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From the investment Team 

 

Dear Stakeholders, 
 

As 2008 comes to a close and we reflect upon the sweeping changes that have taken place in our global 

financial system, we feel it our duty to convey the sincerest of thanks to those who have made it possible 

for us to experience these events from the perspective of the investment manager.  Though the financial 

turmoil of this year made for an unprecedented and exceedingly difficult market environment, the Henry 

Fund analyst team counts itself fortunate to have had the opportunity to learn under these arduous 
circumstances.   

 

Weôd first like to thank Dr. Todd Houge, our class professor, mentor, and friend.  The Henry Fund could 

not be successful without his expert instruction, constant support, and tireless dedication. His enthusiasm 

for the subject matter and the Fund were evident from the first class period in January to the final portfolio 

rebalancing in December. We are better analysts because of him and we truly appreciate his efforts.  

 

The investment team is also indebted to the Henry Fund Advisory Board. This group of alumni is 

committed to the excellence of the Henry Fund experience, and dedicates its time each semester to provide 

an invaluable real world environment and ensure our preparation for the professional world.  Their 

unwavering high standards and continuously insightful guidance have served to shape the direction of the 

fund and inspire creativity in our research. We are grateful for their service.  
 

We are also particularly grateful for the continued support of the University of Iowa Endowment.  This 

year the Endowment bestowed upon the Henry Fund the responsibility for $1 million of its large cap equity 

portfolio. We are honored to serve as fiduciaries to such a prestigious institution. 

Finally, weôd like to thank Henry Royer and Henry B. Tippie for the generous contributions that were so 

instrumental to the Fundôs creation.  Through their selfless actions these gentlemen have made a 

tremendous and lasting impact on the students of the Henry Fund, the University of Iowa MBA program, 

and the Tippie College of Business.  

 

To the aforementioned people and a great many others, the 2008 Henry Fund Analyst team is grateful for 

an educational experience it will never forget. Never did we think it possible to learn so much in a short a 
time. We thank you for the honor of managing the Fund. 

 

 

Sincerely, 

 

The Henry Fund Class of 2008 
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Fund Overview  
  

The Henry Fund, named for its two founding benefactors, was established in the spring of 1994 to provide 

University of Iowa MBA students with a forum to blend academic rigor with real-world portfolio 

management experience. Henry Royer, Henry Tippie, and the University of Iowa Foundation contributed 

the initial $50,000 investment that established the Henry Fund.  This year, the University of Iowa 

Foundation made an additional $1 million investment.  

 

The Henry Fund is an equity portfolio listed as an outside investment by The University of Iowa 
Foundation. The Fund is required to meet the same basic performance guidelines as equity accounts in the 

long-term investment pool of The University of Iowa Foundation. In keeping with these requirements, 

managers of the Henry Fund seek to achieve the highest level of return while assuming risks similar to 

those of the S&P 500 index. The Henry Fund team, therefore, recommends a targeted portfolio of stocks 

from a broad set of industries, investing in well-managed, profitable businesses without unnecessarily 

exposing the fund to economic or industry risks.  

 

The Fund is divided into three separate accounts: active, passive, and cash. The active account, comprising 

approximately 93.3% of the Fundôs assets, currently consists of equity positions in 34 companies. This 
account represents the primary measurement of the managerôs stock selection ability. The passive account 

(6.7%) consists of holdings in two Capital Markets ETFs and an S&P Index SPDR. The SPDR account is 

maintained to provide liquidity and minimize cash holdings until a suitable investment can be found. 

Historically, this account represents approximately 3-4% of the Fund assets. The Henry Fund scholarship 

payments necessitate that The Fund keep cash in a money market account in order to meet its annual 

commitment. This account also receives dividends and is used to pay brokerage fees and other expenses 

incurred during the year.  

 

The managers of The Henry Fund are students in the Applied Securities Management course (6F: 221 and 

6F: 222) at The University of Iowaôs Henry B. Tippie School of Management. The two-semester course is 

limited to twelve students. Students are selected by blind review based on a research report application at 

the end of the fall semester of the first year of the MBA program. The 12 analysts are assigned to one of 10 

economic sectors: basic materials; consumer cyclical; consumer services; consumer non-cyclical; energy 

and utilities; financial services; healthcare; industrials and transportation; technology; and 

telecommunications. Because of the growing importance of financial services and technology, two analysts 

are assigned to each of these areas to promote expanded coverage and wider diversification of our holdings.  

Each manager develops a fully integrated investment review, based on a top-down approach that 

incorporates an extensive economic, industry, and company-specific analysis. Once the analyst evaluates 

the value drivers of each industry, he or she researches specific companies for potential investment. Each 

security is modeled using a variety of valuation techniques including: discounted cash flow analysis (DCF), 
economic value added (EVA), fundamental multiple analysis, and relative multiple valuation.  

Fund managers are expected to act as both sector analysts and portfolio managers, providing basic industry 

research, proposing investment ideas and evaluating the ideas of the other managers. Investment 

recommendations are presented to the Investment Advisory Committee for review and then voted on by 

The Henry Fund managers. In addition, the managers perform the administrative tasks of portfolio 

management, including marketing the fund to outside donors and producing an annual report.  

 

THE HENRY SCHOLAR   

 

A portion of the Henry Fund dividend income supports annual scholarships to MBA students, the recipient 
of which is called The Henry Scholar. It is approximately $1000 per $100,000 of the value of the portfolio. 

The scholarship is renewable for a second year based on the studentôs academic performance. Thus, $2,000 

in scholarship money is transferred annually to the university cash account designated for Henry Scholars. 

The goals of The Henry Scholar Program are to encourage and prepare students for careers in investments 

as well as to attract outstanding Henry Fund candidate
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Fund Performance 
The Henry Fund lost 49.51% of its value in 2008 compared to a dividend adjusted loss of 38.79% in the S&P 500 

Index.  The average return in 2008 was -39.6%.   Genentech was the only security with a positive return in 2008.  
The security returned 14% since it was added to the fund in May.  While the remaining securities posted negative 

returns, some performed better than others.  Sherwin Williams was down only 1.2% and Norfolk Southern was 

down 11.7%.  Thirteen securities in the fund saw negative returns of more than 50%.  Following this section is a 

brief narrative summary of individual sector performance.  An expanded look at each sector can be found later on in 

the report.     It is important to note that the majority of the content in this report was written following the 

November month end close. Therefore, any reference to YTD or annual performance shall represent the time period 

January 1, 2008 through November 30, 2008.  Additionally, the ñKey Stock Statisticsò data that is shown in the 

detailed sector sections has been prepared as of November 30, 2008 with the exception of the sector and security 

portfolio positions which are based on closing prices as of December 31, 2008. 
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Basic Materials: 

The materials sector has a 5.46% weight in our portfolio as compared to 3% in the S&P 500 Index, representing a 

relative overweight position of 81.89%.  The S&P Materials Index was down 46.84% underperforming the S&P 

500.  The Fundôs sector holdings Sherwin-Williams Co. and BHP Billiton returned -1.2% and -29.9% respectively.  

Strong performance from Sherwin-Williams and historical performance from BHP Billiton led to the significant 

overweight position in the sector.  Trades were made in this sector during 2008.  Sherwin-Williams Co. was 

purchased in May, the same month we exited our position in Alcoa.   

 

Consumer Discretionary:  

The consumer discretionary sector has a 8.89% weight in our portfolio as compared to 8% in the S&P 500 Index, 

representing a relative overweight position of 11.09%. The S&P Discretionary Index was down -36.50% 

outperforming the S&P 500 Index.  Underperformance in the sector can be attributed a recessionary economy and 

soft sales results.  But notably, the Fundôs sector holdings DirectTV Group, Target and Walt Disney returned -

16.6%, -28.3% and -30% respectively. All three of our holdings delivered better performance compared with S&P 

index return of -39.51%.     As a team we decided that underweighting the discretionary sector was prudent in order 

to minimize losses arising from poor consumer trends.  We sold Walgreens and bought DirecTV in May.  

 

Consumer Staples: 

The consumer staples sector accounts for 10.28% of our portfolio as compared to 13.1% in the S&P 500 Index.  Tis 

sector has a relative underweight position of 21.56%.  The overall return for the S&P Consumer Staples Index was -
2041% which was above the S&P 500 return.  Our current holdings are Central European Distribution, Procter & 

Gamble and Safeway Inc.  These companies returned -55.6%, -20.8%, and -27.2%, respectively.  In May, we 

trimmed our Central European Distribution holdings by selling 477 shares at $64.02.  This was a very good trade for 

the fund.  We also purchased Safeway Inc and sold PepsiCo in May.   

 

Energy/Utilities:  

The energy sector was performed slightly better than the S&P 500 Index with a return of -35.66%.  The current 

weight of the energy sector in the S&P 500 Index is 14.03% and we hold a position of 11.4% which represents 

relative underweight of 20.26%.  The utilities sector in the S&P 500 Index has returned -35.34% outperforming the 

benchmark.  Currently we hold a 4.5% position in utilities, whereas the S&P 500 index weight for utilities is 4.2%, 

representing a relative overweight of 7.22%.  Our energy holdings have had mixed performance relative to the 
benchmark with Exxon, Peabody Schlumberger, and Chesapeake Energy Corporation posting returns of -14.1%, -

55.5%, -55% and -70.1%.  In the utilities sector FPL Group posted a return of -31.7% outperforming both the S&P 

500 index and the sector index.  There were three transactions in the sector as we purchased 833 shares of 

Chesapeake Energy, sold off 133 shares of Peabody, and sold 200 shares of Noble.  As a team we felt diversifying 

our energy holdings to include natural gas would allow us to tap into growing demand for alternative energy.   
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Financials 

Our holdings in the financial sector currently represent 13.5% of the entire portfolio, which is underweighted 

compared to the S&P index weight of 13.4%.  The sector was hit hard this year.  The collapse of Bear Sterns and 

Lehman Brothers and the bailout of AIG caused panic on Wall Street and rattled investors around the world. The 

credit crisis worsened in 2008 and resulted in the S&P Financials index return of -58.8%.  No holdings n the sector 

had positive returns.  Our holdings include American Capital Strategies, Bank of America, Deutsche Bank, Equifax, 
Franklin Resources and Travelers Companies.  Returns were -90.6%, -63.8%, -72%, -35.4%, -32.7%, and -24.6%, 

respectively.  In May, the fund purchased a Vanguard Financials ETF in the hopes the financial sector would turn 

around.  At year end, the fund proposed sells of American Capital and Deutsche Bank.  The fund also proposed 

acquiring Banco Santander.   

 

HealthCare 

The healthcare sector of the fund is slightly overweighted at 14.3% of the portfolio.  The sector performed well 

compared to the S&P Healthcare index return of -28.81%.  Healthcare, typically viewed as a defensive sector, was 

not immune to the 2008 economic crisis and credit crunch.  As a team, we tried to maintain a market-weight for the 

healthcare sector.  The sector had the best overall performance in the fund.  Leading the way was Genentech with a 

total return of 14%.  Johnson & Johnson and Forest Laboratories both beat the benchmark with negative returns of 

14.1% and 32.7%, respectively.  Other holdings included Charles River Laboratories, Pediatrix Medical Group, and 
Stryker Corporation.  Their returns were -66.1%, -56%, and -46.5%, respectively.     

 

Industr ials 

The Henry Fund currently has a market weight in the industrials sector.  Our holdings represent 11% of the 

portfolio, compared to the 11% weight in the S&P index.  Norfolk Southern was the best performing stock in the 

sector with a total return of 0%.  Eaton Corporation and FedEx Corporation were also in the fund for the entire year.  

Both companies struggled for the year with Federal Express and Eaton Corporation both having a negative return of 

18% and 50% respectively. These results are in line with broader market sentiments are S&P 500 index.  The fund 

sold Hexcel Corporation in May and the stock is down 70% since then. The fund also added Honeywell 

International Inc. in May. Since the transaction, shares of Honeywell have returned negative 51%. 

 

Technology 

The information technology sector had a total return of -43.41%.  The Henry Fund is currently slightly underweight 

in the sector with a 14.96% weight in comparison to the S&P 500 index weight of 15.10%. The fund sold Akamai 

Technologies in the fall. The fund also reduced its exposure to Microsoft and Oracle Corp. and invested in Google. 

 

Telecom  

The telecom sector had a good year with the S&P telecom index down -35.34% for the year.  The fundôs only 

telecom holding in 2008 was the iShares S&P Global Telecom ETF.  The sector was weighted at 3.16% representing 

a relative 16.9% underweight.  There was a proposal to sell the ETF and acquire China mobile during the second 

half of 2008.   
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Summary of Transactions  

12/31/07 

Shares

11/30/08 

Shares

Net Trade 

shares

Akamai Technologies AKAM 1475 0 (1,475)           

American Capital Strategies ACAS 1020 0 (1,020)           

Banco Santander STD 2700 2,700             

Bank of America BAC 833 1813 980                

BHP Billiton Limited (ADR) BHP 658 527 (131)              

Central European Distribution CEDC 1192 1324 132                

Charles River Labs CRL 710 0 (710)              

China Mobile Limited CHL 330 330                

Chesapeake Energy Corp. CHK 1358 1,358             

Deustche Bank DB 307 0 (307)              

DirecTV Group DTV 1230 1,230             

Eaton Corporation ETN 505 661 156                

Equifax Inc. EFX 1237 1237 -                    

Exxon-Mobil Corp. XOM 490 640 150                

FedEx FDX 392 392 -                    

FPL Group FPL 925 925 -                    

Forest Laboratories Inc. FRX 850 850 -                    

Franklin Resources Inc. BEN 363 313 (50)                

Genentech Inc. DNA 272 272                

Google GOOD 110 110                

Honeywell International HON 1090 1,090             

Intel INTC 2625 2335 (290)              

Johnson & Johnson JNJ 800 748 (52)                

Microsoft MSFT 2125 2125 -                    

Noble Corp. NE 995 850 (145)              

Norfolk Southern NSC 787 409 (378)              

Oracle Corp. ORCL 3057 1987 (1,070)           

Qualcomm Inc. QCOM 570 570                

Peabody Energy Corporation BTU 890 850 (40)                

Pediatrix Medical Group PDX 486 0 (486)              

Procter & Gamble PG 705 560 (145)              

Safeway Inc. SWY 1466 1,466             

Schlumberger SLB 560 509 (51)                

Sherwin-Williams Co. SHW 390 390                

Stryker Corporation SYK 615 615 -                    

Travelers Companies TRV 804 804 -                    

Target Corp. TGT 860 860 -                    

Thermo Fisher TMO 830 830                

Walt Disney Holdings Co. DIS 906 906 -                    -                    

iShares S&P Global Telecomm IXP 600 0 (600)              

Vanguard Financials ETF VFH 0 -                    

*(Bought and Sold 745 shares)

Security Ticker
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Economic Overview 
 
Real GDP Growth Rate 
 

After GDP numbers were restated this fall, something we have been predicting was proven. The economy has been 

in a recession since 2007. Current GDP growth in 3Q 2008 was running at -0.3% and we believe this negative trend 

will continue into the mid portion of next year with run rates of GDP growth around -0.11%. The unknowns behind 

this prediction continue to lie in housing. This is the first recession driven by the housing market and we remain 

concerned that the economy can recover before the housing market does. Despite the recent fallout of oil prices we 

see consumer and corporate capital spending to continue to lag, at least to the midterm of 2009, possibly longer. We 

also believe the global slowdown will also continue to drag on GDP growth; however we do see a resurgence long 

term, with rates returning north of 2%. Our largest concern remains in housing as that is the starting place of much 

of the recent negative trends in the economy.  

