Year                                                         5.15%
Sector Summary

The Materials Sector is highly dependent on the direction of the overall economy and typically has larger swings in value than other sectors, respectively.  In general, the Materials Sector is involved in the discovery, development, and processing of raw materials.  Growth in the Materials Sector heavily depends on the growth of the overall economy as the Materials Sector supplies companies around the world with their raw inputs.  Typically, growth in raw materials precedes overall economy growth because the raw material companies supply the economy with inputs.  The demand for raw materials is driven by larger market cycles within the automobile and construction industries. 
Total Return
S&P 500 vs. Materials Sector
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Sector Holding Analysis

Alcoa, Inc. (AA)
Price:  $8.52 

Shares: 2300
Percentage of Portfolio:  1.17%

Percentage of Sector:  29.10%

Fiscal Year Return: -14.97%
Alcoa, Inc. is a major producer of aluminum, fabricated aluminum and alumina.  The Company operates in four segments: Alumina, Primary Metals, Global Rolled Products, and Engineered Products and Solutions.  Alcoa’s performance is determinant of the LME aluminum price and the macroeconomic news at that time.  2012 was a flat year for the aluminum giant, as Alcoa had to idle operations in order to maintain margins. The 2013 outlook on Alcoa is encouraging for shareholders.  If China rebounds as expected and the LME rises, then Alcoa could potentially experience revenue boosts which in turn will be used to fund their CAPEX.  Alcoa was our second worst performer in the Materials Sector, not too far off from Cliffs Natural Resources.  The portfolio is invested in Alcoa for its value more than its growth and over the next year shareholders should see solid capital appreciation.

Cliffs Natural Resources (CLF)
Price:  $19.01 
Shares: 950
Percentage of Portfolio:  1.08%
Percentage of Sector:  26.81%

Fiscal Year Return: -72.55%
Cliffs Natural Resources is a global iron ore and natural resources company.  Based in Cleveland, Cliffs has operations in Canada, Australia and North America.  In May of 2011, Cliffs made one of its largest acquisitions by purchasing Consolidated Thompson in eastern Canada.  2012 was a rough year for iron ore producers in general, but Cliffs was one of the hardest hit firms.  Weak demand for iron ore, slow grow within China and high operating costs drove Cliffs to new 52 week lows.  As a result, the Company had a $1 billion write-down of their Consolidated Thompson acquisition, operations at their Wabush pellet plant were delayed and their dividend was cut by 76% from $0.625 per share to $0.15.  Despite poor earnings, delayed operations and financial restructuring, Cliffs is positioning itself to rebound from these new lows.  The future looks promising as Cliffs is expecting to produce 14 million tons out of its Eastern Canada Iron Ore segment with the completion of Phase II for its Bloom Lake mine.
Eastman Chemical, Co. (EMN)
Price:  $69.87
Shares: 425
Percentage of Portfolio:  1.78%

Percentage of Sector:  44.09%

Fiscal Year Return: 31.30%
Eastman Chemical Company is a global leader in selling and manufacturing chemicals, plastics and fibers.  The company is segmented into six segments: Additives & Functional Products, Adhesives & Plasticizers, Advanced Materials, Fibers and Specialty Fluids & Intermediates.  Eastman Chemical made a major acquisition last year by taking on Solutia, Inc.  This acquisition increased Eastman’s global footprint and has helped the Company integrate into emerging markets.  The Company is seeing high growth in its Specialty Fluids & Intermediates segment with a 30% increase in operating earnings due to lower raw material costs.  Eastman announced during its yearly earnings call that they are scaling down their investment in their Perennial Wood growth initiative in 2013 due to high costs and a need to refine their technology.  Overall, Eastman Chemical has been the Materials Sector’s top performer, with a price appreciation of 37.49% since the acquisition.  With a positive outlook for 2013, Eastman should continue this trend.

Sector Breakdown
The Materials Sector is highly dependent on the direction of both the domestic and global economies.  Due to its high exposure, it tends to have large shifts in value more often than other sectors.  When the economy is in a state of recovery, the Materials sector typically has healthy, positive returns.  On the other hand, when the economy is on a downward trend, the sector tends to underperform due to the lack of demand worldwide.  Growth in the Materials Sector heavily depends on overall economic growth as this sector supplies the raw inputs for companies.  The demand for these raw materials is driven by larger market cycles within the automobile and construction industries.

