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GREETING

The SIAS Fund returned 3% in the first quarter of 2011.  Over the past nine months (since the present management took over), 
the Fund has grown from $9.7 to $10.8, or at a rate of 15.4% compounded annually. 

This past quarter we took a more active approach to handling our US equity portfolio. We reduced our holdings in broad market 
ETFs by 31% and holdings in overvalued securities by 5%. Instead, we invested 25% of the US portfolio in securities we believe to be 
undervalued and 10% in sector ETFs. Our position in Costco and Union Pacific earned significant returns. However we sold these 
positions to purchase AT&T, Consolidated Edison, Cisco Systems, Citigroup and Visa, which we believe to be trading at a discount. 
Our risk analysis showed that the movement towards a more active management strategy for the US portfolio does not cause a 
significant increase to the overall risk of the portfolio.  In addition, this strategy will allow us to efficiently make trades based on 
where we see value.

The Canadian Equity Team readjusted their holdings in the materials sector with the sale of Agrium and Inmet and the purchase of 
Sherritt.  This trade was completed based on the significant upside potential of Sherritt relative to the industry.  The risk analysis 
showed that there was relatively low additional risk from this trade, but that the expected risk-adjusted return would be signifi-
cantly higher.

Two significant economic events occurred in the past quarter; the earthquake in Japan and the Middle-East crisis.  While the 
March 11, 2011 earthquake in Japan caused detrimental losses and damages to infrastructure, the market recovered quickly to 
pre-earthquake levels.  The Middle-East crisis resulted in protests in Tunisia, Egypt and Libya and the temporary decrease of the 
world’s oil supply. In conjunction with these two events, the European Sovereign Debt crisis continues to re-visit the market, in-
creasing volatility in capital markets.  This has a more direct effect on our Global portfolio as we continue to underweight Europe.  

The team has participated in three events this past quarter to test our financial knowledge against other schools.  We participated 
in the University of British Columbia’s National Investment Banking Competition (2nd in Graduate category), the University of 
Dayton’s Redefining Investment Strategy Education (R.I.S.E) (2nd in the balanced portfolio category) and the CFA’s Global Invest-
ment Research Challenge (1st in the local round).  Each of these events increased our overall understanding of finance from 
various aspects.

The SIAS Team
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PROFILES

Chief Executive Officer
Lauren Looi
Lauren leads the team and ensures that the internal and external strategic vision of SIAS is achieved. 
She has a background in actuarial consulting and possesses strong technical skills in advanced 
modeling techniques. Before joining the SFU’s MFRM program, Lauren was a consultant at Towers 
Watson and an IT Manager at ASP Distributors in Johannesburg, South Africa. She holds a Bachelor 
of Business Science from Drexel University’s Lebow College of Business and is currently a member of 
the SFU women’s golf team.

Chief Investment Officer
Alex Conconi
Alex Conconi is the Chief Investment Officer for the SIAS Fund. Before joining SIAS and the MFRM 
program, he obtained his Bachelor of Science in Economics from the University of Victoria, where he 
graduated with Distinction. As CIO, Alex’s goal is to ensure that all investment decisions are performed 
with due diligence, and as part of a cohesive strategy which he develops in conjunction with the Portfolio 
Managers and Economics team. When Alex is not busy worrying about asset allocation, or how SIAS 
could otherwise be improved, Alex likes to follow the Canadian and US Equity markets. Upon complet-
ing the program, Alex would like to work in Equity Portfolio Management.

Chief Compliance Officer
Christine Jakshoj - Chief Compliance Officer
As the Chief Compliance Officer, Christine works with her team to monitor the SIAS portfolio on 
a daily, monthly and quarterly basis to ensure its continual compliance with the terms agreed 
upon with the client. She also takes an active role in measuring the performance of the fund and 
making comparisons to the benchmarks. Under Christine’s guidance, the compliance team is re-
sponsible for identifying opportunities to optimize compliance procedures. Before joining the 
MFRM program, Christine received her Bachelor of Science degree in Business Administra-
tion and Economics, with a focus on finance, from the Copenhagen Business School in Denmark. 

Chief Risk Officer
Yumeng Liu - Chief Risk Officer
As the Chief Risk Officer, Yumeng monitors the risk for the portfolio, analyzes risk for proposed trans-
actions and coordinates monthly risk reports sent to clients. He also conducts researches towards 
various methods that can be used to measure the risk in the portfolio. Prior to joining the SFU’s MFRM 
program, Yumeng received his BBA (Hons) degree in Finance from St.Francis Xavier University and his 
is currently a CFA level 2 candidate.

Chief Operation Officer
Sarah Moghaddamjoo
Sara holds honours BASc in Biomedical Engineering and Electronics with a one year Co-op program 
and a MASc in Biomedical Engineering with focus on Biophotonics and non-invasive medical instru-
mentation from SFU. She has served as Graduate Senator, President of EGSA, member of SCUP and 
SAB committees at SFU and is currently completing a financial risk management internship position 
as a MFRM candidate. As COO and Treasurer of SIAS, Sara relies mostly on her multidisciplinary and 
interdisciplinary educational background to conduct a solid standard operational plan for the fund and 
to indemnify the efficiency of information flow within SIAS organization.
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PROFILES

Vice President Communications
Meadow Wu - Performance Analyst
Meadow, Vice President of Communications, is responsible for managing and coordinating marketing, 
advertising and promotional activities of SIAS Fund. Besides, Meadow also serves as the performance 
Analyst specialized in Canadian equity valuation. By researching different evaluation models adopted 
in the industry, Meadow takes a proactive approach to ensure the attribution accurately reflects the 
Canadian equity performance at both fund level and sector level. Prior to joining the MFRM programme 
and SIAS Fund, Meadow worked as the China Representative of Nottingham City Council, UK. She 
holds a BA(Hons) degree in Finance Accounting and Management from the University of Nottingham 
and is a CFA level II candidate.

 
Trader
Ashkan Ziabakhsh Deylami
Ashkan is the head trader and a research analyst for the SIAS fund. In addition, he contributes to the 
team with mathematical modeling, quantitative analysis, and technical support. After working in three 
successful high-tech start-up companies, Ashkan joined the MFRM program to pursue his interests in 
financial modeling, forecasting, and derivative analysis. He received his Bachelor of Applied Science 
degree in Electronic Engineering with a Business Administration minor from Simon Fraser University.

Secretary
Jie Hu
Jie is the meeting coordinator of SIAS heads meetings. She is responsible for preparing meeting 
agenda and minutes in a timely manner. Prior to joining the MFRM programme and SIAS Fund, Jie 
worked as a manager at the Forensic Department of KPMG Singapore, specialized in fraud investiga-
tion and dispute advisory. She holds a Bsc (Hons) degree in Applied Accounting and is a member of 
Association of Charted Certified Accountant (ACCA).

Compliance and Performance
Sophie Ma - Vice President Performance
As Vice-President Performance, Sophie is responsible for compiling and interpreting attribution 
reports for equity and fixed income investments on a quarterly basis. She also assists in rebalancing 
the portfolio holdings in light of past performance results and the current economic outlook. Prior to 
joining SIAS, Sophie received her bachelor degree in Accounting from Jinan University in China and 
worked as an intern at KPMG. She is a Pace Level CGA candidate.

Amy Lin - Performance Analyst
As Performance Analyst, Amy and her team are responsible for tracking and analyzing the performance 
of all the assets within the SIAS portfolio on a regular basis. Using Bloomberg and PC Bond, she maintains 
the performance attribution reports, evaluating investment performance by sector and industry of the 
portfolio and the benchmark. In addition, she is proactively involved in improving team efficiency through 
automating reporting procedures and developing advance attribution models for different asset classes. 
Prior to joining the MFRM program and SIAS, Amy worked as a Business Analyst in the telecommunication 
industry, where she was responsible for customer service enhancement products and post-implemen-
tation support systems and analysis. She holds a BASc in Engineering Science from University of Toronto. 
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PROFILES

Risk Metrics
Yisen Xiong - Risk Metrics Associate
Yisen is an associate in the SIAS Risk Metrics team, where he is responsible for writing risk reports for 
Canadian equities and Global equities. In addition, he also helps to improve risk models which are used 
to assess risks of the equities. Prior to joining the MFRM program, Yisen obtained his bachelor degree 
in Accounting from Capital University of Business and Economics and participated in the auditing for a 
Chinese listed company. He is currently a candidate in the CFA program.

Helen Yin - Risk Metrics Associate
Helen is a co-head of the Risk Metrics team, where she is responsible for improving the portfolio’s risk 
management by researching risk measure methods and writing risk reports for individual securities 
and equities. Prior to joining the MFRM program, Helen graduated with a Ph.D. in biochemistry from 
Johns Hopkins University. Currently, she is a level II candidate in the CFA program.

Economics
Elif Boz - Vice President Economics
Elif, Vice President Economics, is responsible for analyzing macro-economic movements that 
may influence the performance of the fund’s holdings. She prepares reports that cover recom-
mendations on tactical asset allocations weights for asset classes and assists team members 
to prepare their analysis reports. Prior to the MFRM program and SIAS, Elif worked as a Senior 
Financial Auditor at Deloitte Touche Tohmatsu, Turkey for three years. She completed her un-
dergraduate degree in Economics from Middle East Technical University, Turkey. She is a CMA 
candidate and CPA in Turkey.

Canadian Equity
Milton-Andres Bernal - Canadian Equity Portfolio Manager
As Canadian Equity Portfolio Manager, Milton is responsible for managing a team of sector heads and 
analysts covering all GICS sectors, and determining sector weights for the fund’s Canadian Equity 
assets. He works on the quarterly performance presentations and provides guidance along with quality 
assurance on research reports completed by team members. Additionally, Milton conducts company 
specific research in the Materials sector. Prior to SIAS, Milton worked in wealth management for two 
years and has experience trading and modeling discretionary accounts. He completed his undergradu-
ate degree in Finance and Economics from the University of Western Ontario and is a CFA candidate.

Yuanyuan Zheng - Canadian Equity Research Associate
As an segment manager and research associate of the Canadian Equity team, Yuanyuan is responsible 
for overseeing the fund’s Consumer Discretionary holdings and for working closely with other analysts 
to prepare research reports on industries and equities. Prior to joining the MFRM program, Yuanyuan 
worked at the head office of Shinhan Bank (China) as a VP Assistant, Financial Analyst and Balanced 
Score Card Assessor.
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PROFILES

Aldaris Zhong - Canadian Equity Research Associate
As an analyst, as well as the sector manager of Consumer Staples, within the Canadian Equity 
team, Aldaris works closely with other analysts to produce research reports on individual stocks, 
especially within the Consumer Staples sector, and proposes valuable recommendations for the 
Canadian Equity team. Aldaris holds a Bachelor of Business Administration degree from Shanghai 
University of Finance and Economics.

Harshvardhan Arora - Canadian Equity Assistant Portfolio Manager
As Associate Portfolio Manager for the SIAS Canadian Equity team, Harshvardhan is responsible for 
energy sector and is actively involved in researching and exploring investment opportunities in the 
Canadian Equity markets. He also supports and reviews reports by Research Analysts for final trade 
recommendations. Prior to joining MFRM, he was Assistant Portfolio Manager at Escorts Securities in 
India. He has more than 4 years of work experience in Equity Research and Portfolio Management in 
the Indian & US Capital markets. He holds an MBA in Finance and holds a Bachelor of Sciences from 
Delhi University, India.

Bizhuo Wang - Canadian Equity Research Associate
Bizhuo is the industrial sector manager on the Canadian Equity team, where he is responsible for 
conducting sector-related research reports. Prior to joining the MFRM program, Bizhuo worked as a 
Financial Services Manager at BMO Financial Group in Calgary and as a Financial Analyst for China 
Mobile Ltd. in China. Bizhuo received his bachelor’s degree with a major in Accounting and Finance 
from Saint Mary’s University in Halifax.

 

Monica Demidow - Canadian Equity Assistant Portfolio Manager
Monica is currently pursuing her interest in Canadian Equities as Associate Portfolio Manager for 
all sectors excluding materials, financials, and energy. As APM, Monica manages a team of analysts 
and associates, writes research reports and generally assists in the portfolio’s equity selection and 
security analysis. Before joining the FRM program, Monica completed her Bachelor of Science degree 
in Economics at the University of Victoria. 

Derek Wong - Canadian Equity Assistant Portfolio Manager
Derek is APM Materials on the Canadian Equity team for the SIAS fund. He oversees the material 
holdings and is responsible for equity research and industry reports within this sector. Prior to joining 
the MFRM program, Derek worked for TD Canada Trust as a Financial Advisor in West Vancouver. He 
holds a Bachelor of Commerce from the Sauder School of Business at UBC and is currently a CFA 
candidate. 
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U.S. Equity
Simon Hutchison - U.S. Equity Porfolio Manager
Simon is the U.S. Equity Portfolio Manager for the SIAS Fund, supervising the research and selection 
of individual securities to complement the Canadian holdings. Simon has a Bachelor of Mathematics 
from the University of Waterloo and is an Associate of the Society of Actuaries. Simon is currently a 
candidate for the Master of Financial Risk Management at the Beedie Graduate School of Business. 
Prior to joining the MFRM program and SIAS, Simon worked in Vancouver as an Actuarial Associate in 
the retirement practice of a human resources consulting firm.

William E. Woodfine - U.S. Equity Assistant Porfolio Manager
William is an analyst of the Global Equity team for the SIAS fund. Charged with investing globally, this 
section of the fund focuses on investing world-wide thru the use of ETFs listed on American exchanges. 
William and his team have big plans for the upcoming year. He holds both a Diploma in Urban Land 
Economics and Bachelors of Business in Real Estate from UBC, and continues to remains active in the 
real-estate sector.

Global Equity
Qiao (Joe) Zou - Global Equity Porfolio Manager
Qiao (Joe) Zou is the Portfolio Manager of Global Equity. He Sets investments strategies, makes 
decisions on region allocations and authorizes trade proposals. Prior to joining the MFRM program 
and SIAS, he worked as a derivative trader at a capital management company based in Vancouver and 
had accounting experiences in manufacturing industry. He holds BBA in Finance and Accounting from 
Simon Fraser University. He is a CFA candidate and completed CSC in 2010. 

Xiaokang (Ashely) Liu - Global Equity Assistant Portfolio Manager
As the Global Equity Assistant Portfolio Manager, Xiaokang (Ashely) Liu is assisting Portfolio Manager 
within the section of the fund investing global ETFs listed on American exchanges. Her responsibili-
ties are participating in the investment strategies making and organizing quarterly researches, and 
taking charge of internal administrative supports in Global Equity group. Prior to joining the Master of 
Financial Risk Management Program, she worked as a marketing assistant in apparel industry. Ashely 
holds a Bachelor of Business Administration in Wuhan University of Technology in China. 

Weishi (Vincent) Zhang - Global Equity Associate
Weishi(Vincent) Zhang is the Associate of Global Equity. He leads the analysts to complete researches 
on global ETFs and communicates analysts’ ideas to the Portfolio Manager. Vincent holds a Bachelor 
degree in Economics from Xiamen University, China.
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PROFILES

Wei (Amber) Wei - Global Equity Analyst
Wei (Amber) Wei is the analyst of Global Equity. She monitors the individual ETFs assigned to her 
and notifies the associate when certain threshold reached. She completes researches, such quarterly 
updates on current holdings  and updates research on largest foreign national and regional ETFs. Prior 
to joining Global Equity, she worked in Compliance and Performance Group and contributed a lot to the 
compliance reports. She holds Bachelor of Finance from Shanghai International Studies University.

Danting Tang - Global Equity Analyst
As an analyst of Global Equity, Danting monitors the individual ETFs assigned to her and notifies the 
associate when certain threshold reached. She completes researches and updates research on largest 
foreign national and regional ETFs. Prior to joining Global Equity, she worked in Canadian Equity Group 
and focused on the healthcare sector. She holds Bachelor of Public Administration from South China 
Normal University and worked as an intern with Bank of China.

Fixed Income
Ayla Yang - Fixed Income Portfolio Manager
Ayla is one of the Portfolio manager for the Fixed Income team. She provides input on the quarterly 
performance presentations, leads analysts in generating interest rate forecasting reports, conducts 
research on historical data, and allocates funds. Prior to joining the MFRM program and SIAS, Ayla 
worked as an audit intern with the Auditing Administration of China and a Public Accounting firm. She 
completed her undergraduate degree in Accounting at Sun Yat-sen University in China.

Pankaj Seth - Fixed Income Assistant Portfolio Manager
Pankaj is an Assistant Portfolio Manager of Fixed Income Portfolio and Research Analyst of Economic 
and Strategy team, the main position of which is to assist the portfolio manager in captivating initia-
tives for the general performance of the portfolio, forecasting the trends in economic indicators, inves-
tigating reports and provide guidance for quality assurance reports to obtain decisions in selection of 
trade. She assists in the quarterly performance presentation together with the other team members.
She graduated as Commerce and Economics Master from Panjab University, India and worked as an 
internal accountant in Accord Transportation Ltd. (Canada). She is a candidate of CSC, CGA.

Ming Feng Wu - Fixed Income Research Associate
As a Fixed Income team analyst in SIAS, Wells actively participates in the team’s daily operation, 
conducts and improves the process of bond selection. He is also technically supporting the quarter 
presentation and helping Fixed Income team to build a risk model. Wells hold a Bachelor of Science 
degree from Simon Fraser University with major in Actuarial Science and extended minor in Economics. 
He is currently a candidate in CFA program.
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PROFILES

Zi Jian Xie - Fixed Income Research Associate
As a member of Fix Income team for the SIAS Fund, Jay forecasts future interest rate. Prior to joining 
the Master of Financial Risk Management program, Jay obtained his Bachelor of Science in Actuarial 
Science and minor in Economics from Simon Fraser University. Jay is a candidate of both Society of 
Actuaries and CFA program.

Liyun Dong - Fixed Income Research Associate
Liyun (Kaylie) Dong is an analyst of the fixed income team, contributes to fixed income quarterly per-
formance report by analyzing the corporate bonds’ performance and testing the correlation of the yield 
rate. Prior to joining the FRM program and SIAS Fund, Kaylie worked as an intern in Bank of Commu-
nications and an account executive assistant for Hangzhou New Concept Trading Co., Ltd. She holds a 
Bachelor of Economics from Zhejiang University of Technology and currently is a CFA level I candidate.

Compliance Officers
Pooneh Ruintan
Deepak Reddy

Analysts
Economics
Gordon Gu
Shawn Song
Qun Yu
Jack Lu
Amir Khakban

Canadian Equity 
Allen Yeung 
Irina Nica
Jorge Vasquez

U.S. Equity 
Bradley Dean
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The Compliance and Performance Team performs the independent task of governance and performance measurement of the four 
asset classes: Canadian Equity, US Equity, Global Equity,and Fixed Income. 

Our seven compliance officers and performance analysts are responsible for making sure that the four asset classes are at all-time 
in compliance with the Investment Policy Statement, which is given to us by our client. In the first quarter of 2011, there were no 
“out of compliance” records. 

Our portfolios are checked with the IPS on a daily basis. During Q1, we’ve implemented automation in the daily compliance check. 
In the upcoming quarter, we will continue this process to make the procedure as efficient and effective as possible.

On the performance side, we employed Thomson Reuters and Capital IQ in addition to Bloomberg to help us calculate the portfolio 
attribution. We were able to customize a benchmark for the Global asset class on Bloomberg. Besides, we have also implemented 
new procedures this quarter to calculate the attribution and performance of ETF investments, in order to make performance mea-
surement consistent between both equity portfolios. 

The SIAS portfolio had an overall return for Q1 of 3.08%, outperforming our benchmarks by 43 bps. 

This return was mostly attributed to the Canadian Equity asset class that had an absolute return of 6.35% and contributed 39 of 
the 43 bps for the total portfolio. 

The strong performance in Canadian Equity is attributed to a strong performance of the stocks selected by the Canadian Equity 
Team (The Selection Decision Effect), such as Canadian Oil Sands, and Toronto-Dominion Bank. Breaking down the attribution of 
Canadian Equity performance to the sector level, we saw that Energy in particular, as well as Financials performed particularly 
well. The reason for this was that most of our Energy stocks are large oil producers, thus our portfolio benefitted greatly from the 
high oil prices in the past quarter, resulting in a high selection effect in the Energy Sector. Also, our stocks in the Financial Sector, 
such as Royal Bank of Canada, which is our largest holding by weight, and Toronto-Dominion Bank both returned over 15%, con-
tributing to the good performance of the portfolio. In both the Health Care Sector and the Industrial Sector, the strategy has been 
not to own any stocks as it is being supplemented in the US Equity Asset Class, since the Sector in the US has greater exposure to 
a larger pool of quality companies. As a result, we underperformed in these two sectors compared to the benchmark that experi-
enced a positive return in Q1. 

The Global portfolio had an absolute return for the quarter of 1.69%, attributing -15 bps to the excess return. The negative excess 
return is mainly due to the currency effect. As all our Global holdings are traded in US dollars, the appreciation of the Canadian 
dollar relative to the US dollar in the past quarter resulted in a large negative currency effect that is regarded as the kind of risk 
we have to assume. Therefore, measured in local currency, the Global portfolio outperformed the benchmark by 70 bps. Breaking 
the performance down into the four regions, US, Asia Pacific, Europe and Emerging Markets, Europe added the most value. This 
comes from the Selection Effect, especially our German ETF, the top performer for the whole asset class.

Our US holdings slightly outperformed the benchmark by 2 bps. Even though the US market did very well in the quarter. By over-
weighting the US we had 111 bps excess return for the Asset Allocation Effect. This positive excess return was almost offset by 
the Selection Effect since we did not have any U.S. Energy holdings due to our strategy of having U.S. equity serving as a comple-
mentary portfolio to Canadian Equity. The negative Selection Effect comes from some of our individually selected stocks in the US, 
including Procter and Gamble Co., Intel Corp., and Johnson & Johnson.

EXECUTIVE SUMMARY

COMPLIANCE REPORT
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COMPLIANCE REPORT EXECUTIVE SUMMARY

The Asia Pacific Region had a rough quarter with both the benchmark and portfolio experiencing negative absolute return. However, 
due to our strategy of underweighting in Japan, Asia Pacific attributed 6 bps to the excess return of the Global asset class.  In the 
Emerging Market Region we own two EFTs, the BRIC Index ETF and Emerging Markets ETF. This quarter, our Emerging Markets 
region investments had a positive return of 2.08%, which is significantly better than the -1.42% return of the benchmark. This is 
mainly due to our limited exposure in the Middle East which experienced both political and financial instability during the quarter.

Fixed Income had a decent quarter, with an absolute return of 0.41%, and an excess return of 68bps. This excess return mainly 
came from changes in the yield curve. We benefited greatly from the downwards parallel shift in the yield curve on the Short Term 
Bonds, because of our overweight in the Short Term Bonds. Our underperformance in credit was due to our underweighting in 
Corporate Bonds and the fact that the corporate bonds we own were concentrated in a few sectors with a high correlation.
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Christine Jakshoj, 
Compliance Officer  
Email: cja22@sfu.ca

Category Constraint As of March 31st In Compliance

Overall Portfolio

Total Equities 60-80 % 73.34 % Yes

Canadian Equities 30-40 % 37.17 % Yes

Global Equities 30-40 % 36.17% Yes

Fixed Income 20 – 40 % 25.71 % Yes

Cash & Equivalents 0-10 % 0.95 % Yes

Fixed Income

Corporate /Municipal (Single issuer) < 5 %* (8.17 %*) 4.16 % max Yes

below AA (Single issuer) < 5 % None Yes

below A (Single issuer) < 1 % None Yes

Above A (Total) 50-100% 100 % Yes

Duration (Macaulay) ±1 year of DEX 0.83 shorter than DEX Yes

Canadian Equity

Number of holdings Min. 25 36 Yes

15 largest holdings <70 % 64 % Yes

Sectors Min. 7 different 8 Yes

Sector weights At least 50 % weight 
relative to benchmark

Min. Relative weight 
is 96 %

Yes

Single holding Max. 10 % Max holding is 8 % Yes

Market Cap
>900 $ Min. 95 % 100 % Yes

100-900 $(single issuer) Max. 2 % 0 % Yes

100 – 900 $ (total) Max. 5 % 0 % Yes

>100 $ 0 % None Yes

Global Equity

Number of holdings Min. 20 35 Yes

Single Holding Max. 10 % ** Max. 5.98 % Yes

Holdings in US Min. 10 non -EFTs 20 Yes

Market Cap (US securities) , >900 $ 100 % 100 % Yes

Weight Global (ex. US) Min. 30 % of 39.77 % Yes

Global (ex. US) ETFs only (min.6) 10 Yes

Emerging Markets ≤15 % 4.5 % (10 % including 
BRIC)

Yes

Notes
*  Special dispensation from Treasury of SFU  to hold York Region Sch. District Bond with  more than 5 

% as it is backed by the Province of Ontario
**  Special dispensation from Treasury of SFU to hold more than 10 % of  Europe 350 ETF. Current 

weight is 14 %

COMPLIANCE Q1 2011
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Investment Objective
The primary objective of this fund is to provide a long-term capital growth. To achieve 
this objective, the fund may focus its assets in specific industry sectors and asset 
classes based on the analysis of business cycles, industry sectors and market outlook.

Top Performers and Bottom Peformers
Top Performers Bottom Performers

Name Return Name Return

CANADIAN OIL SANDS LTD 22.96% TECK RESOURCES -14.63%

TORONTO-DONMINION BANK 17.32% INMET MINING CORPORATION -14.53%

ENCANA CORP 16.57% DOREL INDUSTRIES -9.35%

ROYAL BANK OF CANADA 16.24% ISHARES MSCI JAPAN INDEX FD -6.42%

CENOVUS ENERGY INC 15.47% BARRICK GOLD CORP -6.03%

Meadow Wu, Performance Analyst
Email: rwa31@sfu.ca

Sophie Ma, Performance Analyst
Email: sophie_ma@sfu.ca

Amy Lin, Performance Analyst
Email: amy_lin_9@sfu.ca

Pooneh Ruitan, Compliance Officer
Email: pruitan@sfu.ca

Deepak Reddy, Compliance Officer
Email: dreddy@sfu.ca

Attribution Review
The SIAS Fund had a net value added 0.43% 
compared to the benchmark in 2011Q1. 
All asset classes were in compliance with 
the IPS. The return data calculated in this 
report included dividend and interest.

PORTFOLIO ATTRIBUTION
Quarterly Report for the period ended March 31, 2011

Name Return Holding IPS Range
CANADIAN OIL SANDS LTD TECK RESOURCES -14.63% Canadian 37.17% 30 - 40%
TORONTO-DONMINION BANK INMET MINING CORPORATION -14.53% Global 36.17% 30 - 40%
ENCANA CORP DOREL INDUSTRIES -9.35% Fixed Income 25.71% 20 - 40%
ROYAL BANK OF CANADA ISHARES MSCI JAPAN INDEX FD -6.42% Cash 0.95% 0 - 10%
CENOVUS ENERGY INC BARRICK GOLD CORP -6.03%

Asset Selection Interaction Value 
Weight Return W*R Weight Return W*R Δ Weight Δ Return Allocation Decision Added

Canadian Equity 35.00% 5.62% 1.97% 37.17% 6.35% 2.36% 2.17% 0.73% 0.12% 0.26% 0.02% 0.39%
Global Equity 35.00% 2.17% 0.76% 36.17% 1.69% 0.61% 1.17% -0.48% 0.03% -0.17% -0.01% -0.15%
Fixed Income 28.00% -0.27% -0.08% 25.71% 0.41% 0.11% -2.29% 0.68% 0.01% 0.19% -0.02% 0.18%
Cash & Equivalents 2.00% 0.28% 0.01% 0.95% 0.58% 0.01% -1.05% 0.30% 0.00% 0.01% 0.00% 0.00%
Total 100.0% - 2.66% 100.0% - 3.08% - - 0.15% 0.28% -0.01% 0.43%

Attribution by Asset Class Attribution Analysis by Effects

Asset Class Allocation
Due to 

Benchmark

2.66% 0.15%

Selection Decision Interaction

0.28% -0.01%

Benchmark Portfolio Attribution 

Due to Due to 

16.24%

Top Performers Bottom Performers
Return Name
22.96%
17.32%
16.57%

15.47%

Relative Attribution of Portfolio (in $CAD)

37
%	  

36
%	  

26
%	  

1%	  

-‐0.20%	  

-‐0.15%	  

-‐0.10%	  

-‐0.05%	  

0.00%	  

0.05%	  

0.10%	  

0.15%	  

0.20%	  

0.25%	  

0.30%	  

Canadian	  Equity	   Global	  Equity	   Fixed	  Income	   Cash	  &	  Equivalents	  

Asset	  AllocaEon	  

SelecEon	  	  Decision	  

InteracEon	  

Name Return Holding IPS Range
CANADIAN OIL SANDS LTD TECK RESOURCES -14.63% Canadian 37.17% 30 - 40%
TORONTO-DONMINION BANK INMET MINING CORPORATION -14.53% Global 36.17% 30 - 40%
ENCANA CORP DOREL INDUSTRIES -9.35% Fixed Income 25.71% 20 - 40%
ROYAL BANK OF CANADA ISHARES MSCI JAPAN INDEX FD -6.42% Cash 0.95% 0 - 10%
CENOVUS ENERGY INC BARRICK GOLD CORP -6.03%

Asset Selection Interaction Value 
Weight Return W*R Weight Return W*R Δ Weight Δ Return Allocation Decision Added

Canadian Equity 35.00% 5.62% 1.97% 37.17% 6.35% 2.36% 2.17% 0.73% 0.12% 0.26% 0.02% 0.39%
Global Equity 35.00% 2.17% 0.76% 36.17% 1.69% 0.61% 1.17% -0.48% 0.03% -0.17% -0.01% -0.15%
Fixed Income 28.00% -0.27% -0.08% 25.71% 0.41% 0.11% -2.29% 0.68% 0.01% 0.19% -0.02% 0.18%
Cash & Equivalents 2.00% 0.28% 0.01% 0.95% 0.58% 0.01% -1.05% 0.30% 0.00% 0.01% 0.00% 0.00%
Total 100.0% - 2.66% 100.0% - 3.08% - - 0.15% 0.28% -0.01% 0.43%

Attribution by Asset Class Attribution Analysis by Effects

Asset Class Allocation
Due to 

Benchmark

2.66% 0.15%

Selection Decision Interaction

0.28% -0.01%

Benchmark Portfolio Attribution 

Due to Due to 

16.24%

Top Performers Bottom Performers
Return Name
22.96%
17.32%
16.57%

15.47%

Relative Attribution of Portfolio (in $CAD)
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Canadian	  Equity	   Global	  Equity	   Fixed	  Income	   Cash	  &	  Equivalents	  

Asset	  AllocaEon	  

SelecEon	  	  Decision	  

InteracEon	  

Name Return Holding IPS Range
CANADIAN OIL SANDS LTD TECK RESOURCES -14.63% Canadian 37.17% 30 - 40%
TORONTO-DONMINION BANK INMET MINING CORPORATION -14.53% Global 36.17% 30 - 40%
ENCANA CORP DOREL INDUSTRIES -9.35% Fixed Income 25.71% 20 - 40%
ROYAL BANK OF CANADA ISHARES MSCI JAPAN INDEX FD -6.42% Cash 0.95% 0 - 10%
CENOVUS ENERGY INC BARRICK GOLD CORP -6.03%

Asset Selection Interaction Value 
Weight Return W*R Weight Return W*R Δ Weight Δ Return Allocation Decision Added

Canadian Equity 35.00% 5.62% 1.97% 37.17% 6.35% 2.36% 2.17% 0.73% 0.12% 0.26% 0.02% 0.39%
Global Equity 35.00% 2.17% 0.76% 36.17% 1.69% 0.61% 1.17% -0.48% 0.03% -0.17% -0.01% -0.15%
Fixed Income 28.00% -0.27% -0.08% 25.71% 0.41% 0.11% -2.29% 0.68% 0.01% 0.19% -0.02% 0.18%
Cash & Equivalents 2.00% 0.28% 0.01% 0.95% 0.58% 0.01% -1.05% 0.30% 0.00% 0.01% 0.00% 0.00%
Total 100.0% - 2.66% 100.0% - 3.08% - - 0.15% 0.28% -0.01% 0.43%

Attribution by Asset Class Attribution Analysis by Effects

Asset Class Allocation
Due to 

Benchmark

2.66% 0.15%

Selection Decision Interaction

0.28% -0.01%

Benchmark Portfolio Attribution 

Due to Due to 

16.24%

Top Performers Bottom Performers
Return Name
22.96%
17.32%
16.57%

15.47%

Relative Attribution of Portfolio (in $CAD)
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0.30%	  

Canadian	  Equity	   Global	  Equity	   Fixed	  Income	   Cash	  &	  Equivalents	  

Asset	  AllocaEon	  

SelecEon	  	  Decision	  

InteracEon	  

Holding IPS Range

37.17% 30 - 40%

36.17% 30 - 40%

25.71% 20 - 40%

0.95% 0 - 10%

Asset Mix as March 31, 2011

Relative Attribution of Portfolio (in $CAD)
Benchmark Portfolio Attribution

Weight Return W*R Weight Return W*R Δ Weight Δ Return
Asset  

Allocation
Selection 
Decision

Interaction
Value 
Added

Canadian 
Equity

35.00% 5.62% 1.97% 37.17% 6.35% 2.36% 2.17% 0.73% 0.12% 0.26% 0.02% 0.39%

Global Equity 35.00% 2.17% 0.76% 36.17% 1.69% 0.61% 1.17% -0.48% 0.03% -0.17% -0.01% -0.15%

Fixed Income 28.00% -0.27% -0.08% 25.71% 0.41% 0.11% -2.29% 0.68% 0.01% 0.19% -0.02% 0.18%

Cash & 
Equivalents

2.00% 0.28% 0.01% 0.95% 0.58% 0.01% -1.05% 0.30% 0.00% 0.01% 0.00% 0.00%

Total 100.0% - 2.66% 100.0% - 3.08% - - 0.15% 0.28% -0.01% 0.43%

Attribution by Asset Class Attribution by Effects
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Relative Attribution of Canadian Equity

Benchmark Portfolio Attribution

Weight Return Weight Return Asset  
Allocation

Selection 
Decision Interaction Added

Financials 28.36% 2.53% 28.49% 3.01% 0.01% 0.47% 0.01% 0.49%

Health Care 1.02% 0.43% 0.00% 0.00% -0.38% -0.45% 0.45% -0.38%

Utilities 1.62% 0.02% 2.89% 0.07% -0.06% 0.02% 0.01% -0.03%

Consumer Discretionary 4.36% -0.07% 4.64% -0.03% -0.02% 0.05% 0.00% 0.03%

Consumer Staples 2.46% 0.07% 4.61% 0.29% -0.07% 0.09% 0.08% 0.10%

Energy 27.10% 2.33% 26.15% 3.32% -0.05% 1.16% -0.04% 1.07%

Information Technology 2.57% 0.03% 2.68% -0.14% -0.01% -0.16% -0.01% -0.18%

Materials 22.91% -0.37% 25.63% -0.45% -0.23% -0.03% 0.00% -0.26%

Telecomm Svcs 4.02% 0.17% 4.91% 0.28% -0.02% 0.06% 0.01% 0.06%

Industrials 5.58% 0.48% 0.00% 0.00% -0.16% -0.50% 0.50% -0.16%

Other 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Total 100% 5.62% 100% 6.35% -0.99% 0.71% 1.00% 0.73%

Attribution by Asset Class Attribution Anaylsis by Effects

EQUITY ATTRIBUTION
Quarterly Report for the period ended March 31, 2011

Asset Selection Interation Value 
Weight Return W*R Weight Return W*R Allocation Decision Added

US 44.33% 5.93% 2.63% 63.07% 4.20% 2.65% 18.74% 0.02% 1.11% -0.77% -0.32% 0.02%
Europe 28.11% 2.60% 0.73% 15.72% 6.87% 1.08% -12.39% 0.35% -0.32% 1.20% -0.53% 0.35%
Asia Pacific 22.55% -0.44% -0.10% 11.57% -0.35% -0.04% -10.98% 0.06% 0.05% 0.02% -0.01% 0.06%
Emerging Markets 4.92% -1.42% -0.07% 9.63% 2.08% 0.20% 4.71% 0.27% -0.07% 0.17% 0.16% 0.27%
Total 100% - 3.19% 100% - 3.89% 0% 0.70% 0.77% 0.63% -0.70% 0.70%

Attribution by Asset Class Attribution Analysis by Effects

0.70% -1.21%

Total Management Effect in CAD dollar

-0.48%
(difference due to currency conversion)

Active 
weight

Local Total 
Effect

  Currency EffectTotal  Management 
Effect in U.S dollar

0.73% -0.99%

Relative Attribution of Global Equity (in $U.S.)