 

Inflation  

 

In October, the consumer price index declined -1.0%.  The decline in the cost of transportation and gasoline were 

the primary catalysts behind that decline, which is the single largest decline in consumer prices since the creation of 

the index in 1947.  The second straight record low recorded in the October inflation data confirms that the risk to the 

economy from pricing has rapidly moved from that of rapid inflation to the disinflation that is now moving through 

the system.  The core rate of inflation is quickly converging on the Fedôs implied target zone of 1-2%.  Even with 

further Fed rate cuts expected, we do not see inflation being a major issue in the short-term as the economy struggles 

through its current downtown.  

 

Unemployment 

 

The unemployment rate rose sharply in 2008 from under 4.7% at the start of the year to 6.7% in November.  In the 

most recent labor report, nonfarm payroll employment fell sharply (-533,000) and the unemployment rate rose 

from 6.5 to 6.7%.  November's drop in payroll employment followed declines of 403,000 in September and 320,000 

in October.  Job losses were large and widespread across the major industry sectors in November.  In 2009, we 

foresee more job losses as the economy attempts to recover from the current recession.  Unemployment rates of 8% 

are a definite possibility, especially of the U.S. car companies are forced to make massive layoffs.   

 

Interest Rates 

 

In the near term with both moderate growth expectations and moderate inflation expectations, we believe that 

interest rates will move little over the next 3-12 months, particularly short rates. With many investors more 
interested in capital preservation than capital appreciation, treasuries have become a safe haven driving down 

returns. The current Fed Funds target rate remains at %1.00, however we do foresee further cuts on the horizon as 

capital availability remains strained. We expect mild steepening at the long end of the yield curve to accompany the 

end of the current cycle in mid to late 2009. We also foresee a tightening in the Fed Funds rate likely coming in the 

back half of 2009 or early 2010 as potential inflation pressures return as a result of the recent easing of monetary 

policy.  

 

Oil Prices 

 
The past year produced unprecedented moves in oil prices.  After hitting an all-time high of $147 per barrel in July, 

prices fell to near $40 per barrel in November.  The primary reason for the drastic decrease in oil prices is the 

decreased demand due to a synchronous global recession.  As of November 30, 2008, oil was trading near $55 per 

barrel.  We expect oil prices to average $60 per barrel throughout 2009 in part due to a forecast of flat global 

demand for oil.  We expect OPEC to continue to cut production levels, but this alone will not be a strong enough 

catalyst to propel oil back up to its summer of 2008 prices.    
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Consumer Confidence 

 

Consumer confidence is an indicator of future spending, as increases in confidence about the current and future state 

of economy usually trigger increases in borrowing and spending.  Consumer spending accounts for more than two-

thirds of the economy, so it is very important to know how consumers might behave in the near future.  Consumer 

confidence, which had declined to an all-time low in October, improved moderately in November.  The Consumer 
Confidence Index now stands at 44.9, up from 38.8 in October.  Despite the increase, the index still remains at 

historically low levels as rising unemployment, tight credit and volatile financial markets have taken a toll on 

household budgets.  We expect consumer confidence to remain low during the first half of 2009, but begin to trend 

upwards in the second half of 2009 as unemployment stabilizes and the credit markets ease.  

Foreign Exchange Rates 

 

Foreign exchange rates have great impact on both the operating and financial performance of U.S. export-oriented 

companies, companies that have significant operations overseas and foreign companies that are currently listed on 

the U.S. stock market. The dollar has strengthened recently comparatively, however we feel much of this was likely 

a flight to safety trade. With expectations of continued low interest rates and the large expansion of the money 

supply, we fully believe the dollar will revert to its recent weakness and this will be a trend that lasts well into 2010. 

 

 

Basic Materials                             4.65% of the Active Portfolio  

Analyst: Christopher Nelms             3.00% of the S&P 500 Index  
  
  

The current holdings in the basic materials sector are BHP Billiton (BHP) and Sherwin-Will iams (SHW).  Entering 

2009 we expect the global economy to continue to struggle as the full effects of the credit crunch cause a slowdown 

in global growth and a corresponding slowdown in demand for basic materials.  However, in our opinion, much of 

this slow down has already been priced into the market and priced into commodities.  Over the last 12 months, 

commodity prices have pulled back significantly, in some cases over 70%.  These pull backs provide opportunities 

in the basic materials sector, and we have positioned our portfolio to take advantage of what we see as current 

undervaluation.  With a portfolio weight of 4.65%, the fundôs basic materials sector is 55.75% relatively over 

weighted compared with the fundôs S&P 500 benchmark.   
 

Of the 4.65% portfolio weighting, Sherwin-Williams and BHP Billiton make up an equal proportion of the sector.  

While we foresee opportunities for undervaluation in the materials sector, our outlook of when the market will turn 

around and buyers will reenter the space is somewhat clouded.  In our opinion, Sherwin-Williams is an extremely 

defensive position, with BHP being extremely undervalued.  Our equal weighting in both securities provides the 

portfolio with somewhat of a hedge against a large movement in either direction.  If the market were to continue to 

sell off commodities, oil prices would likely continue to erode and increase the margins (profits) for Sherwin-

Williams.  On the other hand, a rise in oil prices would benefit the margins of BHP Billiton, and hurt Sherwin-

Williams.  Nonetheless, we still see Sherwin-Williams being undervalued even though its share price appreciated 

while the rest of the market lost +40%. 

        
    

Sherwin-Williams (SHW)                    2.33% of Active Portfolio                       BUY Recommendation  
  

 

Key Stock Statistics  

Price as of November 30,2008  $58.93    Price/Earnings (ttm)  12.98  

52-Week Price Range  $44.51-65   Price/Book  3.73  

52-Week Return  -16.97%    Price/Sales  0.80  

Market Capitalization (B)  $6.59B    ROA (ttm)  11.14%  

Shares Outstanding (M)  116.90    ROE (ttm)  29.45%  
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Institutional Ownership  76.50%    2007 EPS  $4.84  

Beta  .59    2008 EPS (est.)  $4.22  

Dividend Yield  2.50%    2009 EPS (est.)  $4.39  

 

Sherwin-Williams Company (Sherwin-Williams) was founded in 1866 and is a diversified coatings manufacturer 

producing liquid and powder based paints, coatings, and varnishes for industrial, automotive, retail and specialty 

purposes.  In the mature phase of its life cycle, Sherwin-Williams has paid out and consistently increased its 

dividend over the last 29 years.  The companyôs primary customers and operations are located in North and South 

America, but also maintain and recently expanded operations in The United Kingdom, Europe, India, and China.  

The company divides itself into three distinct operating segments, the Paint Stores Group, Consumer Group, and 

Global Group. 

The Paint Stores Group operates 3,325 Sherwin-Williams retail outlets across the U.S.  These outlets sell paints, 
stains, coatings, caulks, applicators, wall coverings, floor coverings, spray equipment and related products.  The 

paint stores customers include: Do-it-yourselfers, professional painting contractors, home builders, property 

managers, architects, interior designers, marine renovators, and original equipment manufacturers.  The retail stores 

sell the coatings and equipment under several highly recognizable brands including: Sherwin-Williams®, ProMar®, 

SuperPaint®, A-100®, Duron®, PrepRite®, Duration®, Master Hide®, ProClassic®, Classic 99È, MABÊ, 

ColumbiaÊ, and Express TechÈ.  

Although the overall U.S paint and coatings market contracted in 2007, Sherwin-Williams expanded its retail stores 

by opening 107 new stores and acquired 172 new stores through the acquisition of M.A. Bruder & Sons, and 

Columbia Paint & Coatings. During 2008, the company forecasts the addition of between 40 to 50 new stores. It 

plans to continue to aggressively grow both organically and through acquisitions.  

 

 
BHP Billiton (BHP)                2.32% of Active Portfolio                                     BUY Recommendation  
  

 

Key Stock Statistics  

Price as of November 30,2008 $39.97    Price/Earnings (ttm)  7.64  

52-Week Price Range  $24.53 - $95.61    Price/Book  3.02  

52-Week Return  -30.5%    Price/Sales  1.93  

Market Capitalization (B)  $116.97    ROA (ttm)  21.58%  

Shares Outstanding (M)  2840    ROE (ttm)  45.26%  

Institutional Ownership  5.80%    2007 EPS  $4.68  

Beta  1.53    2008 EPS (est.)  $5.62  

Dividend Yield  4.1%    2009 EPS (est.)  $5.19  

 

BHP Billiton and its subsidiaries produce a broad range of minerals including alumina, aluminum, copper, coal, iron 

ore, nickel, manganese, metallurgical coal, oil and gas, and uranium, gold, zinc, lead, sliver, diamonds and recently 

potash.  The companyôs diverse mineral base makes it the largest diversified miner in the world and enables it to 

whether the changing economics of any single commodity. 

Headquarter in Melbourne Australia; BHP has primary listings on the Australian (ASX), and London Stock 
Exchanges (LSE) with secondary listings on the Frankfurt, Zurich, and Johannesburg exchanges.  In addition, BHP 

Billiton Limited American Depository Receipts trade on the New York Stock Exchange. 

The company operates as nine separate Customer Sector Groups aligned with the companyôs diversified commodity 

businesses.  Many of these business segments are leaders in their individual fields, these sector groups include: 

Petroleum, Aluminum, Base Metals, Diamonds and Specialty Products, Stainless Steel Materials, Iron Ore, 

Manganese, Metallurgical Coal, and Energy Coal. 
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Consumer Discretionary                    8.89% of the Active Portfolio  

Analyst: Xiaoyi Yuan (TGT, WAG, DIS, DTV, NWS)           8.00% of the S&P 500 Index 

     
 

The Consumer Discretionary Sector includes the following industries: Apparel/Accessories; Appliance & Tools; 

Audio & Video Equipment; Auto & Truck Manufacturers; Auto & Truck Parts; Footwear; Furniture & Fixture; 

Jewelry & Silverware; Recreational products; Textile-Non Apparel; Tires and Retail Services. The current Henry 

Fund Holdings in this sector as of November 30, 2008 are Target (TGT; Discount Retailing), DirecTV (DTV; Cable 

& Satellite) and Walt Disney Holdings Co. (DIS; Media Broadcasting & Entertainment).  

 
The Consumer Discretionary sector performance is highly dependent on consumer spending, consumer confidence 

and disposable income.  The current weakening economy poses biggest challenge on the sector as consumers have 

more concerns about their future income and are more reluctant to spend on discretionary items.  But notable the 

Fundôs Year-to-date performance in this segment was encouraging, as three of our current holdings all delivered 

better returns than S&P index.  

 

Given our projections of higher unemployment rate, lower consumer confidence, shrinking credit line, and recession 

going forward, we anticipate spending to slow down in the first half of the coming year. As such, we have decided 
to reduce our position in the Consumer Discretionary.  We decided not to acquire new stocks and to sell part of 

DirecTV. After executing the trades, we will remain the same holdings: Target, DirecTV and Walt Disney.  

  

 
Target Corp. (TGT)       3.24% of the Active Portfolio                         HOLD Recommendation  

  

Key Stock Statistics  

Price as of November 30, 2008  $33.76    Price/Earnings (ttm)  10.8  

52-Week Price Range   $25.26- $59.55    Price/Book  2.08  

52-Week Return  -32.5%    Price/Sales  0.43  

Market Capitalization (B)  $26.98    ROA (ttm)  7.05%  

Shares Outstanding (M)  752.8    ROE (ttm)  17.71%  

Institutional Ownership  93%    2007 EPS  $3.32  

Beta  1.04    2008 EPS (est.) $2.97 

Dividend Yield  1.8%    2009 EPS (est.)  $2.82  

  

Target Corporation (TGT) is the second largest discounter in the U.S., after Wal-Mart, and as of August 04, 2008 it 

operates 1,680 stores across the country. Target is a relative up-scale discount retailer compared with other discount 

stores, with a focus on providing quality, fashion, private and exclusive brands products to consumers.   

 

Target has experienced a tough year as consumers increasingly shift to shop in low price stores like Wal-Mart. The 

nature of ñUp-Scaleò determines that Target will be more severely hurt than Wal-Mart during a recession. Bad sign 
has come out. The companyôs same-store sales decreased in recent quarters. In November, the same-store sales 

dropped sharply to a 10%.  In addition, Target slowed its store expansion and suspended 10B share buyback plan to 

weather a market downturn.  

Although we expect Target will face big challenge in 2009, we still believe Targetôs fundamentals are attractive, as 

it has continued to diversify its product line into consumables and commodities.  Moreover, the companyôs current 

stock price remains attractive compared with its competitors. Its forward P/E is about 12.7 much lower than industry 

average. We believe the companyôs stock has limited downside risk and substantial upside potential. Therefore, we 

recommend to hold Target. 
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Walgreen Co. (WAG)     Sold Position                        SELL Recommendation   

  

Key Stock Statistics  

Price as of November 30, 2007  $24.74    Price/Earnings (ttm)  12.07  

52-Week Price Range  $21.28 ï $39.25    Price/Book  2.01  

YTD Return  -28%    Price/Sales  0.44  

Market Capitalization (B)  $25. 87    ROA (ttm)  10.35%  

Shares Outstanding (M)  989.27    ROE (ttm)  18%  

Institutional Ownership  66.4%    2007 EPS  $2.17  

Beta  0.74    2008 EPS (est.) $2.26  

Dividend Yield  1.7%    2009 EPS (est.)  $2.51  

  

The Walgreen Company is the nationôs second largest operator of retail drug stores.  Based in Deerfield, IL, the 

company carries a legacy of serving as the neighborhood pharmacy that dates back to 1909.  Walgreens operates 

approximately 6,014 stores in 48 U.S. states and Puerto Rico.  Today, over 131.8 million people (~45% of the U.S. 
population) live within 2 miles of a Walgreenôs store. 

We are not confident about the drug store industry Walgreen competes in as the industry is characterized by low 

bargain power, low margin, low growth and high competition. The strong influence from both suppliers and 

customers and competition from supermarkets and online stores make the industry less attractive. Moreover, 

Walgreenôs revenue and earnings slowed significantly in the last year. We expected this trend will continue in the 

near future because of the limit of store expansion, intensified competition and squeezed profit margin.Walgreen 

has been overvalued for some time due to its predictable performance and the leading position in the industry. The 

overvaluation led to the stagnant performance of Walgreenôs stock.  The company has experienced a negative 

holding return of -28% over the past 52-weeks.  

Ultimately, we believe Walgreenôs relative good performance in the industry has been fully recognized by the 

market and is reflected in its high stock price. Due to the structure of the industry, the movement of external forces, 
and the limited price appreciation potential, we recommend to sell Walgreenôs stock. 