Opportunities
· With the recent pick up in the economy, evident through the DOW Jones hitting its record high, the Materials sector has shown positive growth over the past year and looks to continue this trend moving into 2013 and 2014.

· Raw material prices are trending upward in the short term.   However, forecasts have most commodities trending downward by 2015 and 2016.  Raw material companies should be able to maintain steady profits, but will need to adjust operating strategies for the projected outlook.

Risks
· With the recent sequestration implemented at the beginning of March, some analysts believe defense spending cuts and other budget cuts have the potential to affect the overall economy.  In turn, this would impact the amount of inputs companies use for their business.

· Government regulations and a stricter fiscal policy could adversely affect the Materials sector performance.  Government regulations on environmental standards could prevent mining companies from expanding mining sites and could also increase the cost of mining, which would decrease margins.  Regulations on coal in the future could cause many coal mining companies to have poor sales growth.

· Despite the recent pick up in the economy and a low interest rate environment, the current economic recovery could slow sooner than anticipated and interest rates could also rise.  These changes cause raw material providers to idle operations, which would affect the Materials Sector overall profitability. 
Analyst’s Future Outlook

Prospects/Watch List

Copper

With the recent return of the housing market and an increased demand from the construction and auto industries in 2013, copper demand will increase and prices will follow.  Despite the current dip in copper pricings, most analysts see copper being in high demand throughout the rest of 2013 and through 2014, reaching an estimated price of $3.90.

Steel

The steel industry will benefit greatly from the current economic recovery and the positive outlook on housing and automotive markets.  Steel companies should see a boost in demand for their product by the latter half of 2013 and into 2014.  Companies like Reliance Steel & Aluminum and United States Steel (X) will likely see positive growth in the coming years. 

With manufacturing gaining strength in the U.S., durable goods increased during the month of February due to automobile and commercial aircraft growth.  Steel prices and commodity prices, such as iron ore, will see spot price increases in the latter half of 2013 and into 2o14.  This in turn will help companies like Cliffs Natural Resources reduce their operating costs and bolster revenues.

Forward Strategy
This sector is considered to be very cyclical and extremely dependent on commodity prices.  We continue to seek out companies with a strong competitive advantage that will yield strong returns in the current economic state.  Our analysts look for companies that have strong balance sheets when screening for and valuing companies.  Companies that have a large amount of proven reserves in the ground are more attractive investments as these companies have tangible assets that are ready to be mined and sold.  The future still remains uncertain, as the Materials sector is largely dependent on the world economy, especially China as they are the largest consumer and producer in the world.  That being said, companies that have large exposure to foreign markets must be considered carefully as too much exposure could add unnecessary risk to the Materials sector.
Telecommunications Sector Report
By: Greg Rose
Sector Allocation Recommendation:




            Underweight 

Current Sector Weight in Portfolio
 




            2.25%
Current Sector Weight in Benchmark




                          2.91%
Sector Stocks in Portfolio








         1
Portfolio Sector Weighted Average Beta




                   .71
Benchmark Sector Weighted Average Beta




 
       .75
Portfolio Sector Performance over Fiscal Year                                                            24.18%
Benchmark Sector Performance over Fiscal Year                                                         5.52%
SECTOR SUMMARY
The Telecommunications sector is one of the fastest growing sectors of the S&P 500. This industry covers a broad scope of technologies ranging from Satellite Dish networks to fiber optics networks. The telecommunications industry is one of the key drivers of the global economy as the industry produced over two trillion dollars in revenue in 2012. With the emergence of mobile broadband technology, there are several new avenues for massive growth within the industry. Cloud computing, IPTV and mobile bill payments are a few examples of areas for major innovation and growth. In general, the telecommunications industry is a difficult industry to enter due to the scarcity of public airwaves and the increasing government regulation. The U.S. telecommunications market is controlled by four major companies, which proves how difficult it is to enter and compete in this fast-paced industry. 

The emergence of 4G LTE technologies has spurred increased capital spending over the past few years. Consumers want speed and reliability from their network provider. Companies are listening and are providing their customers with faster data transmissions and video steaming as the increase in data communications has taken precedence over voice communications in the past five years.  Also, the expansion of 4G LTE networks requires more personnel to ensure the network expansion succeeds. The Telecommunications industry generates 2.6 million jobs in the U.S. and is poised to create more with advancing technology and a demand for personnel to manage this new technology. 