Benchmark Portfolio Attribution

Selection Effect Interaction Effect

0.71% 1.00%

Total Management   
Effect

Allocation Effect

0.49%	  

-‐0.38%	  

-‐0.03%	  
0.03%	  

0.10%	  
1.07%	  

-‐0.18%	   -‐0.26%	  
0.06%	  

-‐0.16%	  
0.00%	  

0.73%	  Canadian	  Equity	  Value	  Added	  

0.02%	  

0.35%	  

0.06%	  
0.27%	  

0.70%	  

US	   Europe	   Asia	  Pacific	   Emerging	  Markets	   Total	  

Global	  Equity	  Value	  Added	  (in	  local	  currency)	  

Canadian Equity Value Added

Relative Attribution of Global Equity (in $U.S.)
Benchmark Portfolio Attribution

Weight Return W*R Weight Return W*R
Active 
Weight

Local Total 
Effect

Asset  
Allocation

Selection 
Decision

Interaction
Value 
Added

US 44.33% 5.93% 2.63% 63.07% 4.20% 2.65% 18.74% 0.02% 18.74% 0.02% -0.32% 0.02%

Europe 28.11% 2.60% 0.73% 15.72% 6.87% 1.08% -12.39% 0.35% -12.39% 0.35% -0.53% 0.35%

Asia Pacific 22.55% -0.44% -0.10% 11.57% -0.35% -0.04% -10.98% 0.06% -10.98% 0.06% -0.01% 0.06%

Emerging 
Markets

4.92% -1.42% -0.07% 9.63% 2.08% 0.20% 4.71% 0.27% 4.71% 0.27% 0.16% 0.27%

Total 100% - 3.19% 100% - 3.89% 0% 0.70% 0% 0.70% -0.70% 0.70%
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EQUITY ATTRIBUTION

Attribution by Asset Class Attribution Analysis by Effects

Asset Selection Interation Value 
Weight Return W*R Weight Return W*R Allocation Decision Added

US 44.33% 5.93% 2.63% 63.07% 4.20% 2.65% 18.74% 0.02% 1.11% -0.77% -0.32% 0.02%
Europe 28.11% 2.60% 0.73% 15.72% 6.87% 1.08% -12.39% 0.35% -0.32% 1.20% -0.53% 0.35%
Asia Pacific 22.55% -0.44% -0.10% 11.57% -0.35% -0.04% -10.98% 0.06% 0.05% 0.02% -0.01% 0.06%
Emerging Markets 4.92% -1.42% -0.07% 9.63% 2.08% 0.20% 4.71% 0.27% -0.07% 0.17% 0.16% 0.27%
Total 100% - 3.19% 100% - 3.89% 0% 0.70% 0.77% 0.63% -0.70% 0.70%

Attribution by Asset Class Attribution Analysis by Effects

0.70% -1.21%

Total Management Effect in CAD dollar

-0.48%
(difference due to currency conversion)

Active 
weight

Local Total 
Effect

  Currency EffectTotal  Management 
Effect in U.S dollar

0.73% -0.99%

Relative Attribution of Global Equity (in $U.S.)

Benchmark Portfolio Attribution

Selection Effect Interaction Effect

0.71% 1.00%

Total Management   
Effect

Allocation Effect

0.49%	  

-‐0.38%	  

-‐0.03%	  
0.03%	  

0.10%	  
1.07%	  

-‐0.18%	   -‐0.26%	  
0.06%	  

-‐0.16%	  
0.00%	  

0.73%	  Canadian	  Equity	  Value	  Added	  

0.02%	  

0.35%	  

0.06%	  
0.27%	  

0.70%	  

US	   Europe	   Asia	  Pacific	   Emerging	  Markets	   Total	  

Global	  Equity	  Value	  Added	  (in	  local	  currency)	  
Curency Effect

-1.18%
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Attribution Composite
Yield Shift Twist Butterfly Credit Convexity Total

Portfolio 0.5800 -0.6900 0.2400 -0.5300 0.8100 0.0000 0.4100

Benchmark 3.0500 -4.0500 1.2300 -2.7700 2.2500 0.0300 -0.2600

Total -2.4700 3.3600 -0.9900 2.2400 -1.4400 -0.0300 0.6700

Attribution Analysis by Effects

Treasury Yield Curve

Meadow Wu, Performance Analyst
Email: rwa31@sfu.ca

Sophie Ma, Performance Analyst
Email: sophie_ma@sfu.ca

Amy Lin, Performance Analyst
Email: amy_lin_9@sfu.ca

Pooneh Ruitan, Compliance Officer
Email: pruitan@sfu.ca

Deepak Reddy, Compliance Officer
Email: dreddy@sfu.ca

PORTFOLIO ATTRIBUTION
Quarterly Report for the period ended March 31, 2010   

Yield Shift Twist Butterfly Credit Convexity Total
Portfolio 0.5800 -0.6900 0.2400 -0.5300 0.8100 0.0000 0.4100
Benchmark 3.0500 -4.0500 1.2300 -2.7700 2.2500 0.0300 -0.2600
Total -2.4700 3.3600 -0.9900 2.2400 -1.4400 -0.0300 0.6700

Attribution Analysis by Effects
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Total -2.4700 3.3600 -0.9900 2.2400 -1.4400 -0.0300 0.6700

Attribution Analysis by Effects
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As seen from the risk summary report, Canadian Equity group did a great job this quarter, resulting in an information ratio of 2.26 
based on quarterly data whereas Global Equity had an information ratio of -0.09. However, the Global Equity portfolio has a smaller 
daily 99% Value-at-Risk of 1.99%, compared to 2.35% of Canadian portfolio

The Canadian Equity portfolio volatility is higher than the benchmark. Our analysis shows that for energy and financial sectors, 
the amount of risk we hold is compensated by the higher return contribution. However, the high amount of risk from the material 
sector may not be justified from the negative return and is currently being evaluated.

The Global equity portfolio volatility is higher than the benchmark. Our analysis shows that the high amount of risk from Europe 
and Emerging market may not be fully compensated by the negative return. However, for our stocks in North America, the amount 
of risk we hold is justified by the higher return contribution.

EXECUTIVE SUMMARY -  
HIGHLIGHTS OF RISK REPORT IN Q1

RISK METRICS

Highlights of Risk Reports in Q1 
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RISK METRICS EXECUTIVE SUMMARY

From the stress testing results, the Global portfolio has exposure to global risk. For example, in the event “Black Monday”, the 
Global portfolio would lose approximately 14% as opposed to 19% in Canadian portfolio.

Global Stress Tests

Stress Tests Loss Amount Loss Percentage 

Black Monday $ (574,990) (14.45%) 

September 11 $ (255,663) (6.43%) 

Flight to Quality $ (199,349) (5.01%) 

Highlights of Operations of Risk Metrics Group in Q1
The main priority of the Risk Metrics team is to monitor risks and act in the clients’ best interests by providing unbiased risk 
reports to both clients and executives. Currently, the Risk Metrics team provides two services providing monthly risk report sum-
marizing the risks inherent in the portfolio and conducting scenario analyses for potential trades. 

The monthly risk report provides basic statistics about the portfolio such as volatility, tracking error and information ratio, as well 
as other popular risk measures such as Value-at-Risk (VaR), Conditional VaR, and Marginal VaR. It aims to provide portfolio risk 
outlooks and observe any warning signs that indicate deteriorations of the portfolio.  

The scenario analysis report provides information about potential risks after the proposed trade is executed. The analysis compares 
the scenario before and after the trade by setting up a hypothetical portfolio and observing the resulting risks. One thing to notice 
is that the risk report is only a complimentary tool for portfolio management based on historical information. Portfolio managers 
do not select securities and make investment decisions solely based on risk reports.

Currently, the Risk Metrics Group utilizes labor-intensive methods to measure their risk. In next quarter, the Risk Metrics Group 
plans to utilize the efficiencies of outside risk solution providers. For example, Algorithmics will provide stress testing for our 
portfolio. In addition, the Risk Metrics Group will spend more time on adding more features and improving the risk reports. In the 
future, the Risk Metrics Group will be able to provide customized scenario analysis risk reports such as different time analytical 
horizon, in an effort to meet different needs from Portfolio Managers.

Highlights of Risk Reports in Q1 
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Canadian Stress Tests

Stress Tests Loss Amount Loss Percentage 

Black Monday $ (628,769) (19.86%) 

Flight to Quality $ (318,769) (10.07%) 

Russian Ruble Devalues $ (269,779) (8.52%) 
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RISK METRICS - CANADIAN EQUITY
Monthly report for the period ended January 31, 2011

Helen Yin, Risk Metrics Officer
Email: hongyany@sfu.ca

Quick Statistics
Annualized Port. Volatility: 11.8%
Annualized TSX Volatility: 11.1%
Tracking Error: 0.17%
Information Ratio: 0.70

Risk Attribution by CVaR
SSector Allocation Selection  Interaction Risk Added

Cons. Discretionary -0.01% -0.07% 0.00% -0.07%
Cons. Staples 0.00% -0.03% 0.00% -0.03%
Energy -0.05% 0.34% -0.04% 0.25%
Financials 0.10% -0.08% -0.02% 0.00%
Health Care -0.09% -0.09% 0.09% -0.09%
Industrials -0.06% -0.06% 0.06% -0.06%
Info. Tech 0.02% 0.00% 0.00% 0.02%
Materials 0.02% 0.32% 0.01% 0.35%
Telecom. Services 0.07% -0.01% -0.03% 0.03%
Utilities -0.03% -0.06% 0.02% -0.07%

Total -0.03% 0.28% 0.09% 0.34%

STop 5 Fluctuaters by MVaR   Sector Beta

TECK RESOURCES LTD   Materials 3.65
FIRST QUANTUM MINERALS   Materials 3.35
INMET MINING CORP   Materials 2.77
CENOVUS ENERGY INC   Energy 2.67
CANADIAN NATURAL   Energy 2.59

Projected Annualized Tracking Error
SSector Allocation Selection  Interaction Risk Added

Cons. Discretionary -0.04% -0.13% 0.01% -0.17%
Cons. Staples 0.03% 0.19% 0.01% 0.23%
Energy -0.37% 9.78% -1.07% 8.34%
Financials 0.66% 2.47% 0.58% 3.71%
Health Care -0.61% -0.61% 0.61% -0.61%
Industrials -0.40% -0.40% 0.40% -0.40%
Info. Tech 0.10% 0.23% 0.14% 0.48%
Materials 0.12% 9.18% 0.36% 9.66%
Telecom. Services 0.49% 0.02% 0.13% 0.64%
Utilities -0.18% -0.05% 0.01% -0.21%

Total -0.18% 20.68% 1.18% 21.68%

STop 5 Stabilizers by MVaR   Sector Beta

REITMANS CANADA LTD   Cons Dis 0.378
TIM HORTONS INC    Cons Dis 0.414
BCE INC   Tele Ser 0.514
METRO INC   Cons Stap 0.546
EMERA INC   Utilities 0.568

Value at Risk Decomposition  
by Sector
SSector Risk(%) Asset(%)
Consumer Discretionary 1.51% 4.66%
Consumer Staples 2.08% 4.64%
Energy 34.36% 26.21%
Financials 19.13% 27.89%
Information Technology 1.89% 2.57%
Materials 37.69% 25.95%
Telecommunication  
Services 2.12% 5.10%
Utilities 1.21% 2.97%

Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Risk Attribution by Sector

Daily 99 % VaR:  $81,908.83
10 Days 99% VaR: $259,018.45

Num of Exception from April 2003: 32
Num of Exception in Q4: 0
Num of Exception in Q4: 0

RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended January 31, 2011

$81,908.83 32

$259,018.45 0

0

Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.51% 4.66%
Consumer	  Staples 2.08% 4.64%
Energy 34.36% 26.21%
Financials 19.13% 27.89%
Informa-on	  Technology 1.89% 2.57%
Materials 37.69% 25.95%
Telecommunica-on	  Services 2.12% 5.10%
U-li-es 1.21% 2.97%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector
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RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended January 31, 2011

$81,908.83 32

$259,018.45 0

0

Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.51% 4.66%
Consumer	  Staples 2.08% 4.64%
Energy 34.36% 26.21%
Financials 19.13% 27.89%
Informa-on	  Technology 1.89% 2.57%
Materials 37.69% 25.95%
Telecommunica-on	  Services 2.12% 5.10%
U-li-es 1.21% 2.97%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector

99%  VaR  

-15.00% 

-10.00% 

-5.00% 

0.00% 

5.00% 

10.00% 

15.00% 

20
05

-0
1-

04
 

20
05

-0
4-

20
 

20
05

-0
8-

08
 

20
05

-1
1-

23
 

20
06

-0
3-

13
 

20
06

-0
6-

28
 

20
06

-1
0-

17
 

20
07

-0
2-

02
 

20
07

-0
5-

22
 

20
07

-0
9-

07
 

20
07

-1
2-

24
 

20
08

-0
4-

14
 

20
08

-0
7-

30
 

20
08

-1
1-

17
 

20
09

-0
3-

06
 

20
09

-0
6-

23
 

20
09

-1
0-

09
 

20
10

-0
1-

28
 

20
10

-0
5-

17
 

20
10

-0
9-

02
 

20
10

-1
2-

20
 

Consumer	  
Discre-onary	  

2%	  

Consumer	  
Staples	  
2%	  

Energy	  
34%	  

Financials	  
19%	  

Informa-on	  
Technology	  

2%	  

Materials	  
38%	  

Telecommunica
-on	  Services	  

2%	  

U-li-es	  
1%	  

-0.1500% 
-0.1000% 
-0.0500% 
0.0000% 
0.0500% 
0.1000% 
0.1500% 
0.2000% 
0.2500% 
0.3000% 
0.3500% 
0.4000% 

 Cons. 
Discretionary Cons. Staples 

 Energy 
Financials Health Care Industrials Info. Tech Materials 

 Telecom. 
Services Utilities 

 Total  

Allocation Selection  Interaction 

RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended January 31, 2011

$81,908.83 32

$259,018.45 0

0

Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.51% 4.66%
Consumer	  Staples 2.08% 4.64%
Energy 34.36% 26.21%
Financials 19.13% 27.89%
Informa-on	  Technology 1.89% 2.57%
Materials 37.69% 25.95%
Telecommunica-on	  Services 2.12% 5.10%
U-li-es 1.21% 2.97%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector
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Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 
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Risk Attribution by CVaR
SSector Allocation Selection  Interaction Risk Added

North America 0.59% 0.03% 0.03% 0.64%
Emerging -0.31% 0.19% -0.10% -0.22%
Asia Pacific -0.06% 0.14% -0.05% 0.03%
Europe -0.42% -0.04% 0.02% -0.44%

Total -0.20% 0.32% -0.10% 0.01%

STop 5 Fluctuaters by MVaR Sector Beta

Krispy Kreme Doughnuts Inc North America 2.575153
Corning Inc North America 2.308035
iShares MSCI Emerging Markets  
 Index Fund/United States Emerging 1.951908
iShares MSCI South Korea  
 Index Fund Emerging 1.931828
iShares MSCI BRIC Index Fund Emerging 1.832378

Projected Annualized Tracking Error
SSector Allocation Selection  Interaction Risk Added

North America 4.02% 0.19% 0.18% 4.39%
Emerging -2.11% 1.31% -0.69% -1.49%
Asia Pacific -0.44% 0.96% -0.31% 0.21%
Europe -2.85% -0.31% 0.15% -3.01%

Total -1.38% 2.16% -0.68% 0.10%

STop 5 Stabilizer by MVaR Sector Beta

Colgate-Palmolive Co North America 0.595486
Altria Group Inc North America 0.701151
Wal-Mart Stores Inc North America 0.701346
Johnson & Johnson North America 0.739475
Coca-Cola Co/The North America 0.791707

Risk Attribution by Sector

70460.41 30

$222,815.37 0

0

Sector Risk(%) Asset(%)

North America 51.33% 63.77%
Emerging 16.79% 11.87%
Asian Pacific 12.10% 10.34%
Europe 19.78% 14.01%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in December:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector
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RISK METRICS - US & GLOBAL EQUITY
Monthly report for the period ended January 31, 2011

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

Helen Yin, Risk Metrics Officer
Email: hongyany@sfu.ca

Quick Statistics
Annualized Port. Volatility: 10.206%
Annualized MSCI Volatility: 10.096%
Tracking Error: 0.294%
Information Ratio: -0.01

Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 

Value at Risk Decomposition  
by Sector
Sector Risk (%) Asset (%)

North America 51.33% 63.77%

Emerging 16.79% 11.87%

Asian Pacific 12.10% 10.34%

Europe 19.78% 14.01%

Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Daily 99 % VaR:  70460.41
10 Days 99% VaR: $222,815.37

Num of Exception from April 2003: 30
Num of Exception in Q4: 0
Num of Exception in Q4: 0

70460.41 30

$222,815.37 0

0

Sector Risk(%) Asset(%)

North America 51.33% 63.77%
Emerging 16.79% 11.87%
Asian Pacific 12.10% 10.34%
Europe 19.78% 14.01%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in December:

Value at Risk Decomposition By Sector
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Sector Risk(%) Asset(%)

North America 51.33% 63.77%
Emerging 16.79% 11.87%
Asian Pacific 12.10% 10.34%
Europe 19.78% 14.01%

Total 100.00% 100.00%
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Helen Yin, Risk Metrics Officer
Email: hongyany@sfu.ca

Quick Statistics
Annualized Port. Volatility: 0.122061
Annualized TSX Volatility: 0.111255
Tracking Error: 0.024285
Information Ratio: 1.511009

Risk Attribution by CVaR
SSector Allocation Selection  Interaction Risk Added

Cons. Discretionary -0.01% -0.07% 0.00% -0.07%
Cons. Staples 0.00% -0.03% 0.00% -0.03%
Energy -0.05% 0.34% -0.04% 0.25%
Financials 0.10% -0.08% -0.02% 0.00%
Health Care -0.09% -0.09% 0.09% -0.09%
Industrials -0.06% -0.06% 0.06% -0.06%
Info. Tech 0.02% 0.00% 0.00% 0.02%
Materials 0.02% 0.32% 0.01% 0.35%
Telecom. Services 0.07% -0.01% -0.03% 0.03%
Utilities -0.03% -0.06% 0.02% -0.07%

Total -0.03% 0.28% 0.09% 0.34%

STop 5 Fluctuaters by MVaR   Sector Beta

TECK RESOURCES LTD   Materials 3.65
FIRST QUANTUM MINERALS   Materials 3.35
INMET MINING CORP   Materials 2.77
CENOVUS ENERGY INC   Energy 2.67
CANADIAN NATURAL   Energy 2.59

Projected Annualized Tracking Error
SSector Allocation Selection  Interaction Risk Added

Cons. Discretionary -0.04% -0.13% 0.01% -0.17%
Cons. Staples 0.03% 0.19% 0.01% 0.23%
Energy -0.37% 9.78% -1.07% 8.34%
Financials 0.66% 2.47% 0.58% 3.71%
Health Care -0.61% -0.61% 0.61% -0.61%
Industrials -0.40% -0.40% 0.40% -0.40%
Info. Tech 0.10% 0.23% 0.14% 0.48%
Materials 0.12% 9.18% 0.36% 9.66%
Telecom. Services 0.49% 0.02% 0.13% 0.64%
Utilities -0.18% -0.05% 0.01% -0.21%

Total -0.18% 20.68% 1.18% 21.68%

STop 5 Stabilizers by MVaR   Sector Beta

REITMANS CANADA LTD   Cons Dis 0.378
TIM HORTONS INC    Cons Dis 0.414
BCE INC   Tele Ser 0.514
METRO INC   Cons Stap 0.546
EMERA INC   Utilities 0.568

RISK METRICS - CANADIAN EQUITY
Monthly report for the period ended February 28, 2011

Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 

Value at Risk Decomposition  
by Sector
SSector Risk(%) Asset(%)
Consumer Discretionary 1.54% 4.49%
Consumer Staples 2.33% 4.58%
Energy 34.03% 27.55%
Financials 23.06% 29.24%
Information Technology 2.35% 2.78%
Materials 33.36% 23.57%
Telecommunications  
Services 1.95% 4.91%
Utilities 1.39% 2.88%

Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Risk Attribution by Sector

Daily 99 % VaR:  79549
10 Days 99% VaR: 251555

Num of Exception from April 2003: 32
Num of Exception in Q4: 0
Num of Exception in Q4: 0

RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended February 31, 2011

79549 32

251555 0

0

Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.54% 4.49%
Consumer	  Staples 2.33% 4.58%
Energy 34.03% 27.55%
Financials 23.06% 29.24%
Informa-on	  Technology 2.35% 2.78%
Materials 33.36% 23.57%
Telecommunica-on	  Services 1.95% 4.91%
U-li-es 1.39% 2.88%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector
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RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended February 31, 2011
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Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.54% 4.49%
Consumer	  Staples 2.33% 4.58%
Energy 34.03% 27.55%
Financials 23.06% 29.24%
Informa-on	  Technology 2.35% 2.78%
Materials 33.36% 23.57%
Telecommunica-on	  Services 1.95% 4.91%
U-li-es 1.39% 2.88%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:

Value at Risk Decomposition By Sector

Risk Attribution  By Sector

-0.1500% 
-0.1000% 
-0.0500% 
0.0000% 
0.0500% 
0.1000% 
0.1500% 
0.2000% 
0.2500% 
0.3000% 
0.3500% 
0.4000% 

 Cons. 
Discretionary Cons. Staples 

 Energy 
Financials Health Care Industrials Info. Tech Materials 

 Telecom. 
Services Utilities 

 Total  

Allocation Selection  Interaction 

Consumer	  
Discre-onary	  

2%	  

Consumer	  
Staples	  
2%	  

Energy	  
34%	  

Financials	  
23%	  

Informa-on	  
Technology	  

2%	  

Materials	  
33%	  

Telecommunica-
on	  Services	  

2%	  

U-li-es	  
2%	  
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Canadian Equity RiskMetrics Monthly Report for the period ended February 31, 2011
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Sector Risk(%) Asset(%)

Consumer	  Discre-onary 1.54% 4.49%
Consumer	  Staples 2.33% 4.58%
Energy 34.03% 27.55%
Financials 23.06% 29.24%
Informa-on	  Technology 2.35% 2.78%
Materials 33.36% 23.57%
Telecommunica-on	  Services 1.95% 4.91%
U-li-es 1.39% 2.88%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q4:

Num of Exception in January:
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RISK METRICS - US & GLOBAL EQUITY
Monthly report for the period ended February 28, 2011

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

Quick Statistics
Annualized Port. Volatility: 11.81%
Annualized MSCI Volatility: 10.80%
Tracking Error: 4.46%
Information Ratio: -1.81

Top 5 Fluctuaters by MVaR Sector Beta

Krispy Kreme Doughnuts Inc North America 2.575153

iShares MSCI Australia Index Fund Asian Pacific 1.794695

Dow Chemical Co/The North America 1.604416

iShares S&P Europe 350 Index Fund Europe 1.783280

iShares MSCI South Korea Index Fund Emerging 1.931828

Top 5 Stabilizer by MVaR Sector Beta

Wal-Mart Stores Inc North America 0.701346

Procter & Gamble Co/The North America 0.948497

Colgate-Palmolive Co North America 0.595486

Johnson & Johnson North America 0.739475

Costco Wholesale Corp North America 0.854567

Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 

Value at Risk Decomposition  
by Sector
Sector Risk (%) Asset (%)

North America 54% 64%

Emerging 16% 12%

Asian Pacific 10% 10%

Europe 20% 14%

Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Daily 99 % VaR:  78115
10 Days 99% VaR: 247020

Num of Exception from April 2003: 30
Num of Exception in Q4: 1
Num of Exception in Q4: 1

11.81% Tracking Error : 4.46%

10.80% -1.81

78115 30

247020 1

1

Sector Risk(%) Asset(%)

North America 54% 64%

Emerging 16% 12%

Asian Pacific 10% 10%

Europe 20% 14%

Total 100.00% 100.00%

Sector Beta Top 5 Stabilizer by MVaR Sector Beta
Krispy Kreme Doughnuts Inc North America 2.575153 Wal-Mart Stores Inc North America 0.701346
iShares MSCI Australia Index Fund Asian Pacific 1.794695 Procter & Gamble Co/The North America 0.948497

Dow Chemical Co/The North America 1.604416 Colgate-Palmolive Co North America 0.595486

iShares S&P Europe 350 Index Fund Europe 1.783280 Johnson & Johnson North America 0.739475

iShares MSCI South Korea Index FundEmerging 1.931828 Costco Wholesale Corp North America 0.854567

500 Granville Street.  Vancouver, British Columbia.  V6C 1W6

www.sfu.ca/segalschool
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RISK METRICS - CANADIAN EQUITY
Monthly report for the period ended March 31, 2011

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

Quick Statistics
Annualized Port. Volatility: 13.53%
Annualized TSX Volatility: 13.05%
Tracking Error: 3.28%
Information Ratio: 4.410000

STop 5 Fluctuaters by MVaR   Sector Beta

FIRST QUANTUM MINERALS LTD   Materials 2.88
INMET MINING CORP   Materials 2.48
TECK RESOURCES LTD CL B SUB-VTG  Materials 2.23
SUNCOR ENERGY INC NEW   Energy 1.74
CANADIAN NATURAL RESOURCES LTD  Energy 1.67

STop 5 Stabilizers by MVaR   Sector Beta

REITMANS CANADA LTD  Consumer Discretionary 0.32
TIM HORTONS INC   Consumer Discretionary 0.37
BCE INC  Telecommunication Services 0.41
TELUS CORP  Telecommunication Services 0.41
METRO INC  Consumer Staples  0.45

Value at Risk Decomposition  
by Sector
SSector Risk(%) Asset(%)
Consumer Discretionary 2% 5%
Consumer Staples 2% 5%
Energy 33% 28%
Financials 24% 30%
Information Technology 2% 2%
Materials 33% 23%
Telecommunication  
Services 2% 5%
Utilities 1% 3%

Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Risk Attribution by Sector

Daily 99 % VaR:  80220
10 Days 99% VaR: 253678

Num of Exception from April 2003: 32
Num of Exception in Q4: 0
Num of Exception in Q4: 0

RISK METRICS - Canadian Equity

Canadian Equity RiskMetrics Monthly Report for the period ended March 31, 2011

80220 32

253678 0

0

Sector Risk(%) Asset(%)

Consumer	  Discre-onary 2% 5%
Consumer	  Staples 2% 5%
Energy 33% 28%
Financials 24% 30%
Informa-on	  Technology 2% 2%
Materials 33% 23%
Telecommunica-on	  Services 2% 5%
U-li-es 1% 3%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q1:

Num of Exception in March:
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Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 
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STop 5 Fluctuaters by MVaR Sector Beta

iShares MSCI Australia Index Fund Asian Pacific 1.81
iShares MSCI South Korea Index Fund Emerging 1.70
iShares S&P Europe 350 Index Fund Europe 1.68
Corning Inc North America 1.65
iShares MSCI Emerging Markets  
 Index Fund/United States Emerging 1.52

STop 5 Stabilizer by MVaR Sector Beta

Wal-Mart Stores Inc North America 0.51
Colgate-Palmolive Co North America 0.58
Procter & Gamble Co/The North America 0.61
Johnson & Johnson North America 0.63
Altria Group Inc North America 0.69

Risk Attribution by Sector

91062 30

287964 1

0

Sector Risk(%) Asset(%)

North America 54.01% 63.81%

Europe 20.31% 14.49%

Emerging 14.81% 11.84%

Asian Pacific 10.87% 9.86%

Total 100.00% 100.00%

Daily 99 % VaR: Num of Exception from April 2003:

10 Days 99% VaR: Num of Exception in Q1:

Num of Exception in Mar:

Value at Risk Decomposition By Sector
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RISK METRICS - US & GLOBAL EQUITY
Monthly report for the period ended March 31, 2011

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

Quick Statistics
Annualized Port. Volatility: 16.92%
Annualized MSCI Volatility: 14.60%
Tracking Error: 7.60%
Information Ratio: 3.41%

Objectives of Risk Metrics Team
The objective of the Risk Team couple with Compliance is to add value to the SIAS 
fund operation, in terms of regularly monitoring risk factors and providing risk 
statistics to support asset allocation and selection process. The reestablishment 
of the risk team will be permanent and all the procedures are organized into user 
manual to facilitate the transition of management. 
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Sector Risk (%) Asset (%)

North America 54.01% 63.81%

Europe 20.31% 14.49%

Emerging 14.81% 11.84%
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Total 100.00% 100.00%

99% Value at Risk V.S. Actual Returns

Daily 99 % VaR:  91062
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Num of Exception from April 2003: 30
Num of Exception in Q4: 1
Num of Exception in Q4: 0
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Proposal – Buy Sherritt (S CN), sell Inmet (IMN CN) and  
Agrium (AGU CN)
•   Historical risk analysis shows that the risk of Sherritt (in terms of beta) is in the 

middle place between Inmet and Agrium, as shown in Figure 1.

•  Potential trade combination has no effect on the diversification of the Canadian 
Equity portfolio risk as illustrated in Figure 3.