 

 

The Walt Disney Co. (DIS)       2.15% of the Active Portfolio             HOLD Recommendation   

  

Key Stock Statistics  

Price as of November 30, 2007  $22.19    Price/Earnings (ttm)  9.92  

52-Week Price Range  $18.6 ï $35.02    Price/Book  1.31  

52-Week Return  -31.3%    Price/Sales  1.12  

Market Capitalization (B)  $41.92    ROA (ttm)  7.5%  

Shares Outstanding (B)  1850    ROE (ttm)  14.04%  

Institutional Ownership  66.8%    2006 EPS  $2.28  

Beta  0.88   2007 EPS (est.) $2.11  

Dividend Yield  1.50%    2008 EPS (est.)  $2.35  

 

The Walt Disney Company, together with its subsidiaries, is a diversified worldwide entertainment company with 

operations in four business segments: Media Networks, Parks and Resorts, Studio Entertainment, and Consumer 

Products. The Company employed approximately 150,000 people as of September 27, 2008. The companyôs assets 

include ESPN, ABC network, and Disney parks. 

Disney is a successful media and entertainment company and delivered impressive results in the past years. Like 

many other media companies, Disneyôs stock suffered in the recent economic downturn. The company reported 
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weaker than expected FQ408 results and business conditions in FY09 deteriorate. EPS at $0.43 is below streetôs 

consensus of $0.49. Every division missed the estimation with Broadcast and Film the two primary culprits. The 

economic downturn has already had a negative impact on the companyôs earnings causing dropped advertising 

revenues and lower traffic at the Parks.  

However, we believe Disney has a better capability to weather the market downturn than its peers due to very 

limited exposure to advertisement (about 20% of its revenue), a strong cash position and a diversity of earning 
base. Ultimately, we recommend ñHoldò Disneyôs stock. 

 

 
DirecTV (DTV)                           3.49% of the Active Portfolio             BUY Recommendation  

 

 Key Stock Statistics  

Price as of November 30, 2007  $22.01    Price/Earnings (ttm)  17.03  

52-Week Price Range   $17.7 - $29.1    Price/Book  4.19 

52-Week Return  -16.6%    Price/Sales  1.29  

Market Capitalization (B)  $24.92   ROA (ttm)  10.6% 

Shares Outstanding (B) 1.09   ROE (ttm)  25.01% 

Institutional Ownership  55%   2006 EPS  $1.35  

Beta  0.93    2007 EPS (est.) $1.4  

Dividend Yield  0%    2008 EPS (est.)  $1.77 

 
The DIRECTV Group is a world-leading provider of digital television entertainment services in the US and Latin 

American.  It engages in acquiring, promoting, selling and distributing digital entertainment programming via 

satellite to residential and commercial subscribers. In the US, it has over 16.8 million subscribers as of 12/31/2007. 

DirecTV has achieved significant growth in the past years due to successful implementation of its competitive 

strategy which focused on HD technology, exclusive premium sports content, and utilizing technology to provide 

value added service. Since the company achieved the goal to provide the best customer experience in the industry, 
DirecTV continues to attract new subscribers while maintaining high retention rate. 

In 2008, DirecTV achieved steady growth in both revenue and net subscribers. The company continues to achieve 

positive increase in net subscribers while its largest competitor Dish Network encountered a big drop in the same 

period. Going forward, we have strong confidence about the companyôs superior competitive advantage and believe 

its ability to capitalize on the migration to HD.  Therefore, we recommend to buy DirecTV. 

 

 

News Corp. (NWS)                    Not Currently Held                        HOLD Recommendation  

 

 Key Stock Statistics  

Price as of November 30, 2007  $7.9    Price/Earnings (ttm)  4.38  

52-Week Price Range   $5.43 - $21.9    Price/Book  .76 

YTD Return  -62%    Price/Sales  .63  

Market Capitalization (B)  $20.83   ROA (ttm)  5.13% 

Shares Outstanding (M)  2610   ROE (ttm)  16.82% 

Institutional Ownership  N/A   2006 EPS  $1.82  

Beta  1.05    2007 EPS (est.)  $0.98  

Dividend Yield  1.50%    2008 EPS (est.)  $1.16 

 

News Corporation is a diversified global media company with operations in eight industry segments, including: 

Filmed Entertainment, Television, Cable Network Programming, Direct Broadcast Satellite Television, Magazines 
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and Inserts, Newspapers and Information Services, and Book Publishing Fox Interactive Media. Its assets include 

Fox network, Myspace, Fox Interactive Media, Dow Jones, and Star Group. News operates in almost every segment 

of media industry and is a well diversified media giant with half of revenue generated internationally.  

Our interests in News are primarily from two features of the company. One is the company has been successfully 

transforming itself into a multi-media company. It has made significant progress on online media business. Fox 

Interactive Media has the largest online network users in the U.S.  The other is the company has strong presence in 
almost every emerging market. Although market generally has concerns about Newsôs print and broadcasting 

business, we believe News has a solid business structure and big growth potential in the future.   

However the weakening macroeconomic conditions pose big challenge on News outlook of FY2009. The impact of 

economy on local TV and Newspaper advertising is bigger than expected. News Corp reported weaker than 

expected Q1 results and provided FY09 guidance that was well below consensus estimates. 2009 operating income 

is now expected to be down low to mid-teens (implying $4.3B - $4.6B), below adjusted fiscal 08 operating income 

of $5.13 billion. Due to the fear of recession, we decided not buy News at this time.  

 

 

Consumer Staples  10.28% of the Active Portfolio  

Analyst: Joseph McSpadden 13.10% of the S&P 500 Index 
 

The current Henry Fund Holdings in this sector as of December 14, 2008, are Central European Distribution 

Corporation (CEDC), Procter & Gamble (PG), and Safeway Inc. (SWY).  The Consumer Staples Sector in the S&P 

500 Index has returned -20.41%, while our holdings have returned -55.6%, -20.8% and -27.2% respectively.   

 

Many consumer staples companies are viewed as defensive holdings in a weakening or down economy.  While the 

consensus estimate is that the economy will remain gloomy through 2009, we have positioned the portfolio to be 

able to both absorb losses if the market continues to fall, yet be able to gain significantly if the market rebounds in 

the next six months.  By holding CEDC, we are looking for an upswing in price as the markets recover because we 

feel that the rapid decline in share price was due to trading activities and a market overcorrection during the summer 

of 2008.  With PG and SWY, we are looking for share price stability as both companies provide products and 
services that are staples in consumersô lives.  When the markets and the economy turn sour, these companies tend to 

perform well.   

 

    

Central European Distribution Corp. (CEDC)  1.60% of the Active Portfolio BUY Recommendation  

 

  

Key Stock Statistics  

Price as of November 30, 2008 $23.64   Price/Earnings (ttm)  13.98  

52-Week Price Range   $17.16-$77.48    Price/Book  1.01  

52-Week Return  -55.6%    Price/Sales  0.55  

Market Capitalization (B)  $2.15    ROA (ttm)  6.70%  

Shares Outstanding (M)  46.21    ROE (ttm)  13.53%  

Institutional Ownership  83.9%    2006 EPS  $1.10  

Beta  1.67    2007 EPS  $1.65  

Dividend Yield  N/A    2008 EPS (est.)  $2.98  

  

 

Central European Distribution Corporation (CEDC) is Polandôs largest integrated spirit beverage company.  Vodka 

is produced at two distilleries in Poland and distributes the spirits through a country wide network.  Shipments are 

made on a next-day delivery basis to retail outlets through its 16 distribution centers and 76 satellite branches in the 

country.  The company distributes over 700 brands of alcoholic beverages consisting of spirits, wine and beer as 

well as non-alcoholic drinks.  Products are available in approximately 39,000 outlets, including off-trade 

establishments, such as small and medium-size retail outlets, gas stations, duty free stores, supermarkets, and on-
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trade locations, such as bars, nightclubs, hotels and restaurants.  CEDC has been focused on expanding its presence 

in Hungary and Russia and management has hinted that a move into the Ukraine should be expected in the next one 

to two years. 

We like the strategic moves to establish a presence in countries with growing economies and increasing demand for 

premium vodka.  Also, the companyôs focus on developing a strong distribution network in Eastern Europe is also 

an astute move.  We are also pleased to see that throughout all of the acquisitions, sales growth has been above 25%, 
and both gross and operating margins have grown in the last two years. 

However, we are concerned about the low rate of organic sales growth.  A strategy centered around acquisitions is 

risky and a unsuccessful move could severely hurt CEDCôs financial performance.  We would like to see organic 

sales growth above 5%, as this confirms the fundamental demand for the products.  Ultimately, we believe that 

CEDCôs strong presence in growing markets and aggressive strategy is sound and we recommend a Buy.  

 

 

PepsiCo (PEP)            Sold in May 2008                  SELL  Recommendation  

 

 Key Stock Statistics  

Price as of November 30, 2008 $56.70    Price/Earnings (ttm)  14.82  

52-Week Price Range   $49.74-$79.79    Price/Book  1.91 

52-Week Return  -33.69%    Price/Sales  5.08 

Market Capitalization (B)  $81.01   ROA (ttm)  13.32% 

Shares Outstanding (M)  1,560   ROE (ttm)  35.21% 

Institutional Ownership  68.10%   2006 EPS  $3.06 

Beta  0.63    2007 EPS  $3.08  

Dividend Yield  3.10%    2008 EPS (est.)  $3.21 

 
PepsiCo is a global food and beverage company with an operating presence in over 200 countries. PepsiCo 

manufactures, markets, and sells a range of salty and sweet grain-based snacks and carbonated/noncarbonated 

beverages. Through Quaker Foods North America, PepsiCo produces cereals, rice, pasta and other branded products. 

PepsiCo is organized into four divisions. 
 
Although PepsiCo holds a commanding position in the North American and International salty snacks and 

carbonated soft drinks (CSD) market, we sold PEP in May 2008 because of the impending commodity crunch and 

impending skyrocketing grain and food prices.  This moved proved to be wise, as our negative sentiment in the 

commodity markets and its effect on PEPs earnings became a reality during the summer.  Since selling this position, 

PEP has lost 23.2% of its market value.   

 

 
Procter & Gamble (PG)                      5.11% of the Active Portfolio                BUY Recommendation   

  
 

 

 

 

 
 

 

 

 

 

 

 

Key Stock Statistics  

Price as of November 30,2008  $64.35   Price/Earnings (ttm)  15.9  

52-Week Price Range  $54.92-$75.18    Price/Book  2.8  

52-Week Return  20.8%    Price/Sales  2.1  

Market Capitalization (B)  $192.08    ROA (ttm)  8.3%  

Shares Outstanding (M)  3,043.6    ROE (ttm)  17.1%  

Institutional Ownership  61.0%    2007 EPS  $3.35 

Beta  0.72    2008 EPS  $3.97  

Dividend Yield  2.54%    2009 EPS (est.)  $4.30  
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Procter & Gamble (PG) is a diversified consumer goods company that offers beauty, health, household care, 

grooming, and food products.  In the 1990s, two businesses accounted for 85% of all the value created by P&G.  

Today PG competes in over 22 different product categories.  PGôs products are sold in more than 180 countries, 

primarily through mass merchandisers, grocery stores, membership club stores and drug stores.   Its principal 

markets include North America, Western Europe, northeast Asia, Latin America, central and eastern Europe/Middle 

East and Africa, Greater China, and ASEAN/Australia/India. 
 

We recommend a BUY position for Procter & Gamble (PG).  PG is the number one household products company 

in the United States.  Over the past five years PG has achieved average revenue growth of 13.8% through savvy 

acquisitions and improved product mix.  From high end cosmetics, fragrances, anti-aging products, to paper towels, 

PG has a well diversified product portfolio.  The beauty division houses most of PGôs higher price point items and 

also accounts for the majority of PGôs sales.  A factor for growth is that the U.S. anti-aging market is no longer 

limited to crèmes and eye products.  The market is evolving into total body care, and we view PGôs strong presence 

in this area as a strong plus.   

 

However, we are concerned that PG still relies on a majority of its sales from traditional staples products.  In 

addition PG derives a large percentage of sales from Western Europe and the U.S, which are mature markets.  PG 

needs to grow its key businesses such as beauty, health and shaving internationally.  Even though a number of PGôs 

products compete in mature markets, we feel there is substantial growth potential in targeted areas and 

internationally to warrant a BUY. 

 

 

ConAgra Foods (CAG)         Initiated Coverage - Not in Portfolio                HOLD Recommendation   

 

 

 

 

 

 

 

 

 

 

 

 

ConAgra is a food processing company that attempts to add value for customers in the retail, food, and ingredient 

channels.  The company operates in three major segments:  Consumer Foods, Food and Ingredients, and 

International Sales.  Within the Consumer Foods segment, major brands include ACT II, Banquet, Blue Bonnet, 

Chef Boyardee, Egg Beaters, Healthy Choice, Huntôs, Kid Cuisine, PAM, Slim Jim, Reddi-Wip, and Orville 

Redenbacherôs.  Within the Food and Ingredients segment, major brands include ConAgra Mills, Lamb Weston, 

Gilroy Foods, and Spicetec.  These brands are sold primarily to food processors.  Within the International Sales 

segment, ConAgra sells the majority of their Consumer Foods brands in the international arena.  Major international 
markets for ConAgra are North America (non U.S.), Europe, and Asia.   

 

We recommend a HOLD position for CAG.  ConAgra is going through a transitional period in which it is attempting 

to control SG&A and COGS expenses by shedding certain lines of business and streamlining efficiency.  If the 

company is successful in completing this transition, share prices should rebound from current levels.  Also, ConAgra 
is positioned to fare well in recessionary times.  With nearly 10% of sales being private label items and 35-40% of 

these private label sales being in segments in which ConAgra does not compete, ConAgra may see profits increase 

when consumers begin to trade down to generic brands.  Consumers not eating out as much will also bode well for 

ConAgra, as these consumers will likely still want easy-to-prepare meals to take home.  However, ConAgra has 

lower returns on investment and margins than its peers, meaning a stock price turnaround for the company will 

Key Stock Statistics  

Price as of November 30,2008 $14.75    Price/Earnings (ttm)  11.98 

52-Week Price Range  $13.52-$25.59    Price/Book  1.35  

52-Week Return  -42.45%    Price/Sales  0.62  

Market Capitalization (B)  $7.19    ROA (ttm)  3.43%  

Shares Outstanding (M)  467.1    ROE (ttm)  8.79%  

Institutional Ownership  81.1%    2007 EPS  $1.27  

Beta  0.62    2008 EPS  $0.96  

Dividend Yield  4.87%    2009 EPS (est.)  $1.54  
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likely take longer than its industry counterparts when markets rebound.  ConAgra is also currently suffering from a 

decline in profitability.  We feel that the cost control mechanisms the company is putting into place may improve 

this situation, but any gains in cost controls will not be sustainable in the long term.  Therefore, we recommend a 

HOLD.   