The key factor to stay competitive in this industry is to invest heavily in wireless network growth. With the shift from voice communications bringing in revenue for operators, data and video streaming has prevailed as the greater revenue stream for telecom companies.  Mobile broadband is becoming the most profitable areas for wireless companies.  As the smartphone revolution continues, the telecommunications industry will be poised for immense growth if they can properly manager their capital expenditures. 

Over the past year telecommunication stocks have returned 20.94%. With the growth in data communications and a demand for faster more reliable networks, telecommunications companies have little to worry about when it comes to customer demand.  The main factor is keeping demanding customers satisfied by providing the most up to date technologies that incorporate state of the art features to enhance customer satisfaction.
Total Return
S&P 500 vs. Telecommunications Sector
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SECTOR HOLDING ANALYSIS
Verizon Communications, Inc. (VZ)

Price: $49.15
Shares: 765

Percentage of Portfolio: 2.25%

Percentage of Sector: 100.00%

Fiscal Year Return: 28.59%
Verizon Communications, Inc. is one of the world’s largest communications providers, offering information and entertainment products and services to consumers, businesses and governmental agencies around the globe. The company is segmented into two areas: Verizon Wireless and Verizon Wireline. It is America’s most reliable wireless network, serving 25% of the U.S. population. Over the past five years, a shift from wireline services to wireless communications over the Internet has taken precedence worldwide. Verizon has adapted to this recent technological shift by focusing more of their business on growing the Verizon Wireless segment. As of the end of 2012, Verizon Wireless comprised of 65% of their overall business. Verizon has recently been in the news with rumors around Vodafone selling its 45% stake in Verizon Wireless to Verizon Communications, Inc. Attempts in the past have been made, but due to Vodafone’s high ticket price on their stake a deal has never been struck. Also, Verizon has recently been looking to bolster its long term evolution network by having a Redbox venture with Coinstar, Inc., a company that offers video streaming and DVD rentals. Our fund sees Verizon as a great addition to its portfolio.  With a wide customer base, consistent revenue growth, and a solid dividend yield of 4.65%, this telecom giant looks to bring in strong returns over the next year.  In addition, Verizon’s brand recognition, continuous revenue growth as a function of data revenue growth, and their ability to be innovative, will enable them to retain and attract new customers. Despite being our only Telecom stock, Verizon has been a top performer. With a 10.70% gain since the acquisition, Verizon is poised to outperform over the coming year.
OPPORTUNITIES AND RISKS

Opportunities

· Telecom is one of the fastest growing industries with one of the most competitive marketplaces. Improved technology is becoming more and more of a necessity in consumers lives. Constant communication between people and businesses in both rural and urban areas coupled with a growing infrastructure of emerging markets will provide telecommunications companies with several revenue streams to bolster their shareholder return. 

· In order for companies like Verizon or AT&T to compete they will need to invest in improving their network reliability and speed. Although there is increased demand for faster mobile Internet, there are still areas for large potential growth. If companies focus their efforts on expanding their 4G networks and providing more coverage, then significant revenue growth will come from implementing said strategies.

· With less voice transmissions being made across network lines, data transmissions are flooding company servers. There will be a need to shift business models from charging for minutes to charging for data usage. Real revenue growth and profits will be recognized if companies take advantage of this shift in the market.

Risks

· As the demand for faster, more reliable networks increases, service providers within the industry will have to be able to meet the demand in a way that will not hurt their overall profitability. Companies will have to maintain disciplined debt policies and wisely allocate capital expenditures in order to ensure growth.

· New technological upgrades have resulted in a price competition between companies in the industry. As the need to have the latest and greatest devices and networks remain a top priority, companies are forced to find different pricing methods. 

· A increasingly noticeable weakness of the telecommunications industry is the ability to grow as market saturation for smartphones and tablets is steadily increasing. Telecom companies will need to find new revenue streams as smartphone and tablets become less of a luxury item.

ANALYST’S FUTURE OUTLOOK
Prospects/Watch List

Sprint Nextel Corporation (S)
Sprint is a distant third in the cell phone carrier competition. This mainly is a result of their acquisition of Nextel worth $39 billion. Nextel failed, causing Sprint struggles. Their new management team is in the second phase of rebuilding the company and that effort is going smoothly. Sprint’s price will begin to rise once the deal with Softbank worth $18 billion is completed. This will give Sprint the final piece needed to complete the recovery through expansion of their 4G LTE network.