MATERIAL TRADE FEBRUARY 2011

Helen Yin, Risk Metrics Officer
Email: hongyany@sfu.ca

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

RISK METRICS - CANADIAN EQUITY  
Scenario Analysis report for material trade, February 2011
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Figure 1. The above graph demonstrates the beta of the three 
securities. As seen from the graph, Sherritt has an average beta 
between IMN and AGU. 

 
Material Trade February 2011 
Proposal – Buy Sherritt(S CN), sell Inmet(IMN CN) and Agrium(AGU CN)  

 Historical risk analysis shows that the risk of Sherritt(in terms of beta) is the middle place between 
Inmet and Agrium, as shown in Figure 1. 

 Potential trade combo has no effect on the diversification of the Canadian Equity portfolio risk as 
illustrated in Figure 3. 
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1 Beta: Beta is a measure of systematic risk. 
2 MVaR: MVaR measures the marginal Value-at-Risk of the security in percentage term. 
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Figure 2. The Marginal Value at Risk (MVaR) is shown. The 
99% MVaR averages at 0.035 percent of each additional dollar 
invested in Sherritt in February. 

Figure 1. The above graph demonstrates 
the beta of the three securities. As seen 
from the graph, Sherritt has an average 
beta between IMN and AGU.

Figure 2. The Marginal Value at Risk 
(MVaR) is shown. The 99% MVaR aver-
ages at 0.035 percent of each additional 
dollar invested in Sherritt in February.
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Disclosures 
This report was prepared in accordance with the Code of Ethics and Standards of Professional Conduct 
adopted by the Chartered Financial Analyst Institute. This report is intended for use only by the SIAS Fund, a 
subset of the SFU Endowment Fund. As of the report date, the author has no financial interest in Valeant 
Pharmaceuticals International Inc.  

                                                           
3 Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which compares portfolio VaR to the 
summation of individual VaRs in this portfolio in relative measure. The higher the Diversification Benefit, the better. 
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Figure 3. Diversification Benefits of new trade combo 

Figure 3. The diversification benefit gained from the potential trade combo is basically the same as it was. 

_______________________

1 Beta: Beta is a measure of systematic risk.
2  MVaR: MVaR measures the marginal Value-at-Risk of the security in percentage.
3  Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which 

compares portfolio VaR to the summation of individual VaRs in this portfolio in relative measure. 

The higher the Diversification Benefit, the better.

1 2
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Proposal 1.  Buy 1680 Shares of Canadian Imperial Bank of 
Commercer (CM.TO), sell 2300 shares of Royal 
Bank of Canada (RY.TO)

 2.  Buy 1020 shares of Canadian Imperial Bank of 
Commerce (CM.TO), sell 1400 shares of Royal 
Bank of Canada (RY.TO)

•   Historical risk analysis shows that CIBC and RBC had almost the same sensitiv-
ity to the market risk in the most of February. However, in the last two trading 
days of February, the CIBC was more sensitive to the market risk than RBC. On 
28th, February, the β of CIBC was 1.24 while the β of RBC was 0.85.

•  From the figure of MVaR, we can see that the MVaR of CIBC was much higher 
than RBC in the last two trading days of February. On 28th, February, the MVaR of 
CIBC was 0.035 while the MVaR of RBC was 0.024.

•  Both proposals bring slightly diversification benefits for the portfolio. However, 
proposal 1 has slightly higher divesification benefit than proposal 2 for the 
portfolio.

FINANCIAL TRADE FEBRUARY 2011

Yisen Xiong
Email: yisenx@sfu.ca

Yumeng Liu, Risk Metrics Officer
Email: yumengl@sfu.ca

RISK METRICS - CANADIAN EQUITY  
Scenario Analysis report for financial trade, February 2011
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Figure 1. The above graph shows betas of the two securities in February. 

 

 
Financial Trade February 2011 
Proposal 1.Buy 1680 shares of Canadian Imperial Bank of Commerce (CM.TO), sell 2300 

shares of Royal Bank of Canada (RY.TO) 
                 2. Buy 1020 shares of Canadian Imperial Bank of Commerce (CM.TO), sell 1400 

shares of Royal Bank of Canada (RY.TO) 
 Historical risk analysis shows that CIBC and RBC had almost same sensitivity to the market risk in the 

most of February. However, in the last two trading days of February, the CIBC was more sensitive to 
the market risk than RBC. On 28th,February, the βof CIBC was 1.24 while the βof RBC was 0.85 . 

 From the figure of MVaR, we can see that the MVaR of CIBC was much higher than RBC in the last 
two trading days of February. On 28th,February, the MVaR of CIBC was 0.035 while the MVaR of RBC 
was 0.024. 

 Both proposals bring slightly diversification benefits for the portfolio. However, proposal 1 has 
slightly higher diversification benefit than proposal2 for the portfolio.  

   
 

i 
 

 
 
 
 
 
 
 
 

0
0.005

0.01
0.015

0.02
0.025

0.03
0.035

0.04

RY CN

CM CN

Figure 1.Historical β 

Figure 1. The above graph shows betas of the two securities in February.

Figure 2. The Marginal Value at Risk (MVaR) at 99% level in February is shown.
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Disclosures 
This report was prepared in accordance with the Code of Ethics and Standards of Professional Conduct 
adopted by the Chartered Financial Analyst Institute. This report is intended for use only by the SIAS Fund, a 
subset of the SFU Endowment Fund. As of the report date, the author has no financial interest in Valeant 
Pharmaceuticals International Inc.  
                                                           
i Beta: Beta is a measure of systematic risk. 
ii MVaR: MVaR measures the marginal Value-at-Risk of the security in percentage term.  
iii Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which compares portfolio VaR to the    
summation of individual VaRs in this portfolio in relative measure. The higher the Diversification Benefit, the better. 
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Figure 3. Diversification Benefits of new trade  

Figure 2. The Marginal Value at Risk (MVaR) at 99% level in February is shown.  

Figure 3. The diversification benefit  gained from the potential trades are slightly than it was. 
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Figure 2. The Marginal Value at Risk (MVaR) at 99% level in February is shown.  

Figure 3. The diversification benefit  gained from the potential trades are slightly than it was. 

Financial Trade February 2011
Yisen Xiong and Yumeng Liu

Figure 3. The diversification benefit gained from the potential trades.
_______________________

1 Beta: Beta is a measure of systematic risk.
2  MVaR: MVaR measures the marginal Value-at-Risk of the security in percentage term.
3  Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which compares portfolio VaR to the summation of individual VaRs in 

this portfolio in relative measure. The higher the Diversification Benefit, the better.
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Proposal
•  Sales

Name Amount Industry Sector Shares

COSTCO WHOLESALE CORP Full position Consumer, Cyclical 800

UNION PACIFIC CORP Full position Industrial 700

SPDR TR UNIT SER 1 STANDARD Full position Funds 5754

$ 870,954.96

•  Purchases

Name Amount Industry Sector Shares

ATT $ 100,000.00 Telecom 3770

FORD $ 100,000.00 Consumer, Cyclical 6850

CSCO $ 100,000.00 Technology 5750

Citibank $ 75,000.00 Financial 16930

Consolidated Edison $ 100,000.00 Utilities 1990

Visa $ 75,000.00 Financial 1040

Health Care ETF $ 50,000.00 Health Care 1550

Financials ETF $ 75,000.00 Financial 4590

Industrial ETF $ 50,000.00 Industrial 1360

Utilities ETF $ 50,000.00 Utilities 1600

Technology $ 50,000.00 Technology 1970

$ 824,381.80 

Quick Statistics
Before Trade After Trade

Annualized Port. Volatility 11.81% 12.05%

Tracking Error 4.46% 4.48%

Annualized MSCI Volatility 10.80% 10.80%

Information Ratio -1.81 5.71

Bin Yang
Email: biny@sfu.ca

Yisen Xiong
Email: yisenx@sfu.ca

TRADE INFORMATION

RISK METRICS - US & GLOBAL EQUITY
Scenario Analysis report for US trade, March 2011
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Value Risk Decomposition By Sector
Before Trade After Trade

Sector Risk(%) Asset(%) Risk(%) Asset(%)

North America 54% 64% 57% 64%

Emerging 16% 12% 18% 15%

Asian Pacific 10% 10% 14% 11%

Europe 20% 14% 10% 10%

Total 100% 100% 100% 100%

Diversification Benefits of New Trade

Conclusions
1.  From the first figure , we can see that although the annualized portfolio volatility after trade(12.05%) is slightly higher than 

before(11.81%), the information ratio after trade(5.71) is much higher than before(-1.81).

2.  From the second pie figure, we can see that there are some small changes in the value at risk allocation by sector after trade. 
After trade, the change in North America is  biggest ,increasing from 54% to 58%. The percentage changes are the same in 
Emerging and Europe, both increasing 2%. 

3. From the last figure, we can see  that the potential trade brings diversification benefits1 to the portfolio. 

4. Therefore, we can conclude that the portfolio after trade is better than before in terms of risk.

_______________________

1  diversification benefits: Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which compares portfolio VaR to the summation 

of individual VaRs in this portfolio in relative measure. The higher the Diversification Benefit, the better.  

Risk	  Metrics	  Report	  
[U.S	  Trade	  March	  2011]	  
Prepared	  by:	  Bin	  Yang	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  Yisen	  Xiong	  
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Proposal
•  Sales

Name Amount Industry Sector Shares

Canadian Oil Sands $ 182,251.00 Consumer, Cyclical 5450

$ 182,251.00

Quick Statistics
Before Trade After Trade

Annualized Port. Volatility 12.36% 12.36%

Tracking Error 2.8% 2.9%

Annualized MSCI Volatility 11.82% 11.82%

Information Ratio 2.39 0.93

Value Risk Decomposition By Sector
Before Trade After Trade

Sector Risk(%) Asset(%) Risk(%) Asset(%)

Consumer Discretionary 2% 5% 2% 5%

Consumer Staples 2% 5% 2% 5%

Energy 34% 28% 29% 24%

Financials 24% 30% 25% 31%

Information Technology 2% 2% 2% 2%

Materials 33% 23% 38% 27%

Telecommunication Services 2% 5% 2% 5%

Utilities 1% 3% 1% 3%

Total 100% 100% 100% 100%

Yisen Xiong
Email: yisenx@sfu.ca

TRADE INFORMATION

RISK METRICS - CANADIAN EQUITY
Scenario Analysis report for CE trade April 2011

Risk	  Metrics	  Report	  
[Canadian	  Equity	  Trade	  April	  2011]	  
Prepared	  by:	  Yisen	  Xiong	  
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Yisen Xiong

Diversification Benefits of New Trade

Risk	  Metrics	  Report	  
[Canadian	  Equity	  Trade	  April	  2011]	  
Prepared	  by:	  Yisen	  Xiong	  
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Conclusions
1.  From the first figure , we can see that although the tracking error after trade(2.9%) is slightly higher than before(2.8%), the 

information ratio after trade(0.93) is much lower than before(2.39).

2.  From the second pie figure, we can see that after the trade, the asset allocation to energy sector decreases 4% from 28% to 24% 
while the risk allocation to the energy sector decreases 5% from 34% to 29%.

3. From the last figure, we can see  that the potential trade does not bring diversification benefits1 to the portfolio. 

4. Therefore,  we can conclude that the portfolio before trade is better than after in terms of risk.

_______________________

1  diversification benefits: Diversification Benefits: Diversification benefit is 1 minus the diversification effect, which compares portfolio VaR to the summation 

of individual VaRs in this portfolio in relative measure. The higher the Diversification Benefit, the better.  
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Overview and Economic Growth 
Two significant events global event occurred in the first quarter of 2011: the political unrest in the Middle East and North Africa 
(MENA) and the earthquake, tsunam; and nuclear disaster in Japan. Both of these events and the sovereign debt situation in 
Europe have increased the downside risk of world economic growth.

Irrespective of these macro events, analysis indicates that there will continue to be steady world economic recovery. Growth 
forecasts indicate that there is an expectation for the world economy to grow at about 4.5 percent per annum in the next two years, 
of which advanced economies will grow at a 2.5 percent rate while emerging economies will grow at 6.5 percent. In this forecast 
Europe and Japan are expected to grow about 2 percent, while the United States and Canada will grow at around 3 percent. Although 
advanced economies are experiencing growth unemployment rates remain high. On the other hand, emerging markets are facing 
the challenges of rapid growth, which includes avoiding overheating stock markets and controlling strong capital inflows.

Source: IMF

The International Monetary Fund (IMF) acknowledged improving world circumstances by increasing its forecast for 2011 world 
GDP growth by 0.2 percentage points in January. The emerging economies are still expected to trump the pace of expansion of the 
advanced countries in the years ahead; however, the upward revision to the 2011 annual world growth forecast reflected a more 
significant improvement to projected activity in the advanced countries. The Canadian economy grew 3.1 per cent in 2010. IMF 
revised down its 2011 growth estimate for Canada to 2.8 percent from January’s 2.9 percent forecast but foresees 2012 growth of 
2.6 percent instead of the 2.3 percent it stated earlier.

EXECUTIVE SUMMARY

ECONOMICS

Economics and Strategy Team Report: 
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ECONOMICS EXECUTIVE SUMMARY

Source: Canadian Statistics

IMF noted that the strength of Canada’s currency was a drawback for the country’s growth prospects. Others risks that Canada 
faces are the potential crash of the strong housing market and the heavy levels of household debt. IMF boosted its expectation for 
Canadian economic growth this year as it warned that the world is facing new threats from surging oil prices, Mideast turmoil, 
higher inflation in China and Europe’s debt woes. Rising energy prices were mentioned as the main factor in the 1.1 percent 
increase in the annual inflation rate to 3.3 per cent. 

IMF forecasts that the GDP of the world’s largest economy (U.S.) should expand 2.8% in 2011. The IMF revised its growth forecast 
for the U.S. economy in 2011relative to what it had announced in January, but has revised upward its estimate of 0.2% for 2012 to 
2.9%.

Middle East & Oil Price
The political tensions in the Middle East and North Africa, especially in Libya, is a major oil supplier for some European countries 
has increased oil prices in the world market. Also, as mentioned, the rate of recovery for emerging economies is faster than 
expected and their demand for oil has increased. Therefore, with supply uncertainty and the rise of demand we observed remark-
able increases in the price of oil. Another factor that has created uncertainty in global oil markets has been the destructive earth-
quake and tsunami in Japan. The damage of nuclear reactors at the Fukushima power station represents a loss of eight per cent of 
Japan’s electricity generation. This loss will eventually have to be made up by thermal power plants, which will increase demand 
for thermal energy and place upward pressure on prices.

There are fears that surging oil prices could endanger 
recovery of the global economy, which is already 
vulnerable to a variety of risks. If political tensions 
remain and oil prices increase, the risks to global 
growth could be substantial. Historical data indicate 
oil supply shocks in the past are followed by reces-
sions in the US. Almost 10 out of the 11 recessions 
experienced in the United States were directly related 
to rising oil prices. Recessions in the US impact 
the global economy and drag down many advanced 
economies back into a recession. At the same time, 
inflation would rise; increasing pressures in an 
already heated emerging markets. However, it also 

Economics and Strategy Team Report: 
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ECONOMICS EXECUTIVE SUMMARY

singles out Canada as a possible winner in such a scenario, along with major oil producering nations such as Saudi Arabia, Russia, 
Norway, and Mexico. In spite of all of these concerns there is a consensus that there will not be any substantial disruption on the 
world economy at prices ranging from $100-$110 per barrel.

Usually they impact of oil prices on the stock market is inversely proportional, since movements in the oil prices result in uncer-
tainty in the stock market. During an oil price rise, it is advisable to hold on to energy stocks that shift focus from the mass-market 
general retailers. It is a rather straightforward approach. Rising oil prices result increase the price of fuels and lubricants along 
with passenger transport mediums by road and air.

Earthquake and Tsunami in Japan
The earliest financial reports about Japan, after the earthquake, had Japanese GDP being reduced 0.1-0.2 percent. That will likely 
decrease the 2011 Japan GDP growth down to 1.3%. If that holds, it is not enough to provoke a far-reaching Japan policy reaction.

The Japanese disaster has had an impact on financial markets, weakening equities and raising bond prices as investors seek the 
safety of fixed-income products. These trends have been limited in scope, with the Japanese stock market being hit the hardest. 
Energy and utility stocks have dropped due to the belief that the earthquake and tsunami would hit industrial demand. Consumer 
discretionary was negatively affected on concerns that high-spending Japanese consumers would change their ways. 

Although the destruction from the gigantic earthquake in Japan impacts the world’s third largest economy, the question is, will 
it disrupt the global economic recovery? We can look back to the Kobe earthquake of 1995 as a guide. It caused $100 billion of 
damage to the Japanese economy, but it only took days for the Japanese stock market to recover. This might not be the case at this 
time. Therefore, our recommendation is to stay underweight in Japan due to low expected GDP growth rate and high debt levels.

Japan & Oil
After China and U.S., Japan is the world’s third biggest consumer of commodities. Japan’s daily oil consumption in 2009 was 4.4 
million barrels and has to be covered by imports. The demand for oil might be lower, at least temporarily, because of the earth-
quake. Over the medium term, however, reconstruction will increase the demand for a wide range of raw materials.

The pullback in oil is a reflection of the fact that Japan is a major oil-importing nation. If economic growth in Japan is weaker-than-
anticipated, it supports a lower price for crude.

The economic impact of Japan’s natural disaster on Canadian Economy
The Canadian macro economy is not likely to be affected by the developments in Japan. Although Japan is a major trading partner, in 
2009 it only represented 2.3% of Canadian exports. Also, the dampening impact on exports is likely to pass quickly. Coal is a leading 
export to Japan, and it is possible that it could benefit if nuclear energy is slow to come back online. After coal, Canada exports ag-
ricultural products, shipments of which may be disrupted but will ultimately reach Japan. Food demand will not decrease. Canada 
also exports forest products and copper, commodities that could benefit from the rebuilding. Canadian imports could be curtailed, 
particularly since autos and auto-related parts are a leading import from Japan and this is a sector located in the disaster area. 
This could temper auto production in Canada at Japanese plants and lead to reduced inventories on dealer lots. However, auto 
sales in Canada are unlikely to be dramatically affected, as non-Japanese auto producers could meet demand. Moreover, Japan 
only represents 2.5% of overall Canadian imports, so any disrup¬tion will primarily be a sectorial story. Again, the impact of the 
disaster will be mostly felt as a temporary disruption to global supply chains. There will also be individual companies affected. The 
financial impact is also negligible. Canadian bond yields have only dipped a few basis points, crude oil is down only slightly, and the 
Canadian dollar is broadly unchanged since the day before the disaster. All of these dimensions are small and the impact on the 
overall Canadian economy will likely be negligible.

European sovereign debt
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Growth in the Eurozone has been stronger than anticipated. The region’s power economies continue to drive the region’s growth, 
and the European Central Bank (ECB) is taking steps to raise interest rates.

The European Union agreed to create the European Financial Stability Facility (EFSF) to provide financial assistance to Eurozone 
states that are in difficulty. After massive European bailouts, the impact of the sovereign debt crisis has decreased and the market 
became more stable. Although the European sovereign debt crisis will have a long-term impact and is not expected to be resolved 
in the near term, the EU has established several long-term solutions. According to an IMF report Advanced Europe’s real GDP is 
projected to grow at 1.75 percent in 2011 and 2 percent in 2012. Emerging Europe’s growth is expected to be 3.75 percent in 2011 
and 4 percent in 2012. 

Since certain countries in Europe are stable in their economic foundations and have sophisticated market together with solid gov-
ernment reserve, their economy has recovered very well and they can be our potential investment targets. Furthermore, based 
on history, large countries normally recover faster and earlier than small countries. So, our recommendation is that we should 
properly stay overweight in Germany and UK and underweight in the rest of Europe.

SIAS Outlook & Strategy
31-Dec-10 31-Mar-11 Change $ Change %

Canadian Equity 3,863,541 4,049,185 185,644 4.81

Global Equity 3,790,506 3,836,772 462,66 1.22

Fixed Income 2,720,049 2,693,135 -26,914 -0.99

Cash 112,200 175,965 63,765 56.83

31-Mar-11 Strategy Target

Canadian Equity 37.9% 35% 37.5%

Global Equity 35.3% 35% 35.9%

Fixed Income 24.9% 28% 26.4%

Cash & Equivalents 1.9% 2% 0.2%

SIAS portfolio grew in the first quarter of 2011. According to the performance of equities and fixed income, our strategy for the next 
quarter is to protect our positions in each asset class. Based on the recent economic indicators, with the excess cash we have, we 
are planning to invest in fixed income since the portfolio is already highly overweight in the volatile Canadian and US equity markets.
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1. ASIAN
Japan
The huge earthquake stalled Japan’s recovering economy, hurting investor returns. Here is a list of possible serious effects.

•   Some refineries in Japan, the third largest oil-consuming country were shut down due to the recorded M9.0 earthquake. Demand 
may temporarily drop, drawing down the currently high oil price a little bit. 

•   Toyota and Honda stopped production because of the serious destruction on their producing plants. Their next quarter’s profits 
are expected to drop. Because of the serious damage on infrastructure and lasting fear about the radiation damage, the two car 
producers will not resume their previous capabilities in a short time. It is similarly the case for the electronic industry in Japan.

•   After the destructive earthquake and tsunami, Japan insurance companies need to pay for clients to cover their losse. It means 
more Japanese Yen is needed, therefore the Yen is expected to appreciate in the following two weeks. 

To summarize, this huge earthquake and tsunami caused seriously negative effect on Japan’s economy, with a worse effect in 
some major industries in Japan, such as electronic and auto-producing industries. Optimistically, Japan’s government is taking 
action to support the domestic financial market. In addition, we expect the re-building plan could drive the economy up again, but 
not until after fear from the radiation of nuclear power plans subsides.

China
The Chinese government is taking measures to decrease inflation and stabilize economy.

•  Managing improving interest rates,
•  Controlling merchandise loan amount, 
•  Strictly controlling real estate market (affecting other industries in the supply chain)
•  RMB lightly appreciating relative to USD 

China has become the second largest economic utility, which is trying to calm down the overheated economy. So this may put some 
negative pressure on the recovery of the global economy, further depressing investor’s confidence. But, we see, the RMB/USD 
exchange rate slowly rising, benefitting US’s bilateral trade deficit. In addition, to some extent, this could help ease the pressure 
of high inflation. Meanwhile, this will help Chinese government to smoothly implement the innovation of the industrial structure, 
wiping out small businesses based on labor-intensity, a good sign to make the economic growth in China healthier. So in the long 
term, China’s stable growing economy will play a great role in the global economic recovery.

2. MIDEAST
Libya’s political situation is unstable, with severe conflicts between the military and anti-government protests. Each country has 
tried their best to evacuate their citizens from Libya. NATO and the US army are gathering around Libya, with the Arab League 
supporting the establishment of a no-fly zone, making the local situation more complicated. 

The economy of Libya is mainly based on oil exports, 80 percent of which goes to the Euro market. The Euro market might be more 
seriously affected than the North American. In addition, the total amount of Libya’s oil export does not take a large part of the 
international oil market. So it will not largely affect the future oil price. But we still need keep an eye on the probability of external 
intervention in Libya.

GLOBAL ECONOMIC SITUATION SCAN 

ECONOMY AND STRATEGY   MARCH 16, 2011
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Jack Lu, Gordon Gu, Qun Yu  Economy and Strategy

Analysis and Forecast
1. Exchange Rate
Due to serious effects by the Japanese earthquake, the global insurance industry will pay for the big losses immediately, which 
could drive the USD/JPY exchange rate up. However, the future effect will be a temporary drop of the raw material exports of 
Canada to Japan. Again, we believe, during the rebuilding process, more raw materials will be needed in Japan. Accordingly, the 
JPY will probably appreciate again. Although the Bank of Japan and G7 have agreed to inject more Yen into capital market, the 
continuous effects need to be observed during the following days.

2. Canadian Overnight Interest Rate
The exchange rate is positively correlated to domestic interest rate in Canada. Investors are concerned about the potential effects 
of nuclear disaster and its effects, with major indices, like S&P and Dow Jones dropping, fixed income securities may become a 
little more welcoming. 

3. Commodity Prices
(1) Coal and Liquefied Natural Gas (LNG) : rise

In the near future, the nuclear power demand in Japan, and even the world will decrease, meaning more alternative energy, such 
as coal, oil and liquefied natural gas (LNG) will be needed.

According to our analysis, Japan will mostly increase the importance of coal and 
LNG. Our reasons are as follows:

•   Oil price is running at a high level, so it is not wise to increase the import of 
oil, at least currently.

•   Most  old  houses  in  Japan  use  oil-consuming machines  to  warm  or  cook. 
During the earthquake, many old houses got burned because of those oil-
consuming machines. After this, people may care more about the safety of 
warming system in houses, reducing the use of oil-related machines.

•   Some oil refineries were damaged during the earthquake and tsunami, and 
they will not be restored in short time. So the refined oil supply in Japan may 
drop.

•   Due to the damage of nuclear power stations, Japan needs to  increase the 
supply of electricity by coal to meet the domestic demand.

(2)  Oil Price: running at a high price level in the short future

The Libya crisis caused the oil price to rise; meanwhile, Japan’s earthquake may decrease the temporary demand of oil in Japan, 
drawing the price down a little. Also based on those details part one (global economic scanning), we think the oil price will be 
running at a high level.

 Recommendation for SIAS Portfolio
Canadian equity (35%) Global equity (35%) Fixed Income Securities (28%) Cash (2%)
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Economy and Strategy  Jack Lu, Gordon Gu, Qun Yu 
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Introduction
This report is prepared to aid the decision team to grasp several important aspects about the effects of the Japanese tsunami in 
both the financial markets and theexport/import industry. The first part of this report discusses how Japan’s export pattern will 
change in the next few months due to the tsunami’s impact, and the purpose of this discussion is to assist any decision making 
that takes into account Japanese export. The second part of this report briefly discusses how the Japanese tsunami influences the 
global stock market. Opinions and forecasts are provided for popular global stock market indices such as the Dow Jones and TSX.

Part 1. How Japan’s Import/Export Pattern is Affected?
IMPORT: Major Points of Interest
•  Short term import increases in basic infrastructure materials and fuel
•  Magnitude of the import increase may vary due to logistical problems

In the recent tsunami, most infrastructure near the earth quake site was destroyed, so it is easy to assume that reconstruction will 
be the most popular topic in the next few quarters. 

The graph on the right shows the price of several Japanese Construction Equities 
traded on the Tokyo Stock Exchange. Notice, on March 10, 2011, while the Nikkei 
index continued to fall helplessly, all four major construction companies are 
enjoying unexpected gains. The expectation is that large reconstruction will take 
place. Then, as most of the Japanese infrastructures are built by wood, one would 
expect that the import of wood will enjoy a short-time boost. At the same time, other 
construction resources such as fuel may also increase in the short run. However, 
since the tsunami has affected several ports and roads, logistical problems may 
become one of the few concerns that we should take into account when estimating 
the magnitude of the increase in infrastructure imports. 

At last, several Japanese import partners may experience growth in export, such 
as China and US. Infrastructure might not be the only industry that will contribute 
to the increase in import, but it is believed to be one of the largest contributors. 
Further research should be performed if we want to estimate the magnitude of the 
import change and any long term effects.

EXPORT: Major Points of Interest
•  Food export drop due to an import ban imposed by import partners
•  Auto and semiconductor exports expected to fall as the production line is halted
•  General export volume is linked to detected radiation levels

On one hand, the export in food is the first to suffer unexpected decrease after 
the tsunami. The radiation leak followed by the tsunami is the major factor that 
causes the deterioration of Japanese export. As shown in the graph, the earth 
quake had affected the major rice/single crop planting areas. Then the nuclear 
power station within the area intensified people’s fear that the food was contami-
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Japan – Post Event Analysis – March 29, 2011 

Analysts: Wen Gu, WenJie Lu, Qun Yu 

 

Intro 

This report is prepared to aid the decision team to grasp several important aspects about the effects of the Japanese tsunami in both 
financial market and export/import industry. The first part of the report discusses how the Japan’s export pattern will change in the next 
few months due to the tsunami’s impact, and the purpose of this discussion is to assists any decision making that takes into account 
Japanese export. The second part of the report briefly discusses how the Japanese tsunami influences the global stock market. 
Opinions and forecasts are provided for popular global stock market index such as Dow Jones and TSX. 

 

 

Part 1. How the Japan’s Import/Export pattern be affected? 

IMPORT: Major Points of Interest 

• Short term import increases in basic infrastructure materials and fuel 
• Magnitude of the import increase may vary due to logistic problem  

In the recent tsunami, most infrastructures near the earth quake site were destroyed, so it easy to assume that the reconstruction will 
become the most popular topic in the next few quarters. In fact, way before the tsunami tide settled, people had already placed their 
bets.  

The Graph on the right showed the price of several 
Japanese Construction Equities traded on Tokyo Stock 
Exchange. Notice, on March 10th 2011, while the Nikki index 
continued to fall helplessly, all four major construction 
companies is enjoying their unexpected gain. The 
expectation behind is that large reconstruction will take place. 
Then, as most of the Japanese infrastructures are built by 
wood, one would expect that the import of wood will enjoy a 
short-time boost. At the same time, other construction 
resources such as fuel may also increase in the short run. 
However, since the tsunami had affected several ports and 
roads, logistic problem may become one of the few concerns 
that we should take into account when estimating the 
magnitude of the increase in infrastructure imports.  

At last, several Japanese import partners may experience 
growth in export, such as China and US. Infrastructure might not be the only industry that will contribute to the increase in import, but it 

Japan Quick Facts

Main Exports: Transport Equipment, 
motor vehicles, semi-
conductors, electrical 
machinery, chemicals

Main Export 
Partners:

China: 
US: 
South Korea: 
Taiwan: 
Hong Kong: 

18.88%
16.42%

8.13%
6.27%
5.49%

Current Account: $166.5B
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nated. Japan’s main agriculture export partners: South Korea, Taiwan, Russia and 
New Zealand imposed import bans soon after the radiation was detected. Although 
they claim that the ban will be removed once the radiation drop back to normal level 
(such as U.S.), the psychological impact imposed by mass media will absolutely cause 
consumers to consider shifting to alternative goods. On the other hand, the Japanese 
auto and semiconductor industries also suffered the damage brought by the flood. 
Several factories have been damaged and production was halted, implying a decrease 
in Japanese made vehicles and a rise in auto prices. Moreover, there are beliefs that 
the ports in Tokyo and Yokohama have been contaminated and workplace safety is 
becoming an issue. Although it might be an over-reaction, it will take a long time 
before people eventually remove the shadow of fear. 

In short, food and auto exports will experience radical drops in the next few quarters. 
For all other export industries, the export may depend on the detected radiation level 
and media direction.

Part 2 Forecast on Post-Tsunami Financial Market
*Follow-up -on March report after the Japanese earthquake and tsunami

The rate of USD/JPY is expected to rise in short term
The current priority for Japan is re-building, in which large amounts of raw material is demanded.

Because the bilateral trade is settled in US dollars, the demand of US dollar is expected to increase relative to the Japanese Yen, 
driving the USD to appreciate.

Concerning the serious damage on auto, electronic and refinery plants, as well as other issues related to radiation, investors 
currently lack confidence in the Japanese market. Also, seen from post-earthquake economic data, domestic consumption is 
expected to fall, further affecting GDP. Considering the uncertain economic outlook, international investments into Japan will 
probably decrease, causing the Japanese Yen to depreciate.

In addition, we think a depreciated Yen is helpful for exporting companies in Japan, which will play an important role during the 
recovery process. As a result, the Japanese government and Bank of Japan will make some efforts to keep the Japanese Yen 
running at a relatively low value.

	  
is believed to be one of the largest contributors. Further research should be performed if we want to estimate the magnitude of the 
import change and any long term effects. 

	  

	  

EXPORT: Major Points of Interest 

• Food export drop due to import ban imposed by import partners 
• Auto and semiconductor export expected to fall as production line halted 
• General Export volume is linked to detected radiation level 

On one hand, the export in food is the first to suffer unexpected fall after the tsunami. The radiation 
leak followed by tsunami is the major factor that causes the deterioration of Japanese export. As 
shown in the graph, the earth quake had affected the major Rice/Single crops planting area. Then 
the nuclear power station within the area had intensified people’s fear that the food is contaminated. 
Japanese main agriculture export partners: South Korea, Taiwan, Russia and New Zealand had 
imposed import ban soon after the radiation was detected. Although they claim that the ban will be 
removed once the radiation drop back to normal level (such as U.S.), the psychological impact 
imposed by mass media will absolutely cause consumer to consider shifting to alternative goods. On 
the other hand, Japanese auto and semiconductor industry also suffered the damage brought by the 
flood. Several factories have been damaged and production was halted. Implying a decrease in 

Japanese made vehicle and a rise 
in Auto price. Moreover, there are 
believes that the ports in Tokyo and Yokohama have been 
contaminated and workplace safety is becoming an issue. Although it 
might be finally proved to be overacting, it will take a long time before 
people eventually remove the shadow of fear.  

In short, food and Auto export will experience radical drop in next few 
quarters. For all other export industries, the export may depend on 
the detected radiation level and media direction. 