 

 
Safeway Inc. (SWY)           3.52% of the Active Portfolio                BUY Recommendation   

 

 

 

 

 

 

 

 

 

 

Safeway Inc. is a grocery store chain headquartered in Pleasanton, California.  With 1,743 stores at 2007 year-end, 

Safeway is one of the largest food and drug retailers in the United States.  The majority of the retail operations are 

located in California, Oregon, Washington, Alaska, Arizona, and Texas.  Other significant operations are in the mid-

Atlantic region, the Chicago metropolitan statistical area, and Canada.  The company operates 178 Genuardiôs in the 

Middle Atlantic States, 98 Dominickôs in Illinois, 112 Randalls/Tom Thumbs in Texas, 127 Casa Leys in Mexico, 

and 303 Vons/Pavilions in Southern California.  The rest of the Safeway stores operate under the Safeway name in 
the following divisions:  Northern California (267), Portland (117), Seattle/Alaska (206), Vancouver (74), Alberta 

(92), Winnipeg (56), Phoenix (114), and Denver (144). 

 

We recommend a BUY on Safeway.  It and other food retailers tend to be safer plays during times of economic 

uncertainty, as people will continue to buy groceries and other food items, regardless of spending power.  Also, 

Safeway has experienced much success with its lifestyle format and its introduction of fueling stations.  

Management also will dedicate the majority of its capital expenditures to the conversion of lifestyle stores and 

fueling stations, further driving revenues and profits.  Finally, according to Yahoo! Finance, Safewayôs 

management is very strong, with a Corporate Government Quotient (CRQ) that is better than 91.5% of S&P 500 

companies and 99.9% of Food and Staples Retailing companies.  Going forward, we are concerned with the food 

retail industry being intensely competitive, leaving rivals to compete primarily on price.  Safeway has been able to 

remain profitable while battling head-to-head with large and innovative firms such as Wal-Mart, Costco, Whole 
Foods, and Tesco.  We see no reason why this should change in the near future and thus reiterate our BUY 

recommendation. 

 
 

ENERGY                                      11.40% of the Active Portfolio  

Analyst: Joseph Reed                 14.30% of the S&P 500 Index  
  

The current holdings in the energy sector are Exxon Mobil Corporations (XOM), Schlumberger (SLB), Peabody 

Energy (BTU), Noble Corporation (NE), and Chesapeake Energy (CHK).  This past year was marked by 

unprecedented moves in oil prices, falling from their high of $147.56 July to their low of $40.81 in November.  The 

significant decrease over the last few months was primarily due to the expected decrease in energy demand resulting 

from the synchronous global recession.  As a result of the global recession, the energy sector realized significant 

losses during the second half of 2008.  Going forward, we expect global energy demand to remain flat during 2009 

as economies across the globe recover from the economic downturn.  However, we believe we hold solid names 

Key Stock Statistics  

Price as of November 30,2008 $21.80   Price/Earnings (ttm)  10.83  

52-Week Price Range  $17.19-$36.00    Price/Book  1.43  

52-Week Return  -27.2%    Price/Sales  0.22  

Market Capitalization (B)  $9.78   ROA (ttm)  6.81%  

Shares Outstanding (M)  428.70    ROE (ttm)  13.92%  

Institutional Ownership  90.80%    2006 EPS  $1.94  

Beta  0.8    2007 EPS  $1.99  

Dividend Yield  1.30%    2008 EPS (est.)  $2.14  
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within the energy sector that will provide the portfolio with substantial returns when the economic recovery occurs.  

The fund started the year holding Exxon Mobil, Schlumberger, Noble Corp., and Peabody Energy and added 

Chesapeake Energy in May.  We felt we needed to diversify the sector and determined that a natural gas play 

provided a promising opportunity.  Natural gas is cheaper and cleaner than oil, and we expect substantial growth in 

this space as the U.S. moves to cleaner sources of energy.  Chesapeake Energy is the largest natural gas producer in 

the U.S. and will benefit from the increased demand for natural gas going forward.  It is our belief that a substantial 
amount of alpha will come from our energy sector holdings as the economy recovers.  Therefore, we find it 

necessary to position the sector for that recovery and plan to slightly overweight the energy sector going into 2009. 

 

Exxon Mobil Corp. (XOM)       4.15% of Active Portfolio                         HOLD Recommendation  
  

Key Stock Statistics  

Price as of November 30,2008  $88.78    Price/Earnings (ttm)  8.70  

52-Week Price Range   $56.51 - $96.12    Price/Book  3.25  

52-Week Return  -9.72%    Price/Sales  0.88  

Market Capitalization (B)  $409.22    ROA (ttm)  19.46%  

Shares Outstanding (B)  5.09    ROE (ttm)  40.23%  

Institutional Ownership  50.5%    2007 EPS  $7.36  

Beta  1.20    2008 EPS (est.)  $8.21  

Dividend Yield  2.00%    2009 EPS (est.)  $8.85  

 

ExxonMobil is the worldôs largest integrated oil and gas company.  ExxonMobil was formed from the merger of 

Exxon and Mobil in 1999.  Both organizations were originally part of the Standard Oil Trust formed back in 1882 

by John D. Rockefeller.  ExxonMobil competes in every aspect of the hydrocarbon exploration, production and 

supply chain.  The business is divided into three major operating units:  Upstream, Downstream, and Chemical.  

The Upstream portion of ExxonMobilôs business deals with the exploration, development, production, and gas and 
power marketing.  Downstream refers to the refining and marketing of petroleum products such as motor fuels and 

lubricants.  The Chemical business unit holds leadership positions for some of the largest-volume and highest-

growth petrochemicals in the world.   

 

Exxon Mobil is expected to outperform the market based on its financial strength, the diversity of its business, and 

its ability to increase reserves at a rate higher than production and most of its competitors.  Exxon Mobil is also 

doing significant work towards reducing its costs, especially in its refinery business, to help its boost its profit 

margins. 

 

Schlumberger (SLB)        1.82% of Active Portfolio                         HOLD Recommendation  
  

Key Stock Statistics  

Price as of November 30,2008  $50.74    Price/Earnings (ttm)  8.90  

52-Week Price Range   $37.24-111.95    Price/Book  2.85  

52-Week Return  -39.65%    Price/Sales  1.91  

Market Capitalization (B)  $49.15    ROA (ttm)  14.96%  

Shares Outstanding (B)  1.20    ROE (ttm)  35.39%  

Institutional Ownership  78.9%    2007 EPS  $3.46  

Beta  1.51    2008 EPS (est.)  $4.67  

Dividend Yield  2.0%    2009 EPS (est.)  $4.49  

 

Schlumberger was founded in 1916 and is the worldôs leading oilfield services company supplying technology, 

project management and information solutions to optimize performance in the oil and gas industry.  Schlumberger 
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Oilfield Services is the worldôs premiere oilfield services company providing technology services and solutions to 

the petroleum industry.  WesternGeco is the largest and most technologically advanced surface seismic company.   

Schlumberger Oilfield Services is run through its 29 oilfield services geomarket regions that are grouped into 4 

geographic areas:  North America, Latin America, Europe/CIS/Africa and Middle East & Asia.  WesternGeco is the 

worldôs leading seismic company providing comprehensive reservoir imaging, monitoring, and development 

services.  Schlumbergerôs geographic diversification and superior technologies will continue to make it a leader in 
the oilfield services.   

 

The maturation of existing oil wells will continue to drive demand for Schlumbergerôs services.  Oil is becoming 

more difficult to find and recover.  Oil companies need to replace their reserves and Schlumberger is the largest 

oilfield services company.  We expect Schlumberger to have a solid 2009. 

 

Peabody Energy Corp. (BTU)   1.90% of Active Portfolio                      HOLD Recommendation  
  

Key Stock Statistics  

Price as of November 30,2008  $23.43    Price/Earnings (ttm)  9.35 

52-Week Price Range   $16.00-88.69    Price/Book  2.27  

52-Week Return  -57.84%    Price/Sales  1.13  

Market Capitalization (B)  $6.48    ROA (ttm)  6.52%  

Shares Outstanding (M)  270.75    ROE (ttm)  31.34%  

Institutional Ownership  77.30%    2007 EPS  $1.60  

Beta  1.78    2008 EPS (est.)  $2.24  

Dividend Yield  1.00%    2009 EPS (est.)  $2.53  

 

Peabody Energy Corporation is the largest coal company in the world.    The company was founded in 1883 as a 

retail coal suppler and entered the mining business in 1888.  Peabody sold 247.6 million tons of coal to over 400 

electricity generating and industrial plants in 20 countries during 2006.  Their coal products fuel about 10% of all 

U.S. electricity generation and 2% of worldwide electricity generation.  The company has 10.2 billion tons of proven 

and probable coal reserves.  China become a net importer of coal during 2007 and will further help the largest coal 

producer in the world.  Peabodyôs mines in Australia are perfectly positioned to benefit the company as Asiaôs 

demand for coal continues to grow.  The company is also investing money in the development of coal-to-gas and 

coal-to-liquid technologies that will further benefit its stockholders. 
 

We expect coal to remain the primary fuel for electricity generation for the foreseeable future.  While the company 

does face headwinds on the environmental protection front, we believe the size and efficiency of Peabodyôs 

operations will enable it to outperform its competitors.   

 

Noble Corp. (NE)   2.08% of Active Portfolio                      HOLD Recommendation  
  

Key Stock Statistics  

Price as of November 30,2008  $26.79    Price/Earnings (ttm)  4.48 

52-Week Price Range   $19.23-68.99    Price/Book  1.34  

52-Week Return  -52.03%    Price/Sales  1.98  

Market Capitalization (B)  $6.56    ROA (ttm)  18.55%  

Shares Outstanding (M)  263.81    ROE (ttm)  33.24%  

Institutional Ownership  82.10%    2007 EPS  $4.52  

Beta  1.48    2008 EPS (est.)  $5.66  

Dividend Yield  0.6%    2009 EPS (est.)  $7.04  
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Noble Corporation is a leading offshore drilling contractor for the oil and gas industry.  The company performs 

contract drilling services with a fleet of 62 mobile offshore drilling units located worldwide.  The fleet consists of 13 

semisubmersibles, three dynamically positioned drillships, 43 jackups and three submersibles.  The fleet count 

includes two F&G JU-2000E enhanced premium jackups and three deepwater dynamically positioned 

semisubmersibles under construction.  The company has secured customer contracts for these jackups and 

semisubmersibles.  Approximately 85% of Nobleôs fleet is currently deployed internationally, principally in the 
Middle East, India, Mexico, the North Sea, Brazil, and West Africa.  Other operations include labor contract drilling 

services and engineering and consulting services. 

 

The maturation of existing oil wells will continue to drive demand for Nobleôs drilling services.  Oil is becoming 

more difficult to find and recover.  Oil companies need to replace their reserves and will need to explore deep waters 

to do it.  Given that the Noble fleet is shifting more towards deepwater drills, we expect Noble to remain a solid play 

going forward. 

 

Chesapeake Energy (CHK)   1.46% of Active Portfolio                      HOLD Recommendation  

 

Key Stock Statistics  

Price as of November 30,2008  $17.18    Price/Earnings (ttm)  5.23 

52-Week Price Range   $9.84-74.00    Price/Book  0.61  

52-Week Return  -56.45%    Price/Sales  0.9  

Market Capitalization (B)  $9.67    ROA (ttm)  6.81%  

Shares Outstanding (M)  581.3    ROE (ttm)  13.28%  

Institutional Ownership  74.5%    2007 EPS  $2.69  

Beta  1.56    2008 EPS (est.)  $3.48  

Dividend Yield  1.30%    2009 EPS (est.)  $4.66  

 

Chesapeake Energy Corporation, an oil and natural gas exploration and production company, engages in the 

acquisition, exploration, and development of properties for the production of crude oil and natural gas from 

underground reservoirs.  It also markets natural gas and oil for other working interest owners in properties it operate. 

The companyôs properties are located in Oklahoma, Texas, Alabama, Arkansas, Louisiana, Kansas, Montana, 

Colorado, North Dakota, Nebraska, New Mexico, West Virginia, Kentucky, Ohio, New York, Maryland, Michigan, 

Mississippi, Pennsylvania, Tennessee, Utah, Virginia, and Wyoming.  As of November 30, 2008, Chesapeake held 

the crown of being the largets natural gas producer in the U.S.  The company has 10.879 trillion cubic feet 

equivalent of proved reserves and also owns interests in approximately 38,500 producing oil and natural gas wells.  

The company was founded in 1989 and is headquartered in Oklahoma City, Oklahoma. 

Chesapeake will continue to benefit from the increased demand for natural gas.  Demand is expected to increase by 

22% over the next 25 years in part due to the fact that it is the cleanest fossil fuel.  The U.S. Department of Energy 
also stipulates that 900 of the next 1000 U.S. power plants will use natural gas.  Natural gas will be a key 

component to decreasing the dependence that the U.S. has on foreign oil, a top goal of most U.S. politicians.  

 

 

FINANCIAL SERVICES                                            
Analyst: Yuliya Ivanova and William Aldridge       
  

The year 2008 was marked by the considerable downturn of the financial markets, started by the subprime crisis. In 

the first half of the year, most of the stocks underperformed the market as measured by the S&P500 bench mark. 

However, towards the end of the year the sector stabilized. It is still not clear whether the stock market will rebound 

in the first or second half of 2009, but it is strongly believed that Financials will be one of the leading sectors in the 

recovery.   
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American Capital Strategies (ACAS)      Sold Position                              SELL Recommendation 

 

Key Stock Statistics  

Price as of November 30,2008  $3.80   Price/Earnings (ttm)  NA  

52-Week Price Range   $3.75 ï 43.94    Price/Book  0.54 

52-Week Return  -89.99%    Price/Sales  2.48 

Market Capitalization (B)  $3.09   ROA (ttm)  4.84%  

Shares Outstanding (M)  207.03   ROE (ttm)  NA  

Institutional Ownership  43.30%    2007 EPS  $ 3.42 

Beta  1.02   2008 EPS (est.) $ 3.65 

Dividend Yield  28.20%    2009 EPS (est.)  $ 4.13 

 

American Capital Strategies is a closed end investment company targeting middle market private investments. It has 

a number of investment positives, including its diversified industry and business product exposure. While the stock 

performs well in boom economies, its credit profile is considered to be too risky for our portfolio. There is little 
information disseminated about the quality of the underlying portfolio, therefore it is not clear how reliable revenue 

estimates are in these conditions. While it is beneficial for an equity fund to receive the high dividends from the 

stock, it is also not clear if the company would be able to continue paying the dividends, which violates one of the 

basic aspects of the investment philosophy on the basis of which the stock was originally purchased. Therefore, the 

investment recommendation is a SELL. 

 

In November 2008, the management of the company announced that they will not pay further dividends for the 

remainder of 2008 and dividend policy will be revised at the end of each quarter. Additionally, the exposure to 
disorderly markets could lead to rapid valuation deterioration. This combined with quick entrance into new 

investment products such as CMBS, distressed assets and fund management could lead to steepening of the learning 

curve. The company is also exposed to currency risk because of its operations in two main currencies Euro and US 

dollar. It is believed that the company does not have a sound business model anymore and it is not a good fit for the 

portfolio in the upcoming year. 
 