Vodafone Group Plc. (VOD)
Vodafone Group Plc. is a global telecommunications provider. Offering mobile voice and messaging services to whole sale carrier services. Vodafone has performed well over the past three years. With a total return of 54.73%, according to Bloomberg, Vodafone is poised to outperform.  Despite a recent slowdown in revenue and net income growth, Vodafone has a healthy cash position and is gradually bringing down their debt levels. They also have a large exposure to emerging markets, particularly in Africa, where they can capitalize on demand for smartphones and upgrading networks.

FORWARD STRATEGY

The Telecommunication sector is showing signs that it will experience moderate, sustained growth over the next five years. This is mainly due to the rising revenue from data plans and the need for increasing network speed and reliability.  Companies will be looking to carefully invest in value adding projects as shorter product life cycles and upgrade-cycles make it difficult to properly time investments.

Overall, we should look for companies with a strong balance sheet, growth opportunities in emerging markets and a large customer base. The key is to look out for companies that can innovate well and innovate faster than the competition.  As telecommunications are becoming more and more a necessity, telecom companies will see major growth if they can maintain disciplined levels of debt and generate free cash flow. The Telecommunications sector will not disappoint for the demand for telecommunications services and products will maintain a steady uptrend for years to come.
Utilities Sector Report 
By: Zach Mueller, John Vargo and Hoang Le 
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Sector Summary
The companies in the Utilities Sector are relatively stable given the nature of increasing annual demand and regional monopolistic agreement contracts these companies entertain.  Given the extensive power grid in the United States, much of the growth these companies experience comes from either establishing or expanding an international presence as well as mergers and acquisitions. Also a strong dividend yield and predictable nature of top line revenue are hallmarks of the industry. The average dividend yield for this sector is slightly above 4% which is above the average S&P dividend yield of 1.9% because of the mitigated potential for capital gains. Constant predictable demand for electricity allows for companies to forecast their top line revenue fairly accurately. The industry’s profitability and forecasts are sensitive to weather conditions which affect demand. Extensive government regulations do inhibit the ability of the providers to regulate their own prices to their customers.

Another advantage that current companies have in this industry is the high barriers to entry. There are significant startup costs in the utility industry, which is why so many clean energy startups receive government help to establish a presence.  These companies are, in many cases, purchased by larger utility giants.

Increasing regulation on pollution, in particular coal, is expected to heavily impact the industry which still relies on coal fired plants for the bulk of its production. There are regulations in the legislative pipeline that, if passed, have the potential to make it impractical for utilities providers to build new coal plants, owing to the implementation of a carbon cap.  Furthermore, by 2015 it is expected that there will also be a mercury cap that will be put into place in similar fashion to the carbon cap, further regulating the coal fired power plants.  This is in addition to the Clean Air Act that regulates carbon and sulfur dioxides.  The Environmental Protection Agency (EPA) is taking an increased stance on ‘dirty’ energy production.  Thus, companies that do not have a diversified energy generation portfolio are going to see pressure to switch to cleaner types of production.  Projections put coal generated electricity shrinking 10-15% over the next few years.

The bulk of investment in clean energy by S&P 500 utility stocks is done through the acquisition of smaller startup companies that focus usually on one particular type of clean energy.  The acquisitions are done to diversify energy production portfolios to be ahead of the curve on new production regulations.
To a lesser extent the sector is affected by Congress’s actions on the fiscal cliff deal. This sees an increase in the tax on dividends from 15% to 25%.  One of the main attractions of the sector is the above average dividend yield. Because of the increase in tax, utility stocks are less profitable for investors.  It should be noted that this dividend tax increase does not affect the D’Artagnan Capital Fund because it is not taxed on dividends. 