 

 

 

 
 

 

	  

	  

	  

Japan Quick Facts 
Main Exports: 
Transport Equipment, motor 
vehicles, semiconductors, 
electrical machinery, 
chemicals 
Main Export Partners: 
China: 18.88% 
US: 16.42% 
South Korea: 8.13% 
Taiwan: 6.27% 
Hong Kong: 5.49% 
Current Account: $166.5B 

	  
	  

Part 2 Forecast on post-tsunami Financial Market 

*Follow-ups -On March report after Japan large earthquake and tsunami 
 

The rate of USD/JPY is expected to rise in short term 

The currently major job for Japan is re-building, in which large amount of raw material is demanded. 

Because of the bilateral trade is settled in US dollar, so the demand of US dollar is expected to increase relative to Japanese Yen, 
driving USD to appreciate. 

Concerning about the serious damage on auto, electronic and refinery plants, as well as other issues relative to radiation, investors are 
currently unconfident in Japan market. Also, seen from post-earthquake economic data, domestic consumption is expected to fall, 
further affecting GDP.  Considering the uncertain economic outlook, the international investments into Japan will probably decrease, a 
consequence drawing Japanese Yen to depreciate. 

In addition, we think, depreciated Yen is helpful for exporting companies in Japan, which will play an important role during recovery 
process. So Japan government and Bank of Japan will make some efforts to keep Japanese Yen running at a relatively lower value. 

	  

Japanese	  bond	  market	  

In order to make sufficient funds for re-building, Japan government needs to issue more government bonds.  However, considering the 
unpredictable economic situation in Japan, the upward pressure of bond yield may increase.  It is also possible for Bank of Japan to 
lower interest rate a little bit to increase liquidity in financial market.  

Based on analysis above, there may be a good opportunity to get into Japan ETFs trading fixed income securities.  

USD/JPY;	  81.66	  
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Japanese bond market
In order to made sufficient funds for re-building, the Japanese government needs to issue more government bonds. However, 
considering the unpredictable economic situation in Japan, bond yields may increase. It is also possible for the Bank of Japan to 
lower interest rates a little bit to increase liquidity in financial markets. 

Based on the analysis above, there may be a good opportunity to invest in Japanese ETFs trading fixed income securities. 

Forecast and Analysis of the Stock Index and future economy trend
The impact of the possible cost to Japan’s economy will not be confined to itself. However, the damage to ports, railways, power 
stations, refineries and consumer confidence has already interrupted the country’s imports and exports. 

Especially for those countries whose exports to Japan account for a large portion of their own GDP, they will be exposed to 
a slowdown. As Japan is the third largest economy in the world, their demand can be massive in terms of their population.  
A majority of countries have been under the shadow of this event worldwide. However, for some particular industries like oil and 
lumber, they will benefit a lot during these periods. For instance Kuwait, Saudi Arabia and Brunei’s exports are comprised of oil 
and natural gas, which will eventually benefit from the damage to Japan’s nuclear industry. We anticipate that for the Canadian 
economy, the identical industries will be prosperous for the same reason. For instance, timber industries may also enjoy a boost 
from the reconstruction of Japan.

On the other hand, several countries are depending on Japan’s exports. 
For instance, Singapore and Thailand are more exposed to the downturn. In 
addition to their sizeable exports to Japan, they rely on component imports 
for the smooth operation of their manufacturing industries. Since the auto 
industry has been affected significantly by the earthquake, the exports to 
Canada will decrease. However, due to the radiation from Japan’s nuclear 
plant, the Canadian Food Inspection Agency has already announced that they 
will strictly prevent the exports of seafood fruits, and vegetables from Japan 
from hitting the market until these products are proven to be safe.

The above graph shows historical data of the TSX index from June 1, 2004 to October 10, 2005 (from right to left in the picture).
During this period there is a great earthquake happening in the middle part of Japan. As we can see in the above picture, the 
particular point of the date is around 240. Although this earthquake was not as serious as what’s happening in Japan this time. 
However, we may get some intuition from the trend, which is first downward and then rising for the long term. In the upcoming 
months, we can predict that the TSX may recover sooner from the impact of Japan’s earthquake than expected.

	  
 

Forecast and Analysis in Stock Index and future economy trend 

The impact of the possible cost to Japan’s economy will not be confined to itself. However, the damage to ports, railways, power 
stations, refineries and consumer confidence has already interrupted the country's imports and exports.  

Especially for those countries whose exports to Japan account for a large portion of their own GDP, they will be exposed to a slowdown 
in Japan. As Japan is the third largest economy entity in the world and their demand can be massive in terms of their population, a 
majority of countries have been under the shadow of this event worldwide. However, for some particular industries like oil and lumber, 
they will benefit a lot during these periods. For instance Kuwait Saudi Arabia and Brunei's exports comprise oil and natural gas, which 
will eventually benefit from the damage to Japan's nuclear industry. We anticipate that for Canadian economy the identical industries 
will be prosperous for the same reason. For instance timber industries may also enjoy a boost from reconstruction of Japan. 

On the other hand, several countries are 
depending on the Japan’s exports profoundly. 
For instance more exposed to the downturn are 
Singapore and Thailand. In addition to their 
sizeable exports to Japan, they rely on imports 
of its components for the smooth running of their 
manufacturing industries. Since the car industry 
has been affected significantly by the 
earthquake, the car exports to Canada will then 
be on the decrease. However, due to the 
radiation from the Japan’s nuclear plant, 
Canadian Food Inspection Agency has already 
announced that they will strictly prevent the 
exports of seafood fruit and vegetables from 
Japan from hitting the market until the products 
can be proved to be unharmed to human body. 

 

The above graph is displaying historical data of TSX index from June 1st 2004 to October 10th 2005(from right to left in the 
picture).During this period there is a great quake happening in the middle part of Japan. As we can see in the above picture, the 
particular point of the date is around 240.Although this quake is not as serious as what’s happening this time in Japan. However, we 
may get some intuition from the trend which is first downward a little bit and then on the rise for a long term. In the upcoming couple of 
months, we can predict that TSX may recover sooner from the impact of Japan’s earthquake than we expected. 
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First, a violent earthquake. Then, an overwhelming tsunami. Now an explosion at a nuclear power plant and the release of radioac-
tive material.

Lessons From the Experience
The damage from the massive earthquake in Japan will impact the world’s third largest economy, but will it sabotage the global 
economic recovery? We can look back to the Kobe earthquake of 1995 as a guide. It caused $100 billion of damage to the Japanese 
economy. On the other hand, it only took days for the Japanese stock market to recover.

The Nikkei fell 8% in five sessions, slumped 20% from its previous peak to its April 1995 trough and took 10 months to recover its 
losses. (Appendix: Graph 2) The yen actually rallied 20% versus the US dollar, in response to a repatriation of Japanese capital 
to pay for the recovery efforts. Asian markets fell 6% vey quickly but immediately recovered, while the S&P 500 was largely unaf-
fected.1

Current Situation
The earliest financial reports about Japan, after the earthquake, had Japanese GDP being downgraded 0.1-0.2%. That will likely 
reduce Japanese GDP for 2011 by 1.3%. If that holds, it does not sound sufficient to provoke a far-reaching Japanese policy reaction.

If the earthquake brings a meaningful impact to global investments, it is likely due to bonds and equities being hurt by a major 
withdrawal of capital from Japan. We’ll know that this is happening if the yen reaches new highs. 

The earthquake and tsunami forced multinational companies to close factories, fight fires, and move workers, amid short-term 
damage on Japan’s fragile economy. Still, the damage to Japan’s economy wasn’t nearly as severe as it might have been. The dev-
astated northeastern coastal region is far less developed than the Tokyo metro area. In the long run, the disaster could help the 
Japanese economy as reconstruction projects put people back to work.

Energy and utility stocks dropped due to the belief that the earthquake and tsunami would hit industrial demand. Luxury stores 
got walloped on concern that high-spending Japanese consumers would change their ways. Insurers estimates the damage grew 
to as much as $34 billion.

In our opinion, Japan’s economy will take a hit in March and then rebound strongly. Japanese consumers will need to replace 
lost cars and appliances and reconstruction will start. Japan’s central bank has promised to do everything necessary to keep 
financial markets stable. On Monday, the Bank of Japan pumped a record amount of cash into the financial system. ($183 billion) 

On the contrary…
On the other hand, Japan’s government debt is already at alarming levels: 225% of economic output, one of the highest figures in 
the world. Even at a time of heightened concern about the federal deficit, U.S. government debts were just 59% of output last year. 
Japan’s debt burden raises questions about Japan’s ability to finance a massive rebuilding program.

Interest rates in Japan are near zero and the country’s borrowing costs are the lowest in the developed world. Government bonds 
maturing in 10 years yield 1.27 percent, while the yen has depreciated against 12 of the 16 most-traded currencies this year, 
dropping 4.8 percent versus the euro and 0.9 percent against the dollar.

ECONOMIC REPORT    MARCH, 2011

EARTHQUAKE ROCKS NORTHERN JAPAN
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To a large extent, options are limited. A cut in interest rates is not possible, given that the key rate is at zero (0-0.1 per cent). The 
good news is that reconstruction efforts should be stimulatory and inflationary. Once the country enters the reconstruction period, 
insurance payouts and consumer savings will be spent, creating a momentum that might ease the task ahead for policymakers.

Another view is that the disaster could damage Japan’s chances of economic recovery and delay the country’s benefiting from 
expected increases in global activity. But this could be eased by government spending and construction activity in response to the 
devastation.

How Will Japan’s Earthquake Affect the World? 
This tragedy could undermine Japan’s already tenuous fiscal situation, and heighten global investor concerns about public debts 
in Europe and the U.S., making Canada a relatively more attractive place to invest. 

Stock markets: 
Asian and European stock markets were down. There has been a much more muted impact on North American indexes. 

Sectors 
Construction is the only sector to move higher as traders bet that the gov-
ernment and private sector would need to spend heavily to rebuild Japan’s 
buildings and infrastructure.

Property and casualty companies are down sharply. None of Canada’s largest 
insurance companies are in the property and casualty business. However, 
some of them have equity exposure to the Nikkei. 

Exports: 
Over the past 12 months, Japan has taken 2.4% of Canada’s exports. Sales 
to that country were up almost 33% y/y in January, more than double overall 
export growth. In 1995, Canada’s exports to Japan jumped 24%, compared to a 
16% gain for exports to all countries, suggesting some positive impact due to 
reconstruction efforts after the Kobe quake.2

Commodity prices:
After China and the U.S., Japan is the world’s third biggest consumer of com-
modities. Japan’s daily oil consumption in 2009 was 4.4 million barrels and 
this has to be covered by imports. The demand for oil could be lower, at least 
temporarily, because of the earthquake. Over the mid-term, however, recon-
struction will increase the demand for a wide range of raw materials.

The earthquake had a mixed impact on commodity prices. While some commodities increased, others, such as corn, cocoa, sugar, 
cotton and copper decreased, due to the concern that the decline of the Japanese economy would reduce demand for them.

Interest rates: 
Due to an initial slowdown in global growth as well as the potential for some safe haven flow to bonds, interest rates are down. 

Conclusion
People may move away from risky assets and move to bonds in the short term. We expect that concerns over the economic impact 
of the massive earthquake and tsunami in Japan led to a broad sell-off in the stock market and this was the case on Monday. 
This doesn’t mean Japan’s economy itself will break down. With earthquakes, things go back to normal after a few months. So 
investors’ risk aversion will probably only last for a short while. As a result, it is important to point out that Japanese economic 
activity will decline in the short term, as the affected region accounts for about 7 per cent of the country’s output.

Elif	  Boz	  -‐March	  	   2011	  
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Property and casualty companies are down sharply. None of Canada’s largest insurance companies are 

in the property and casualty business. However, some of them have equity exposure to the Nikkei.  

 

Exports:  

Over the past 12 months, Japan has taken 2.4% of Canada’s exports. Sales to that country were up 

almost 33% y/y in January, more than double overall export growth. In 1995, Canada’s exports to Japan 

jumped 24%, compared with a 16% gain for exports to all countries, suggesting some positive impact due 

to reconstruction efforts after the Kobe quake.2 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2	  Bank	  of	  Canada	  

Source: Thomsom Reuters Datastream
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The Economics Team’s recommendation is to buy Nikkei ETFs after the prices decline more as people start selling the Nikkei. This 
is expected to occur in one week. This strategy is mid-term since it will take at least one quarter for Nikkei to rise again. Currently, 
the SIAS portfolio is underweight in Japan and with this transaction, we recommend to stay underweight in Japan. 

_______________________

1 Merrill Wealth Management
2 Bank of Canada

Appendix
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The Canadian Equity team is responsible for managing the Canadian Equity Asset Class for the SIAS Fund. Using a top-down 
approach we analyze the Sectors we believe will outperform relative to the current and future economic outlook. Since the com-
mencement of our term as Managers we have achieved superior absolute and relative returns in each quarter due to our positive 
outlook and overweight in the Materials Sector; however, this quarter our slight underperformance in this Sector began with profit-
taking in precious metals. Copper traded in a range of $4.00 to $4.50, while agriculture experienced some weakness during the 
quarter. Given the companies which have reported Q1 2011 earnings the Materials Sector has collectively experienced EPS growth 
of 59.8% yoy, the largest of any Sector if you do not consider Valeant Pharmaceuticals, which is from the Health Care Sector.  The 
Energy Sector had a very impressive quarter as oil soared to 52-week highs on concerns about the Middle East and favourable 
economic production in oil. Gas prices increased on the brink of the nuclear disaster in Japan; however, fundamentals remain poor 
as the market is greatly oversupplied. Also, the Energy Sector grew substantially yoy as EPS growth came in at 12.75%. Financials, 
the largest Sector in the S&P TSX, experienced the greatest return of any Sector. M&A activity surged 81% in Q1 of 2011 as more 
than $50 billion in deals were announced. This helped propel our bank shares and Onex Corp, our private equity holding. Insurance 
shares lagged as the crisis in Japan caused headwinds due to reinsurance losses, as well as low interest rates. Of the companies 
in the Financial Sector that have reported Q1 earnings, the Sector has depreciated 16.4% in terms of EPS growth yoy.

Q1 2011 Earnings Summary (SPTSX)

EPS  (yoy share-weighted) (Q1 2011 share-weighted)

GICS Sectors Reported/
Total

Growth Positive 
Growth

Negative 
Growth

Surprise Positive 
Surprise

Negative 
Surprise

All Securities 171/243 12.25% 113 44 0.67% 88 79

Energy 46/61 12.75% 24 18 -3.75% 23 22

Materials 46/65 59.78% 33 5 -9.29% 19 24

Financials 27/43 -16.42% 16 9 11.15% 13 14

Industrials 14/19 23.96% 10 4 2.77% 8 6

Consumer Discretionary 12/20 0.03% 9 3 5.23% 6 6

Consumer Staples 7/11 24.03% 6 1 8.18% 5 2

Health Care 2/4 214.18% 2 0 6.41% 1 1

Information Technology 4/5 30.09% 4 0 4.31% 3 1

Telecommunications 5/5 7.47% 4 1 4.55% 5 0

Utilities 8/10 7.83% 5 3 -5.06% 5 3
Source: Bloomberg

The SIAS Canadian Equity team finished the quarter strong with 73 bps in active return despite a slow start in January due to 
profit-taking and lower commodity prices. Selection represented the majority of the attribution with 71 bps and allocation reduced 
attribution by 99 bps. The total value of the Canadian Equity portfolio at the end of Q1 was $4,091,743, representing an increase of 
$227,401 in value and an absolute return of 6.35%. 

EXECUTIVE SUMMARY

CANADIAN EQUITY
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Major Gainers by Percentage
•  Energy
 o Canadian Oil Sands 24.37%
    •  Value change: $33,899
 o Encana Corporation 16.02%
    •  Value change: $14,652
•  Financials
 o Toronto-Dominion Bank 16.51%
    •  Value change: $34,419
 o Royal Bank of Canada 15.91%
    •  Value change: $40,300
•  Materials
 o First Quantum Minerals 16.13%
    •  Value change: $26,130
 o Potash Corporation 11.07%
    •  Value change: $13,672

Energy
The Energy Sector redeemed itself in Q1 with an active return of 107 bps. This completely reversed its negative active return of 97 
bps in Q4 of 2010. The gain was attributable to a surge in oil prices due to unrest in the Middle East as well as a continually weak 
US dollar. In addition, strong operating results and earnings exceeding analyst estimates helped Canadian Oil Sands, Suncor, 
Cenovus, and other Energy holdings achieve double-digit returns for Q1.

Financials
Despite being market-weight in Financials, 49 bps of active return was recognized through strong holdings selection. Shares of 
Royal Bank rose significantly in early March after beating earnings estimates. RBC showed improved year-over-year net income in 
almost all segments of banking. TD Bank also demonstrated solid operating results, beating analyst estimates and announcing an 
increase in dividends. The outlook for TD Bank is positive and TD is expecting reasonable earnings growth on the whole.

Materials
Materials had a negative active return of 26 bps due to an overall drop in commodity prices affecting miners and most of our 
holdings. First Quantum and Potash Corporation managed to produce positive returns to help cushion the negative value added. 
Both companies showed strong operating results and earnings despite weaker metal and fertilizer prices. Precious metals rose 
significantly in this quarter. Although our gold holdings have not been reflecting this upward movement in gold prices, we believe 
this is due to higher oil prices (oil represents approximately 25% of production cost for mining companies).

Underperformers
Health Care, Industrials, and Information Technology Sectors represented the lowest value added with -38 bps, -16 bps, and -18 
bps, respectively. The Canadian Equity team does not currently hold any Health Care and Industrial securities as these Sectors are 
supplemented by the US Equity team, where there is a larger and more diverse range of investment options. The loss in the Infor-
mation Technology Sector was primarily due to Research in Motion. Despite beating quarterly earnings estimates, RIM’s forecast 
for FY 2012 earnings disappointed markets.
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Major Underperformers by Percentage
•  Teck Resources -16.83%
 o Value change: -$20,800
•  Inmet Mining -12.57%
 o Value change: -$18,540
•  Dorel Industries -9.21%
 o Value change: -$2,656
•  Yamana Gold -5.95%
 o Value change: -$7,900
•  Research in Motion -5.58% 
 o Value change: -$5,508
•  Reitmans (Canada) -5.43%
 o Value change: -$5,040

New Structure
The first quarter of 2011 also saw the implementation of the new organizational structure. The Head of Canadian Equity effec-
tively became the Canadian Equity Portfolio Manager and Sector Managers were designated as Associate Portfolio Managers 
(APM). Under the new structure, more emphasis is placed on the three major Sectors (Energy, Financials, and Materials), and the 
remaining sectors are allocated to one APM. Further, the Chief Investment Officer (CIO) position was introduced as a means to 
streamline operational issues and as a source of consultation in the event of complications.

Transactions Completed – Mar 21, 2011
•  IMN: Sold 1,000 shares @ 66.76
 o  Concerns over failed merger with Lundin Mining and the mining law repeal in Panama (affecting IMN’s Cobre Panama 

mine)
 o  However, profitability ratios indicate that the company is in good shape and valuation measures indicate that there is 

still some upside potential
•  AGU: Sold 6,000 shares @ 86.00
 o Profitability analysis indicates that it is lagging behind Potash Corporation 
 o  At the same time, Agrium ranked better in terms of liquidity ratios suggesting that it would outperform POT in a down 

market
 o Valuation measures indicate that Agrium still has some upside potential
•  S: Bought 15,000 shares @ 7.918.
 o Strong Q4 earnings driven by record production at metals and coal operations
 o  Positive growth outlook at the Ambatovy mine, the world’s largest laterite nickel property, starting production in summer 

of 2011
 o Valuation measures indicate that it is undervalued relative to peers

Strategy for Upcoming Quarters
Materials – Investors began taking profits off the table at the beginning and end of the quarter, with the latter due to the risk-trade 
coming back into play as investors became more cautious when recent fiscal deterioration and long-term fiscal pressures caused 
S&P to revise its US debt outlook to negative. This caused copper to commence its descent downward dragging down our base 
metal holdings. Precious metal holdings also decreased as investors took profits from an extremely hot gold and silver environ-
ment. We continue to have a positive outlook for this Sector and maintain an overweight position. We remain bullish on precious 
metals and are using this pullback as potential buying opportunities. Base metal prices are still strong despite coming off from 
their highs, but it may be prudent to reduce our overweight in this subsector at these levels. We are maintaining market-weight in 
agriculture as we believe this sector is currently fairly priced.
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Energy - With the recent surge in oil prices, the Canadian Equity team has taken some profits off the table from Energy stocks that 
have performed well during this surge. We have sold off our position in Canadian Oil Sands Limited due to limited future organic 
growth and an overbought oil environment. However, the strategic asset allocation is to maintain over-weight in the Energy Sector 
and market-weight for the upcoming quarter. As such, funds received from this sale will be used towards diversifying within the 
Sector and buying back into the oil subsector on subsequent weakness in oil shares. The recent nuclear incident in Japan has 
prompted the team to research potential uranium and alternative energy stocks as a complement to existing energy holdings. 
Research is currently being conducted on Cameco Corporation as a potential buy opportunity.

Financials – On the heels of a great quarter from our financial holdings, we remain to look for any hints of an upcoming interest 
rate increase from the Bank of Canada. On April 19, CPI released March 2011 trailing twelve month inflation numbers, coming 
in much higher than anticipated at 3.3% (up from 2.2% in February 2011) due to high energy prices. We will continue to monitor 
inflation, especially for the month of April, as a further increase will likely prompt Bank of Canada officials to increase interest 
rates in the summer. We continue to maintain a market-weight position in the sector with a close eye on inflation and hints of 
interest rate movements.

Others – Supplemented by our US counterparts we remain underweight in the Industrials and Health Care Sectors. We are opti-
mistic on the Consumer Staples Sector as we believe markets will remain fairly volatile. However, we are maintaining a market-
weight in Consumer Discretionary, Telecommunication, Utilities, and Information Technology. This quarter we will look at the effect 
of a high CAD on the manufacturing industry and companies which will profit in a high inflationary environment.
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Company Statistics
Price $7.08
Date of Price 25-Mar-11
52-week Range $2.15 - $8.65
Shares Outstanding 283.215M
Market Cap $2005.17M
Current Dividend NA
Dividend Yield NA
NAVPS $1.68       
EV/DACF 29.29 
P/B (MRQ) 4.20        
Target Price $8.50-$10.95
Target Price Date 25-Mar-2010
Rating Sector Outperform      

Company Description
BlackPearl Resources Inc. is an oil and gas exploration and development company. 
The Company’s focus is North American heavy oil and gas, specifically in Alberta 
and Saskatchewan. The majority of the production comes from its three core sites: 
Blackrod, Onion Lake and Mooney. At the end of 2010, the company announced 
proved and probable reserves totalling 24.8 MM Boe and year-end production of 
8,000 Boe /d. 

Onion Lake Mooney Blackrod

Production (Boe/d) 6,000 900 -

Potential production (Boe/d) 15,000 10,000 70,000

2P1 reserves (mm Boe) 13 11 -

Contingent Reserves (mm Boe) 80 40 619
Table 1: Source Black Pearl Resources

Share Price

Exhibit 1: Source Bloomberg

Investment Highlights
•   Low cost structure and no debt. A price of US$50 to US$60 per barrel WTI  is 

required for projects to generate an acceptable Return on Invested Capital. 
•   Leverage on heavy oil prices; heavy oil comprises 92% of total production and 

98% of total reserves. 
•  The company does not hedge for any of its risks
•   Top notch management team that inspires confidence among investors. Before 

coming to BlackPearl they successfully ran Blackrock Ventures, which was sold 
for CA $ 2.4 billion in 2006. 

BLACK PEARL (TSE: PXX) 
Initiating Coverage with Sector Outperform Rating

CANADIAN EQUITY RESEARCH
Energy  FEBRUARY 24, 2011

Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
report is intended for use only by the SIAS 
Fund, a subset of the SFU Endowment 
Fund. As of the report date, the author 
has no financial interest in Black Pearl 
Resources. 
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Investment Risks
Commodity price risk represents one of the biggest challenges for the company as they do not hedge for this type of risk. At 
current prices we know that earnings will keep increasing, as a $1.00 change in oil prices will alter earnings by approximately 
$1.2 million (based on 2009 results), we can see this relation in Exhibit 2. Due to its focus on heavy oil, the effect of low natural gas 
prices will not have a major effect in BlackPearl’s earnings. 

Foreign currency risk is important for the company as prices received for the commodities are priced in USD. Using 2009 results, 
a $0.10 increase in the exchange rate would reduce after tax earnings by $543,000, due to an increase in exchange rate loss. As oil 
prices surge, demand for CAD increases, thus increasing its value over the USD. This is a potential downward risk as the company 
is not hedged for this. 

Crude oil vs. EPS

Exhibit 2: Source Bloomberg

Operational risk includes producing reserves at a profitable price and uncertainties associated with estimating the quantity of 
recoverable reserves using current technology. Finally, BlackPearl faces risk associated with setting up operations in Blackrod 
because it has to obtain drilling licenses and other regulatory consents and approvals, which will be very important as BlackPearl 
will be filing a commercial application to produce 40,000 Boe/d by the end of 2011. 

Industry Outlook
Uprisings in North Africa and the Middle East, especially Libya (supplies 2% of global oil), has the markets worrying about a drastic 
reduction in the supply of oil, augmenting the prices even more. However, high oil prices will make us reconsider the positive 
growth forecast of 4% for global GDP, as business and consumers start to see the effects of an increased price of oil, thus lowering 
the demand for energy. 

Exhibit 3: Source Bloomberg
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BlackPearl is located in Western Canada, where it competes with many junior exploration and production companies, mainly in 
the Athabasca oil region. Those which made a bet for natural gas are suffering the consequences of low gas prices, after its peak 
in 2006. On the other hand, companies that focused on heavy oil production will continue benefiting as prices continue to surge. 

Heavy oil differentials have been narrowing in the last few years due to increasing pipeline access to the US, improved heavy oil 
refining capacity in the Gulf Coast, and a reduction in the world supply of oil. This is very positive for the industry as it will improve 
its profitability, especially to those operating in Alberta’s oil sands, which has an average API gravity of 8 °API or what would be 
classified as bitumen.

Growth Forecast and Earnings Outlook
Earnings have been increasing steadily since 2009 and we can expect that they will continue growing in the coming year. The 
company will increase its capital expenditure approximately 30% to nearly CA $150 million in 2011 to complete the construction 
of the SAGD pilot and begin steaming at Blackrod; drill 100-110 more wells at its Onion lake facility and upgrade facilities at its 
other sites. If everything goes as planned they should be producing 11,000-13,000 Boe/d by the end of 2011, which represents an 
increase of 27-54% compared to 2010.

The company is fully funded for its 2011 operations and will have no problem completing the projects mentioned above. In addition, 
management has a great reputation from its previous work at Blackrock, which was sold to Shell for CA$2.4 billion in 2006. 
Investors trust management and since 2009, they have shown positive results. The company will therefore not have any problems 
raising funds for its future projects which are estimated to require a capital investment of CA$1 billion over the next 10 years, 
although the majority is expected to come from estimated future cash flow of at least CA$500 million in the next 4 years (Black 
Pearl Resources Inc., 2011). 

With increased confidence of the quality of BlackPearl’s resource at Blackrod and high probability that most of its contingent 
resources will be recoverable in the near future, some analysts estimate a 10% increase on future reserve assumptions (Keppler 
& Watson, 2011). 

Oil prices are expected to keep increasing, or at least remain above the US$90 line (Businessweek, 2011), which will be enough for 
the company to maintain a healthy cash flow to finance its current and future ventures. 

Valuation Analysis 
Based on a price of CA$7.08, BlackPearl has a P/NAV1 of 4.20x, an EV/DACF of 29.29x and a P/CF of 23.36x, compared to its peers 
average value of 2.47x, 18.14x and 16.11x respectively. Although these are all higher than peers we believe there is a premium that 
should be placed on BlackPearl given its stromg management and production growth.

In order to find a target price we will use the P/CF multiple2. Bloomberg has a forward CF per share of $0.528; applying a peer 
average multiple of 16.11x we get a target price CA$8.50. In addition, another peer average multiple was calculated: Blackrock 
Ventures, the firm previously run and sold by BlackPearl’s management had a P/CF of 34.61x. Allocating a weight of 25% to 
Blackrock Ventures P/CF and 75% to the industry P/CF, we calculate a weighted average of 20.73x. By multiplying the future cash 
flow of 0.528 by our 20.73x multiple, we calculate a target price of CA$10.95, allowing us to have a range of expected prices. This 
is valuable because it allows us to account for the experience management brings to BlackPearl. 

It is important to keep in mind that comparing BlackPearl to its peers is a hard task, due to its high leverage to heavy oil, compared 
to most companies in the industry that have a substantial business mix of oil and gas. This is another reason why the multiples 
appear to be considerably higher for BlackPearl. 
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Complete name Ticker NAV P/NAV EV/DACF EV/CF P/CF

BlackPearl Resources TSE:PXX 1.68 4.20 29.30 25.66 32.36

Paramount Resources Ltd. TSE:POU 10.45 3.24 45.90 40.97 38.71

Rock Energy Inc. TSE:RE 3.22 1.71 7.65 7.01 6.46

Birchcliff Energy Ltd. TSE:BIR 4.43 2.75 18.09 17.33 19.05

NuVista Energy Ltd. TSE:NVA 10.13 0.98 7.34 7.52 5.25

Twin Butte Energy Ltd. TSE:TBE 1.44 2.26 11.97  N/A 14.66

Chinook Energy Inc. TSE:CKE 0.48 4.24 N/A  N/A  N/A

Emerge Oil & Gas Inc. TSE:EME 1.17 2.62 10.65 13.41 9.39

Legacy Oil and Gas Inc. TSE:LEG 8.62 1.75 18.08 19.52 13.17

PetroBakken Energy Ltd. TSE:PBN 17.43 1.03 6.86 10.06 5.89

 Average 5.91 2.48 17.32 17.69 16.11
Table 2: Source Bloomberg

Recommendation
The company currently trades at a discount compared to its target price. Exposure to heavy-oil, top notch management and a 
promising future at its Blackrod site makes this a buy recommendation on PXX. 

_______________________

Black Pearl Resources Inc. (2011, March 1). Presentations. Retrieved March 24, 2011, from Black Pearl Resources: http://www.blackpearlresources.ca/s/
Presentations.asp

Businessweek. (2011, March 18). Bloomberg. Retrieved March 24, 2011, from BusinessWeek: http://www.businessweek.com/news/2011-03-18/oil-surges-
on-libya-action-credit-suisse-raises-brent-forecast.html

Keppler, T., & Watson, B. (2011). Black Pearl Resources. Cormark Securities Inc.

1 Proven and Probable reserves
2  P/E ratio cannot be used to value this company correctly due to the negative EPS. CF is a good measure of BlackPearl performance as it is positive and 

recurring. In addition, we have confidence on the forward values used, thus reducing the subjectivity of our estimate. 
i NAV is based on a per share basis. This NAV was calculated using the Balance sheet as total Assets – Total Liabilities. 
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Company Statistics
Price $31.22
Date of Price 18-March-11
52-week Range $24.98 - 33.94
Shares Outstanding 484.4M
Market Cap $15,122.96M
Current Dividend $0.80 
Dividend Yield 2.56%
P/E 18.31x
EPS $1.71
P/B 3.82x
Target Price $28.48
Target Price Date 18-Mar-12
Rating  Sector Underperform

Five-Year Stock Price History

Company Description
Canadian Oil Sands Limited is based in Calgary, Alberta and is the largest owner 
of the Syncrude joint venture. COS holds 36.74% working interest and effective 
January 2011, it has reorganized into a corporate structure, from the previously 
held trust structure. Imperial Oil (25%), Suncor (12%) & four others companies 
contribute to the remaining interest of 26.26%. Syncrude Canada Ltd started in 
1978 and is the operator of the Syncrude joint venture and has an average produc-
tion capacity of 350,000 barrels per day with an estimated reserve life of 44 years. 
It extracts bitumen and converts it into synthetic light crude oil (“SCO”). The major 
customers for COS are oil refineries based in the US and Canada with two of them 
contributing more than 10% of total revenues each. The company operates in the 
business segment of oil production, the only reportable segment. 

Investment Summary  
Industry outperformer but currently overvalued: Canadian Oil Sands Ltd. has been 
relatively outperforming its peers in terms of profitability. The outperformance 
has been principally driven by resilient management, supporting economic im-
provement and events resulting in spiking oil prices, in turn driving sales recogni-
tions. However, the recent change in legal structure coupled with CAPEX plans will 
probably affect dividend payout and impact revenues and earnings. Further, envi-
ronment protection laws against disproportionately high emissions from oil sand 
operations add additional constraints to the profitability of oil sand companies. The 
stock is trading at a current P/E of 18.31x on FY10 EPS of CA$1.71. The forward 
P/E based on estimated EPS of CA$1.93 & CA$2.08 for FY11 and FY12 is 16.19x & 
14.99x respectively. COS currently seems to be a pure oil play and we do not expect 
significant upside apart from possible short term fluctuations based on crude oil 
price movements. We valued the stock using FCFF and comparables methodology 
and conclude that the stock is currently overvalued. We recommend selling the 
stock with a one year price target of CA$28.48.