 
Equifax (EFX)       3.30% of Active Portfolio     Hold Recommendation 

 

Key Stock Statistics  

Price as of November 30,2008 $24.32   Price/Earnings (ttm)  11.67  

52-Week Price Range   $19.38 - $39.95    Price/Book  2.15 

52-Week Return  -33.10%    Price/Sales  1.56 

Market Capitalization (B)  $3.08   ROA (ttm)  8.68%  

Shares Outstanding (M)  126.60   ROE (ttm)  19.50%  

Institutional Ownership  82.40%    2007 EPS  $ 2.10 

Beta  1.12   2008 EPS (est.) $ 2.23 

Dividend Yield  0.70%    2009 EPS (est.)  $ 2.76 

 

Equifax Inc is a top provider of Diversified Commercial and Professional Services. The company has a number of 

investment positives, including its diversified customer base, good product mix, technology innovation and 

geographical expansion. However, in the context of the slowing down economy, the investment recommendation is 
Hold. 

 

 It is expected that part of the negative influence of slowing domestic economy will be offset by the currency 

advantage of the weaker dollar and utilization of growth in emerging markets. Going into the future, growth will be 
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mainly helped by the acquisition of TALX [a principal supplier of employment and income verification services], 

organic growth and geographic extension. The main negative effects on growth will come from the weak mortgage 

market and lower spending by financial firms to get new credit card customers. The technological leadership of 

Equifax is widely known, as InformationWeek Magazine named the company one of its ñMagnificent Sevenò in 

2007.  

 
In the long run, Equifax plans to expand its operations in four target countries- Russia, Mexico, China and India. 

The economic environment and the increasing need for information based services will be beneficial for the growth 

in both the personal and commercial sectors. Increase in consumer awareness of identity theft and need to protect 

credit information is believed to increase the demand for Equifaxôs services. The industry is heavily regulated. If the 

company fails to keep up with the shifting regulatory framework, substantial fines and punitive actions could occur. 

The popularity of search engines like Google pose a threat at Equifax, as they provide valuable tools for data 

location free of charge. 

 

 

Travelers Companies (TRV)       3.60% of Active Portfolio              HOLD Recommendation 

 

Key Stock Statistics  

Price as of November 30,2008  $41.30   Price/Earnings (ttm)  7.41  

52-Week Price Range   $28.91 - $58.57    Price/Book  0.97 

52-Week Return  -23.30%    Price/Sales  0.95 

Market Capitalization (B)  $24.31    ROA (ttm)  2.54%  

Shares Outstanding (M)  587.20   ROE (ttm)  12.49%  

Institutional Ownership  85.80%    2007 EPS  $ 6.86 

Beta  0.51   2008 EPS (est.) $ 4.75 

Dividend Yield  2.90%    2009 EPS (est.)  $ 3.87 

 

The Travelers Companies, Inc. was created by the merger of Travelers Property Casualty Corporation and The St. 
Paul Companies, Inc in 2004. The holding is one of the oldest property and casualty insurance organizations dating 

back to 1853, and today it is among the top 10 players in the industry. The headquarters of the company is situated 

in St. Paul, Minnesota, but it also has world wide operations in Canada, Great Britain and Ireland. The main 

operating segments are: Business Insurance, Financial, Professional & International Insurance and Personal 

Insurance. 

 

The insurance industry in 2006 and 2007 was blessed with lower claims from catastrophes; however the slowing 

economy caused the property and casualty sector to underperform the market. Despite the negative environment, 

Travelers remains a strong player in the industry due to its diversified portfolio and improved underwriting. The 
apprehensions about the collapse of the financial sector might be causing negative sentiment around the whole 

insurance industry, but it is believed that Travelers will be a valuable acquisition for a well diversified portfolio. The 

combined and claim ratio of Travelers in 2007 was 87.8%,  one of the best in the industry, which signifies that the 

company is making profits not only from its investment portfolio, but also on its insurance business. In the financial 

crisis which marked the stock market in 2008, Travelers was one of the companies which was able to get minimal 

hit by the negative market movements, and it is believed to be one of the survivors going forward. However, due to 

the unpredictability of factors that shape the profitability landscape of P&C companies, it is advised for the next 

analyst to closely watch for climate and economic changes, which could deteriorate the performance of the group.  

 
Deutsche Bank (DB)                      Sold Position                                                Sell Recommendation  

  

Key Stock Statistics  

Price as of November 30,2008  $36.88    Price/Earnings (ttm)  8.03 

52-Week Price Range   $120.02 - $159.76    Price/Book  0.46 

52-Week Return  -71.40%    Price/Sales  0.77 
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Market Capitalization (B)  $20.13   ROA (ttm)  0.10%  

Shares Outstanding (M)  545.77   ROE (ttm)  5.32%  

Institutional Ownership  18.50%    2007 EPS  $15.82  

Beta  2.05   2008 EPS (est.) $-0.69  

Dividend Yield  12.50%    2009 EPS (est.)  $3.60 

 
Deutsche Bank operates as an international, universal money center bank. It has an established brand; however its 

outsized exposure to leveraged finance relative to its more diversified peers has made it uniquely exposed to the 

difficulties in the credit and equity markets. The bank was subject to a series of write-downs amounting to 7.2 

billion euro in the past year and more write-downs are expected to continue in the coming quarters. The current 

recommendation is SELL.  

 

Fifty seven percent of total revenues in 2007 came from corporate and investment banking, while the rest comes 

from stable, predictable sources like the global transactions business, asset management and private clients. 

Deutsche Bank has satisfactory capitalization levels, which have been set to exceed the regulatory Tier 1 capital 

ratio of 8%-9% under Basel II in 2007. 3Q08 saw further improvement with the Tier 1 capital ratio increasing to 

10.3% in line with the revised target of 10%.  DB has proactively raised funds in the medium- to long-term bond 

market and in retail deposits and for now is able to raise enough capital despite the current credit crunch.  
 

However, DB is exposed to the deterioration of its leveraged finance and commercial real estate holdings. In the past 

year, DB declared ú7.2 billion in major write-downs, impairments, and credit-valuation adjustments. Going forward, 

it is expected that the size of write-downs will decrease, but they will still exist in the next several quarters. 

Deutsche Bank no longer performs substantially better than its peers in the current environment, which triggered 

S&P to lower the credit ratings to 'AA-/A-1+' from 'AA/A-1+', after DB announced additional write-downs of ú2.3 

billion for 2Q08.  Deutsche Bankôs stock has underperformed all of its competitors as well as the S&P 500 Index 

over the past 6 months. The stock has dropped as low as 70%, with the SP500 decreasing about 35%. One of the 

reasons why DB was able to still have positive earnings in 2008 is the stringent cost cutting. However, it is believed 

that the cost flexibility will not continue unless some internal restructuring is undertaken.  

 
 

Banco Santander (STD)           2.50% of Active Portfolio                                   Buy Recommendation  

 

Key Stock Statistics  

Price as of November 30,2008 $9.90    Price/Earnings (ttm)  6.96  

52-Week Price Range   $8.03 - $22.20    Price/Book  1.25  

52-Week Return  -15.00%    Price/Sales  1.86  

Market Capitalization (B)  $60.49   ROA (ttm)  1.02%  

Shares Outstanding (B)  6.25   ROE (ttm)  18.49%  

Institutional Ownership  2.20%    2007 EPS  $1.94  

Beta  1.50    2008 EPS (est.)  $2.24  

Dividend Yield  6.40%    2009 EPS (est.)  $2.52 

 

Banco Santander is a leading provider of financial services ranging from retail banking to asset management. It is 

the 8th largest bank in the world by market capitalization for 2007. The bank has operations in over 40 countries 

around the world and it focuses its business model on retail banking, geographic diversification, prudent risk 

management, efficiency and capital discipline.  

The group is one of the most geographically diversified banks in the world, with strong market positions in 

commercial banking in most of the markets in which it operates (Spain, U.K. and Latin America). Santander 

derives 84% of its profit from retail banking. Therefore, the future stream of earnings is highly predictable and is 

based on a source of recurrent revenue, giving the company certain earnings stability. Santander transfers to new 

markets the expertise it has built in Spain in risk management, product development, organization and marketing 
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by the sharing of common technology and the constant flow of managers among various group units. As a result, 

the groupôs efficiency ratio (cost-to-income) of 44.2% is one of the best among international banks giving the 

Group a competitive advantage.  

The group has high levels of capitalization according to international standards with BIS (Bank of International 

Settlement) ratio of 12.7%, Tier 1 ratio of 7.7% and core capital of 6.25%.  With its AA, Stable outlook rating 

Banco Santander is one of the few banks that have better credit ratings, which also reflects their ability to borrow 
money at a lower cost when the need should arise. Santander has no relevant subprime-related exposures. The 

investment in structured investment instruments, credit derivatives, and asset-backed securities is negligible. 

Santander is able to balance the expertise from mature markets in Europe with the emerging market potential of 

Latin America.  

 

 

Bank of America (BAC) 3.00% of Active Portfolio    Buy Recommendation 
 

Key Stock Statistics  

Price as of November 30,2008 $16.25    Price/Earnings (ttm)  13.31  

52-Week Price Range   $10.01 - $45.08    Price/Book  0.50  

52-Week Return  -64.59%    Price/Sales  1.43 

Market Capitalization (B)  $64.64   ROA (ttm)  0.36%  

Shares Outstanding (B)  4.56   ROE (ttm)  4.05%  

Institutional Ownership  56.20%    2007 EPS  $3.30  

Beta  1.26    2008 EPS (est.)  -$0.28  

Dividend Yield  8.60%    2009 EPS (est.)  $1.13 

 

The Bank of America Corporation is a bank holding company that provides a range of financial services 

domestically and internationally. The Companyôs business operations are organized into three divisions, which are 

further subdivided according to operational specialty. The three business lines are Global Consumer and Small 

Business Banking (GCSBB), Global Corporate and Investment Banking (GCIB), and Global Wealth and Investment 

Management (GWIM).   

The GCSBB segment serves 59 million business and individual relationships in 32 States and the District of 

Columbia with 6,131 banking centers, 18,531 ATMs, a telephone channel, and an internet platform.  Additionally, 
the GCSBB provides credit card products to customers in Canada, Ireland, Spain, and the United Kingdom.  

The GCIB segment serves both issuer and investor clients that range from Business Banking clients to large 

international corporate and institutional investor clients.  GCIBôs products are delivered through three primary 

channels: Business Lending, Capital Markets and Advisory Services, and Treasury Services.  GCIB clients are 

supported through offices in 22 countries strategically located to serve every major market in the world.  

The GWIM segment provides customized banking, investment, and brokerage products to both institutional and 

affluent individual clients. GWIM clients have access to services through three primary businesses: U.S. Trust, Bank 

of America Private Wealth Management, Columbia Management, and Premier Banking and Investments. 

It is our opinion that Bank of America will emerge from the Credit Crisis as one of perhaps two or three fully 

integrated financial services companies in the United States.  With the acquisition of Merrill Lynch, the company 

now has access to a world class investment banking operation, a niche that it never before enjoyed. The acquisition 

of Countrywide Financial, while difficult and financially distressing in the near term, may provide the most 
expansive mortgage lending platform in the United States when the fallout from the housing market and the credit 

markets have abated.  It is estimated that Bank of America will have the ability to legitimately provide close to 25 

percent of mortgages in the U.S. in the near future. 
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Franklin Resources (BEN)  2.00% of Active Portfolio   Buy Recommendation 

 

Key Stock Statistics  

Price as of November 30,2008  $60.75    Price/Earnings (ttm)  8.88  

52-Week Price Range   $45.52 - $116.60    Price/Book  1.95  

52-Week Return  -46.59%    Price/Sales  2.29  

Market Capitalization (B)  $13.78   ROA (ttm)  13.73%  

Shares Outstanding (M)  232.7   ROE (ttm)  22.05%  

Institutional Ownership  48.2%    2007 EPS  $7.22  

Beta  1.35    2008 EPS (est.)  $6.18 

Dividend Yield  1.40%    2009 EPS (est.)  $6.39 

 

Franklin Resources is an investment management company that is regulated as a bank holding company under the 

Bank Holding Company Act of 1956, and is organized as a financial holding company under the Gramm-Leach-

Bliley Act.  Through wholly owned direct and indirect subsidiaries, it provides investment management and fund 

administration services to open-end and closed-end investment companies, high net-worth families, and individual 

and separate accounts in the United States and Internationally. The company is listed on both the New York Stock 

Exchange and the London Stock Exchange under the ticker symbols BEN and FRK, respectively. 

 Its primary ñSponsored investment productsò include domestic and international equity, hybrid, fixed-income, and 

money market mutual funds, as well as other investment products that are sold through the Franklin, Templeton, 

Mutual Series, Bissett, Fiduciary Trust, and Darby brand names.  As of 2007 fiscal year-end, the company had 

$645.9 billion in assets under management and approximately 20.4 million billable shareholder accounts worldwide. 

 

Over the past several years, net cash inflows have trended away from load bearing mutual funds toward actively 

managed no-load funds and index funds.  Despite these changes in investor preference, the Franklin Resources has 

grown significantly over the same time period, multiplying its assets under management and drastically increasing 

operating revenues.  The companyôs resistance to downward expense ratio pressures and changing investment trends 

has been evidenced by their continued outperformance. 

 
The financial downturn has been doubly difficult for asset managers as they have been hit by declining equity 

markets and fund redemptions. However, we maintain our position in Franklin because of its inevitable rebound as 

markets bottom and net inflows again turn positive.  

 

 

HEALTHCARE     14.30% of the Active Portfolio  

Analysts: Gabriel Hilmoe & Anne Thimsen 14.00% of the S&P 500 Index  

  
Certain subsectors of the healthcare industry have outperformed the market over the past year, including 

biotechnology, research organizations and medical devices while pharmaceuticals continue to lag. We investigated 

names in the sectors we expect to outperform in 2009, based on key drivers of stock performance. 
 

This year, the Henry Fund paid close attention to healthcare.  Typically viewed as a defensive play to economic 

downturns, we evaluated the sector from all sides.  We began with continuing coverage on Johnson & Johnson, a 

healthcare staple.  Due to ongoing declines in ñbig pharmaò stocks faced with upcoming patent troubles, we looked 

at Genentech, a large-cap biotech company.  The company has a well-protected portfolio and a strong pipeline. We 

also researched Cardinal Health, a distributor of pharmaceuticals and medical supplies.  Other companies we 

continued coverage on include Stryker Corporation, Forest Laboratories and Pediatrix Medical Group.  We also 

initiated coverage on Thermo Fisher, a medical supply company, and Intuitive Surgical, a medical equipment 

technology company with a track record of high growth. 
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Johnson & Johnson (JNJ) Held   March 13
th

 Recommendation: HOLD 

 

Key Stock Statistics 

Price as of November 30, 2008 $58.58  Price/Earnings (ttm) 12.97 

52-Week Price Range $52.06-72.76  Price/Book 3.54 

52-Week Price Return -15.30%%  Price/Sales 2.51 

Market Capitalization (B) $159.2  ROA (ttm) 12.25% 

Shares Outstanding (B) 2.78  ROE (ttm) 28.24% 

Institutional Ownership 66%  2007 EPS $4.42 

Beta 0.55  2008 EPS (est.) $4.10 

Dividend Yield 3.2%  2009 EPS (est.) $4.18 

 

We held our current position in Johnson & Johnson due to the companyôs international exposure, continued 

diversification, and strong dividend.  JNJ is a mature company and, despite the 2008 patent expiration for its 

blockbuster drug Risperdal, the company is expected to have stable performance in 2009.  The Henry Fund feels JNJ 

is one of the strongest ñBig Pharmaò firms and will continue to have stable performance going forward.  This is 

probably the most defensive company to hold in the healthcare sector.  We added to our JNJ position in December, 

2008. 
 