Weather is a serious source of risk for the Utilities sector.  There are two types of weather risks: seasonal, and extreme.  Seasonal weather risks would include a cooler summer or a mild winter.   Winter, and in particular summer, are the highest demand points for electricity for furnaces and air conditioners.  These mild conditions can seriously affect the projected top line revenue because usage is depressed.  An example of this would be the mild winter of 2011-2012.  However, the relatively long and cold winter of 2012-2013 should see revenues meeting or exceeding projections. Extreme weather is the other type; this would include a massive snowstorm or hurricane type event.  This would not affect the sector as whole, but particular companies within the sector. This is because of the regional nature of utilities providers. 
Total Return
S&P 500 vs. Utilities Sector
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Sector Holding Analysis

Duke Energy Corp. (DUK)

Price: $72.59


Shares: 261

Percentage of Portfolio: 1.14%

Percentage of Sector: 29.15%

Fiscal Year Return: 15.17%
Duke Energy merged with Progress Energy (PGN) in July and became the largest electric holding company in the country.   Furthermore, the company’s transition to green energy can be seen with the North Carolina Utilities Commission’s approval of Duke’s Renewable’s plan.  The plan establishes a solar farm at the Warren Field Airport in Beaufort County and is the largest solar project at Duke Energy.  Duke also bought Outland Energy Services, a Minnesota company that maintains and monitors wind turbines.  With this transition to green energy, Duke is adapting to the new government regulation to continue a stable growth in the long-term. Duke’s current dividend yield of 4.3% is above the utility sector average of 4.0%  
NRG Energy (NRG)
Price: $26.49

Shares: 1030

Percentage of Portfolio: 1.64%

Percentage of Sector:  41.98%

Fiscal Year Return: 69.05%

NRG remains the sectors key holding due to its focus on clean energy.  We are currently re-valuing this company, as they have reached their previously identified intrinsic value.  NRG Energy was the fund’s best performer this year.  NRG is the number two solar power producer in the U.S.  They also have a network of charging stations for electric cars that is the first of its kind. On December 14th, 2012, NRG completed its merger with GenOn.  With this merger, NRG will have more strength to grow in Texas. On February 27th 2013, NRG announced they will add new natural gas and solar generation facilities in 2013.  The new natural gas projects are the 550-MW El Segundo combined cycle plant, the 720-MW Marsh Landing peaking plant in California, and the 75-MW WA Parish peaking plant in Texas.  These new projects will generate over $500 million in incremental EBITDA.  NRG issued its first dividend on July 30th, 2012 and is currently yielding at 1.4%. (Source: Yahoo Finance)
Southern Company (SO)

Price: $46.92

Shares: 400

Percentage of Portfolio: 1.12%

Percentage of Sector:  28.87%

Fiscal Year Return: 4.43%

The Southern Company, together with its subsidiaries, operates as a public electric utility company in Alabama, Georgia, Florida, and Mississippi.  Southern company reported fourth quarter 2012 earnings of $383 million (or 44 cents/share) compared with earnings of $261 million (or 30 cents/share) in the fourth quarter of 2011.  The earnings growth is due to the efficiency of the company’s operations.  On October 29th 2012, Southern Company and KBR of Houston, TX formed an alliance to market 21st century coal technology.  This new technology is called Transport Integrated Gasification (TRIG), and it will power companies worldwide. This innovation helps the company generate electricity using a plentiful, cheap fuel source while dramatically reducing carbon emissions.  Therefore, Southern Company can bring more affordable and cleaner energy to customers.  Southern Company’s current dividend yield of 4.3% is above the utility sector average of 4.0%.
WATCH LIST

Below is a list of companies within the utilities sector that we have identified as possible opportunities in the near future.
	Company Name
	Market Capitalization
	MRQ EBITDA Margin 
	Dividend Yield
	MRQ Total Debt/Equity 


	5 Year Beta

	Edison International
	16,446.9
	33.6%
	2.7%
	86%
	0.58

	DTE Energy Company 
	11,841.5
	25.3%
	3.6%
	108.9%
	0.57

	PPL Corp.
	18,216.8
	35.9%
	4.7%
	192.1%
	0.38

	Northeast Utilities 
	13616.7
	29%
	3.4%
	97.6%
	0.44


analyst’s future outlook
Clean energy is a growing trend in both the U.S. and worldwide. This trend is due to the increased role governments are playing in the Utility sector. In developing countries, coal will remain the major source of energy due to its cost effectiveness and general availability. However, a change towards clean burning natural gas, nuclear energy, and solar/wind will be the focus of the industry in the long run. Our holdings are based on this assumption, and it will be a key point in identifying potential stocks in the future. 
For the near future, the outlook is focused towards the growth of nuclear and natural gas energy generation; companies that have a focus on those areas or have a plan of increased implementation in these areas are greatly advantaged. Historically low interest rates and depressed natural gas prices have created an increase in older, less efficient production plants being phased out. At present, it is anticipated that the other types of cleaner energy are in need of more investment before they become mainstream. Those companies that have a diversified generation portfolio and a clear implementation plan are well positioned to take advantage of the cheap input prices and the paradigm shift toward cleaner energy. 