Investment Highlights
Conversion to corporate structure: an attraction for confined investors but a hit 
to dividend yield – Motivated by alterations in the tax structure effective FY 2011, 
COS completed the conversion from a trust structure to a corporate structure on 
December 31, 2010. The Company is likely to benefit from the new structure by 
attracting and allowing foreign investors, who were otherwise not permitted to 
invest in trust type structure companies. Further, with the change coming into 
play, the 49% investment limit constraint is also removed. Changes to both regula-
tions opens up supplementary financing through equity dilution, if required. On the 
flip side the conversion is expected to hit the dividend yield of investors (the main 

CANADIAN OIL SANDS LTD. (TSE: COS) 
Existing Coverage with Sell Rating

CANADIAN EQUITY RESEARCH
Energy  MARCH 18, 2011

Disclosures
This report was prepared in accordance with 
the Code of Ethics and Standards of Profes-
sional Conduct adopted by the Chartered 
Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a 
subset of the SFU Endowment Fund. As of 
the report date, the author has no financial 
interest in [Canadian Oil Sands Ltd.].
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Investment Summary                                         
Industry outperformer but: Canadian Oil Sands Ltd. has 
been relatively outperforming its peers in terms of 
profitability. The outperformance has been principally driven 
by resilient management, supporting economic improvement 
and events resulting in spiking oil prices, in turn driving sales 
recognitions. However, the recent change in legal structure, 
coupled with CAPEX plans will probably affect dividend 
payout and delay revenues and earnings.  Further, 
environment protection laws against disproportionately high 
emissions from oil sand operations add additional constraints 
to the profitability of oil sand companies. The stock is trading 
at a current P/E of 18.31x on FY10 EPS of CA$1.71. The 
forward P/E based on estimated EPS of CA$1.93 & CA$2.08 
for FY11 and FY12 is 16.19x & 14.99x respectively. COS 
currently seems to be a pure  oil play and we do not expect 
significant upside apart from possible short term fluctuations 
based on crude oil price movements. We valued the stock 
using FCFF and comparables methodology and conclude that 
the stock is currently overvalued. We recommend selling the 
stock with a one year price target of CA$28.48. 
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reason for investment in trust companies), consequently passing tax liabilities 
on dividend distributions to investors. The company announced a massive cut of 
60% in dividend payout following the conversion into corporate structure, hurting 
demand for investment in the Company.

Surging Oil Sand exploration: Bone of contention for agencies and the business – 
Exploration of Oil Sands is certainly an economic boon for the Canadian economy. 
1The Oil Sands represent more than 85% of the world’s reserves of natural 
bitumen (40% of the combined crude bitumen and extra-heavy crude oil reserves 
in the world). In contrast, it causes 37.2 mega tonnes of greenhouse gases being 
released each year, which is relatively much more than that caused by conventional 
oil exploration, for the same quantity of oil produced. It represents 5% of Canada’s 
emissions and 0.1% of the world’s total greenhouse gas emissions. Furthermore, 
the government of Alberta intends to increase the financial guarantee (the amount 
currently paid by the Oil Sands’ companies as a responsibility for environmental 
clean-ups) up-to threefold. The current program bases the amount of security on 
how much land a company plans to disturb in the coming year. But the new plan will require companies to put up CA$30 million in 
guarantees for a mine and CA$60 million for a mine and an upgrade. This could result in constrained cash flows and margins for 
oil sand companies. 

Industry Outlook
Growth: Certain in the cards, nevertheless tweaked by political & natural catastrophes – crisis and recession have always been 
part of economic cycles, with each crisis paving the way for new opportunities. Growth of the energy sector is predominantly 
dependant on economic output which fuels the demand for energy consumption. The crisis in 2008 led energy prices to record lows 
of USD 35 per barrel from highs of USD 148 per barrel. We believe a significant recovery in the world economy will occur in the 
next 2-3 years, with indications of economic resurrection being visible since the second half of FY 2010. IMF estimates world GDP 
growth of 4% in FY2011. According to the Energy Information Administration (EIA), with Governments across the globe tightening 
emission norms, world demand for energy is expected to grow by 1.2% per year on an average from 2008 through 2035. This is 0.2% 
lower than current levels. A surge in inventories and price of oil in tandem with improvements in retail spending indicate expanding 
demand. We expect short term escalation in crude oil prices determined by supply disruptions fuelled by political turmoil in oil 
producing countries like Egypt & Libya, recently coupled with a surge in demand from Asia, especially China and India. 2The current 
situation in Libya increases oil market uncertainty because, according to various reports, much of the country’s 1.8-million bbl/d 
total liquids production has been shut off and it is yet unclear how long this situation will continue. The market remains concerned 
that unrest in the region could continue to spread. On the other hand, the demand from Asia is likely to partially offset the dip in 
demand from Japan, post-tsunami. 

2World crude oil and liquid fuels consumption in 2010 grew by an estimated 2.4 million bbl/d in 2010 to 86.7 million bbl/d, the 
second largest annual increase in at least 30 years. This growth more than offset the reductions in demand during the prior two 
years and surpassed the 2007 consumption level of 86.3 million bbl/d. EIA estimates world liquid fuels consumption to grow by 
1.5 million bbl/d in 2011 and by an additional 1.7 million bbl/d in 2012. WTI crude oil spot prices averaged US$88.58 per barrel in 
February, slightly lower than the January average. Growing volumes of Canadian crude oil exported to the United States contrib-
uted to record-high storage levels at Cushing, Oklahoma, and a price discount for WTI compared with similar quality world crudes 
such as Brent crude oil. We believe oil prices will maintain at current levels, low three digits, for the next couple of years, moving in 
tandem with economic growth. However an excess price rise beyond levels of US$120 per barrel is likely to counteract the growth 
and may lead to a double dip recession. This may happen due to an increase in fiscal deficit and inflation in economies leading to 
lower GDP, from an excess increase in oil prices. Average realization for WTI crude oil is projected to be around US$100 per barrels 
this year, marginally higher than last year. 

5 Year PE Ratio and Annualized EPS
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Investment Summary                                         
Industry outperformer but: Canadian Oil Sands Ltd. has 
been relatively outperforming its peers in terms of 
profitability. The outperformance has been principally driven 
by resilient management, supporting economic improvement 
and events resulting in spiking oil prices, in turn driving sales 
recognitions. However, the recent change in legal structure, 
coupled with CAPEX plans will probably affect dividend 
payout and delay revenues and earnings.  Further, 
environment protection laws against disproportionately high 
emissions from oil sand operations add additional constraints 
to the profitability of oil sand companies. The stock is trading 
at a current P/E of 18.31x on FY10 EPS of CA$1.71. The 
forward P/E based on estimated EPS of CA$1.93 & CA$2.08 
for FY11 and FY12 is 16.19x & 14.99x respectively. COS 
currently seems to be a pure  oil play and we do not expect 
significant upside apart from possible short term fluctuations 
based on crude oil price movements. We valued the stock 
using FCFF and comparables methodology and conclude that 
the stock is currently overvalued. We recommend selling the 
stock with a one year price target of CA$28.48. 
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The above chart presents the future incremental demand outlook for energy for varying fuels and different regions of the world. The 
graph depicts major demand for gas, which is a cleaner fuel in comparison to oil and coal thus indicating a shift towards cleaner 
sources of energy. But increment in demand for cleaner fuel options like nuclear, biomass, and others is assessed to remain low 
in view of supply, infrastructural, operational, and technical constraints. Geography wise, China and non OECD (Organization for 
Economic and Cooperation and Development) countries combined are foreseen to be growth engines for virtually all major sources 
of energy, primarily oil, coal and gas. Interestingly OECD countries have negative demand for non- replenishable and non-cleaner 
fuels namely coal and oil, but are anticipated to contribute significantly to demand for cleaner and renewable sources like biomass. 
To conclude we advocate that world is still striving to catch up with sources of cleaner and renewable sources of energy to meet 
excess demand for available resources for clean and renewable fuels. Further, corresponding infrastructural and technological 
shifts for use of cleaner and renewable sources of energy is another major challenge, to be coped with, which does not appear to 
be likely for the next 5-10 years. Hence oil and gas are very likely to remain in demand though at a marginally decreasing rate. We 
recommend going overweight on overall oil and energy sector in the long term, with market weight on a short term basis. 

Growth Forecast and Earnings Outlook
Sluggish revenue growth – COS has witnessed a CAGR of 10.8% in revenues over last decade, however wavered economic outlook 
and economic catastrophes tangled with moderate production volumes in FY11 could derail the revenue growth in near future. Any 
push to revenues through economic expansion is likely to be offset by sluggish production volumes. 

Production output is projected to grow moderately to the range of 37-42 million barrels, by nearly 5% in FY2011, as per man-
agement guidance. We believe revenue growth to plunge to 8% per year (to CA$3,736 million in FY2011) for the next two years, 
which is marginally higher than the adjusted management’s guidance of about CA$ 3,542 million. The management guidance for 
revenues in FY11 stands at CA$3,188 million and excludes the effect of transportation and purchase cost. Assuming transportation 
and purchase cost as 10% of total estimated sales, adjusted management guidance stands at CA$3,542 million. Higher revenue 
estimates in comparisons to management estimates is attributed to mounting crude prices. Each 1$ rise in WTI crude oil price 
adds $31 million in revenues for Canadian Oil Sands Ltd, however higher crude prices are unlikely to sustain for long givenin 
economic volatility around the world. Also COS is an exporter to US, so a Loonie below parity relative to USD favours revenue 
growth. Nonetheless considering the current exchange rate and economic comparisons the same is expected to hold in coming 
years thus hampering the future revenue growth.

Poised Balance Sheet but debt a concern – The Company maintains a healthy balance sheet relative to its peers, driven by man-
agement efforts to maintain low debt levels. ROE and Asset turnover ratio as of FY10 stands at 20.87% (Industry average 13.92%) 
and 0.49 (Industry average 0.59). Further, debt to equity ratio as of FY2010 stands at 31.06% compared to the industry average 
of 35.45%. Management has been able to successfully maintain debt to book capitalization below 55%. In contrast, in terms of 
absolute dollar amount, debt level will probably remain around CA$1 billion in coming years, which is required for funding high 
future CAPEX plans. Though the total debt of COS has come down from CA$1,644 million in FY2006 to CA$1,252 million in FY10, 
the absolute amount of debt on balance sheet is still a concern. It can significantly dent margins with rise in interest rates. Interest 
rates are predicted to go up initially at a slower rate but would certainly pick up in accordance with economic expansion. 
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Investment Summary                                         
Industry outperformer but: Canadian Oil Sands Ltd. has 
been relatively outperforming its peers in terms of 
profitability. The outperformance has been principally driven 
by resilient management, supporting economic improvement 
and events resulting in spiking oil prices, in turn driving sales 
recognitions. However, the recent change in legal structure, 
coupled with CAPEX plans will probably affect dividend 
payout and delay revenues and earnings.  Further, 
environment protection laws against disproportionately high 
emissions from oil sand operations add additional constraints 
to the profitability of oil sand companies. The stock is trading 
at a current P/E of 18.31x on FY10 EPS of CA$1.71. The 
forward P/E based on estimated EPS of CA$1.93 & CA$2.08 
for FY11 and FY12 is 16.19x & 14.99x respectively. COS 
currently seems to be a pure  oil play and we do not expect 
significant upside apart from possible short term fluctuations 
based on crude oil price movements. We valued the stock 
using FCFF and comparables methodology and conclude that 
the stock is currently overvalued. We recommend selling the 
stock with a one year price target of CA$28.48. 
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Surging CAPEX to hinder FCF per share - Amid dawdling economic growth, the new structure and recent outages in mining & pro-
duction, COS, announced more than anticipated CAPEX of CA$927 million compared to CA$506 million in FY2010. This is further 
expected to affect the dividend payout to investors. The CAPEX announced is attributed to mine train relocations/replacements, 
& Syncrude emissions reduction project. We believe the trend will continue and expect CAPEX for the Company to remain on the 
higher side, in the range of about 25% of revenues in the coming years. The expectation for high CAPEX is attributed to up gradation 
plans scheduled to be completed by the end of the decade. This would possibly diminish growth in free cash flow per share. Man-
agement estimates FCF per share of $0.68 in FY2011 relative to $1.47 per share in FY2010. 

Elevated profitability – The Company has been maintaining profitability higher than the industry average. The operating margin 
for FY10 stands at 26.7%, compared to the industry average of 10.22%. The significantly low industry average is attributed to nearly 
~15% operating margins for Encana Corp, excluding which the industry average soars up to 15.44%. Further given the fact that 
bitumen extraction from oil sands involves mainly fixed cost, both surge in volumes and realizations of high oil prices add to prof-
itability. On the contrary, estimated lower output in coming years could probably result in depressed operating margins. A drop 
in operating margins can be partially offset by higher sales recognition driven by escalating crude prices. Net margins in FY2010 
improved to 25.61% compared to 15.5% in FY2009 and are anticipated to move in line with operating margins. 

Peer Comparison
Name Mkt 

Cap
P/E EV/

Sales
EV/

EBITDA
EV/

EBIT
Debt/

MC
Div 
Yld

P/B ROE FCF/
Shr

Asset 
Turnover

Industry Average 24.96 22.51 2.55 8.19 15.14 0.20 2.11 2.26 13.92 -0.76 0.59

CANADIAN OIL SANDS 15.12 15.50 4.06 10.85 15.35 0.10 2.52 3.82 20.87 1.35 0.49

IMPERIAL OIL LTD 42.54 16.23 1.48 9.80 12.40 0.02 0.87 3.08 21.44 -0.76 1.24

CENOVUS ENERGY 27.23 31.40 2.20 10.58 20.57 0.15 2.19 2.5 9.85 0.51 0.58

HUSKY ENERGY 26.45 19.24 1.52 7.14 15.43 0.18 4.02 1.53 7.84 -1.34 0.66

ENCANA CORP 24.74 32.51 3.42 5.65 15.76 0.35 2.30 1.24 8.83 -3.82 0.29

NEXEN INC 13.65 20.18 2.63 5.14 11.36 0.42 0.77 1.38 14.70 -0.48 0.27
* Source Bloomberg – Figures as on FY ending 2010

Valuations  
Better placed than peers in terms of profitability, but concerns about trading multiples’ absolute performance going forward - 
As indicated in peer valuation, COS trades at higher P/B, EV/Sales, & EV/EBITDA compared to peers. While the said higher trading 
multiples represent possible overvaluation of COS against industry, lower PE (15.5) ratio than industry with expected EPS growth 
of 13% leads to PEG ratio of 1.2 (> 1) also indicating the overpricing of COS. We evaluated COS using FCFF model and comparables 
to arrive at a fair value of $28.48. We forecast revenue growth to dip down to 8% for next two years and then to improve to 13% 
in later years. The perpetuity growth rate for revenue is 3.5%. OCF as a proportion to revenues are poised to stand at 37% with 
either side movement following operating profits. We estimate the change in revenue to CAPEX ratio to be 0.5 for the next 4 years 
requiring high CAPEX for maintenance and capacity additions. It is projected to improve further to 1.5 as the production improves 
after completion of planned up gradation and maintenance. Applying 8.41% weighted average cost of capital (WACC), assuming 
22.51x P/E multiple with above forecasted parameters we arrive at an intrinsic fair value of CA$28.48. The target price has weights 
of 75% and 25% in FCFF and comparables approach. The assessed price indicates a potential downside of 8.77%. 

Recommendation
The stock is trading at P/E of 18.31x with a FY10 EPS of $1.71. Given the FCFF valuations and predicted performance of the 
company, we believe the stock is currently overvalued. Marginal escalation in crude prices can artificially push up the stock price 
on a short term basis but difficult to sustain it in the long term on the back of changing fundamentals and future growth prospects. 
We believe the stock is currently an oil play with no significant value based on future growth and performance and hence 
recommend selling the stock with a target price of CA$28.48 in one year.
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Risks and Concerns
1.  Currency Risk – Majority of debt owed by COS is USD denominated, unfavourable appreciation of USD against CAD would lead to 

higher interest burden, and consequently hampering the Company’s bottom-line. On the flip side, COS being an exporter to US 
with sales and price of crude denominated in USD, depreciation of CAD relative to USD, partially off sets the impact on interest 
cost, saving bottom form being eroded away.

2.  Economic Risk – Demand for energy is significantly correlated with economic growth. Continued natural disasters such 
as recent series of floods, earthquakes and tsunami, and political turmoil are more than enough to push back the ongoing 
perturbed revival of global economy, thus hampering future growth of the Company. 

3.  Regulatory Risk – Greenhouse gases released during exploration from the Oil Sands leading to environmental hazards are 
major concerns for oil exploration from Oil Sand companies. Tightening regulations for environmental clean-up either during 
or after the process augments cost, thus any major change in government policy can be daunting.

4.  Supply Risk – Crude oil prices are majorly determined by demand supply gap, an excess supply with constant demand or 
constant supply with excess demand can lead to higher oil inventories, consequently lowering crude oil prices and thus revenues 
for COS too. 

5.  Customer concentration - COS has high customer concentration. Two of the customer`s contribute 10% each to the company’s 
revenue. Withdrawal of any customer will significantly impact the revenues for COS, hampering overall profitability. 

_______________________

*1 - Source – Wikipedia.Com
*2- Source – Energy Information Administration (EIA)
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Company Statistics
Price $34.02
Date of Price 18-March-2011
52-week Range $27.70 - $35.79
Shares Outstanding 735.322M
Market Cap $25,015.64M
Current Dividend $0.80
Dividend Yield 2.73%
P/E (T12M) 39.07X
EPS (T12M) 0.89
P/B (MRQ) 1.48X
12 Mo. Target Price $35.45 – $35.52 
Rating:  Sector Perform

EnCana Historical Stock Price

Company Description
EnCana Corporation (EnCana) is a natural gas company. The Company operates 
in two operating divisions: Canadian Division, which includes natural gas develop-
ment and production assets located in British Columbia and Alberta, and the Deep 
Panuke offshore natural gas project in Nova Scotia; and the USA Division, which 
includes the natural gas development and production assets located in the United 
States. EnCana’s operations are focused on exploiting North American long-life 
unconventional natural gas formations, including tight gas, shale’s and Coal Bed 
Methane (CBM). On November 30, 2009, EnCana completed a corporate reorganiza-
tion to split into two independent publicly traded energy companies: EnCana Corpo-
ration, a natural gas company, and Cenovus Energy Inc., an integrated oil company. 
The new ECA has one of the largest natural gas portfolios in North America. 

Investment Highlights
EnCana was the only North American company named to the Oil and Gas 
Producers’ sector of the 2010 Dow Jones Sustainability World Index and one of 
only 12 companies named to the sector worldwide. The world index recognizes a 
select list of 318 companies globally in 57 sectors and 27 countries. EnCana was 
also named as a “sustainability leader” in its sector. This is the fifth year in a row 
they have been named to both the Dow Jones Sustainability World Index and the 
Dow Jones Sustainability North America Index. EnCana was also the top Canadian 
firm on Corporate Knights Magazine’s Global 100 Most Sustainable Corporations 
list released January 29 in Davos, Switzerland. 

In November 2009, ECA split into two entities: a natural gas company, remaining 
EnCana Corp., and an integrated oil company, Cenovus Energy Inc (CVE). We 
believe the deal has allowed ECA to sharpen its focus and allocate resources to 
higher growth unconventional natural gas plays, positioning ECA to take advantage 
of an eventual rebound in gas markets. As demonstrated in 2009 and 2010, ECA 
has shown the ability to cut costs while raising production levels through improve-
ments in technology, economies of scale, and cost deflation. Independent qualified 
reserves evaluators have identified estimated proven reserves of 12.8 Tcfe, 
probable reserves of 6.7 Tcfe and possible reserves of 4.2 Tcfe, for a total of 23.7 
Tcfe on EnCana’s land base. Above and beyond these reserves, the evaluators have 
also identified economic contingent resources ranging from 16 Tcfe at the low end, 
36 Tcfe as a best estimate basis, to 58 Tcfe at the high end as of the end of 2009. 
This robust resource base, concentrated in many of North America’s lowest cost 
natural gas basins, is also the fundamental reason behind EnCana’s confidence in 
its ability to achieve predictable, low-cost production growth and its potential to 
double production over the next five years. 

ENCANA CORPORATION (TSE: ECA) 
Existing Coverage with a Hold Rating

CANADIAN EQUITY RESEARCH
Energy Sector  MARCH 18, 2011

Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
report is intended for use only by the SIAS 
Fund, a subset of the SFU Endowment 
Fund. As of the report date, the author has 
no financial interest in EnCana Corp. 
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EnCana Corporation (TSE:ECA) 
Existing Coverage with a Hold Rating  
 
Price $34.02 
Date of Price 18-March-2011 
52-week Range $27.70 - $35.79 
Shares Outstanding 735.322M 
Market Cap $25,015.64M 

Current Dividend $0.80 
Dividend Yield 2.73% 
P/E (T12M) 39.07X 
EPS (T12M) 0.89 
P/B (MRQ) 1.48X 

12 Mo. Target Price $35.45 – $35.52  
Rating: Sector Perform 
 

 

Company Description:  
EnCana Corporation (EnCana) is a natural gas company. The Company operates in two operating divisions: Canadian 
Division, which includes natural gas development and production assets located in British Columbia and Alberta, and 
the Deep Panuke offshore natural gas project in Nova Scotia; and the USA Division, which includes the natural gas 
development and production assets located in the United States. EnCana’s operations are focused on exploiting North 
American long-life unconventional natural gas formations, including tight gas, shale’s and Coal Bed Methane (CBM). 
On November 30, 2009, EnCana completed a corporate reorganization to split into two independent publicly traded 
energy companies: EnCana Corporation, a natural gas company, and Cenovus Energy Inc., an integrated oil company.  
The new ECA has one of the largest natural gas portfolios in North America.  
 

 
 

Investment Highlights 
EnCana was the only North American company named to the Oil and Gas Producers' sector of the 2010 Dow Jones 
Sustainability World Index and one of only 12 companies named to the sector worldwide. The world index recognizes 
a select list of 318 companies globally in 57 sectors and 27 countries. EnCana was also named as a "sustainability 
leader" in its sector. This is the fifth year in a row they have been named to both the Dow Jones Sustainability World 
Index and the Dow Jones Sustainability North America Index. EnCana was also the top Canadian firm on Corporate 
Knights Magazine's Global 100 Most Sustainable Corporations list released January 29 in Davos, Switzerland.  

In November 2009, ECA split into two entities: a natural gas company, remaining EnCana Corp., and an integrated oil 
company, Cenovus Energy Inc (CVE). We believe the deal has allowed ECA to sharpen its focus and allocate 
resources to higher growth unconventional natural gas plays, positioning ECA to take advantage of an eventual 
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Investment Risks
Risks to our recommendation and target price include unfavorable 
changes in geopolitical, economic, industrial and operating conditions, a 
sustained decline in oil and gas prices, and difficulty replacing reserves. 
As can be seen in the associated graph, a decrease in the price of the un-
derlying commodity has had an unfavorable effect on earnings per share. 
Yet when these prices increased in 2008, EnCana’s earnings increased 
drastically as well. As seen over the past five years, the company’s EPS 
seem to closely follow the same trend as Natural Gas Spot Prices.
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rebound in gas markets. As demonstrated in 2009 and 2010, ECA has shown the ability to cut costs while raising 
production levels through improvements in technology, economies of scale, and cost deflation. Independent qualified 
reserves evaluators have identified estimated proven reserves of 12.8 Tcfe, probable reserves of 6.7 Tcfe and possible 
reserves of 4.2 Tcfe, for a total of 23.7 Tcfe on EnCana’s land base. Above and beyond these reserves, the evaluators 
have also identified economic contingent resources ranging from 16 Tcfe at the low end, 36 Tcfe as a best estimate 
basis, to 58 Tcfe at the high end as of the end of 2009. This robust resource base, concentrated in many of North 
America’s lowest cost natural gas basins, is also the fundamental reason behind EnCana’s confidence in its ability to 
achieve predictable, low-cost production growth and its potential to double production over the next five years.  
 

Investment Risks 
Risks to our recommendation and target 
price include unfavorable changes in 
geopolitical, economic, industrial and 
operating conditions, a sustained decline 
in oil and gas prices, and difficulty 
replacing reserves. As can be seen in the 
associated graph, a decrease in the price of 
the underlying commodity has had an 
unfavorable effect on earnings per share. 
Yet when these prices increased in 2008, 
EnCana’s earnings increased drastically as 
well. As seen over the past five years, the 
company’s EPS seem to closely follow the 
same trend as Natural Gas Spot Prices. 
 

Industry Outlook 
EnCana competes in the Energy Industry, under the exploration and production segment for natural gas. The company 
competes in the North American market with some of the main competitors being Canadian Natural Resources Ltd., 
Talisman Energy Inc., Nexen Inc., Penn West Petroleum Ltd., and Husky Energy Inc. 
  
The overall outlook for the Energy Sector is strong over the next year. Oil and gas will see an increase in demand and 
prices as the global economy continues on its path to recovery. As of January, the U.S. Energy Information 
Administration (EIA) estimated that global oil demand expanded by 2.2 million b/d to 86.57 million b/d in 2010, and 
forecast growth of 1.67 MMb/d to 88.02 MMb/d in 2011 and 1.63 MMb/d to 89.65 MMb/d in 2012. Reflecting new 
OPEC capacity additions, the EIA estimated that global oil supply increased by 2.06 MMb/d to 86.40 million b/d in 
2010, and forecast growth of 1.33 MMb/d in 2011 and 1.53 MMb/d in 2012. On the other hand, Domestic E&P 
companies, historically heavily weighted toward natural gas, have begun to focus on unconventional oil resources, 
given the stronger economics for crude oil and NGLs. Natural gas prices have seen a substantial decline since early 
2009, attributable to the vast development of onshore shale plays. High inventory levels and increased production from 
onshore shale plays have pressured spot prices. Low natural gas prices will depress U.S. drilling activity in 2011. 

 
 

EPS vs. Natural Gas Prices

Industry Outlook
EnCana competes in the Energy Industry, under the exploration and production segment for natural gas. The company competes 
in the North American market with some of the main competitors being Canadian Natural Resources Ltd., Talisman Energy Inc., 
Nexen Inc., Penn West Petroleum Ltd., and Husky Energy Inc.

The overall outlook for the Energy Sector is strong over the next year. Oil and gas will see an increase in demand and prices as 
the global economy continues on its path to recovery. As of January, the U.S. Energy Information Administration (EIA) estimated 
that global oil demand expanded by 2.2 million b/d to 86.57 million b/d in 2010, and forecast growth of 1.67 MMb/d to 88.02 MMb/d 
in 2011 and 1.63 MMb/d to 89.65 MMb/d in 2012. Reflecting new OPEC capacity additions, the EIA estimated that global oil supply 
increased by 2.06 MMb/d to 86.40 million b/d in 2010, and forecast growth of 1.33 MMb/d in 2011 and 1.53 MMb/d in 2012. On the 
other hand, Domestic E&P companies, historically heavily weighted toward natural gas, have begun to focus on unconventional oil 
resources, given the stronger economics for crude oil and NGLs. Natural gas prices have seen a substantial decline since early 
2009, attributable to the vast development of onshore shale plays. High inventory levels and increased production from onshore 
shale plays have pressured spot prices. Low natural gas prices will depress U.S. drilling activity in 2011.
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rebound in gas markets. As demonstrated in 2009 and 2010, ECA has shown the ability to cut costs while raising 
production levels through improvements in technology, economies of scale, and cost deflation. Independent qualified 
reserves evaluators have identified estimated proven reserves of 12.8 Tcfe, probable reserves of 6.7 Tcfe and possible 
reserves of 4.2 Tcfe, for a total of 23.7 Tcfe on EnCana’s land base. Above and beyond these reserves, the evaluators 
have also identified economic contingent resources ranging from 16 Tcfe at the low end, 36 Tcfe as a best estimate 
basis, to 58 Tcfe at the high end as of the end of 2009. This robust resource base, concentrated in many of North 
America’s lowest cost natural gas basins, is also the fundamental reason behind EnCana’s confidence in its ability to 
achieve predictable, low-cost production growth and its potential to double production over the next five years.  
 

Investment Risks 
Risks to our recommendation and target 
price include unfavorable changes in 
geopolitical, economic, industrial and 
operating conditions, a sustained decline 
in oil and gas prices, and difficulty 
replacing reserves. As can be seen in the 
associated graph, a decrease in the price of 
the underlying commodity has had an 
unfavorable effect on earnings per share. 
Yet when these prices increased in 2008, 
EnCana’s earnings increased drastically as 
well. As seen over the past five years, the 
company’s EPS seem to closely follow the 
same trend as Natural Gas Spot Prices. 
 

Industry Outlook 
EnCana competes in the Energy Industry, under the exploration and production segment for natural gas. The company 
competes in the North American market with some of the main competitors being Canadian Natural Resources Ltd., 
Talisman Energy Inc., Nexen Inc., Penn West Petroleum Ltd., and Husky Energy Inc. 
  
The overall outlook for the Energy Sector is strong over the next year. Oil and gas will see an increase in demand and 
prices as the global economy continues on its path to recovery. As of January, the U.S. Energy Information 
Administration (EIA) estimated that global oil demand expanded by 2.2 million b/d to 86.57 million b/d in 2010, and 
forecast growth of 1.67 MMb/d to 88.02 MMb/d in 2011 and 1.63 MMb/d to 89.65 MMb/d in 2012. Reflecting new 
OPEC capacity additions, the EIA estimated that global oil supply increased by 2.06 MMb/d to 86.40 million b/d in 
2010, and forecast growth of 1.33 MMb/d in 2011 and 1.53 MMb/d in 2012. On the other hand, Domestic E&P 
companies, historically heavily weighted toward natural gas, have begun to focus on unconventional oil resources, 
given the stronger economics for crude oil and NGLs. Natural gas prices have seen a substantial decline since early 
2009, attributable to the vast development of onshore shale plays. High inventory levels and increased production from 
onshore shale plays have pressured spot prices. Low natural gas prices will depress U.S. drilling activity in 2011. 

 
 
Growth Forecast and Earnings Outlook
ECA has one of the largest natural gas portfolios in North 
America. It has a land position of 12.7 million net acres in 
the most prolific and lowest-cost resource plays, stretch-
ing from northeast British Columbia to Texas and Louisiana. 
ECA’s proven reserves are estimated at 12.8 Tcfe as of 
December 31, 2009, for a reserve life of about 12 years at 
current production rates of roughly 3 Bcfe/d. A recent in-
dependent assessment of ECA’s resource potential has 
assigned a low estimate of an additional 16 Tcfe of economi-
cally recoverable resources. EnCana announced that for 
fiscal 2011, it expects production to grow to between 3.475 
Bcfe/d and 3.525 Bcfe/d, or 5% to 7% on a per share basis. 
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Growth Forecast and Earnings Outlook 
ECA has one of the largest natural gas portfolios in North America. It has a land position of 12.7 million net acres in 
the most prolific and lowest-cost resource plays, stretching from northeast British Columbia to Texas and Louisiana. 
ECA's proven reserves are estimated at 12.8 Tcfe as of December 31, 2009, for a reserve life of about 12 years at 
current production rates of roughly 3 Bcfe/d. A recent independent assessment of ECA's resource potential has 
assigned a low estimate of an additional 16 Tcfe of economically recoverable resources. EnCana announced that for 
fiscal 2011, it expects production to grow to between 3.475 Bcfe/d and 3.525 Bcfe/d, or 5% to 7% on a per share basis.  

 

 
 
With a stated goal of 15% production CAGR through 2015, we believe ECA's capex will rise steadily, and in a difficult 
natural gas environment, could impede future return and growth expectations. ECA seems to have funded its 2010 
capex budget of $4.5 million internally with cash flow. However, from our expectation of a higher capex going 
forward and a lower percentage of hedged volumes, we see the possibility of higher debt levels unfolding. 

 
ECA also expects to add new production at an average cost of less than $4/Mcf. According to ECA, prices at $6 to 
$7/Mcf generate a very robust return of over 40%. The company's net margin has been higher than its Subsector 
average for each of the past five years. When compared to its closest Canadian Equity peer group average, EnCana’s 
profit margin has been almost continuously above average for the past 3 years. 

 

On 02/10/11, the company announced quarterly earnings of 0.09 per share, a negative surprise of -29.7% below the 
analyst consensus of 0.13. The Company’s $0.09 per share adjusted 4Q earnings reflected lower than anticipated 
oil/gas production and higher unit costs, primarily in the Canadian division. Over the past 4 quarters, EnCana has 
reported one positive (>2%) and three negative (<-2%) surprises. The average surprise for this period has been -15.6%. 
Furthermore, ECA's current quarter consensus estimate has decreased notably over the past 90 days from 0.22 to 0.16, 
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With a stated goal of 15% production CAGR through 2015, we believe ECA’s capex will rise steadily, and in a difficult natural gas 
environment, could impede future return and growth expectations. ECA seems to have funded its 2010 capex budget of $4.5 
million internally with cash flow. However, from our expectation of a higher capex going forward and a lower percentage of hedged 
volumes, we see the possibility of higher debt levels unfolding.