Genentech  Purchased       April 9
th

 Recommendation: BUY 

 

Key Stock Statistics 

Price as of November 30, 2008 $76.60  Price/Earnings (ttm) 26.53 

52-Week Price Range $65.60-99.14  Price/Book 5.60 

52-Week Price Return 13.61%  Price/Sales 6.45 

Market Capitalization (B) $81.8  ROA (ttm) 15.45% 

Shares Outstanding (B) 1.05  ROE (ttm) 23.81% 

Institutional Ownership 38.5%  2007 EPS $2.93 

Beta 0.03  2008 EPS (est.) $3.10 

Dividend Yield 0.0%  2000 EPS (est.) $3.67 

 

We took purchased Genentech in May due to its strong growth, continued innovation, and focus on key markets.  

The companyôs ñHorizon 2010ò outlines specific goals to retain its status as the leader in cancer and immunological 

diseases.  The company has consistently beat these goals.  Genentechôs key drug, Avistan, has expanded into the 

treatment of breast cancer and is currently being tested for brain cancer.  If approved, this could bolster Avistan 

revenues, and Genentechôs bottom line.  In July of this year Roche Holding made an acquisition bid for Genentech 

at $89 per share.  Genentech rejected the bid stating it was too low.  Roche restated their bid at the original price and 

is currently working on financing the acquisition.  No closing date has been set and there is risk that the bid will not 

go through.  Even with this potential risk, Genentech is viewed as a strong company with an excellent track record.  

We expect Genentech to continue its stellar performance going forward.   

 
 
Charles River Labs (CRL)  Sell   September 22

nd
 Recommendation: SELL 

 

Key Stock Statistics 

Price as of November 30, 2008 $22.80  Price/Earnings (ttm) 9.6 

52-Week Price Range $19.92-69.19  Price/Book 0.82 

52-Week Price Return -63.32%  Price/Sales 1.18 

Market Capitalization (B) $1.63  ROA (ttm) 5.68% 

Shares Outstanding (M) 67.82  ROE (ttm) 9.55% 
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Institutional Ownership 92%  2007 EPS $2.51 

Beta 1.75  2008 EPS (est.) $2.48 

Dividend Yield 0.0%  2009 EPS (est.) $2.76 

 

We believe Charles River Laboratories is lagging in the Contract Research Organization industry.  The company 

operates in research models and preclinical service ï ending at Phase I of the clinical trials.  Industry trends show 

that outsourcing is on the rise, but most companies are focusing on late-stage development (Phases II-IV).  Charles 

River will not benefit from these trends.   

 

Forest Laboratories (FRX) Hold Oct. 22
nd

 Recommendation: HOLD 

 

Key Stock Statistics 

Price as of November 30, 2008 $24.18  Price/Earnings (ttm) 7.91 

52-Week Price Range $19.23-42.76  Price/Book 1.87 

52-Week Price Return -31.95%  Price/Sales 1.88 

Market Capitalization (B) $7.4  ROA (ttm) 16.08% 

Shares Outstanding (M) 301.38  ROE (ttm) 26.86% 

Institutional Ownership 92.7%  2008 EPS $3.10 

Beta 0.74  2009 EPS (est.) $3.46 

Dividend Yield 0.0%  2010 EPS (est.) $3.73 

 

The Henry Fund maintained a hold on Forest Laboratories.  The company is a specialty pharmaceutical 

manufacturer specializing in niche markets such as Alzheimerôs disease and depression.  The companyôs three key 

drugs currently represent more than 80% of revenue.  Two of these drugs face patent expiration in 2012.  Forest 

Laboratories has a deep late-stage pipeline which is why we decided to hold the company.  Assuming these drugs 

receive FDA approval, their estimated peak revenues will not be enough to make up lost revenues due to patent 

expirations.  While we feel this is a ñsafeò hold now, we do believe it warrants careful watch and any setbacks in the 
pipeline could be detrimental to the companyôs stock performance. 

 
 
Intuitive Surgical (ISRG) Not Purchased     November 20

th
 Recommendation: BUY 

 

Key Stock Statistics 

Price as of November 30, 2008 $132.53  Price/Earnings (ttm) 26.46 

52-Week Price Range $110.35-357.98  Price/Book 4.53 

52-Week Price Return -58.64%  Price/Sales 6.43 

Market Capitalization (B) $5.26  ROA (ttm) 16.66% 

Shares Outstanding (M) 39.11  ROE (ttm) 20.44% 

Institutional Ownership 80.3%  2007 EPS $5.08 

Beta 1.5  2008 EPS (est.) $5.43 

Dividend Yield 0.0%  2009 EPS (est.) $7.60 

 

We believe Intuitive Surgical is an attractive company but, due to current market conditions, should not be 

purchased at this time.  Intuitive Surgical is the industry leader in robotic surgery systems.  The company is a true 

growth story with year-over-year revenue growth in excess of 50%.  The companyôs focus on non-elective, 

minimally invasive procedures will see great benefits from the aging population.  Intuitive Surgicalôs systems are 

currently heavily concentrated in urology.  Failure to gain wider acceptance in surgical procedures with FDA 

approval (general surgery and cardiothoracic procedures) could hinder future growth.  Hospital spending has also 

declined due to the current financial crisis.  This decline in spending could have negative impacts on Intuitive 
Surgicalôs system sales, which have an average selling price of $.13 million.  

 



 30 

 

Stryker Corporation (SYK)  Maintained  March 13
th

 Recommendation: HOLD 

 

Key Stock Statistics 

Price as of November 30, 2008 $38.92  Price/Earnings (ttm) 14.57 

52-Week Price Range $35.38-76.89  Price/Book (mrq) 2.83 

52-Week Price Return -46.29%  Price/Sales (ttm) 2.44 

Market Capitalization (B) $16.15  ROA (ttm) 13.09% 

Shares Outstanding (M) 403.73  ROE (ttm) 21.02% 

Institutional Ownership                53%  2007 EPS $2.40 

Beta 1.07  2008 EPS (est.) $2.87 

Dividend Yield 1.00%  2009 EPS (est.) $3.32 

 

Stryker Corporation is a leading medical product company that continues to maintain strong growth.  The consistent 

growth, along with the product diversification and the favorable demographic changes, has the company positioned 
well for the future.  Shares were trading near our intrinsic value at the time of the report and a hold recommendation 

was initiated.  However, the stock decline over the past year is largely due to what we believe is broad market 

capitulation. Shares of the company have traded down 47% YTD, however we remain holders as we view SYK as 

leader in the medical devices space and likely will be an outperformer following some stabilization in the broader 

market. 

 

 
Cardinal Health Inc (CAH)    Not Held      Apr. 9

th
 Recommendation: AVOID 

 

Key Stock Statistics 

Price as of November 30, 2008 $32.52  Price/Earnings (ttm) 9.43 

52-Week Price Range $27.79-62.25  Price/Book (mrq) 1.48 

52-Week Price Return -45.09%  Price/Sales (ttm) 0.13 

Market Capitalization (B) $11.7  ROA (ttm) 5.75% 

Shares Outstanding (M) 359.5  ROE (ttm) 16.85% 

Institutional Ownership                87.0%  2008 EPS $3.80 

Beta 1.02  2009 EPS (est.) $3.79 

Dividend Yield 1.80%  2010 EPS (est.) $4.28 

 

Cardinal Health Incorporated (Cardinal) is a leading global distributor of pharmaceuticals and medical supplies. 

The company has recently been facing margin pressure within the supply chain services segment and we view this 

as a major headwind for the stock. We originally analyzed the stock to examine if CAH was positioned to take 

advantage of the expanding drug distribution trends. We did see volume growth for CAH, however margins are 

likely to remain tight as both producer and consumers are tightening spending budget, particularly in this credit 

market. Given that over 40% of the companyôs business is tied to drug distribution, where margins are contracting, 

we maintained a SELL on the stock and did not purchase any exposure. CAH could be strong name in the future; 

however we donôt see that happening for some time and expect the stock to continue to underperform over the next 

year. 

 

 

Thermo Fisher Scientific (TMO) Bought  November 20
th

 Recommendation: BUY 

 

Key Stock Statistics 

Price as of November 30, 2008 $35.68  Price/Earnings (ttm) 14.14 

52-Week Price Range $26.65-62.77  Price/Book (mrq) 0.93 
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52-Week Price Return -41.86%  Price/Sales (ttm) 1.34 

Market Capitalization (B) $12.8  ROA (ttm) 3.58% 

Shares Outstanding (B)                   420  ROE (ttm) 6.30% 

Institutional Ownership                95.9%  2007 EPS $2.65 

Beta 1.41  2008 EPS (est.) $3.14 

Dividend Yield N/A  2009 EPS (est.) $3.43 

 

Thermo Fisher Scientific (TMO), through its two primary brands, Thermo Scientific and Fisher Scientific, is a 

premier provider of tools and services used in the research, analysis, discovery and diagnostics spaces. The shares 

are currently trading near the 52 week low, which we believe is unwarranted, particularly with opportunities in 

China that are expected to come on-line in mid 2009. The company is currently trading at 15x our 2009 GAAP EPS 

estimates. With manufacturing and global sales synergies just now being realized from the 2006 merger of Fisher 

Scientific and Thermo Electron, we believe the shares should be trading at $45 or 18x-19x FY09 GAAP EPS, with 
more upside as the company expands a share repurchase program and continues making strategic acquisitions. We 

view the current price of TMO as a great entry point for a stable name that maintains strong growth prospects. 

Despite concerns over capital spending from customers, which we believe may be the reason for the selloff, TMOôs 

focus on consumables continues to drive sales growth and expansion in the Asia Pacific region. 

 

 
Pediatrix Medical Group (PDX)          Sold              November 19

th
 Recommendation: SELL 

 

Key Stock Statistics 

Price as of November 30, 2008 $31.12  Price/Earnings (ttm) 8.4 

52-Week Price Range $23.36-72.51  Price/Book (mrq) 1.5 

52-Week Price Return -52.71%  Price/Sales (ttm) 1.35 

Market Capitalization (B) $1.37  ROA (ttm) 11.27% 

Shares Outstanding (M) 45.6  ROE (ttm) 15.93% 

Institutional Ownership                99.0%  2007 EPS $2.96 

Beta 1.29  2008 EPS (est.) $3.05 

Dividend Yield N/A  2009 EPS (est.) $3.20 

 

Pediatrix Medical Group (PDX) is the leading domestic provider of neonatal, maternal-fetal and pediatric 

subspecialty care. Recently, PDX has made substantial acquisitions providing exposure to the anesthesiology 
platform, which management looks to continue as part of its growth strategy. Neonatal births in the U.S. have 

trended downward over the past year, likely driven by the recession, which continue to pressure PDXôs earnings. 

Historically, overall births have continued trending downward for 1-2 years following recessions, which we believe 

will be case in the current environment. Recent performance in 3Q2008 was in line with lower consensus estimates; 

however we believe continued pricing pressures and lower volumes may continue to drag on the stock. Despite 

managementôs aggressive growth strategy we believe this pressure will linger in the near term. YTD the stock has 

traded down 55% and we remain spectators with a risk/reward that may not be favorable due to uncertainty in 

patient volumes and future payor mix in the neonatal business. Given these concerns, we made the decision to exit 

our position despite taking a sizeable loss. We believe PDX does have some upside in relation to its intrinsic value; 

however we believe strongly that patient volumes and reimbursement concerns will continue to hold the stock down. 

We donôt believe PDX will outperform the market over the next year and have sought positions in other names that 
provide more upside. 

 

INDUSTRIALS                   11.0% of the Active Portfolio  

Analyst: Sumit Mundhra           11.0% of the S&P 500 Index  
  

Throughout the year, the macroeconomic data was pretty negative for the industrial manufacturers. While over the 

last five month in 2008, the performance of stock market was dominated by the worsen credit crunch and economic 
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recession in the economy. However during the year, we noticed a divergent performance among the sub-industries. 

For example, railroad companies did well because of the record oil prices during the second quarter of 2008. 

Looking ahead in 2009, we estimate the industrial sector will outperform the market. 
 

Eaton Corporation (ETN)              3.11% of Active Portfolio         Recommendation   HOLD 

 

Key Stock Statistics  

Price as of December 12,2008 $44.50 Price/Earnings (ttm)  6.21 

52-Week Price Range  $37.69-$99.66  Price/Book  1.06  

52-Week Return  -52%  Price/Sales  0.49 

Market Capitalization (B)  $7.34 ROA (ttm)  6.08%  

Shares Outstanding (M)  166 ROE (ttm)  19.52%  

Institutional Ownership  83%  2007 EPS  $6.75  

Beta  1.42 2008 EPS (est.)  $7.65 

Dividend Yield  2.00%  2009 EPS (est.)  $7.76  

 

Eaton is a large diversified manufacturer in the world. The company has five business segments, electrical systems 

and components serving for power quality, distribution and control; hydraulic systems serving industrial, mobile, 

and aircraft equipment; aerospace products and services for cockpit interface and circuit protection, motion control, 
propulsion sub-systems and air distribution; intelligent truck drive train for safety and fuel economy; and automotive 

engine air management systems. The downside factors of Eatonôs stock are mainly related with its automotive 

business. Due to the reduction in the annualized automotive sales in US by around 35% in October and November of 

2008, automotive segment might face shrinking revenues in 2008 and 2009. However with the acquisition of the 

Moeller Group and Phoenixtec Power Company in the electrical segment, Eaton is expected to easily overcome the 

weakness in the automotive segment. Growth in the electrical, hydraulics and aerospace segments in 2009 will help 

Eaton to outperform the industry sector. So our recommendation for the company is HOLD. 
 

 

Hexcel Corporation (HXL)           0.0% of Active Portfolio         Recommendation   SELL 

 

Key Stock Statistics  

Price as of December 12,2008  $7.31  Price/Earnings (ttm)  7.54  

52-Week Price Range  $5.30-26.73  Price/Book  1.30  

52-Week Return  -70.00%  Price/Sales  0.49 

Market Capitalization (M)  $703.95 ROA (ttm)  8.53%  

Shares Outstanding (M)  95.81  ROE (ttm)  21.42%  

Institutional Ownership  92%  2007 EPS  $0.65  

Beta  2.00  2008 EPS (est.)  NM  

Dividend Yield  NM  2009 EPS (est.)  $1.03  

 

Hexcel Corporation is the producer of advanced structural materials for the manufacturing of aircrafts, wind turbine 

blades, and body armor, etc. To focus its resources on the core business of aerospace, Hexcel divested its business 

units and facilities serving electronics and industrial customers. Meanwhile, the company actively expanded its 

manufacturing capacity in European and other international markets to capitalize the booming demands, especially 

the demands from commercial aircrafts and wind energy markets. However, there are a few risks inherent in this 

company such as concentration of revenues in the hand of 2 major customers (Boeing & Airbus, 47.39%) makes 

Hexcel Corporation vulnerable to delays in the delivery schedules of aircrafts from Boeing and Airbus.  For 

justifying a hold recommendation, we predicted the future growth rates from 2008 to 2014 in Commercial 
Aerospace segment to be 30, and in Space & Defense and Industrial segments to be 15%. These growth rates 

correspond to 23-25.5% growth in revenue between 2008 and 2014. We strongly believe that these growth rates are 
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non-attainable. Our recommendation for the company is SELL since we believe Hexcel will continue to 

underperform the market for 2008 and beyond. 