Because of lean profits in 2012, 2013 is already looking better due to a colder winter. Steady, small growth in demand is expected for the long term future; accordingly, an important are to focus on will be the efficiency of companies. As discussed earlier, the high barriers to entry in the Utilities sector has created an active acquisition environment of small clean energy startups. This new focus on acquiring smaller clean energy companies will be under our microscope over the next few months.
Presently, the DCF Utilities Sector is poised to take advantage of the current shift in production towards clean energy. Each of the securities held has specific attributes that allow the DCF to take advantage of company size and efficiency, technological innovation, and diversification in energy production.

Current Holdings as of March 31, 2013

3M Co (MMM)

190 Shares

Actavis Inc (ACT)

466 Shares

Alcoa Inc (AA)

2300 Shares

American Tower Corp (AMT)

620 Shares

Apple Inc (AAPL)

135 Shares

AutoZone Inc  (AZO)

105 Shares

Boeing Co (BA)

500 Shares
CareFusion Corp (CFN)

1020 Shares

Caterpillar Inc (CAT)

450 Shares

Chubb Corp (CB)

500 Shares

Cliffs Natural Resources Inc (CLF)

950 Shares
Citigroup Inc (C)

755 Shares

Cognizant Technology Solutions (CTSH)

750 Shares

Cummings Inc (CMI)

215 Shares
Duke Energy Corp (DUK)

261 Shares

Eastman Chemical Co (EMN)

425 Shares

Express Scripts Holding Co (ESRX)

525 Shares
Exxon Mobil Corp (XOM)

390 Shares

General Electric Co (GE)

1660 Shares

Goodyear Tire and Rubber (GT)

1300 Shares

Google Inc (GOOG)

60 Shares
Halliburton Co (HAL)

1240 Shares
Johnson & Johnson (JNJ)

400 Shares
JP Morgan Chase & Co (JPM)
780 Shares

Kellogg Co (K)

500 Shares

Kroger Co (KR)

950 Shares
McDonald’s Corp (MCD)

425 Shares
McKesson Corp (MCK)

540 Shares

Macy’s Inc (M)

600 Shares

Mastercard Inc (MA)

150 Shares

Microsoft Corp (MSFT)
2100 Shares

Murphy Oil Corp (MUR)

1040 Shares
NRG Energy Inc (NRG)

1030 Shares
Oracle Corp (ORCL)

1330 Shares

Philip Morris International Inc (PM)

370 Shares

PNC Financial Services Group Inc (PNC)

500 Shares

Procter & Gamble Co (PG)

500 Shares

Royal Bank of Canada (RY)

750 Shares

Southern Co (SO)

400 Shares

Time Warner Cable Inc (TWC)

315 Shares

Total SA (TOT)

600 Shares

Verizon Communications Inc (VZ)

765 Shares

Whole Foods Market Inc (WFM)

280 Shares

Wynn Resorts Ltd (WYNN)