ECA also expects to add new production at an average cost of less 
than $4/Mcf. According to ECA, prices at $6 to $7/Mcf generate a 
very robust return of over 40%. The company’s net margin has been 
higher than its Subsector average for each of the past five years. When 
compared to its closest Canadian Equity peer group average, EnCana’s 
profit margin has been almost continuously above average for the past 
3 years.

On 02/10/11, the company announced quarterly earnings of 0.09 per share, a negative surprise of -29.7% below the analyst 
consensus of 0.13. The Company’s $0.09 per share adjusted 4Q earnings reflected lower than anticipated oil/gas production and 
higher unit costs, primarily in the Canadian division. Over the past 4 quarters, EnCana has reported one positive (>2%) and three 
negative (<-2%) surprises. The average surprise for this period has been -15.6%. Furthermore, ECA’s current quarter consensus 
estimate has decreased notably over the past 90 days from 0.22 to 0.16, a loss of -26.5%. This trails the Exploration & Prod Subsec-
tor’s average move of 0.0% during the same time period. 

Trailing 12 months Earnings Per Share, are slightly above the peer group average of 0.85 with 0.89. However, the median for this 
group is higher at 1.06 vs. 0.89. Forecast earnings per share for 2011 deliver yet another blow, as they are estimated to decrease to 
0.664, while average earnings per share for the closest Canadian Equity Peers are set to increase to 1.52, with the median at 1.51. 
In addition, by looking at the chart in the valuation section, we are able to see that EnCana’s EPS Growth is estimated at -16.8%, 
well below the average of 10.78%.

Valuation Analysis
Based on Trailing 12M P/E, ECA currently trades at a 25% discount to its closest Canadian Equity Oil and Gas Peers; it is currently 
valued at 39.07X with the peer average at 64.37X. This suggests the company is expected to grow at a slower rate than the peer 
average. Its forward P/E is estimated to largely increase to 52.38X over the 2011 year, more in line with the Exploration & Prod 
Subsector average P/E forecast of 53.49X. This increase may however be largely due to its lower forecast EPS. When compared to 
the whole Exploration & Prod Subsector, EnCana currently trades at a 3% premium for P/E. On average, the company has traded 
at a 57% Premium over this sector for the past five years.

EnCana’s price to book ratio shows a further discount when compared to its closest Canadian equities peers. It is currently valued 
at 1.48, while the average peer P/B is 2.08, with a median of 1.90. From a value perspective, EnCana’s stock has been significantly 
discounted by investors, creating potential upside should natural gas prices begin to rise. However, on the other hand, the consis-
tently decreasing earnings per share and low natural gas prices due to global large supply, along with a bleak view of high growth 
relative to its closest peers over the next year, could signify that the company’s potential is not expected to outperform the market.

The estimated earnings per share for the end of 2011 are 0.664; using this and the Exploration & Prod Subsector average forward 
P/E ratio of 53.49X leads us to a forward price of approximately $35.52. 

Alternatively, EnCana’s peer group has an average P/NAV of 2.055X, while Bloomberg Estimates for EnCana’s forward NAV are 
17.25. Using these two values we get an estimated forward price of $35.45.

EnCana (TSE: ECA)
Irina Nica
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Growth Forecast and Earnings Outlook 
ECA has one of the largest natural gas portfolios in North America. It has a land position of 12.7 million net acres in 
the most prolific and lowest-cost resource plays, stretching from northeast British Columbia to Texas and Louisiana. 
ECA's proven reserves are estimated at 12.8 Tcfe as of December 31, 2009, for a reserve life of about 12 years at 
current production rates of roughly 3 Bcfe/d. A recent independent assessment of ECA's resource potential has 
assigned a low estimate of an additional 16 Tcfe of economically recoverable resources. EnCana announced that for 
fiscal 2011, it expects production to grow to between 3.475 Bcfe/d and 3.525 Bcfe/d, or 5% to 7% on a per share basis.  

 

 
 
With a stated goal of 15% production CAGR through 2015, we believe ECA's capex will rise steadily, and in a difficult 
natural gas environment, could impede future return and growth expectations. ECA seems to have funded its 2010 
capex budget of $4.5 million internally with cash flow. However, from our expectation of a higher capex going 
forward and a lower percentage of hedged volumes, we see the possibility of higher debt levels unfolding. 

 
ECA also expects to add new production at an average cost of less than $4/Mcf. According to ECA, prices at $6 to 
$7/Mcf generate a very robust return of over 40%. The company's net margin has been higher than its Subsector 
average for each of the past five years. When compared to its closest Canadian Equity peer group average, EnCana’s 
profit margin has been almost continuously above average for the past 3 years. 

 

On 02/10/11, the company announced quarterly earnings of 0.09 per share, a negative surprise of -29.7% below the 
analyst consensus of 0.13. The Company’s $0.09 per share adjusted 4Q earnings reflected lower than anticipated 
oil/gas production and higher unit costs, primarily in the Canadian division. Over the past 4 quarters, EnCana has 
reported one positive (>2%) and three negative (<-2%) surprises. The average surprise for this period has been -15.6%. 
Furthermore, ECA's current quarter consensus estimate has decreased notably over the past 90 days from 0.22 to 0.16, 

Profit Margin
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Several other criteria for which to assess EnCana are shown in the table below.

P/NAV EV/
DACF

EV/Cash 
Flow

Beta Debt/
Capital

PEG EPS 
Growth

Cash 
Flow/
Share

P/BOE 
Reserves

Suncor Energy Inc. 1.904 10.74 12.95 1.44 24.92 0.68 70.30 3.51 17.93

Imperial Oil Ltd. 3.841 11.51 10.69 0.98 6.34 0.97 40.32 3.78 55.26

Husky Energy Inc. 1.724 7.84 10.20 1.16 21.28 0.89 -17.37 3.17 25.53

Cenovus Energy Inc. 2.816 11.18 11.00 N/A 27.36 1.18 6.12 3.45 16.96

Canadian Natural  
Resources Ltd.

2.537 8.96 9.05 1.43 28.83 2.26 6.85 5.78 21.30

Penn West Petroleum Ltd. 1.519 11.65 11.27 1.08 25.12 N/A N/A 2.75 22.95

Talisman Energy 2.374 7.65 7.25 1.17 28.53 0.55 N/A 3.40 21.50

Nexen Inc. 1.604 7.39 6.87 1.26 36.62 0.47 11.22 4.36 15.34

Canadian Oil Sands 3.922 13.00 11.46 1.31 24.02 6.33 105.62 2.52 16.14

Petrobank Energy Ltd. 0.536 4.59 6.36 1.39 25.80 0.35 -74.03 11.09 N/A

MEG Energy Corp. 2.428 45.76 82.25 N/A 20.34 N/A -37.84 0.43 N/A

OPTI Canada Inc. 0.068 -14.15 N/A 2.19 71.15 N/A 24.22 -1.33 N/A

EnCana Corp. 1.444 6.20 12.07 1.12 30.57 22.29 -16.80 3.20 11.09

Average 2.055 10.18 15.95 1.32 28.53 3.96 10.78 3.55 22.40

Median 1.904 8.96 10.84 1.26 25.80 0.93 6.85 3.40 19.61

Recommendation
As oversupply of natural gas has weakened prices, ECA has slowed drilling, aligning growth rates with expected cash flow – 
according to EnCana’s Annual Report, Cash Flow decreased in 2010 from consolidated 2009. On the other hand, there has been 
a favourable shift in management’s mindset indicated by the recent joint venture agreement with PetroChina. The Company’s 
decision to sell a 50% interest in the Company’s Cutbank Ridge/Montney unit to PetroChina is favourable and represents an indi-
cation of a shift to accelerated monetization of the Company’s resource base. EnCana states that this transaction is an important 
step forward in the plan announced last spring – to accelerate recognition of the value inherent in their vast natural gas resource 
portfolio. The joint venture is expected to develop existing EnCana lands at a rate that would be faster than would be achieved 
without the additional investment.

Based on the valuation and slower growth forecasts, we believe EnCana 
will sector perform and give a HOLD rating. The current EnCana SIAS 
weight is 2.7%, while the market weight is 1.42%. This means we are 
overweight in EnCana by 1.28%, and are not expecting it to outperform 
the market in 2011. The recommendation is thus to keep our holdings 
in EnCana unchanged or, more reasonably, to decrease our holdings to 
market weight and invest in energy stocks with higher potential. 
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Canadian Oil 
Sands 3.922 13.00 11.46 1.31 24.02 6.33 105.62 2.52 16.14 

Petrobank 
Energy Ltd. 0.536 4.59 6.36 1.39 25.80 0.35 -74.03 11.09 N/A 

MEG Energy 
Corp. 2.428 45.76 82.25 N/A 20.34 N/A -37.84 0.43 N/A 

OPTI Canada 
Inc. 0.068 -14.15 N/A 2.19 71.15 N/A 24.22 -1.33 N/A 

EnCana Corp. 1.444 6.20 12.07 1.12 30.57 22.29 -16.80 3.20 11.09 

          

Average 2.055 10.18 15.95 1.32 28.53 3.96 10.78 3.55 22.40 

Median 1.904 8.96 10.84 1.26 25.80 0.93 6.85 3.40 19.61 

 

Recommendation 
As oversupply of natural gas has weakened prices, ECA has slowed drilling, aligning growth rates with expected cash 
flow – according to EnCana’s Annual Report, Cash Flow decreased in 2010 from consolidated 2009. On the other 
hand, there has been a favourable shift in management’s mindset indicated by the recent joint venture agreement with 
PetroChina. The Company’s decision to sell a 50% interest in the Company’s Cutbank Ridge/Montney unit to 
PetroChina is favourable and represents an indication of a shift to accelerated monetization of the Company’s resource 
base. EnCana states that this transaction is an important step forward in the plan announced last spring – to accelerate 
recognition of the value inherent in their vast natural gas resource portfolio. The joint venture is expected to develop 
existing EnCana lands at a rate that would be faster than would be achieved without the additional investment. 
 
Based on the valuation and slower growth 
forecasts, we believe EnCana will sector 
perform and give a HOLD rating. The current 
EnCana SIAS weight is 2.7%, while the market 
weight is 1.42%. This means we are overweight 
in EnCana by 1.28%, and are not expecting it to 
outperform the market in 2011. The 
recommendation is thus to keep our holdings in 
EnCana unchanged or, more reasonably, to 
decrease our holdings to market weight and 
invest in energy stocks with higher potential.   
 
 
 
 
 

Note on Ratings 
Sector Outperform – stock is expected to outperform the average total return of the sector over the next 12 months. 
Sector Perform – stock is expected to perform approximately in line with the average total return over the next 12 months. 
Sector Underperform – stock is expected to underperform the average total return of the sector over the next 12 months. 
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Company Statistics
Price $93.39
Date of Price 03-Mar-2011
52-week Range $51.39 - $98.02
Shares Outstanding 157.675M
Market Cap $14,725.30M
Current Dividend $0.05
Dividend Yield 0.12%
P/E (T12M) 20.87x
EPS (T12M) $4.60
P/B (MRQ) 2.84x
Target Price $103.88
Target Price Date 03-Mar-2012
Rating  Sector Perform

Five Year Stock Price Performance

Company Description
Agrium Inc. is North America’s third largest fertilizer producer. The company 
produces and markets agricultural nutrients and industrial products such as 
nitrogen, potash, and phosphate. The retail unit of the company supplies agricul-
tural products and services in North and South America. The wholesale unit of 
Agrium distributes its products to customers globally.

Investment Highlights
Q4 2010 Profits Beats Analyst Estimates
•   Net income of $158 million ($1 per share) compared to $30 million ($0.19 per 

share) from Q4 2009.
•   Revenue of $2.3 billion compared to $1.4 billion from Q4 2009 and beating an 

average analyst estimate of $1.86 billion. 

Strong Potash Prices
•   Higher grain prices have given farmers incentive to apply more fertilizer (potash 

being the main ingredient)
•   From Q3 to Q4 of 2010, potash prices increased approximately 13.0% to $605.92 

and from Q4 to current, prices increased an additional 3.2% to $625.36

Investment Risks
Downside Risksi

•   Agrium holds a 26% interest in the MOPCO nitrogen facility in Egypt. Although 
this facility has continued to operate at normal levels through the recent period 
of political turmoil, the same cannot be said for all Egyptian nitrogen facilities. 

•   In 2010, several global crops reached record high price levels. Although the U.S. 
Department of Agriculture predicts that prices for crops such as corn, soybean, 
and cotton, will remain strong in 2011, fluctuation in the price of these crops will 
have material effects on Agrium’s earnings.

•   With India and China being the purchasers of product from Agrium, a decrease 
in demand from either of these countries could have adverse effects on Agrium’s 
earnings.

•   The recent flooding in eastern Australia has created excessive moisture levels 
effecting crops. The quality of wheat may be lowered as a result and spring 
seeded crops may be impacted in certain regions 

AGRIUM INC. (TSE: AGU) 
Existing Coverage – Hold at Market-weight
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Price $93.39 
Date of Price 03-Mar-2011 
52-week Range $51.39 - $98.02 
Shares Outstanding 157.675M 
Market Cap $14,725.30M 

Current Dividend $0.05 
Dividend Yield 0.12% 
P/E (T12M) 20.87x 
EPS (T12M) $4.60 
P/B (MRQ) 2.84x 

Target Price $103.88 
Target Price Date 03-Mar-2012 
Rating  Sector Perform 
 

 
Company	  Description:	  	  
Agrium Inc. is North America’s third largest fertilizer 
producer. The company produces and markets 
agricultural nutrients and industrial products such as 
nitrogen, potash, and phosphate. The retail unit of the 
company supplies agricultural products and services in 
North and South America. The wholesale unit of Agrium 
distributes its products to customers globally. 

 

Investment	  Highlights	  
Q4 2010 Profits Beats Analyst Estimates 

• Net income of $158 million ($1 per share) 
compared to $30 million ($0.19 per share) from Q4 
2009. 

• Revenue of $2.3 billion compared to $1.4 billion 
from Q4 2009 and beating an average analyst 
estimate of $1.86 billion.

 
Strong Potash Prices 

• Higher grain prices have given farmers incentive to 
apply more fertilizer (potash being the main 
ingredient) 

• From Q3 to Q4 of 2010, potash prices increased 
approximately 13.0% to $605.92 and from Q4 to 
current, prices increased an additional 3.2% to 
$625.36 

Investment	  Risks	  
Downside Risksi 

• Agrium holds a 26% interest in the MOPCO nitrogen 
facility in Egypt. Although this facility has continued 
to operate at normal levels through the recent period of 
political turmoil, the same cannot be said for all 
Egyptian nitrogen facilities.  

• In 2010, several global crops reached record high price 
levels. Although the U.S. Department of Agriculture 
predicts that prices for crops such as corn, soybean, and cotton, will remain strong in 2011, fluctuation in the price 
of these crops will have material effects on Agrium’s earnings. 
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Disclosures
This report was prepared in accordance with 
the Code of Ethics and Standards of Profes-
sional Conduct adopted by the Chartered 
Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a 
subset of the SFU Endowment Fund. As of 
the report date, the author has no financial 
interest in Agrium Incorporated.
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Industry Outlook
The 2011 outlook for potash is strong. Fourth quarter profits of Potash Corp more than 
doubled as a result of a boom in world grain markets. The higher demand for potash 
also allows large fertilizer producers to raise prices. Poor weather conditions during 
the beginning of 2011 caused a rise in grain prices and also created concerns regarding 
world food security as emerging markets demanded more of the scare resource.ii Corn, 
soybean, and wheat prices all increased last year. In 2010, Brazil increased imports of 
possasium choride (muriate of potash) by 78%. This represents more than double of 
previous year import increases. 

Growth Forecast & Earnings Outlook
Agrium’s achieved record fourth quarter earnings for 2010 across all business units. 
Consolidated EBITDA and EPS were the second highest in the history of the company. 
The retail business unit achieved a record fourth quarter earnings with EBITDA being 
nearly three times that of fourth quarter 2009. This was due largely to early harvest 
and favourable weather conditions during the fall application season. The wholesale 
business unit also achieved record fourth quarter earnings with EBITDA more than 
double that of the previous year’s. 

Demand and margins for crop protection products have returned to normal levels. 
Demand for seed products has also been high due to high crop prices and an antici-
pated increased in seeded acreage. Net sales for seed production were three times 
that of 2009 levels. Although global crop production was adversely effected by weather 
issues in 2010, the continuing growth in demand for grains and oilseeds for food, fibre, 
and fuel drove the price of global crop prices. The strong prices of global crops indicate 
an optimistic outlook for crop inputs, crop protection, chemicals, and seed products. 

Nitrogen tends to be used more widely in spring than in the fall. In North America, 70% 
of the nitrogen applications are applied in the spring. Phosphate and potash applica-
tions in the spring account for 50%. A strong spring season is expected for phosphate 
and potash in the US. In Western Canada and the US Northern Plains, a strong nutrient 
demand is expected. Agrium Inc. expects tight supply and demand fundamentals to 
support the phosphate market in 2011. This is supported by strong global phosphate 
demand from key importing regions and reduced availability out of China.iii

Profitability & Liquidity Analysis
Gross 

Margin
Profit 

Margin
Return on 

Asset
Return on 

Equity
Return on 

Capital

AGU 23.97% 6.79% 6.35% 14.37% 11.08%

POT 40.15% 35.49% 12.66% 27.28% 16.43%

Peer Average 27.52% 11.48% 7.65% 18.87% 12.49%
    

Current 
Ratio

Quick Ratio Debt-to-
Capital

Interest 
Coverage

Cash-to-CA

AGU 1.63 0.54 32.17 11.13 7.76

POT 0.67 0.46 45.05 23.27 19.25

Peer Average 2.04 1.11 36.50 9.76 24.33
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Agrium	  Inc.	  (TSE:	  AGU)	  
Existing	  Coverage	  –	  Hold	  at	  Market-‐weight	  
 
Price $93.39 
Date of Price 03-Mar-2011 
52-week Range $51.39 - $98.02 
Shares Outstanding 157.675M 
Market Cap $14,725.30M 

Current Dividend $0.05 
Dividend Yield 0.12% 
P/E (T12M) 20.87x 
EPS (T12M) $4.60 
P/B (MRQ) 2.84x 

Target Price $103.88 
Target Price Date 03-Mar-2012 
Rating  Sector Perform 
 

 
Company	  Description:	  	  
Agrium Inc. is North America’s third largest fertilizer 
producer. The company produces and markets 
agricultural nutrients and industrial products such as 
nitrogen, potash, and phosphate. The retail unit of the 
company supplies agricultural products and services in 
North and South America. The wholesale unit of Agrium 
distributes its products to customers globally. 

 

Investment	  Highlights	  
Q4 2010 Profits Beats Analyst Estimates 

• Net income of $158 million ($1 per share) 
compared to $30 million ($0.19 per share) from Q4 
2009. 

• Revenue of $2.3 billion compared to $1.4 billion 
from Q4 2009 and beating an average analyst 
estimate of $1.86 billion.

 
Strong Potash Prices 

• Higher grain prices have given farmers incentive to 
apply more fertilizer (potash being the main 
ingredient) 

• From Q3 to Q4 of 2010, potash prices increased 
approximately 13.0% to $605.92 and from Q4 to 
current, prices increased an additional 3.2% to 
$625.36 

Investment	  Risks	  
Downside Risksi 

• Agrium holds a 26% interest in the MOPCO nitrogen 
facility in Egypt. Although this facility has continued 
to operate at normal levels through the recent period of 
political turmoil, the same cannot be said for all 
Egyptian nitrogen facilities.  

• In 2010, several global crops reached record high price 
levels. Although the U.S. Department of Agriculture 
predicts that prices for crops such as corn, soybean, and cotton, will remain strong in 2011, fluctuation in the price 
of these crops will have material effects on Agrium’s earnings. 
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• With India and China being the purchasers of product 
from Agrium, a decrease in demand from either of 
these countries could have adverse effects on Agrium’s 
earnings. 

• The recent flooding in eastern Australia has created 
excessive moisture levels effecting crops. The quality 
of wheat may be lowered as a result and spring seeded 
crops may be impacted in certain regions

Industry	  Outlook	  
The 2011 outlook for potash is strong. Fourth quarter profits of 
Potash Corp more than doubled as a result of a boom in world 
grain markets. The higher demand for potash also allows large 
fertilizer producers to raise prices. Poor weather conditions 
during the beginning of 2011 caused a rise in grain prices and 
also created concerns regarding world food security as 
emerging markets demanded more of the scare resource.ii 
Corn, soybean, and wheat prices all increased last year. In 
2010, Brazil increased imports of possasium choride (muriate 
of potash) by 78%. This represents more than double of 
previous year import increases.	   

Growth	  Forecast	  &	  Earnings	  Outlook	  
Agrium’s achieved record fourth quarter earnings for 2010 
across all business units. Consolidated EBITDA and EPS were 
the second highest in the history of the company. The retail 
business unit achieved a record fourth quarter earnings with 
EBITDA being nearly three times that of fourth quarter 2009. 
This was due largely to early harvest and favourable weather 
conditions during the fall application season. The wholesale 
business unit also achieved record fourth quarter earnings with 
EBITDA more than double that of the previous year’s.  
 
Demand and margins for crop protection products have 
returned to normal levels. Demand for seed products has also 
been high due to high crop prices and an anticipated increased 
in seeded acreage. Net sales for seed production were three 
times that of 2009 levels. Although global crop production was 
adversely effected by weather issues in 2010, the continuing 
growth in demand for grains and oilseeds for food, fibre, and 
fuel drove the price of global crop prices. The strong prices of 
global crops indicate an optimistic outlook for crop inputs, 
crop protection, chemicals, and seed products.  
 
Nitrogen tends to be used more widely in spring than in the 
fall. In North America, 70% of the nitrogen applications are 
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• With India and China being the purchasers of product 
from Agrium, a decrease in demand from either of 
these countries could have adverse effects on Agrium’s 
earnings. 

• The recent flooding in eastern Australia has created 
excessive moisture levels effecting crops. The quality 
of wheat may be lowered as a result and spring seeded 
crops may be impacted in certain regions

Industry	  Outlook	  
The 2011 outlook for potash is strong. Fourth quarter profits of 
Potash Corp more than doubled as a result of a boom in world 
grain markets. The higher demand for potash also allows large 
fertilizer producers to raise prices. Poor weather conditions 
during the beginning of 2011 caused a rise in grain prices and 
also created concerns regarding world food security as 
emerging markets demanded more of the scare resource.ii 
Corn, soybean, and wheat prices all increased last year. In 
2010, Brazil increased imports of possasium choride (muriate 
of potash) by 78%. This represents more than double of 
previous year import increases.	   

Growth	  Forecast	  &	  Earnings	  Outlook	  
Agrium’s achieved record fourth quarter earnings for 2010 
across all business units. Consolidated EBITDA and EPS were 
the second highest in the history of the company. The retail 
business unit achieved a record fourth quarter earnings with 
EBITDA being nearly three times that of fourth quarter 2009. 
This was due largely to early harvest and favourable weather 
conditions during the fall application season. The wholesale 
business unit also achieved record fourth quarter earnings with 
EBITDA more than double that of the previous year’s.  
 
Demand and margins for crop protection products have 
returned to normal levels. Demand for seed products has also 
been high due to high crop prices and an anticipated increased 
in seeded acreage. Net sales for seed production were three 
times that of 2009 levels. Although global crop production was 
adversely effected by weather issues in 2010, the continuing 
growth in demand for grains and oilseeds for food, fibre, and 
fuel drove the price of global crop prices. The strong prices of 
global crops indicate an optimistic outlook for crop inputs, 
crop protection, chemicals, and seed products.  
 
Nitrogen tends to be used more widely in spring than in the 
fall. In North America, 70% of the nitrogen applications are 
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• With India and China being the purchasers of product 
from Agrium, a decrease in demand from either of 
these countries could have adverse effects on Agrium’s 
earnings. 

• The recent flooding in eastern Australia has created 
excessive moisture levels effecting crops. The quality 
of wheat may be lowered as a result and spring seeded 
crops may be impacted in certain regions

Industry	  Outlook	  
The 2011 outlook for potash is strong. Fourth quarter profits of 
Potash Corp more than doubled as a result of a boom in world 
grain markets. The higher demand for potash also allows large 
fertilizer producers to raise prices. Poor weather conditions 
during the beginning of 2011 caused a rise in grain prices and 
also created concerns regarding world food security as 
emerging markets demanded more of the scare resource.ii 
Corn, soybean, and wheat prices all increased last year. In 
2010, Brazil increased imports of possasium choride (muriate 
of potash) by 78%. This represents more than double of 
previous year import increases.	   

Growth	  Forecast	  &	  Earnings	  Outlook	  
Agrium’s achieved record fourth quarter earnings for 2010 
across all business units. Consolidated EBITDA and EPS were 
the second highest in the history of the company. The retail 
business unit achieved a record fourth quarter earnings with 
EBITDA being nearly three times that of fourth quarter 2009. 
This was due largely to early harvest and favourable weather 
conditions during the fall application season. The wholesale 
business unit also achieved record fourth quarter earnings with 
EBITDA more than double that of the previous year’s.  
 
Demand and margins for crop protection products have 
returned to normal levels. Demand for seed products has also 
been high due to high crop prices and an anticipated increased 
in seeded acreage. Net sales for seed production were three 
times that of 2009 levels. Although global crop production was 
adversely effected by weather issues in 2010, the continuing 
growth in demand for grains and oilseeds for food, fibre, and 
fuel drove the price of global crop prices. The strong prices of 
global crops indicate an optimistic outlook for crop inputs, 
crop protection, chemicals, and seed products.  
 
Nitrogen tends to be used more widely in spring than in the 
fall. In North America, 70% of the nitrogen applications are 
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Agrium Inc. (TSE: AGU) 
Derek Wong

Agrium’s profitability measures are relatively below that of Potash Corp. and its peers. 
This indicates less efficiency in translating sales into earnings, potential a higher cost 
structure or other reasons. Agrium’s liquidity measures are just slightly below its 
peers. A downturn in operations or sales may have a significant impact on Agrium’s 
liquidity. In the current environment, this may not be an issue.

Valuation Analysis
Multiples
Based on the assumption that a company’s price-to-earnings will revert to the industry 
average, an average price of $105.81 is derived as follows:

Price-to- 
Earnings

P/E – 5Y 
Average

Price-to-Book P/B – 5Y 
Average

AGU 20.78 21.11 2.82 2.22

POT 30.01 29.57 7.74 5.18

Peer Average 22.92 30.29 3.75 3.06

Agrium Inc. Earnings Per 
Share

Price Based on 
Peer P/E

% Price Change

Bloomberg Estimate 4.69 107.49 15.1%

Trailing 12 months 4.63 106.12 13.6%

Basic 4.53 103.83 11.2%

Average 4.62 105.81 13.3%

Free Cashflow to Equity
Based on a discount model of free cashflows, Agrium is valued at $101.95 per share 
under base assumptions.

SENSITIVITY
ANALYSIS

Revenue Growth

High: 22% Base: 19% Low: 16%

Cost of Equity
Low: 7.50% $ 113.21 $ 106.20 $ 99.33

Base: 8.50% $ 108.63 $ 101.95 $ 95.38

High: 9.50% $ 104.29 $ 97.91 $ 91.65

An average of the multiples method and FCFE model yields a price of $103.88 repre-
senting a gain of 11.2% from the current market price of $93.39. The expected time 
horizon for this return is one year.

Recommendation
Agrium is currently overweight in the SIAS portfolio relative to the benchmark:

SIAS Weight of AGU Relative to SIAS Materials Sector 8.87%

Actual Weight of AGU Relative to Materials Index 3.58%

Overweight of AGU Relative to Materials 5.29%

SIAS Weight of AGU Relative to Total SIAS Portfolio 2.24%

Actual Weight of AGU Relative to Total Index 0.95%

Overweight of AGU Relative to Total Portfolio 1.29%
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• With India and China being the purchasers of product 
from Agrium, a decrease in demand from either of 
these countries could have adverse effects on Agrium’s 
earnings. 

• The recent flooding in eastern Australia has created 
excessive moisture levels effecting crops. The quality 
of wheat may be lowered as a result and spring seeded 
crops may be impacted in certain regions

Industry	  Outlook	  
The 2011 outlook for potash is strong. Fourth quarter profits of 
Potash Corp more than doubled as a result of a boom in world 
grain markets. The higher demand for potash also allows large 
fertilizer producers to raise prices. Poor weather conditions 
during the beginning of 2011 caused a rise in grain prices and 
also created concerns regarding world food security as 
emerging markets demanded more of the scare resource.ii 
Corn, soybean, and wheat prices all increased last year. In 
2010, Brazil increased imports of possasium choride (muriate 
of potash) by 78%. This represents more than double of 
previous year import increases.	   

Growth	  Forecast	  &	  Earnings	  Outlook	  
Agrium’s achieved record fourth quarter earnings for 2010 
across all business units. Consolidated EBITDA and EPS were 
the second highest in the history of the company. The retail 
business unit achieved a record fourth quarter earnings with 
EBITDA being nearly three times that of fourth quarter 2009. 
This was due largely to early harvest and favourable weather 
conditions during the fall application season. The wholesale 
business unit also achieved record fourth quarter earnings with 
EBITDA more than double that of the previous year’s.  
 
Demand and margins for crop protection products have 
returned to normal levels. Demand for seed products has also 
been high due to high crop prices and an anticipated increased 
in seeded acreage. Net sales for seed production were three 
times that of 2009 levels. Although global crop production was 
adversely effected by weather issues in 2010, the continuing 
growth in demand for grains and oilseeds for food, fibre, and 
fuel drove the price of global crop prices. The strong prices of 
global crops indicate an optimistic outlook for crop inputs, 
crop protection, chemicals, and seed products.  
 
Nitrogen tends to be used more widely in spring than in the 
fall. In North America, 70% of the nitrogen applications are 
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Fundamentals for Agrium are positive and valuation analysis indicates that it is set for an 11% gain in 2011. Based on the SIAS 
industry report for materials, most aspects of the sector are expected to perform well. As such, it is estimated that the growth 
figure for Agrium is in line with the sector. Rating: Sector Perform.

Due to an over-weight in Agrium, the portfolio would lose active return in the case that it only “sector performs”. It is recom-
mended to bring Agrium to market-weight.

Current weighting of AGU in SIAS Portfolio: 2.25%
Weighting of AGU within the XIC (benchmark): 0.888%
SIAS Portfolio value (as of March 7): $4,067,623.80
Value of AGU if market-weighted: $36,120.50
Value of AGU in SIAS Portfolio (as of March 7): $91,370.00
Change in AGU to market-weight: -$55,249.50
Number of shares to sell to market-weight: 600 shares
Shares remaining in SIAS Portfolio after sell: 400 shares 

Financial Models
FREE CASHFLOW TO EQUITY 1st Stage Terminal

2010 Ratios 2011 2012 2013 2014 2015 Ratios 2016

Revenue: $ 10,520.00 0.1600 $ 12,203.20 $ 14,155.71 $ 16,420.63 $ 19,047.93 $ 22,095.59 0.1600 $ 25,630.89 

Adjusted Accounting Net Income: $      675.00 0.0578 $      705.85 $      818.79 $      949.79 $   1,101.76 $   1,278.04 0.0580 $   1,486.59 

Adjusted Accounting Net Income: $      675.00 0.0578 $      705.85 $      818.79 $      949.79 $   1,101.76 $   1,278.04 0.0580 $   1,486.59 

Common Dividends: $        17.00 0.1771 $      124.97 $      144.97 $      168.16 $      195.07 $      226.28 0.1770 $      263.13 

OCF $      536.00 0.0802 $      979.03 $   1,135.68 $   1,317.39 $   1,528.17 $   1,772.67 0.0800 $   2,050.47 

Less: Capital Expenditure $   1,546.00 4.0583 $      414.76 $      481.12 $      558.10 $      647.39 $      750.97 4.0580 $      871.19 

Plus: Debt $   2,540.00 0.3180 $      131.88 $      152.99 $      177.46 $      205.86 $      238.80 0.3180 $      277.04

Equals: 
FCFE

 
$      696.16 

 
$      807.55 

 
$      936.75 

 
$  1,086.63 

 
$  1,260.50 

  
$  1,456.32 

Beta: 1.009     Beta: 1.0060

Cost of 
Equity:

9.50%     Cost of 
Equity:

9.43%

Growth 
Rate:

0.50%

 2011 2012 2013 2014 2015  Terminal Val: $ 16,306.30  

Discount Rate 1.0950 1.1990 1.3129 1.4377 1.5742     

Present Value  $ 635.76  $ 673.50  $ 713.48  $ 755.84  $ 800.70  

        

Terminal Value: $ 10,358.21 

Intrinsic Value: $ 13,937.50  SENSITIVITY 
ANALYSIS

Revenue Growth  

+ Cash $            540  High: 22% Base: 19% Low: 16%  

+ Temporary Investments $                3   
Cost of 
Equity

Low: 7.50% $ 113.21 $ 106.20 $ 99.33   

# of Shares (1,000): 158  Base: 8.50% $ 108.63 $ 101.95 $ 95.38   

Value per Share plus/minus 15%: $         91.65  High: 9.50% $ 104.29 $ 97.91 $ 91.65   

Latest Market Price: $         93.39 

_______________________

i http://www.agrium.com/includes/011-001_Agrium_reports_record_fourth_quarter_results.pdf
ii http://money.canoe.ca/money/business/canada/archives/2011/01/20110127-080905.html
iii http://www.agrium.com/investors/1773.jsp
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Portfolio Holdings
 

Stock
 

Current Price
% Change 
(Previous 

Month)

% Change 
(Previous 
Quarter)

Trailing Annual 
Dividend Yield

 
Forward P/E

 
52 Week Range

AGU $92.26 0.71% 0.56% 0.12% 12.44 51.39 – 98.02

ABX $52.33 11.82% -1.19% 0.82% 12.58 37.65 – 56.17

FM $118.60 -3.91% 10.06% 0.11% 10.29 48.20 – 138.25

G $48.37 20.01% 5.47% 0.46% 23.86 37.34 – 48.96

IMN $67.45 -14.30% -13.60% 0.38% 8.96 41.61 – 82.14

POT $59.77 -1.16% 15.86% 0.25% 19.34 29.56 – 63.20

TCK.B $53.19 -16.77% -14.19% 0.32% 9.14 30.25 – 64.62

YRI $12.62 11.69% -0.47% 0.66% 13.59 9.46 – 13.20
Source: Bloomberg

MATERIALS REPORT

CANADIAN EQUITY RESEARCH  MARCH 2, 2011

Industry Overview & Outlook
For 2011, merger and acquisition activity is expected to be strong in the mining 
industry. With depleting resources and higher revenues due to increasing 
commodity prices, mining companies will be tempted to boost growth through 
M&A activity. Driven by a need for resources, mining companies are exploring 
projects in countries with higher political risk.i Deal activity in 2010 was led by 
Canada, Australia, and Brazil.