 
 
Honeywell International Inc. (HON)         3.31% of Active Portfolio   Recommendation   BUY 

 

Key Stock Statistics  

Price as of December 12,2008 $28.95 Price/Earnings (ttm)  7.83 

52-Week Price Range  $23.24-62.99  Price/Book  2.17 

52-Week Return  -51%  Price/Sales  0.56 

Market Capitalization (B)  $21.03 ROA (ttm)  7.36%  

Shares Outstanding (M)  764.5 ROE (ttm)  31.18%  

Institutional Ownership  80%  2007 EPS  $3.20  

Beta  1.007 2008 EPS (est.)  $3.76 

Dividend Yield  1.10%  2009 EPS (est.)  $4.24 

 

Honeywell Corporation Inc. is a diversified technology and manufacturing company that operates in four business 

segments ï Aerospace, Automation and Control Solutions, Specialty Materials and Transportation Systems. The 

Aerospace segment provides integrated avionics, engines, systems and services solutions to aircraft manufacturers, 

airlines, business and general aviation, military, space and airport operations. The ACS segment provides 

environmental and combustion controls, sensing controls, security and life safety products and services, and process 

automation and building solutions and services for homes, buildings and industrial facilities. The Specialty Materials 

segment provides high performance specialty materials including fluorine products, specialty films and additives, 

advanced fibers and composites, intermediates, specialty chemicals, electronic materials and chemicals, and 

catalysts, adsorbents, equipment and technologies for the petrochemical and refining industries. The Transportation 
systems segment provides engine boosting systems for commercial vehicles and passenger cars.  

HON completed several successful acquisitions in the recent years and UOP is one of them. UOP caters to refining 

and petrochemical and gas processing industries. As per the company annual report, UOP developed 31 of 36 major 

refining technologies used by the industry today and has 2600 active patents. Currently, 60% of worldôs gasoline is 

produced using UOP technology. UOP also has a strong presence in India and China. We expect continued margin 

expansion in the SM segment coming from UOP.  

Increase demand for sensors and MRO activities will drive the domestic growth for ACS. Strong demand from the 

emerging economies including China and India provide excellent growth opportunities for the ACS in 2008 and 

beyond. Honeywell introduced 300 new products and completed 8 new acquisitions in 2007 alone to more than 

offset the impact of a slowdown in the residential home construction in US. We expect ACS to continue to provide 

tremendous growth opportunities in the future. 

High diversity in business segments and geography makes Honeywell capable of doing well even in the slowing 
US economy. High organic growth and new product introductions are driving growth for Honeywell. Because of its 

innovative products, Honeywell is successful in passing any higher cost of raw materials onto its customers thereby 

maintaining higher profit margins. We expect HON to significantly outperform the sector in the next 12 months. 

 

 

TECHNOLOGY               16.07% of the Active Portfolio  
Analysts: Venkat Kasthala and Meenakshi Ramasamy 15.10% of the S&P 500 Index 
  

The Technology Sector underperformed the S&P 500 in the year 2008. Year to date through December 15th 2008, 

the NASDAQ index posted a 40.96% decline as compared to a 39.21% decline by the S&P 500 itself. This is 

because of the deteriorating economic conditions throughout the year and in anticipation of decrease in IT spending 

by the corporations. 
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When we inherited the Fund from the class of 2007, the portfolio included four technology holdings: Akamai 

(AKAM), Microsoft (MSFT), Intel (INTC), and Oracle (ORCL). During the first half of the year, we were 

comfortable with these four stocks because of their market leader position and competitive advantage. As the 

economic conditions deteriorated, our investment philosophy was to take positions in large companies, which have 

sustainable competitive advantage and significant cash reserves. We believe that companies of this kind remain 

relatively immune to further slowdown in the economy and bounce back in case of an economic recovery. Akamai 
didnôt fit into this theme because of increasing competition and commoditization of content distribution network 

business. We analyzed various companies that fit this investment philosophy and decided to add Google. Microsoft, 

Intel, and Oracle continue to be held in the portfolio. 

 

 
Microsoft Corp. (MSFT)             4.30% of Active Portfolio                     Hold Recommendation  
 

Key Stock Statistics  

Price as of December 12, 2008  $19.36    Price/Earnings (ttm)  10.23  

52-Week Price Range  $17.50-36.72    Price/Book  5.20  

52-Week Return  -45.60%    Price/Sales  2.83  

Market Capitalization (B)  $173.79    ROA (ttm)  23.04%  

Shares Outstanding (B)  8.98    ROE (ttm)  54.06%  

Institutional Ownership  60.80%    2007 EPS  $1.89  

Beta  1.07    2008 EPS (est.)  $2.00  

Dividend Yield  2.40%    2009 EPS (est.)  $2.26  

 

Microsoft develops software for a wide range of uses including operating systems, productivity tools, business 

applications, enterprise infrastructure, Internet, gaming, and entertainment. Microsoft dominates the operating 

system and server & tools market, enjoying a market share of over 90% and 60%, respectively. Microsoft operates 

in seven segments; Information Worker, Microsoft for Business, Mobile and Embedded, Home and Entertainment, 
MSN, Client, and Server and Tools.  It has a great amount of diversification inherent in the company, and is 

protected from a protracted downside slide by all their operating units. 

We believe that Microsoft's worldwide installed base for Windows upgrades will provide growth for many years and 

so we expect these segments to bring steady sources of revenue and help Microsoft invest in high growth segments 
such as online advertising. Additionally, Microsoftôs share repurchase program supports EPS growth. We expect the 

share repurchase program to continue as the company is authorized to repurchase shares worth $31.6 billion until 

2011. 

Microsoft recently announced a shift in its stance on technology interoperability and commitment to open standards. 
We view this as a good move because this will help Microsoft to come up with innovative products and also reduce 

legal and antitrust fines. We believe that Microsoftôs sustainable competitive advantage; huge cash reserves and 

share repurchase program will deliver solid returns for investors in the future. 

 

Google Inc.              3.50% of Active Portfolio    Buy Recommendation  
 

Key Stock Statistics  

Price as of December 20, 2007  $315.76    Price/Earnings (ttm)  19.07 

52-Week Price Range  $247.3 - 716.0    Price/Book  3.44  

52-Week Return  -53.91%    Price/Sales  4.51  

Market Capitalization (B)  $99.30    ROA (ttm)  14.35%  

Shares Outstanding (Mil)  314.59    ROE (ttm)  20.82%  

Institutional Ownership  80.10%   2007 EPS  $16.56  
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Beta  1.64    2008 EPS (est.)  $19.41  

Dividend Yield  N/A   2009 EPS (est.)  $21.72  

 

Google is a global technology leader focused on improving the way people connect with information. Googleôs 

innovations in Web search and advertising have made its Web site a top Internet destination and its brand one of 

the most recognized in the world. In essence, Google is a search-engine and it maintains an online index of 

websites and other content. This is made freely available to all users who can access a computer via the Internet. 

While this activity by itself does not generate revenues, Google earns its revenues from businesses that utilize 

Googleôs portal for online advertising to access millions of customers across the globe.  

Google's basic strength is its cost-per-click business model in which advertisers pay for the ad only if the customer 

clicks on the ad. Google uses the customerôs search results data, finds ads pertaining to the results in its inventory, 
and displays the ads alongside the search results. This helps businesses advertise only to their targeted customer 

base and increase their ROI. Google is able to maintain its dominant market share in search business because of its 

superior algorithms and strong advertising technologies such as ñPageRankò, ñAdwordsò and ñAdsenseò. 

 

Given Googleôs emphasis on innovation, growth and its presence in emerging markets, we felt that Google was well 

poised to perform extremely well in both the short and the long term. Despite huge investments, Microsoft and 

Yahoo failed to increase their market share in search business. To diversity its revenue stream, Google has ventured 

into different areas such as Android, Google Apps, Graphic ads and online video. Keeping in mind the dominant 

market share, competitive advantage, and growth prospects for online advertising, we believe that Google stock is 

trading at cheap valuations. Hence, we proposed a Buy rating on this stock. 

 

 

Akamai (AKAM)              Not in the Portfolio                   Sell Recommendation  
   

Key Stock Statistics  

Price as of December 1, 2007  $14.54    Price/Earnings (ttm)  19.11  

52-Week Price Range  $9.25-$40.90   Price/Book  1.58  

52-Week Return -58.00%   Price/Sales  3.13  

Market Capitalization (B)  $2.46    ROA (ttm)  8.67% 

Shares Outstanding (M)  169.15    ROE (ttm)  10.11%  

Institutional Ownership  83.50%    2007 EPS  $0.76  

Beta  1.68    2008 EPS (est.)  $1.61  

Dividend Yield  N/A    2009 EPS (est.)  $1.73  

 

Akamai Technologies Inc. is the worlds leading Content Delivery Network and Application Delivery Network 

provider, with an estimated 70% of the market share. Akamaiôs Content Delivery Network optimizes the speed and 

reliability of data transfer over the Internet. Akamaiôs revenue comes from committed traffic agreements and 

ñburstingò (bandwidth usages above the contracted amount).  

 

Huge demand for online advertising, rich media and E-commerce has enabled Akamai to deliver strong operating 
results in the last five years. Growth opportunities in the CDN business and decrease in hardware costs has brought 

new entrants into this business. Akamai, being the only profitable company in this business used to provide services 

at a premium price. The commoditization of CDN business will force Akamai to decrease its prices significantly. 

Another investment risk is the uncertain demand outlook for customers engaged in emerging business models like 

Web 2.0, social networking and software-as-a-service.  

 

Our recommendation is to sell this stock as there is huge uncertainty in the pricing and do not recommend to buy 

this stock until there is a clear segmentation of the market between value-added service and commodity offerings.  
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Infosys Technologies (INFY)              Not in the portfolio  Buy Recommendation  
 

Key Stock Statistics  

Price as of December 1, 2007  $24.22    Price/Earnings (ttm)  11.49  

52-Week Price Range  $21.10-$50.12    Price/Book  4.06  

52-Week Return - 45.48%   Price/Sales  3.12  

Market Capitalization (B)  $14.35    ROA (ttm)  30.92% 

Shares Outstanding (M)  572.50    ROE (ttm)  35.98%  

Institutional Ownership  17.00%    2007 EPS  $2.04  

Beta  1.60    2008 EPS (est.)  $2.32  

Dividend Yield  1.68%    2009 EPS (est.)  $2.64  

 

 

Infosys is India's second largest software company and is recognized globally for its world-class management 

practices and work ethics. The company has been at the forefront of the growth of the Indian IT sector over the past 

few years, outperforming its peers. The company provides end-to-end business solutions that leverage technology 

for its clients, including technical consulting, design, development, product engineering, maintenance, systems 
integration, package-enabled consulting, and implementation and infrastructure management services.  

 

We expect companies to cut costs aggressively in the recessionary environment and the demand for outsourcing 

could increase. The company has added 40 new clients during the second quarter and posted 16.7% increase in 

revenue. Despite strong results, we do not expect Infosys to be immune to global economic slowdown. Due to 

deteriorating economic conditions, Infosys' customers could reduce IT spending and renegotiate the billing rates.  

  

Although attrition rate of 13.4% is a concern, we do not see it as a significant risk as there is no dearth of young IT 
engineers in India. We expect the company to successfully de-risk its business model by shifting its revenues from 

US to other geographic regions such as Europe and Asia.   

  

We remain bullish on the growth prospects of Indian IT services industry and Infosys, with its long-standing client 

relationships, high repeat business levels and highly competent management will benefit from this trend. However, 

we do not expect Infosys to replicate the stellar growth rates of the past because of global economic slowdown, 

pricing pressure and wage inflation. We believe that Infosys is trading at distressed valuations and recommended to 

buy the stock. 

 

 

Oracle Corp. (ORCL)              5.40% of Active Portfolio                     Buy Recommendation  
 

Key Stock Statistics  

Price as of December  15, 2008  $16.84   Price/Earnings (ttm)  15.31 

52-Week Price Range   $15.1- 23.62    Price/Book  3.64  

52-Week Return  -20.57%    Price/Sales  3.74  

Market Capitalization (B)  $86.79   ROA (ttm)  12.76%  

Shares Outstanding (B)  5.15    ROE (ttm)  27.68%  

Institutional Ownership  60.20%   2008 EPS  $1.13  

Beta  1.1    2009 EPS (est.)  $1.30  

Dividend Yield  N/A   2010 EPS (est.)  $1.47  

 

Oracle is one of the leading enterprise software companies that develops, manufactures and distributes database, 

middleware and applications software. Oracle operates in two businesses namely software and services, which are 
further divided in to five operating segments. The software business is divided in to: (1) new software licenses (2) 
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software updates and product support. The services business is comprised of (1) Consulting (2) On Demand and (3) 

Education. The software business brings in 79% of revenues and the services business brings in 21% of revenues. 

 
Oracle has been the market leader in database segment and is also expected to gain more market share from IBM in 

this segment. Oracle is in the second position behind SAP in the applications segment and it had a 65% growth in 

the year 2007. Oracle will be in the second position in Application and middleware software behind Microsoft after 

acquiring BEA in March 2008. Oracle is believed to be insulated from economic downturns because of its strong 

global presence and vertical diversification. Oracle is vertically diversified and it has presence in domains ranging 

from retail to financial services. 

 

Oracle is a high growth company that believes in the mantra of inorganic growth and it has proved over the years 

that it can show sustainable inorganic growth. Oracle has acquired a stream of companies like BEA, Captovation, 

and Empirix in 2008 and is also expected to acquire more companies to improve its market share in all its segments 

of operation. Oracleôs market leadership in the database arena and its internationally diversified portfolio makes it a 

strong performer. We recommend a ñBUYò because we believe that Oracle will continue to be a star performer. 

 

 

Intel Corp. (INTC)             3.90% of Active Portfolio                     Hold Recommendation  
 

Key Stock Statistics  

Price as of December 15, 2008  $14.75    Price/Earnings (ttm)  11.75  

52-Week Price Range   $12.06-27.47    Price/Book  2.11  

52-Week Return  -43.90%    Price/Sales  2.05  

Market Capitalization (B)  $82.04   ROA (ttm)  13.18%  

Shares Outstanding (B)  5.56    ROE (ttm)  18.36%  

Institutional Ownership  65.00%    2008 EPS  $1.19  

Beta  1.21    2009 EPS (est.)  $1.11  

Dividend Yield  3.80%    2010 EPS (est.)  $1.19  

 

Intel Corporation was established in 1968 and is headquartered in Santa Clara, California. Intel is the world's largest 

semiconductor chip maker and it produces microprocessors, motherboards, flash memory and other wireless 

connectivity products. 