370 Shares

Fiscal Year Trades

	Date
	Ticker
	Action
	Shares
	Price

	5/9/2012
	WYNN
	BUY
	290
	127.36

	5/9/2012
	WPI
	BUY
	12
	73.66

	5/9/2012
	V
	SELL
	80
	117.49

	5/9/2012
	TD
	BUY
	355
	43.18

	5/9/2012
	QCOM
	SELL
	600
	62.04

	5/9/2012
	PEP
	SELL
	600
	65.92

	5/9/2012
	PM
	BUY
	70
	89.05

	5/9/2012
	NKE
	BUY
	285
	111.66

	5/9/2012
	INTC
	BUY
	700
	27.92

	5/9/2012
	GM
	SELL
	200
	22.24

	5/9/2012
	GM
	SELL
	1500
	22.23

	5/9/2012
	EMN
	BUY
	450
	50.77

	5/9/2012
	DOW
	SELL
	725
	32.32

	5/31/2012
	SPY
	BUY
	35
	132.56

	6/29/2012
	SPY
	BUY
	30
	131.32

	7/31/2012
	SPY
	BUY
	14
	136.40

	9/21/2012
	APPL
	SELL
	10
	700.06

	9/21/2012
	ESRX
	BUY
	125
	63.01

	9/28/2012
	NKE
	BUY
	60
	95.73

	9/28/2012
	SPY
	SELL
	79
	146.11

	9/28/2012
	TD
	BUY
	70
	84.87

	10/2/2012
	CVX
	SELL
	100
	117.26

	10/2/2012
	CHK
	SELL
	750
	19.09

	10/2/2012
	CAH
	BUY
	750
	39.54

	10/12/2012
	KR
	BUY
	950
	23.89

	10/12/2012
	CVX
	SELL
	140
	117.39

	10/12/2012
	CSX
	SELL
	1950
	21.52

	10/12/2012
	BA
	BUY
	500
	70.99

	10/24/2012
	V
	SELL
	485
	140.25

	10/24/2012
	USB
	SELL
	755
	34.25

	10/24/2012
	RY
	BUY
	450
	58.89

	10/24/2012
	MA
	BUY
	150
	470.18

	11/9/2012
	MCK
	BUY
	350
	92.79

	11/9/2012
	ABT
	SELL
	500
	64.99

	12/5/2012
	XOM
	BUY
	210
	87.19

	12/5/2012
	V
	SELL
	200
	148.00

	12/5/2012
	T
	SELL
	1400
	33.84

	12/5/2012
	SO
	BUY
	400
	42.93

	12/5/2012
	NRG
	SELL
	300
	21.21

	12/5/2012
	CVX
	SELL
	200
	104.33

	12/5/2012
	AZO 
	BUY
	80
	366.09

	12/5/2012
	AMT
	BUY
	620
	74.96

	12/6/2012
	RRD
	SELL
	2735
	9.29

	12/6/2012
	CLF
	BUY
	1000
	29.32

	1/23/2013
	PNC
	SELL
	150
	61.53

	1/23/2013
	MUR
	BUY
	385
	61.70

	1/23/2013
	ITW
	SELL
	750
	62.94

	1/23/2013
	XOM
	BUY
	180
	89.91

	1/23/2013
	EMN
	SELL
	25
	70.65

	1/23/2013
	CMI
	BUY
	215
	113.50

	1/23/2013
	CLF
	SELL
	50
	36.05

	1/30/2013
	UNH
	SELL
	750
	56.36

	1/30/2013
	MCK
	BUY
	190
	106.15

	1/30/2013
	HAL
	BUY
	610
	40.07

	1/30/2013
	BMY
	SELL
	680
	35.90

	1/30/2013
	ACT
	BUY
	255
	86.19

	2/12/2013
	VZ
	BUY
	640
	44.35

	2/12/2013
	TD
	BUY
	225
	82.97

	2/12/2013
	PNC
	SELL
	450
	63.11

	2/12/2013
	BTU
	SELL
	790
	23.87

	2/20/2013
	WYNN
	BUY
	80
	122.59

	2/20/2013
	WFM
	BUY
	280
	87.98

	2/20/2013
	ORCL
	BUY
	1330
	34.89

	2/20/2013
	NKE
	SELL
	690
	54.52

	2/20/2013
	INTC
	SELL
	2200
	21.20

	2/20/2013
	GT
	BUY
	1300
	14.09

	2/20/2013
	CPB
	SELL
	630
	38.89

	2/20/2013
	AZO
	BUY
	25
	373.71

	3/5/2013
	VZ
	BUY
	125
	47.63

	3/5/2013
	TD
	SELL
	225
	83.42

	3/5/2013
	RY
	BUY
	300
	62.14

	3/5/2013
	GE
	BUY
	210
	23.66

	3/5/2013
	CTSH
	SELL
	100
	79.76

	3/8/2013
	TD
	SELL
	425
	82.80

	3/8/2013
	C
	BUY
	755
	46.58

	3/21/2013
	CFN
	BUY
	1020
	34.22

	3/21/2013
	CAH
	SELL
	750
	41.97


DCF Developments
The DCF equity has changed dramatically over the course of our fiscal year. It became apparent in the Fall of 2012 that the Fund was experiencing some “growing pains”.  In past years, the enrollment typically fluctuated around a total of 15 to 20 students.  However, during the Fall semester our enrollment approached 30 to 35 students, with the majority being incoming analysts.  As a result of this unforeseen influx of students, the Fund decided to increase the number of managerial positions.  A couple of the new positions include the CFO and the Risk Manager.  The CFO position, for instance, is completely new to the Fund this spring.  The CFO aides the Controller in creating financial reports and helps the CEO run operations on a day to day basis. 