Gold – Current Price: $1,435.35/oz.
As the U.S. continues to lose purchasing power due to spending deficits and 
rising debt load, this translates into higher prices for gold. A high rate of home 
foreclosures and high unemployment rates imply that the Federal Reserve will 
be in no hurry to increase interest rates.ii For 2011, the Chinese demand for gold 
will continue to be the major trend and most important influence on gold prices. 
From an investment perspective, hedge funds held a net-long position in excess of 
151,000 gold futures contracts.iii It is also expected that central banks will continue 
to add gold to their reserves for a third consecutive year.

Silver – Current Price: $34.84/oz.
The price of silver increased 78% in 2010 and is becoming a monetary metal, 
similar to gold. Investors who are unable to afford gold will often turn to silver as 
a substitute. Like gold, silver has several attractive investment properties: store 
of value, bullion and ETF versions, hedge against inflation, and is more afford-
able than gold.iv An increase in manufacturing in Asia and other emerging markets 
coupled with new applications and higher industrial demand translates into higher 
silver prices.v
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Portfolio	  Holdings

Stock 
 

Current 
Price 

% Change 
(Previous 
Month) 

% Change 
(Previous 
Quarter) 

Trailing Annual 
Dividend Yield 

Forward 
P/E 

52 Week Range 

AGU $92.26 0.71% 0.56% 0.12% 12.44 51.39 – 98.02 
ABX $52.33 11.82% -1.19% 0.82% 12.58 37.65 – 56.17 
FM $118.60 -3.91% 10.06% 0.11% 10.29 48.20 – 138.25 
G $48.37 20.01% 5.47% 0.46% 23.86 37.34 – 48.96 

IMN $67.45 -14.30% -13.60% 0.38% 8.96 41.61 – 82.14 
POT $59.77 -1.16% 15.86% 0.25% 19.34 29.56 – 63.20 

TCK.B $53.19 -16.77% -14.19% 0.32% 9.14 30.25 – 64.62 
YRI $12.62 11.69% -0.47% 0.66% 13.59 9.46 – 13.20 

	  
Industry	  Overview	  &	  Outlook	  
For 2011, merger and acquisition activity is expected to be 
strong in the mining industry. With depleting resources and 
higher revenues due to increasing commodity prices, mining 
companies will be tempted to boost growth through M&A 
activity. Driven by a need for resources, mining companies are 
exploring projects in countries with higher political risk.i Deal 
activity in 2010 was led by Canada, Australia, and Brazil. 
 
Gold – Current Price: $1,435.35/oz. 
As the U.S. continues to lose purchasing power due to spending 
deficits and rising debt load, this translates into higher prices for 
gold. A high rate of home foreclosures and high unemployment 
rates imply that the Federal Reserve will be in no hurry to 
increase interest rates.ii For 2011, the Chinese demand for gold 
will continue to be the major trend and most important influence 
on gold prices. From an investment perspective, hedge funds 
held a net-long position in excess of 151,000 gold futures 
contracts.iii It is also expected that central banks will continue to 
add gold to their reserves for a third consecutive year. 
 
Silver – Current Price: $34.84/oz. 
The price of silver increased 78% in 2010 and is becoming a 
monetary metal, similar to gold. Investors who are unable to 
afford gold will often turn to silver as a substitute. Like gold, 
silver has several attractive investment properties: store of value, bullion and ETF versions, hedge against inflation, and is 
more affordable than gold.iv An increase in manufacturing in Asia and other emerging markets coupled with new 
applications and higher industrial demand translates into higher silver prices.v 
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Source:	  Bloomberg	  
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Copper – Current Price: $4.49/lb.
Between January and September of 2010, global consumption of refined copper 
exceeded production by 436,000 tons. Global consumption grew by 8% during this 
period. In 2011, it is estimated that the deficit for copper will be in the range of 700,000-
822,000 tons (double the shortfall in 2010). Also, inventories of copper as a percentage 
of global consumption will be at record lows.vi Combined with continued concerns over 
whether copper producers will be able to keep pace with rising demand in emerging 
markets, the outlook for copper is positive.vii In China, consumption growth and copper 
demand is expected to remain robust. As such, short-term decreases in copper prices 
can be seen as temporary as the commodity is poised for significant growth in 2011.viii 

Potash
The 2011 outlook for potash is strong. Fourth quarter profits of Potash Corp more than 
doubled as a result of a boom in world grain markets. The higher demand for potash 
also allows large fertilizer producers to raise prices. Poor weather conditions during 
the beginning of 2011 caused a rise in grain prices and also created concerns regarding 
world food security as emerging markets demanded more of the scare resource.ix In 
2010, Brazil increased imports of possasium choride (muriate of potash) by 78%. This 
represents more than double of previous year import increases.x

Key Metrics 
 

Stock
 

P/NAV
EV/Valued 
Reserves

EV/Valued 
Reserves & 
Resources

AGU N/A N/A N/A

ABX 2.87 0.21 0.16

FM 3.77 0.28 0.14

G 1.85 0.24 0.19

IMN 1.53 0.31 0.12

POT N/A N/A N/A

TCK.B 1.87 0.25 0.07

YRI 1.25 0.11 0.08

Bloomberg Peer Average 3.34 N/A N/A
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Copper – Current Price: $4.49/lb. 
Between January and September of 2010, global consumption 
of refined copper exceeded production by 436,000 tons.  Global 
consumption grew by 8% during this period. In 2011, it is 
estimated that the deficit for copper will be in the range of 
700,000-822,000 tons (double the shortfall in 2010). Also, 
inventories of copper as a percentage of global consumption 
will be at record lows.vi Combined with continued concerns over 
whether copper producers will be able to keep pace with rising 
demand in emerging markets, the outlook for copper is 
positive.vii In China, consumption growth and copper demand is 
expected to remain robust. As such, short-term decreases in 
copper prices can be seen as temporary as the commodity is 
poised for significant growth in 2011.viii  
 
Potash 
The 2011 outlook for potash is strong. Fourth quarter profits of 
Potash Corp more than doubled as a result of a boom in world 
grain markets. The higher demand for potash also allows large 
fertilizer producers to raise prices. Poor weather conditions 
during the beginning of 2011 caused a rise in grain prices and 
also created concerns regarding world food security as emerging 
markets demanded more of the scare resource.ix In 2010, Brazil 
increased imports of possasium choride (muriate of potash) by 
78%. This represents more than double of previous year import 
increases. x 

Key	  Metrics
Stock 

P/NAV 
EV/Valued 
Reserves 

EV/Valued 
Reserves & 
Resources 

AGU N/A N/A N/A 

ABX 2.87 0.21 0.16 

FM 3.77 0.28 0.14 

G 1.85 0.24 0.19 

IMN 1.53 0.31 0.12 

POT N/A N/A N/A 

TCK.B 1.87 0.25 0.07 

YRI 1.25 0.11 0.08 

Bloomberg Peer 
Average 

3.34 N/A N/A 

 
Price to Net-Asset-Value 
P/NAV is a measurement of the price of the company per $1 of net assets. This is calculated by taking the current share 
price of the company and dividing by the net asset per share. P/NAV is one of the most common measurements for 
companies with substantial amounts of tangible assets. This ratio is relatively stable and less volatile than EPS. A volatile 
EPS may lead to a misleading P/E ratio. A low P/NAV ratio is desirable because it indicates that the company is 
inexpensive to purchase.xi 
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Price to Net-Asset-Value
P/NAV is a measurement of the price of the company per $1 of net assets. This is calculated by taking the current share price of the 
company and dividing by the net asset per share. P/NAV is one of the most common measurements for companies with substantial 
amounts of tangible assets. This ratio is relatively stable and less volatile than EPS. A volatile EPS may lead to a misleading P/E 
ratio. A low P/NAV ratio is desirable because it indicates that the company is inexpensive to purchase.xi

Enterprise Value to Total Resources (& Resources)
This ratio measures how expensive the company is with respect to its valued reserves (and resources). Ideally, a lower ratio is 
desired as it indicates that the company is “cheap” given the dollar amount of reserves and resources that it possesses. The value 
of reserves and resources is affected by minerals/metals prices and can change on a daily basis. Enterprise value is used as 
opposed to market capitalization as EV takes into account the firm’s cash and debt balance and is therefore a better measure of 
the company’s true value.

Source: Bloomberg

Source: Bloomberg
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Recent News and Developments
Record Gold Prices
March 2, 2011: Gold prices reached a record high of $1434.50 due to continued concerns of political turmoil and investors demanding 
gold as a hedge against stock market uncertainty. Gold peaked at approximately $1,423 in early December 2010 before taking a hit 
in January 2011 due to profit taking. From a low of $1313.93 on January 27, 2011, it has since advanced 9.05% to its current high.xii 

Teck Resources Limited
February 9, 2011: Teck Resources dropped 9.9% after missing earnings estimates. This represented the biggest drop since June 
2010. From a high of $64.24 on January 12, 2011, it has since dropped to $52.85. Gold sales and production were also significantly 
higher than the previous year’s.

Inmet Mining Corporation
January 12, 2011: Inmet Mining Corporation and Lundin Mining Corporation announced that they have entered into a merger 
agreement to create Symterra Corporation. The market capitalization of the merged company will be approximately $9 billion 
which may create more liqudity for the stock. Within a week of the announcement, the share price of Inmet increased from $74.76 
(as of market close on January 12) to a high of $81.68 (as of market close on January 18). It has since receeded to November 2010 
levels.

Sector Recommendations
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Enterprise Value to Total Resources (& Resources) 
This ratio measures how expensive the company is with respect to its valued reserves (and resources). Ideally, a lower ratio 
is desired as it indicates that the company is “cheap” given the dollar amount of reserves and resources that it possesses. 
The value of reserves and resources is affected by minerals/metals prices and can change on a daily basis. Enterprise value 
is used as opposed to market capitalization as EV takes into account the firm’s cash and debt balance and is therefore a 
better measure of the company’s true value

Recent	  News	  and	  Developments	  
Record Gold Prices 
March 2, 2011: Gold prices reached a record high of $1434.50 due to continued concerns of political turmoil and 
investors demanding gold as a hedge against stock market uncertainty. Gold peaked at approximately $1423 in early 
December 2010 before taking a hit in January 2011 due to profit taking. From a low of $1313.93 on January 27, 2011, 
it has since advanced 9.05% to its current high.xii 
 
Teck Resources Limited 
February 9, 2011: Teck Resources dropped 9.9% after missing earnings estimates. This represented the biggest drop 
since June 2010. From a high of $64.24 on January 12, 2011, it has since dropped to $52.85. Gold sales and production 
were also significantly higher than the previous year’s. 
 
Inmet Mining Corporation 
January 12, 2011: Inmet Mining Corporation and Lundin Mining Corporation announced that they have entered into a 
merger agreement to create Symterra Corporation. The market capitalization of the merged company will be 
approximately $9 billion which may create more liqudity for the stock. Within a week of the announcement, the share 
price of Inmet increased from $74.76 (as of market close on January 12) to a high of $81.68 (as of market close on 
January 18).  It has since receeded to November 2010 levels. 
 

Sector	  Recommendations	  

	  
Based on a sub-sector breakdown of the materials industry, it is evident that the SIAS materials sector is underweight 
in gold, overweight in diversified metals and mining, and overweight in fertilizers and agricultural. As this point, given 
a positive outlook on gold, silver, copper, and potash, this allocation can remain as is. In the SIAS portfolio, the 
materials sector weight relative to the total portfolio is approximately 25.31%. In the overall index, the materials sector 
weight relative to the full index is 23.01%. This active weight of 2.30% in materials should be maintained given the 
positive outlook of the overall industry. In the event that commodity outlooks should be negative, the allocation should 
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FerMlizers	  &	  
Agricultural	  

Based on a sub-sector breakdown of the materials industry, it is evident that the SIAS materials sector is underweight in gold, 
overweight in diversified metals and mining, and overweight in fertilizers and agricultural. As this point, given a positive outlook 
on gold, silver, copper, and potash, this allocation can remain as is. In the SIAS portfolio, the materials sector weight relative to 
the total portfolio is approximately 25.31%. In the overall index, the materials sector weight relative to the full index is 23.01%. 
This active weight of 2.30% in materials should be maintained given the positive outlook of the overall industry. In the event that 
commodity outlooks should be negative, the allocation should be adjusted to better reflect the benchmark in order to reduce 
tracking error and minimize negative active return. 

On an individual security level, stocks of concern are First Quantum, Inmet Mining, and Agrium:

First Quantum Ltd.
•  Gain since purchase: 165.18%
•  Trailing 6-month gain of 82.5%, trailing 3-month gain of 22.0%
•  SIAS weight relative to SIAS Materials sector: 17.1%
•  Actual weight relative to S&P/TSX Materials Index: 2.53%
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Inmet Mining Corp.
•  Gain since purchase: 17.25%
•  Trailing 6-month gain of 26.05%, trailing 3-month gain of -2.63%
•  NSIAS weight relative to SIAS Materials sector: 11.36%
•  Actual weight relative to S&P/TSX Materials Index: 1.03%

Agrium Inc.
•  Gain since purchase: 18.18%
•  Trailing 6-month gain of 21.63%, trailing 3-month gain of 9.84%
•  SIAS weight relative to SIAS Materials sector: 8.87%
•  Actual weight relative to S&P/TSX Materials Index: 3.58%

There is currently research underway for all three of these securities. Recommendations of whether to buy, hold, or sell any 
amounts of these securities will be decided upon completion of these reports.

Recommendation for materials sector: Overweight

Disclosures
This report was prepared in accordance with the Code of Ethics and Standards of Professional Conduct adopted by the Chartered 
Financial Analyst Institute. This report is intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund.

_______________________

i http://www.reuters.com/article/2011/02/23/us-mining-ma-idUSTRE71M0HN20110223
ii http://bantolo.net/precious-metal-prices-outlook-2011
iii http://www.bloomberg.com/news/2011-02-07/investors-102-billion-precious-metals-wager-showing-bull-market-intact.html
iv http://community.nasdaq.com/News/2010-12/outlook-2011-silver-attracts-investment-in-precious-metals-rally.aspx?storyid=49574
v http://www.bloomberg.com/news/2011-02-07/investors-102-billion-precious-metals-wager-showing-bull-market-intact.html
vi http://agmetalminer.com/2011/01/03/copper-outlook-for-2011/
vii http://www.businessweek.com/news/2011-02-10/copper-rises-as-supply-may-trail-demand-on-output-constraints.html
viii http://www.businessweek.com/news/2011-02-10/copper-futures-rebound-in-london-on-outlook-for-global-deficit.html
ix http://money.canoe.ca/money/business/canada/archives/2011/01/20110127-080905.html
x http://www.scotiacapital.com/English/bns_econ/bnscomod.pdf
xi http://www.miningalmanac.com/about/Analytics.html
xii http://everythinggold.blogspot.com/2011/03/goldcorp-gg-barrick-gold-abx-newmont.html
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Company Statistics
Price $7.56
Date of Price 15-Mar-11
52-week Range $5.72 - $9.90
Shares Outstanding 295.017M
Market Cap $2,690.55M
Current Dividend $0.15
Dividend Yield 2.01%
P/E (T12M) 9.33x
EPS (T12M) $0.76
P/B (MRQ) 0.64x
Target Price $16.75
Target Price Date 15-Mar-2011
Rating: Sector Outperform

Five-Year Stock Price History

Company Description: 
Sherritt International Corporation (Sherritt) is a diversified mining company with a 
number of business lines focused on producing coal, base metals, and oil and gas. 
It also licenses proprietary technology to various mining companies. Employing 
these technologies and producing, rather than purchasing inputs for their metals 
refinery allows the company to be one of the lowest-cost producers of nickel and 
cobalt in the world. Sherritt is geographically diversified with projects in Cuba, 
Spain, Madagascar, Canada, Pakistan, and Indonesia. 

Investment Highlights
Ambatovy Project
The Ambatovy Project is Sherritt’s flagship metals property in which they own a 
40% stake. Production is expected to start by the summer of 2011. Ambatovy has 
proven reserves of 120.5 million tonnes of nickel at a grade of 1.07% and cobalt 
at 0.094%, as well as 53.0 million tonnes of lower grade nickel and cobalt. Man-
agement estimate annual production capacity of 60,000 tonnes nickel and 5,600 
tonnes cobalt. The revised capital cost is US$4.76 billion, of which only CA$325 
million remains to be realized. 

Strong Financial Position
Sherritt’s current financial standing is very sound as evidenced by a strong cash 
balance and controllable debt position. Operating cash flow continues to grow 
enabling Sherritt to fund future capital expenditures without adding leverage, and 
to acquire strategic projects to add to their pipeline. Furthermore, Sherritt has 
enjoyed increasing revenue, operating cash flow, and profitability margins. Sherritt 
also maintains healthy liquidity. 

Positive Outlook for Commodity Prices
Commodity prices have risen recently due to an increase in demand for base 
metals by developing nations, a favourable demand-supply imbalance, environ-
mental disturbances, and political uncertainty. All the persistency of these factors 
bodes well for a continued rise in the price of base metals, coal, and oil and gas. 
These three business segments account for more than 80% of Sherritt’s revenue. 

Low-Cost Producer Across All Divisions
Sherritt is able to maintain lower operating costs relative to its peers primarily due 
to producing many of the inputs needed for the production of metals, coal, and oil 
and gas. 

SHERRITT INTERNATIONAL CORPORATION (TSE: S)
Initiating Coverage with a Sector Outperform Rating

CANADIAN EQUITY RESEARCH
Materials  MARCH 15, 2011
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Sherritt	  International	  Corporation	  (TSE:	  S)	  
Initiating	  Coverage	  with	  a	  Sector	  Outperform	  Rating	  
 
Price	   $7.56	  
Date	  of	  Price	   15-‐Mar-‐11	  
52-‐week	  Range	   $5.72	  -‐	  $9.90	  
Shares	  Outstanding	   295.017M	  
Market	  Cap	   $2,690.55M	  

Current	  Dividend	   $0.15	  
Dividend	  Yield	   2.01%	  
P/E	  (T12M)	   9.33x	  
EPS	  (T12M)	   $0.76	  
P/B	  (MRQ)	   0.64x	  

Target	  Price	   $16.75	  
Target	  Price	  Date	   15-‐Mar-‐2011	  
Rating:	  Sector	  Outperform	  
 

	  

Company	  Description:	  	  
Sherritt	  International	  Corporation	  (Sherritt)	  is	  a	  diversified	  
mining	   company	  with	   a	   number	   of	   business	   lines	   focused	  
on	   producing	   coal,	   base	   metals,	   and	   oil	   and	   gas.	   It	   also	  
licenses	   proprietary	   technology	   to	   various	   mining	  
companies.	   	   Employing	   these	   technologies	   and	   producing,	  
rather	   than	   purchasing	   inputs	   for	   their	   metals	   refinery	  
allows	  the	  company	  to	  be	  one	  of	  the	  lowest-‐cost	  producers	  
of	  nickel	  and	  cobalt	  in	  the	  world.	  Sherritt	  is	  geographically	  
diversified	   with	   projects	   in	   Cuba,	   Spain,	   Madagascar,	  
Canada,	   Pakistan,	   and	   Indonesia. 

	  
Investment	  Highlights	  
Ambatovy	  Project	  
The	  Ambatovy	  Project	  is	  Sherritt’s	  flagship	  metals	  property	  
in	  which	   they	  own	  a	  40%	  stake.	  Production	   is	  expected	   to	  
start	   by	   the	   summer	   of	   2011.	   Ambatovy	   has	   proven	  
reserves	   of	   120.5	   million	   tonnes	   of	   nickel	   at	   a	   grade	   of	  
1.07%	  and	  cobalt	  at	  0.094%,	  as	  well	  as	  53.0	  million	  tonnes	  
of	   lower	   grade	   nickel	   and	   cobalt.	   Management	   estimate	  
annual	   production	   capacity	   of	   60,000	   tonnes	   nickel	   and	  
5,600	   tonnes	   cobalt.	   The	   revised	   capital	   cost	   is	   US$4.76	  
billion,	   of	   which	   only	   CA$325	   million	   remains	   to	   be	  
realized.
	  
Strong	  Financial	  Position	  

Source:	  Bloomberg	  
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Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
report is intended for use only by the SIAS 
Fund, a subset of the SFU Endowment 
Fund. As of the report date, the author has 
no financial interest in Sherritt Internation-
al Corporation. 
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Investment Risks
Commodity Price Risk 
The majority of thermal coal and electricity production prices are determined at the 
start of the supply contract period. Roughly two-thirds of the coal contracts will settle 
in April, 2011. Nickel, cobalt, oil and gas, and thermal coal prices are very sensitive to 
Sherritt’s revenue.

Project Development Risk
Sherritt currently has numerous projects in the production and development stages. 
These projects face risk of being suspended or interrupted by a number of reasons, 
e.g. labour disruptions, political events and regulatory permits. Presently, Sherritt’s 
operations are running smoothly and they have developed good relations with local 
governments and partners involved in their respective projects. The Ambatovy project 
is located in Madagascar, a nation with a rich history of political instability. In 2010 the 
government stated it had no intention of amending the Mining Act.

Foreign Exchange Rate Risk 
Sherritt is exposed to foreign exchange rate risk since many of their businesses operate 
in foreign jurisdictions. Furthermore, commodities sold by the company are priced in 
USD, the values of which Sherritt needs to report in CAD. The sensitivity from foreign 
exchange rate risk is negligible, however, as a $0.05 swing in the USD/CAD exchange 
impacts earnings by merely 2%. 

Industry Outlook
Metals
The industry outlook for base metals is mixed, the global demand for nickel this year 
remains relatively strong; however as prices have continued to rise from the beginning 
of 2009 new mines have come on stream. Nickel currently trades at US$24,685/tonne 
and is expected to trade between US$24,500/tonne and US$25,330/tonne this year 
according to Bloomberg consensus.i The demand for cobalt, which is mainly used for 
superalloys and lithium ion batteries, has increased in recent years due to growing 
popularity of hybrid vehicles, growth in aviation sales, and cobalt catalysts. Neverthe-
less, cobalt shall remain in surplus until 2014, with prices remaining relatively flat. The 
current price for cobalt is US$18.80/lb.ii

Coal
Of all Sherritt’s commodities produced and sold, the outlook for thermal coal is the 
most favourable for 2011. Weather disruptions in Australia, Colombia, Indonesia, and 
South Africa have positively shocked the price of thermal coal early in 2011. Also, 
demand from Asia continues to strengthen as economies recover and Chinese coal 
mines shutdown due to illegal and unsafe mining. The current spot price for thermal 
coal is US$131/mt with a 2011 forecast of US$130/mt to US$145/mt.iii

Oil and Gas 
Due to political turmoil in the Middle East and North Africa, the price of spot oil has 
increased dramatically since the end of 2010. Currently, Libya has suspended all 
production of oil. According to Bloomberg, Libya produced 1.652 million bpd of oil in 
2010, accounting for roughly 2% of the annual global supply. From the beginning of 
December 2010 the price of Brent Crude has rallied roughly 30% to US$116.57. The 
demand-supply relationship continues to contract further, adding upwards pressure to 
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Sherritt	  International	  Corporation	  (TSE:	  S)	  
Initiating	  Coverage	  with	  a	  Sector	  Outperform	  Rating	  
 
Price	   $7.56	  
Date	  of	  Price	   15-‐Mar-‐11	  
52-‐week	  Range	   $5.72	  -‐	  $9.90	  
Shares	  Outstanding	   295.017M	  
Market	  Cap	   $2,690.55M	  

Current	  Dividend	   $0.15	  
Dividend	  Yield	   2.01%	  
P/E	  (T12M)	   9.33x	  
EPS	  (T12M)	   $0.76	  
P/B	  (MRQ)	   0.64x	  

Target	  Price	   $16.75	  
Target	  Price	  Date	   15-‐Mar-‐2011	  
Rating:	  Sector	  Outperform	  
 

	  

Company	  Description:	  	  
Sherritt	  International	  Corporation	  (Sherritt)	  is	  a	  diversified	  
mining	   company	  with	   a	   number	   of	   business	   lines	   focused	  
on	   producing	   coal,	   base	   metals,	   and	   oil	   and	   gas.	   It	   also	  
licenses	   proprietary	   technology	   to	   various	   mining	  
companies.	   	   Employing	   these	   technologies	   and	   producing,	  
rather	   than	   purchasing	   inputs	   for	   their	   metals	   refinery	  
allows	  the	  company	  to	  be	  one	  of	  the	  lowest-‐cost	  producers	  
of	  nickel	  and	  cobalt	  in	  the	  world.	  Sherritt	  is	  geographically	  
diversified	   with	   projects	   in	   Cuba,	   Spain,	   Madagascar,	  
Canada,	   Pakistan,	   and	   Indonesia. 

	  
Investment	  Highlights	  
Ambatovy	  Project	  
The	  Ambatovy	  Project	  is	  Sherritt’s	  flagship	  metals	  property	  
in	  which	   they	  own	  a	  40%	  stake.	  Production	   is	  expected	   to	  
start	   by	   the	   summer	   of	   2011.	   Ambatovy	   has	   proven	  
reserves	   of	   120.5	   million	   tonnes	   of	   nickel	   at	   a	   grade	   of	  
1.07%	  and	  cobalt	  at	  0.094%,	  as	  well	  as	  53.0	  million	  tonnes	  
of	   lower	   grade	   nickel	   and	   cobalt.	   Management	   estimate	  
annual	   production	   capacity	   of	   60,000	   tonnes	   nickel	   and	  
5,600	   tonnes	   cobalt.	   The	   revised	   capital	   cost	   is	   US$4.76	  
billion,	   of	   which	   only	   CA$325	   million	   remains	   to	   be	  
realized.
	  
Strong	  Financial	  Position	  

Source:	  Bloomberg	  
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t	  financial	  standing	  is	  very	  sound	  as	  evidenced	  by	  a	  strong	  
cash	  balance	  and	  controllable	  debt	  position.	  Operating	  cash	  
flow	   continues	   to	   grow	   enabling	   Sherritt	   to	   fund	   future	  
capital	   expenditures	   without	   adding	   leverage,	   and	   to	  
acquire	   strategic	   projects	   to	   add	   to	   their	   pipeline.	  
Furthermore,	   Sherritt	   has	   enjoyed	   increasing	   revenue,	  
operating	  cash	  flow,	  and	  profitability	  margins.	  Sherritt	  also	  
maintains	   healthy	   liquidity.	  
	  
Positive	  Outlook	  for	  Commodity	  Prices	  
Commodity	  prices	  have	  risen	  recently	  due	  to	  an	  increase	  in	  
de
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eloping	   nations,	   a	   favourable	   demand-‐supply	   imbalance,	  
environmental	   disturbances,	   and	   political	   uncertainty.	   All	  
the	  persistency	  of	  these	  factors	  bodes	  well	   for	  a	  continued	  
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e	  
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Source:	  Sherritt	  Annual	  Financial	  Statements	  

Source:	  Bloomberg	  Source:	  Sherritt	  Annual	  Financial	  Statements	  
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the price of oil.iv Bloomberg forecasts a 2011 price of Brent Crude between US$90.88 
and US$96.00; however, due to political unrest the oil market will experience greater 
than normal volatility. The price of gas, on the other hand will be relatively flat for 2011. 
This is due to an oversupply of natural gas from already high inventories. Bloomberg 
forecasts the price of natural gas in 2011 to be between US$4.45 and US$4.95.

Growth Forecast and Earnings Outlook 
Sherritt reported exceptionally strong fourth quarter 2010 earnings. Adjusted net 
earnings were CA$0.25 per share versus a consensus of CA$0.21 per share. Annual 
adjusted earnings came in at CA$0.76 per share compared with CA$0.29 a year prior. 
This was attributed to rising commodity prices and strong production from Sherritt’s 
diverse business lines. Full-term production from the company’s re-commissioned 
Coal – Mountain Operations Obed property, along with the purchase of the remaining 
Coal Valley mine provided significant value to the firm and will contribute to robust 
thermal coal production. Capital expenditure will decrease significantly in 2011 from 
CA$1.3 billion to CA$805 million, relative to 2010, as construction at Ambatovy is 
completed.
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	  metals,	   coal,	   and	   oil	   and	   gas.	   These	   three	   business	  
segments	  account	  for	  more	  than	  80%	  of	  Sherritt’s	  revenue.	  	  	  
 
Low-Cost	  Producer	  Across	  All	  Divisions	  
Sh
er
rit
t	  
is	  
ab
le	  
to	  
m
ai
n
t
a
in	  lower	  operating	  costs	  relative	  to	  its	  peers	  primarily	  due	  
to	  producing	  many	  of	  the	  inputs	  needed	  for	  the	  production	  
of	  metals,	  coal,	  and	  oil	  and	  gas.	  	  

 
Investment	  Risks	  
Commodity	  Price	  Risk	  	  
The	   majority	   of	   thermal	   coal	   and	   electricity	   production	  
prices	   are	   determined	   at	   the	   start	   of	   the	   supply	   contract	  
period.	  Roughly	   two-‐thirds	  of	   the	  coal	  contracts	  will	   settle	  
in	  April,	  2011.	  Nickel,	  cobalt,	  oil	  and	  gas,	  and	  thermal	  coal	  
prices	  are	  very	  sensitive	  to	  Sherritt’s	  revenue.	  
	  