 
The decrease in average selling prices of microprocessors due to the expansion in lower price points might affect 
Intel in the future and this has squeezed the gross margins. The gross margin percentage remained flat in 2007 

compared to 2006. The price wars between Intel and AMD might start squeezing the overall profitability of the IC 

segment. 

 

Intel is marching towards its goal of becoming the preeminent provider of semiconductor chips for the world. An 

amalgam of factors like leadership in silicon technology, superior customer orientation, launch of next-generation 

micro architecture , proliferation of the internet, shift from desktop microprocessors to mobile microprocessors, 

tremendous opportunities in Asia-Pacific, and divestiture of NOR flash memory assets to Numonyx reinforces the 

belief that Intel has a rosy future. We feel that the share is undervalued slightly and so we recommend a ñHOLDò 

for the stock. 

 

 

Garmin Ltd. (GRMN)              Not in the Portfolio                     Sell Recommendation  
 

Key Stock Statistics  

Price as of December 15, 2008  $19.87    Price/Earnings (ttm)  4.80 

52-Week Price Range   $14.40- 107.26    Price/Book  1.85  
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52-Week Return  -81.17%    Price/Sales  1.08  

Market Capitalization (B)  $4.02   ROA (ttm)  20.73%  

Shares Outstanding (Mil)  202.53    ROE (ttm)  42.78%  

Institutional Ownership  27.0%   2008 EPS  $3.68  

Beta  1.59    2009 EPS (est.)  $3.80  

Dividend Yield  3.80%   2010 EPS (est.)  $3.92  

 

Garmin is a leading manufacturer of Global Positioning system and is the US market leader in the Portable 

Navigation Device segment. Garmin designs and manufactures navigation devices for the aviation, marine, fitness, 

automotive, mobile electronics and wireless applications. Garmin has presence in Europe, Asia, and North America. 
 

The stock has recently seen a huge downtick in price, which we attribute primarily to the stiff competition and the 

commoditization of Portable Navigation Devices. The threat of smart phones and cellular phones which have GPS 

capabilities has increased and this will result in decreased average selling prices of PNDôs. We recommend a SELL 

on this stock and we do not intend to include this stock in our portfolio. 

 

 

EMC Corporation  (EMC)             Not in the Portfolio                 Sell Recommendation  
          

Key Stock Statistics 

Price as of December 15, 2008  $10.88    Price/Earnings (ttm)  14.72  

52-Week Price Range  $8.25-$19.37    Price/Book  1.68  

52-Week Return -43.26%   Price/Sales  1.50  

Market Capitalization (B)  $22.14    ROA (ttm)  5.37% 

Shares Outstanding (B)  2.04    ROE (ttm)  12.69%  

Institutional Ownership  77.10%    2008 EPS  $.74  

Beta  1.29    2009 EPS (est.)  $.77  

Dividend Yield  N/A   2010 EPS (est.)  $.79  

 

EMC is the world leader in high end data storage solutions. The company sells data storage solutions to companies 

that run data intensive applications. EMC serves three business segments namely Information storage, Content 
management, and RSA information security.  

 

The stock has not been performing well because of increased competition in the data storage segment and because of 

EMCôs inability to provide broader data storage solutions. EMC has also been hit by a decrease in IT spending by 

the financial services sector and also by the global decrease in the data center spending. Other factors like lack of 

product diversification, entry of Microsoft in the virtualization segment, and a probable decrease in demand for data 

storage devices does not bode well for EMC and hence we do not recommend buying EMC at its current price level. 

 

 

China Mobile Ltd.  (CHL )             Not in the Portfolio                 Buy Recommendation  
          

Key Stock Statistics 

Price as of December 15, 2008  $51.31    Price/Earnings (ttm)  13.9  

52-Week Price Range  $34.3-$91.78    Price/Book  3.48  

52-Week Return -43.26%   Price/Sales  3.66  

Market Capitalization (B)  $205.58    ROA (ttm)  17.80% 

Shares Outstanding (B)  4.01    ROE (ttm)  27.76%  

Institutional Ownership  2.00%    2008 EPS  $3.35  
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Beta  1.38    2009 EPS (est.)  $4.01  

Dividend Yield  N/A   2010 EPS (est.)  $4.49  

 

China Mobile Ltd. (CHL) is the worldôs largest telecommunications company by subscriber count. It offers mobile 

services, such as mobile voice services, voice value-added services, data businesses, multimedia messaging services 

and other miscellaneous services. The company caters to a subscriber base of 436 million users and enjoys a market 

share of 69.3% in China. China Mobile is also the worldôs largest operator in terms of network capacity. CHL has a 
world class network quality with a wireless connection rate of 99.2%.  

 

According to the ministry of information, the wireless penetration rate in China was 39.9% in 2007 and the wireless 

penetration rate in the rural areas of China was 22%. This presents a huge opportunity for CHL to grow its revenues. 

CHL does not have any serious competitors in the market. China Unicom is the only firm that poses a mild threat to 

CHL but we believe that Unicom will not be able to compete with CHL in the short-term. Unicom suffers from poor 

technology, poor capital spending, and poor management. Unicom will have to overcome these obstacles to compete 

with CHL.  

 

 We see a lot of upside potential in the CHL stock. We expect that the number of CHL subscribers will increase 

rapidly from Q4 2008 due to the continuous expansion of CHL into the rural areas. We also believe that the top line 
growth will be driven by the increase in total voice usage. We believe that the sales will also be driven up by the 

steady growth of value-added business. We are confident that CHL will be able to leverage on its premium network, 

strong brand recognition, and economies of scale. We believe that CHL will be able to weather the expected 

economic slowdown in China and we also believe that CHL will not be affected by the asymmetrical regulations in 

China. We recommend a BUY for CHL at the current stock price. 

 

 

UTILITIES                                                                                                               4.5% of Active Portfolio  
Analyst: Hanu Mehrotra                4.2% of S&P 500 Index 
 

For 2008, the utility sector performed in line with the broader market with few months of outperformance. For our 

current holding of FPL Group, we believe the company has strong fundamentals and a favorable growth outlook. 
We have rated the stock a HOLD as we see a long term value in this company. 

 

FPL Group (FPL)  4.5% of Active Portfolio  Hold Recommendation 
 

Key Stock Statistics as of November 30, 2007 

Price as of November 30, 2007 $48.76  Price/Earnings(ttm) 12.79 

52-Week Price Range $33.81-$73.75  Price/Book 1.62 

52-Week Return -33.29%  Price/Sales 1.16 

Market Capitalization(B) $18.92  ROA(ttm) 3.67% 

Shares Outstanding (M) 408.73  ROE(ttm) 13.15% 

Institutional Ownership 65.4%  2006 EPS $3.26 

Beta 0.68  2007 EPS $3.30 

Dividend Yield 3.9%  2008 EPS (est.) $3.83 

 

FPL Group is the holding company for Florida Power and Light Co., the nationôs largest investor-owned regulated 

electric utility company, and FPL Energy, a wholesale energy provider with operations in 25 states. FPL has a stable 

revenue stream from its residential customers with average customer growth of 2.2%. Moreover, the Florida energy 

market is expected to have the highest population growth in coming years and this would provide a constant stream 

of new residential customers to FPL. FPL groupôs dominance in the wind energy development business with plans 

of adding 8-10 GW in 2007-2012 give it a matchless advantage in the Energy Market. We believe that this would 

contribute significantly to the future EPS growth. FPL has minimal exposure to the industrial customer segment with 

industrial customers contributing only 3% to its revenues (in comparison to industry average of 27.8%). We feel that 
this makes FPL less vulnerable to the economic slowdown. 
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We feel that the FPL group is well positioned to benefit from high commodity prices, increasing demand for 

electricity and increasing state renewable portfolio standards such as Carbon Dioxide emission restrictions. FPL 

group posted strong financial results for FY2007 with net income of $ 1,398 million, a 16% YOY increase and basic 

EPS of $3.27, a 1.25% YOY increase. We expect that FPL Group will post basic EPS of $3.83 in 2008. 

 

During the past twelve months, FPL delivered a total return of -31.7%, largely outperforming the S&P 500 index 

and tracking the Dow Jones Utility index. Based on the companyôs strong balance sheet and sustainable growth in 

the near term, we continue to view FPL Group as a viable holding for the portfolio. 

 

California Water (CWT)  0% of Active Portfolio  Buy Recommendation 
 

Key Stock Statistics as of November 30, 2007 

Price as of November 30, 2007 $42.50  Price/Earnings(ttm) 20.96 

52-Week Price Range $27.68-$42.5  Price/Book 1.99 

52-Week Return 8.74%  Price/Sales 2.02 

Market Capitalization(M) $840.45  ROA(ttm) 4.04% 

Shares Outstanding (M) 20.72  ROE(ttm) 10.28% 

Institutional Ownership 50.10%  2006 EPS $1.34 

Beta 0.36  2007 EPS $1.50 

Dividend Yield 3%  2008 EPS (est.) $1.68 

 

California Water Service Group (CWT) is one of the largest water companies on the west coast with consolidation 

and privatization as one of its main growth strategy. We believe CWT, through acquisitions, will be able to spread 

its fixed costs over a larger customer base and thus add to its bottom line. CWTôs recent rate relief and its future rate 

requests are expected to flow to its bottom line. We expect CWT to post EPS of $1.68 and $1.87 in 2008 and 2009 

respectively. We believe that improving regulatory environment in California is a strong positive for CWT. While 
the WRAM mechanism and Modified Cost Balancing Account will eliminate EPS sensitivity to weather and 

consumption, Infrastructure Investment Mechanism will encourage rate base growth. CWTôs first mortgage bonds 

were rated A+ by Standard and Poorôs and A2 by Moodyôs. These ratings are among the highest of all publicly 

traded electric, gas, and water utility companies. We believe that such strong credit rating will help CWT in raising 

capital in current economic weakness. 

 

TELECOMMUNICATIONS                                                       3.16% of Active Portfolio  
Analyst: Hanu Mehrotra               3.8% of S&P 500 Index 
 

In 2007, Telecommunication sector outperformed the broader market by a small margin. We expect the 

telecommunication sector to continue to outperform the S&P 500 in 2008 as we believe some of the stocks in the 
sector are undervalued and have good return potential. 

 

We have been holding a global telecom ETF in the Telecom sector this past year. The ETF provided a YTD return 

of -35.4%. We intend to replace this ETF with two new telecom stocks ï Qualcomm and China Mobile. 

 

 

American Tower Corp. 

(AMT)  

0% of Active Portfolio           Hold Recommendation 

 

Key Stock Statistics as of November 30, 2007 

Price as of November 30, 2007 $27.24  Price/Earnings(ttm) 44.26 

52-Week Price Range $19.35-$46.10  Price/Book 3.79 

52-Week Return -34.35%  Price/Sales 6.89 

Market Capitalization(B) $10.51  ROA(ttm) 4.33% 

Shares Outstanding (M) 391.98  ROE(ttm) 4.92% 

Institutional Ownership 100%  2006 EPS $0.06 
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Beta 1.15  2007 EPS $0.14 

Dividend Yield N/A  2008 EPS (est.) 0.44 

 

American Tower Corporation is a leading wireless and broadcast communications infrastructure company with a 

portfolio of over 22,800 communication sites, including wireless communications towers, broadcast 

communications towers and distributed antenna systems. 

 

AMT has the second largest portfolio of towers in U.S. with a market share of 17.4%. Additionally, AMT has 46% 

of its towers located in the top 50 BTAs(basic trading areas), which translates to increase in its leasing business as 

both major and regional carriers look to expand in top BTAs. AMT, due to its size and market dominance, has the 

advantage of market wide intelligence, economies of scale and strong long term relationships with the major 

wireless carriers. All these factors create a high barrier to entry for the new entrants in the industry.  

 

AMT has the highest percentage (~98%) of recurring revenues amongst its peers and also has substantial amount of 

its revenues under contract with 70-80% of revenues booked by end of each fiscal year. We expect that AMT will 

maintain this trend in the future as well and, thus, maintain a steady and predictable revenue stream. We foresee an 

increasing growth in óminutes of useô(MOU) and usage of non voice services such as text messaging, music and 
video downloads, etc by wireless subscribers. Thus, the increase in wireless traffic and number of subscribers would 

translate to increase capital spending by the wireless carriers, in turn, contributing to AMTôs revenue stream. 

International markets such as India, China and Latin America with their low levels of wireless penetration offer a 

great opportunity for AMT to expand its communications sites in these regions. We expect AMT to greatly benefit 

from growth opportunities in these emerging countries. 

 

 

Qualcomm (QCOM) 0% of Active Portfolio  Buy Recommendation 
 

Key Stock Statistics as of November 30, 2007 

Price as of November 30, 2007 $33.41  Price/Earnings(ttm) 17.82 

52-Week Price Range $28.16-56.88  Price/Book 3.01 

52-Week Return -13.86%  Price/Sales 4.84 

Market Capitalization(B) $56.17  ROA(ttm) 10.87% 

Shares Outstanding (B) 1.66  ROE(ttm) 18.71% 

Institutional Ownership 78.5%  2006 EPS $1.49 

Beta 0.87  2007 EPS $1.99 

Dividend Yield 1.9%  2008 EPS (est.) $2.19 

 

QUALCOMM, Inc develops and sells digital wireless telecommunications products and services. Qualcomm has a 

leading market position in the digital wireless communications networks market through its Code Division Multiple 

Access (CDMA) platform and also has the strongest 3G chipset portfolio in the industry. We believe that Qualcomm 

will benefit as the CDMA and WCDMA handset market expands with top handset customers increasing their market 

share. 

 

Qualcomm has consistently invested in research and development (R&D). As it invests in next generation CDMA 
and OFDMA technologies, the expansion of intellectual property portfolios, and other initiatives to support the 

acceleration of advanced wireless products and services, we believe that it will succeed in establishing businesses 

that will provide a steady stream of revenues in the future. The number of worldwide mobile subscribers is expected 

to reach approximately 3.6 billion by the end of 2008 and almost 4.6 billion in 2012. Qualcomm is sure to benefit 

from this growth as wireless service providers strive to add superior voice and data services and handset 

manufacturers look to superior chipsets and technology to support such features. 
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Statement of Security Holdings  
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Income Statement 

 

 

 

 

Nov. 30, 2008 Nov. 30, 2007

Beginning Fund Balance $562,523.87 Beginning Fund Balance $502,769.41

Cash Added $1,000,000.00 Cash Added -

Dividend Income $23,011.97 Dividend Income $8,325.70

Interest Income $99.18 Interest Income $1.83

Total Income $23,111.15 Total Income $8,327.53

Total Capital Gains (Loss), Net ($615,495.71) Total Capital Gains (Loss), Net $50,804.43

Taxes and Fees - Taxes and Fees -

Scholarship Application ($622.50) Scholarship Application ($622.50)

Miscellaneous - Miscellaneous -

Ending Fund Balance $969,516.81 Ending Fund Balance $562,523.87