The Fund has also begun to stress the importance of the manger-analyst relationships by tying manager performance to the performance of his or her analysts.  In the past, a manager’s performance was not directly tied to that of his or her analysts.  An example of this new strategy can be found in our class stock presentations.  Any analyst who is giving a stock presentation must have their manager be present at the time of the presentation; the manager will field questions regarding any problems pertaining to the metrics of the valuation.  Sector managers have also implemented weekly sector meetings in order increase the accuracy and validity of their valuations.  In past years, weekly sector meetings were not the norm.  These strategies have created increased accuracy of valuations, especially earlier in the semester, and have also increased the relationships between managers and analysts, respectively. 

In order to smooth the semester to semester transition between analysts and managers, the Fund has introduced a series of workshops for incoming analysts the first week of each semester.  These workshops involve covering the fundamentals of discounted cash flow analysis (our main valuation tool), relative valuation, and creating well thought out, compelling theses.  We received positive feedback from analysts pertaining to these workshops.  The main goal of increasing the accuracy and validity of valuations through a brief overview of the material during the first week of the semester was met.  The first valuations submitted by analysts were vastly improved from the first valuations submitted by analysts in prior semesters. 

Bloomberg Launchpad technology is also now being utilized by the Fund.  The technology allows managers to set up monitors showing stock price movement, security news, new economic data, and any other relevant information based on each sectors holdings.  This technology enables each manager to be more proactive about assumption changing news such as earnings, guidance, or management changes while at the same time promoting real time portfolio analytics on a sector by sector basis.  We have found that we react to news much quicker and make portfolio decisions in a timelier manner than in previous semesters.  Another Bloomberg tool that has made the portfolio more efficient is their equity screening technology. This technology (EQS) allows each sector manager to screen their universe of stocks, respectively, for multiples, ROE, and many other figures.  The Financials Sector, for example, uses Tier 1 capital ratio as their screening number.  This shows our commitment to companies who stress balance sheet strength.  These two Bloomberg strategies, EQS and Launchpad, are just a few among many Bloomberg tools that enhance the overall performance of the equity fund. 

Our summer strategy has also been a key topic of discussion over the course of the last semester.  In the past, we have rolled our dividends from the summer into S&P 500 tracking ETF’s such as SPY from SPDR.  Looking forward, our strategy will likely look to invest dividends into their respective sector ETF’s.  For instance, we would take dividends generated from Boeing and reinvest them into an Industrial Sector S&P 500.  This strategy will enable us to take advantage of our economic outlooks on each sector; our economic outlook reports are an attempt to increase our asset allocation.  As a result of overweighing and underweighting certain sector ETF’s, we could potentially outperform the S&P 500 through our positive asset allocation.  This strategy, among others, seems to be the general train of thought moving forward for our summer strategy. 

Perhaps the most important fund advancement over the fiscal year is our new economic outlook reports that ultimately determine our sector weightings of underweight, marketweight, and overweight. These reports are created monthly by each sector manager, respectively.  These reports detail the economic environment on a macro level.  Each sector closely follows the economic numbers which are especially important to their sector.  For instance, the Industrial sector looks closely at ISM Manufacturing numbers.  These reports are then presented to second semester fund managers and voted on to create sector weightings.  The goal of this strategy is to increase our overall asset allocation, as it often gets overlooked as a result of our bottom up valuation technique.  Our hope is that our asset allocation strategy will work in accordance with our bottom up “stock picking” strategy and further amplify our returns.  Also, in the event that our security selection is poor, proper asset allocation through monthly sector specific economic reports will help offset that underperformance.  Although this strategy is in its infancy, we have already begun to see benefits in our overall understanding of each sectors’ relationship to certain economic figures. 

2 | DCF Annual Report

[image: image13.emf][image: image14.emf]_1426947849.xls
Chart1

		RY equity

		CB equity

		AMT equity

		JPM equity

		PNC equity

		C equity



Financial Sector Weightings

0.1881627823

0.1820883177

0.1984203064

0.1540201306

0.1383396907

0.1389687723



Sheet1

				Financial Sector Weightings

		RY equity		18.82%

		CB equity		18.21%

		AMT equity		19.84%

		JPM equity		15.40%

		PNC equity		13.83%

		C equity		13.90%

				To resize chart data range, drag lower right corner of range.