Project	  Development	  Risk	  
Sherritt	   currently	   has	   numerous	   projects	   in	   the	   production	   and	   development	   stages.	   	   These	   projects	   face	   risk	   of	   being	  
suspended	   or	   interrupted	   by	   a	   number	   of	   reasons,	   e.g.	   labour	   disruptions,	   political	   events	   and	   regulatory	   permits.	  
Presently,	   Sherritt’s	   operations	   are	   running	   smoothly	   and	   they	   have	   developed	   good	  	  	  	  	  	  

 
Industry Outlook 
Metals	  
The	   industry	   outlook	   for	   base	  metals	   is	  mixed,	   the	   global	  
demand	   for	   nickel	   this	   year	   rem	   ains	   relatively	   strong;	  
however	   as	   prices	   have	   continued	   to	   rise	   from	   the	  
beginning	  of	  2009	  new	  mines	  have	  come	  on	  stream.	  Nickel	  
currently	   trades	   at	   US$24,685/tonne	   and	   is	   expected	   to	  
trade	  between	  US$24,500/tonne	  and	  US$25,330/tonne	  this	  
year	   according	   to	   Bloomberg	   consensus.i	  The	   demand	   for	  
cobalt,	  which	  is	  mainly	  used	  for	  superalloys	  and	  lithium	  ion	  
batteries,	   has	   increased	   in	   recent	   years	   due	   to	   growing	  
popularity	  of	  hybrid	  vehicles,	  growth	  in	  aviation	  sales,	  and	  
cobalt	   catalysts.	   Nevertheless,	   cobalt	   shall	   remain	   in	  
surplus	   until	   2014,	   with	   prices	   remaining	   relatively	   flat.	  
The	  current	  price	  for	  cobalt	  is	  US$18.80/lb.ii	  
	  
Coal	  

Source:	  Sherritt	  Annual	  Financial	  Statements	  
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Of	   all	   Sherritt’s	   commodities	   produced	   and	   sold,	   the	  
outlook	   for	   thermal	   coal	   is	   the	  most	   favourable	   for	   2011.	  
Weather	  disruptions	  in	  Australia,	  Colombia,	  Indonesia,	  and	  
South	   Africa	   have	   positively	   shocked	   the	   price	   of	   thermal	  
coal	   early	   in	   2011.	   	   Also,	   demand	   from	   Asia	   continues	   to	  
strengthen	   as	   economies	   recover	   and	   Chinese	   coal	   mines	  
shutdown	   due	   to	   illegal	   and	   unsafe	   mining.	   The	   current	  
spot	   price	   for	   thermal	   coal	   is	   US$131/mt	   with	   a	   2011	  
forecast	  of	  US$130/mt	  to	  US$145/mt.iii	  
	  
Oil	  and	  Gas	  	  
Due	  to	  political	  turmoil	  in	  the	  Middle	  East	  and	  North	  Africa,	  the	  price	  of	  spot	  oil	  has	  increased	  dramatically	  since	  the	  end	  of	  
2010.	  	  Currently,	  Libya	  has	  suspended	  all	  production	  of	  oil.	  According	  to	  Bloomberg,	  Libya	  produced	  1.652	  million	  bpd	  of	  
oil	  in	  2010,	  accounting	  for	  roughly	  2%	  of	  the	  annual	  global	  supply.	  From	  the	  beginning	  of	  December	  2010	  the	  price	  of	  Brent	  
Crude	   has	   rallied	   roughly	   30%	   to	   US$116.57.	   The	   demand-‐supply	   relationship	   continues	   to	   contract	   further,	   adding	  
upwards	  pressure	  to	  the	  price	  of	  oil.	   	  Bloomberg	  forecasts	  a	  2011	  price	  of	  Brent	  Crude	  between	  US$90.88	  and	  US$96.00;	  
however,	  due	  to	  political	  unrest	  the	  oil	  market	  will	  experience	  greater	  than	  normal	  volatility.	  	  The	  price	  of	  gas,	  on	  the	  other	  
hand	  will	  be	  relatively	  flat	  for	  2011.iv	  This	  is	  due	  to	  an	  oversupply	  of	  natural	  gas	  from	  already	  high	  inventories.	  Bloomberg	  
forecasts	  the	  price	  of	  natural	  gas	  in	  2011	  to	  be	  between	  US$4.45	  and	  US$4.95.	   	  	  	  	  	  	  	  	  	  	   	  

 
Growth	  Forecast	  and	  Earnings	  Outlook	  	  
Sherritt	   reported	   exceptionally	   strong	   fourth	   quarter	   2010	  
earnings.	  Adjusted	  net	  earnings	  were	  CA$0.25	  per	  share	  versus	  a	  
consensus	  of	  CA$0.21	  per	  share.	   	  Annual	  adjusted	  earnings	  came	  
in	  at	  CA$0.76	  per	  share	  compared	  with	  CA$0.29	  a	  year	  prior.	  This	  
was	  attributed	  to	  rising	  commodity	  prices	  and	  strong	  production	  
from	  Sherritt’s	  diverse	  business	   lines.	  Full-‐term	  production	   from	  
the	   company’s	   re-‐commissioned	   Coal	   –	   Mountain	   Operations	  
Obed	   property,	   along	   with	   the	   purchase	   of	   the	   remaining	   Coal	  
Valley	   mine	   provided	   significant	   value	   to	   the	   firm	   and	   will	  
contribute	  to	  robust	  thermal	  coal	  production.	  Capital	  expenditure	  
will	  decrease	  significantly	  in	  2011	  from	  CA$1.3	  billion	  to	  CA$805	  
million,	  relative	  to	  2010,	  as	  construction	  at	  Ambatovy	  is	  completed.	  
	  
Sherritt	  has	  a	  solid	  liquidity	  position	  as	  evidenced	  by	  their	  strong	  cash	  balance	  of	  CA$827.5	  million	  in	  Q4	  2010	  (incl.	  short-‐
term	   investments),	  an	   increase	  of	  almost	  CA$120	  million	   from	  the	  previous	  quarter.	  The	  company	  has	  a	  current	  ratio	  of	  
2.52:	   1,	   a	   comfortable	  margin	   for	   which	   to	   operate	   and	   has	   ample	   cash	   available	   to	   them,	   roughly	   CA$1.4	   in	   cash	   and	  
available	  credit.	   	  Debt-‐to-‐total	  capitalization	  for	   the	   firm	  is	  36%;	  however,	   loans	  do	  not	  begin	  to	  mature	  until	  2012.	  Free	  
cash	  flow	  was	  significantly	  lower	  in	  2008	  due	  to	  the	  increased	  capital	  expenditure	  used	  to	  fund	  the	  Ambatovy	  project	  and	  
the	  decrease	  in	  earnings	  that	  year.	  Since	  then,	  Sherritt	  has	  increased	  earnings	  annually	  and	  reached	  record	  production	  in	  
Coal	  and	  Metal	  operations,	  as	  evidenced	  by	  the	  20%	  increase	  in	  total	  revenue	  in	  2010	  to	  CA$1,771	  million.	  	  
	  
Sherritt’s	  main	   focus	   in	  2011	  will	   be	   the	   commencement	   of	   production	   at	  Ambatovy,	   one	  of	   the	  world’s	   largest	   lateritic	  
nickel	  mining	  operations.	  Ambatovy,	   approximately	  90%	  complete,	   is	   expected	   to	  have	   a	  29	   year	   life	  with	   an	   estimated	  
annual	   production	   capacity	   of	   60,000	   tonnes	   of	   nickel	   and	   5,600	   tonnes	   of	   cobalt.	   Demand	   for	   Sherritt’s	   products	   is	  
expected	  to	  remain	  strong	  in	  2011,	  supporting	  strong	  production.	  This	  coupled	  with	  rising	  base	  metal,	  thermal	  coal,	  and	  oil	  
and	  gas	  prices	  creates	  a	  positive	  earnings	  outlook	  for	  Sherritt	  this	  year.	  
	  
Valuation	  Analysis	  
As	  a	  company	  in	  the	  Materials	  sector	  with	  diverse	  business	  lines,	  it	  is	  best	  to	  value	  Sherritt	  using	  a	  Net	  Asset	  Value	  (NAV)	  
valuation	  method,	   subsequently	   utilizing	   NAVPS	   to	   determine	   the	   relative	   value	   of	   the	   company.	   	   Sherritt’s	   peer	   group	  
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Sherritt has a solid liquidity position as evidenced by their strong cash balance of CA$827.5 million in Q4 2010 (incl. short-term 
investments), an increase of almost CA$120 million from the previous quarter. The company has a current ratio of 2.52: 1, a com-
fortable margin for which to operate and has ample cash available to them, roughly CA$1.4 in cash and available credit. Debt-to-
total capitalization for the firm is 36%; however, loans do not begin to mature until 2012. Free cash flow was significantly lower in 
2008 due to the increased capital expenditure used to fund the Ambatovy project and the decrease in earnings that year. Since then, 
Sherritt has increased earnings annually and reached record production in Coal and Metal operations, as evidenced by the 20% 
increase in total revenue in 2010 to CA$1,771 million. 

Sherritt’s main focus in 2011 will be the commencement of production at Ambatovy, one of the world’s largest lateritic nickel 
mining operations. Ambatovy, approximately 90% complete, is expected to have a 29 year life with an estimated annual production 
capacity of 60,000 tonnes of nickel and 5,600 tonnes of cobalt. Demand for Sherritt’s products is expected to remain strong in 2011, 
supporting strong production. This coupled with rising base metal, thermal coal, and oil and gas prices creates a positive earnings 
outlook for Sherritt this year.

Valuation Analysis
As a company in the Materials sector with diverse business lines, it is best to value Sherritt using a Net Asset Value (NAV) valuation 
method, subsequently utilizing NAVPS to determine the relative value of the company. Sherritt’s peer group commands an average 
P/NAV multiple of 1.13x. Applying this multiple to Sherritt’s NAV of $14.84 yields a target price of $16.78, rounded down to $16.75. 

 P/NAV P/E P/OCF P/B Div. Yield

Peer Average 1.13x 13.77x 9.50x 1.81x 0.67%

Sherritt International Corp 0.51x 9.33x 4.37x 0.64x 2.01%

Comparing other common multiples with Sherritt’s peer group it is evident that Sherritt is undervalued relative to their peers. 
The P/NAV multiple is used in the materials industry to compare similar producing companies. Based on this metric Sherritt is 
currently undervalued at 0.51x P/NAV vs. an industry average of 1.13x. The firm also looks attractive based on current P/E, P/OCF, 
P/B, and dividend yield.

Recommendation
The market seems to be discounting Sherritt due to the geographical and political risk of their operations, their diversification of 
business lines (pure commodity companies possess higher multiples), and perhaps due to a complicated balance sheet. Manage-
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ment is expecting strong production from their main business lines and commodity prices to continue to rise in 2011. The main 
driver for Sherritt, Ambatovy, is set to commence production this year setting the stage for a breakout of Sherritt’s stock price. We 
believe the stock should trade at least in line with their peer group; as a result, The SIAS Fund is initiating a Sector Outperform 
rating on Sherritt with a $16.75 target price. 

I recommend a purchase of 14,000 shares of Sherritt (S). At a current share price of $7.56, the total cost of the purchase would be 
CA$105,840 plus commission. Sherritt’s weighting in the SIAS Canadian Equity portfolio, if purchased at this time would be roughly 
2.7%. As Sherritt’s weighting in the SPTSX is low, at only 16bps, such a purchase would therefore lead to an active weight of 2.54%, 
which coincides with my bullish view on Sherritt.

Financial Models
Net Asset Value (CA$M) NAVPS (CA$/Share)

Asset   

Current Assets  $     1,519,900  $               5.15 

Investments  105,300  0.36 

Other Assets  190,200  0.64 

LT Receivables  23,900  0.08 

Operations  4,886,394  16.56 

Total Asset  $     6,725,694  $            22.80

Liabilities  

Current Liabilities  $        602,600  2.04 

Long-term Debt  1,563,600  5.30 

Asset Retirement Obligation  180,800  0.61 

Total Liabilities  $     2,347,000  $              7.96 

Total NAV  $    4,378,694  $            14.84

Disclosures
This report was prepared in accordance with the Code of Ethics and Standards of Professional Conduct adopted by the Chartered 
Financial Analyst Institute. This report is intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the 
report date, the author has no financial interest in Sherritt International Corporation.

_______________________

i http://www.bloomberg.com/news/2010-11-14/nickel-prices-have-resumed-trending-up-macquarie-s-lennon-says.html
ii http://www.resourceinvestor.com/News/2011/2/Pages/Outlooks-for-Cobalt-Lithium--Ferrochrome.aspx
iii http://www.investmentu.com/2011/February/thermal-coal-prices.html
iv http://www.eia.doe.gov/emeu/steo/pub/contents.html
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Price $59.35
Date of Price 24-Feb-11
52-week Range $46.51 - $61.00
Shares Outstanding 1,043M
Market Cap $63,205.80M
Current Dividend $1.96
Dividend Yield 3.20%
P/E (T12M) 15.14x
EPS (T12M) $3.92
P/B (MRQ) 2.58x
Target Price $60
Target Price Date 01-Oct-2011
Rating Sector Perform 

5 Year Share Price

Company Description
Bank of Nova Scotia is Canada’s third largest bank by assets and market capitaliza-
tion. It operates through four core business lines: Canadian Banking, International 
Banking, Scotia Capital and Global Wealth Management. Canadian Banking and 
International Banking encompass Scotiabank’s retail and commercial operations. 
International Banking offers financial solutions in more than 45 countries outside 
of Canada, with a focus on the Caribbean, Mexico, Latin America and Asia. Scotia 
Capital is the wholesale and investment banking arm providing a wide range of 
products to corporate, government and institutional clients. The newly established 
Global Wealth Management division combines Scotiabank’s wealth management 
and insurance businesses in Canada and abroad.

Industry Outlook
Canadian banks have proven to be relatively resilient throughout the global 
financial crisis, credited to conservative lending practices. On average, they have 
generated higher net income throughout the past three years than their inter-
national counterparts. Domestic credit markets have grown rapidly over recent 
years as declining interest rates enabled Canadian households to increase their 
leverage. However, with average debt to income levels rising to record highs of 
145%, growth in domestic retail lending is expected to become more challeng-
ing. Investment driven lending growth, on the other hand, will be relatively strong 
and provisions for credit losses are trending downwards as full economic recovery 
takes hold. While capital levels at the major Canadian banks exceed international 
standards outlined in Basel III, actions taken by banks to continue to meet regula-
tory requirements could curb balance sheet growth.

Growth Forecast and Earnings Outlook
After achieving record profits in 2010, Scotiabank is widely expected to raise 
dividends in 2011 after keeping them relatively unchanged the past 3 years. 
Although domestic retail lending is slowing down, we anticipate modest growth 
that will resemble that of the GDP. With interest rates relatively low and funds 
returning to recovering equity markets, deposit growth is also expected to dampen. 
While the outlook for domestic retail banking is modest, the wealth management 
business is poised to drive growth for the bank’s Canadian operations. After the 
acquisition of Dundee Wealth in late 2010, Scotiabank became the fifth largest 
wealth management and mutual fund provider in Canada. Moreover, Scotiabank’s 
international operations continue to deliver a strong performance, making up ap-
proximately half of the bank’s total revenue. The bank is well positioned to capi-
talize on the rapid growth in emerging markets, particularly in Latin America. As 
for Scotia Capital, trading revenue is on a downward trend, which should continue 
as markets become more stabilized. Revenue in this segment is expected to be 
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Company Description:  
Bank of Nova Scotia is Canada’s third largest bank by assets 
and market capitalization. It operates through four core 
business lines: Canadian Banking, International Banking, 
Scotia Capital and Global Wealth Management. Canadian 
Banking and International Banking encompass Scotiabank’s 
retail and commercial operations. International Banking 
offers financial solutions in more than 45 countries outside of 
Canada, with a focus on the Caribbean, Mexico, Latin 
America and Asia. Scotia Capital is the wholesale and 
investment banking arm providing a wide range of products 
to corporate, government and institutional clients. The 
newly established Global Wealth Management division 
combines Scotiabank’s wealth management and insurance 
businesses in Canada and abroad. 
 

Industry Outlook 
Canadian banks have proven to be relatively resilient 
throughout the global financial crisis, credited to 
conservative lending practices. On average, they have 
generated higher net income throughout the past three years 
than their international counterparts. Domestic credit 
markets have grown rapidly over recent years as declining 
interest rates enabled Canadian households to increase their 
leverage. However, with average debt to income levels rising to record highs of 145%, growth in domestic retail 
lending is expected to become more challenging. Investment 
driven lending growth, on the other hand, will be relatively 
strong and provisions for credit losses are trending 
downwards as full economic recovery takes hold. While 
capital levels at the major Canadian banks exceed 
international standards outlined in Basel III, actions taken by 
banks to continue to meet regulatory requirements could curb 
balance sheet growth. 
 

Growth Forecast and Earnings Outlook 
After achieving record profits in 2010, Scotiabank is widely 
expected to raise dividends in 2011 after keeping them 
relatively unchanged the past 3 years. Although domestic 
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Current Dividend $1.96 
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P/E (T12M) 15.14x 
EPS (T12M) $3.92 
P/B (MRQ) 2.58x  

Target Price $60 
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Company Description:  
Bank of Nova Scotia is Canada’s third largest bank by assets 
and market capitalization. It operates through four core 
business lines: Canadian Banking, International Banking, 
Scotia Capital and Global Wealth Management. Canadian 
Banking and International Banking encompass Scotiabank’s 
retail and commercial operations. International Banking 
offers financial solutions in more than 45 countries outside of 
Canada, with a focus on the Caribbean, Mexico, Latin 
America and Asia. Scotia Capital is the wholesale and 
investment banking arm providing a wide range of products 
to corporate, government and institutional clients. The 
newly established Global Wealth Management division 
combines Scotiabank’s wealth management and insurance 
businesses in Canada and abroad. 
 

Industry Outlook 
Canadian banks have proven to be relatively resilient 
throughout the global financial crisis, credited to 
conservative lending practices. On average, they have 
generated higher net income throughout the past three years 
than their international counterparts. Domestic credit 
markets have grown rapidly over recent years as declining 
interest rates enabled Canadian households to increase their 
leverage. However, with average debt to income levels rising to record highs of 145%, growth in domestic retail 
lending is expected to become more challenging. Investment 
driven lending growth, on the other hand, will be relatively 
strong and provisions for credit losses are trending 
downwards as full economic recovery takes hold. While 
capital levels at the major Canadian banks exceed 
international standards outlined in Basel III, actions taken by 
banks to continue to meet regulatory requirements could curb 
balance sheet growth. 
 

Growth Forecast and Earnings Outlook 
After achieving record profits in 2010, Scotiabank is widely 
expected to raise dividends in 2011 after keeping them 
relatively unchanged the past 3 years. Although domestic 
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driven by the revival of M&A and underwriting activities. Scotiabank’s consensus EPS 
estimates for 2011 average at $4.21 in comparison to the 5 year historical EPS of $3.48 
and the peer average consensus EPS estimate of $4.93. 

Valuation
A multiplier valuation approach was used to derrive at a target price. Scotiabank’s 
current P/E ratio of 14.96x suggests that the bank is trading at a premium compared to 
the 5 year historical average of 13.54 and the industry average of 13.83x.The peer group 
average is calculated based on the following banks: BNS, RBC, TD, CM, BMO, and NA. 
BNS’s P/B ratio of 2.58x is the highest amongst its peers and its ROE of 18.05% is above 
the industry average return of 15.93%, trailing only CM’s ROE of 19.22%. At a forecasted 
EPS of $4.21, a target price of $60 is derived by using the forward peer average P/E of 
14.27x.

Recommendation
It is suggested to hold current shares of Scotiabank given that its longstanding 
presence in emerging market is unmatched by other Canadian banks. BNS’s higher 
returns achieved in emerging markets and through the expansion in wealth manage-
ment have been appealing. However, this could work in or against the bank’s favour, 
depending on the macroeconomic and political stability in those areas. It is believed 
that there are currently no indications of deteriorating growth in the emerging markets 
in which Scotiabank operates.

Disclosures
This report was prepared in accordance with the Code of Ethics and Standards of Pro-
fessional Conduct adopted by the Chartered Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the 
report date, the author has no financial interest in Bank of Nova Scotia.
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EPS (T12M) $3.92 
P/B (MRQ) 2.58x  
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Company Description:  
Bank of Nova Scotia is Canada’s third largest bank by assets 
and market capitalization. It operates through four core 
business lines: Canadian Banking, International Banking, 
Scotia Capital and Global Wealth Management. Canadian 
Banking and International Banking encompass Scotiabank’s 
retail and commercial operations. International Banking 
offers financial solutions in more than 45 countries outside of 
Canada, with a focus on the Caribbean, Mexico, Latin 
America and Asia. Scotia Capital is the wholesale and 
investment banking arm providing a wide range of products 
to corporate, government and institutional clients. The 
newly established Global Wealth Management division 
combines Scotiabank’s wealth management and insurance 
businesses in Canada and abroad. 
 

Industry Outlook 
Canadian banks have proven to be relatively resilient 
throughout the global financial crisis, credited to 
conservative lending practices. On average, they have 
generated higher net income throughout the past three years 
than their international counterparts. Domestic credit 
markets have grown rapidly over recent years as declining 
interest rates enabled Canadian households to increase their 
leverage. However, with average debt to income levels rising to record highs of 145%, growth in domestic retail 
lending is expected to become more challenging. Investment 
driven lending growth, on the other hand, will be relatively 
strong and provisions for credit losses are trending 
downwards as full economic recovery takes hold. While 
capital levels at the major Canadian banks exceed 
international standards outlined in Basel III, actions taken by 
banks to continue to meet regulatory requirements could curb 
balance sheet growth. 
 

Growth Forecast and Earnings Outlook 
After achieving record profits in 2010, Scotiabank is widely 
expected to raise dividends in 2011 after keeping them 
relatively unchanged the past 3 years. Although domestic 

Regulatory Capital Ratios

EPS and Dividend per share

ROE Comparison

 
Canadian Equity Research 24 February 2011 
Sector:                                                          Analyst: Allen Yeung 
Financials 
 	  
	  

Student	  Investment	  Advisory	  Service	   Page	  2	  of	  2	   Simon	  Fraser	  University	  

5	  

10	  

15	  

20	  

FQ1	  
2011	  

FQ1	  
2010	  

FQ1	  
2009	  

FQ1	  
2008	  

FQ1	  
2007	  

Rela:ve	  P/E	  	   BNS	  

RY	  

TD	  

Peer	  
AVG	  

0	  

1	  

2	  

3	  

4	  

5	  

2006	   2007	   2008	   2009	   2010	  

EPS	  and	  Dividend	  per	  share	  

EPS	  

Dividend/share	  

0%	  

5%	  

10%	  

15%	  

20%	  

25%	  

BNS	   RY	   TD	   BMO	   CM	   NA	   Avg	  

ROE	  Comparison	  

retail lending is slowing, we anticipate modest growth that will resemble GDP growth. With interest rates relatively 
low and funds returning to recovering equity markets, deposit growth is also expected to dampen. While the outlook 
for domestic retail banking is modest, the wealth management business is poised to drive growth for the bank’s 
Canadian operations. After the acquisition of Dundee Wealth in late 2010, Scotiabank became the fifth largest wealth 
management and mutual fund provider in Canada. Moreover, Scotiabank’s international operations continue to deliver 
a strong performance, making up approximately half of the bank’s total revenue. The bank is well positioned to 
capitalize on the rapid growth in emerging markets, particularly in Latin and South America. As for Scotia Capital, 
trading revenue is on a downward trend, which should 
continue as markets become more stabilized. Revenue in this 
segment is expected to be driven by the revival of M&A and 
underwriting activities. Scotiabank’s consensus EPS estimates 
for 2011 average at $4.21 in comparison to the 5 year 
historical EPS of $3.48 and the peer average consensus EPS 
estimate of $4.93.  
 

Valuation 
A multiplier valuation approach was used to arrive at a target 
price. Scotiabank’s current P/E ratio of 14.96x suggests that 
the bank is trading at a premium compared to the 5 year 
historical average of 13.54 and the industry average of 
13.83x.The peer group average is calculated based on the following banks: BNS, RBC, TD, CM, BMO, and NA. 
BNS’s P/B ratio of 2.58x is highest amongst its peers while its ROE of 18.05% is above the industry average return of 
15.93%, trailing only CM’s ROE of 19.22%. At a forecasted 
EPS of $4.21, a target price of $60 is derived by using the 
forward peer average P/E of 14.27x. 
 

Recommendation 
It is suggested to hold current shares of Scotiabank. Higher 
returns achieved in emerging markets and through the 
expansion in wealth management have been appealing, and 
Scotiabank’s longstanding presence in emerging markets is 
unmatched by other Canadian banks. This could work in or 
against the bank’s favour, depending on the macroeconomic 
and political stability in those areas. There are currently no 
indications of deteriorating growth in the emerging markets in 
which Scotiabank operates. 
 

Note on Ratings 
Sector Outperform – stock is expected to outperform the 
average total return of the sector over the next 12 months. 
Sector Perform – stock is expected to perform approximately in 
line with the average total return over the next 12 months. 
Sector Underperform – stock is expected to underperform the 
average total return of the sector over the next 12 months. 
 

Disclosures 
This report was prepared in accordance with the Code of 
Ethics and Standards of Professional Conduct adopted by the Chartered Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the report date, the author has no 
financial interest in Bank of Nova Scotia. 
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retail lending is slowing, we anticipate modest growth that will resemble GDP growth. With interest rates relatively 
low and funds returning to recovering equity markets, deposit growth is also expected to dampen. While the outlook 
for domestic retail banking is modest, the wealth management business is poised to drive growth for the bank’s 
Canadian operations. After the acquisition of Dundee Wealth in late 2010, Scotiabank became the fifth largest wealth 
management and mutual fund provider in Canada. Moreover, Scotiabank’s international operations continue to deliver 
a strong performance, making up approximately half of the bank’s total revenue. The bank is well positioned to 
capitalize on the rapid growth in emerging markets, particularly in Latin and South America. As for Scotia Capital, 
trading revenue is on a downward trend, which should 
continue as markets become more stabilized. Revenue in this 
segment is expected to be driven by the revival of M&A and 
underwriting activities. Scotiabank’s consensus EPS estimates 
for 2011 average at $4.21 in comparison to the 5 year 
historical EPS of $3.48 and the peer average consensus EPS 
estimate of $4.93.  
 

Valuation 
A multiplier valuation approach was used to arrive at a target 
price. Scotiabank’s current P/E ratio of 14.96x suggests that 
the bank is trading at a premium compared to the 5 year 
historical average of 13.54 and the industry average of 
13.83x.The peer group average is calculated based on the following banks: BNS, RBC, TD, CM, BMO, and NA. 
BNS’s P/B ratio of 2.58x is highest amongst its peers while its ROE of 18.05% is above the industry average return of 
15.93%, trailing only CM’s ROE of 19.22%. At a forecasted 
EPS of $4.21, a target price of $60 is derived by using the 
forward peer average P/E of 14.27x. 
 

Recommendation 
It is suggested to hold current shares of Scotiabank. Higher 
returns achieved in emerging markets and through the 
expansion in wealth management have been appealing, and 
Scotiabank’s longstanding presence in emerging markets is 
unmatched by other Canadian banks. This could work in or 
against the bank’s favour, depending on the macroeconomic 
and political stability in those areas. There are currently no 
indications of deteriorating growth in the emerging markets in 
which Scotiabank operates. 
 

Note on Ratings 
Sector Outperform – stock is expected to outperform the 
average total return of the sector over the next 12 months. 
Sector Perform – stock is expected to perform approximately in 
line with the average total return over the next 12 months. 
Sector Underperform – stock is expected to underperform the 
average total return of the sector over the next 12 months. 
 

Disclosures 
This report was prepared in accordance with the Code of 
Ethics and Standards of Professional Conduct adopted by the Chartered Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the report date, the author has no 
financial interest in Bank of Nova Scotia. 

Relative P/E

 
Canadian Equity Research 24 February 2011 
Sector:                                                          Analyst: Allen Yeung 
Financials 
 	  
	  

Student	  Investment	  Advisory	  Service	   Page	  2	  of	  2	   Simon	  Fraser	  University	  

5	  

10	  

15	  

20	  

FQ1	  
2011	  

FQ1	  
2010	  

FQ1	  
2009	  

FQ1	  
2008	  

FQ1	  
2007	  

Rela:ve	  P/E	  	   BNS	  

RY	  

TD	  

Peer	  
AVG	  

0	  

1	  

2	  

3	  

4	  

5	  

2006	   2007	   2008	   2009	   2010	  

EPS	  and	  Dividend	  per	  share	  

EPS	  

Dividend/share	  

0%	  

5%	  

10%	  

15%	  

20%	  

25%	  

BNS	   RY	   TD	   BMO	   CM	   NA	   Avg	  

ROE	  Comparison	  

retail lending is slowing, we anticipate modest growth that will resemble GDP growth. With interest rates relatively 
low and funds returning to recovering equity markets, deposit growth is also expected to dampen. While the outlook 
for domestic retail banking is modest, the wealth management business is poised to drive growth for the bank’s 
Canadian operations. After the acquisition of Dundee Wealth in late 2010, Scotiabank became the fifth largest wealth 
management and mutual fund provider in Canada. Moreover, Scotiabank’s international operations continue to deliver 
a strong performance, making up approximately half of the bank’s total revenue. The bank is well positioned to 
capitalize on the rapid growth in emerging markets, particularly in Latin and South America. As for Scotia Capital, 
trading revenue is on a downward trend, which should 
continue as markets become more stabilized. Revenue in this 
segment is expected to be driven by the revival of M&A and 
underwriting activities. Scotiabank’s consensus EPS estimates 
for 2011 average at $4.21 in comparison to the 5 year 
historical EPS of $3.48 and the peer average consensus EPS 
estimate of $4.93.  
 

Valuation 
A multiplier valuation approach was used to arrive at a target 
price. Scotiabank’s current P/E ratio of 14.96x suggests that 
the bank is trading at a premium compared to the 5 year 
historical average of 13.54 and the industry average of 
13.83x.The peer group average is calculated based on the following banks: BNS, RBC, TD, CM, BMO, and NA. 
BNS’s P/B ratio of 2.58x is highest amongst its peers while its ROE of 18.05% is above the industry average return of 
15.93%, trailing only CM’s ROE of 19.22%. At a forecasted 
EPS of $4.21, a target price of $60 is derived by using the 
forward peer average P/E of 14.27x. 
 

Recommendation 
It is suggested to hold current shares of Scotiabank. Higher 
returns achieved in emerging markets and through the 
expansion in wealth management have been appealing, and 
Scotiabank’s longstanding presence in emerging markets is 
unmatched by other Canadian banks. This could work in or 
against the bank’s favour, depending on the macroeconomic 
and political stability in those areas. There are currently no 
indications of deteriorating growth in the emerging markets in 
which Scotiabank operates. 
 

Note on Ratings 
Sector Outperform – stock is expected to outperform the 
average total return of the sector over the next 12 months. 
Sector Perform – stock is expected to perform approximately in 
line with the average total return over the next 12 months. 
Sector Underperform – stock is expected to underperform the 
average total return of the sector over the next 12 months. 
 

Disclosures 
This report was prepared in accordance with the Code of 
Ethics and Standards of Professional Conduct adopted by the Chartered Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the report date, the author has no 
financial interest in Bank of Nova Scotia. 
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retail lending is slowing, we anticipate modest growth that will resemble GDP growth. With interest rates relatively 
low and funds returning to recovering equity markets, deposit growth is also expected to dampen. While the outlook 
for domestic retail banking is modest, the wealth management business is poised to drive growth for the bank’s 
Canadian operations. After the acquisition of Dundee Wealth in late 2010, Scotiabank became the fifth largest wealth 
management and mutual fund provider in Canada. Moreover, Scotiabank’s international operations continue to deliver 
a strong performance, making up approximately half of the bank’s total revenue. The bank is well positioned to 
capitalize on the rapid growth in emerging markets, particularly in Latin and South America. As for Scotia Capital, 
trading revenue is on a downward trend, which should 
continue as markets become more stabilized. Revenue in this 
segment is expected to be driven by the revival of M&A and 
underwriting activities. Scotiabank’s consensus EPS estimates 
for 2011 average at $4.21 in comparison to the 5 year 
historical EPS of $3.48 and the peer average consensus EPS 
estimate of $4.93.  
 

Valuation 
A multiplier valuation approach was used to arrive at a target 
price. Scotiabank’s current P/E ratio of 14.96x suggests that 
the bank is trading at a premium compared to the 5 year 
historical average of 13.54 and the industry average of 
13.83x.The peer group average is calculated based on the following banks: BNS, RBC, TD, CM, BMO, and NA. 
BNS’s P/B ratio of 2.58x is highest amongst its peers while its ROE of 18.05% is above the industry average return of 
15.93%, trailing only CM’s ROE of 19.22%. At a forecasted 
EPS of $4.21, a target price of $60 is derived by using the 
forward peer average P/E of 14.27x. 
 

Recommendation 
It is suggested to hold current shares of Scotiabank. Higher 
returns achieved in emerging markets and through the 
expansion in wealth management have been appealing, and 
Scotiabank’s longstanding presence in emerging markets is 
unmatched by other Canadian banks. This could work in or 
against the bank’s favour, depending on the macroeconomic 
and political stability in those areas. There are currently no 
indications of deteriorating growth in the emerging markets in 
which Scotiabank operates. 
 

Note on Ratings 
Sector Outperform – stock is expected to outperform the 
average total return of the sector over the next 12 months. 
Sector Perform – stock is expected to perform approximately in 
line with the average total return over the next 12 months. 
Sector Underperform – stock is expected to underperform the 
average total return of the sector over the next 12 months. 
 

Disclosures 
This report was prepared in accordance with the Code of 
Ethics and Standards of Professional Conduct adopted by the Chartered Financial Analyst Institute. This report is 
intended for use only by the SIAS Fund, a subset of the SFU Endowment Fund. As of the report date, the author has no 
financial interest in Bank of Nova Scotia. 
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Portfolio Holdings
Stock RIM.TO
Current Price $53.08
% change  
 (previous month) -17.7%
% change 
 (previous quarter) -13.92%
Trailing Annual 
 Dividend Yield N.A
Forward P/E 8
52-week Range $44.01-$74.73

5 Year Historical Prices -  
Quarterly

Industry Overview
This cyclical sector consists of industry groups, industries and sub-industries 
defined by the Global Industry Classification Standard. The industry groups consist 
of software and services, technology, hardware and equipment, semiconductors 
and semiconductor equipment.

The S&P/TSX Info Tech Index (STINFT:IND) is a subset of the parent index, S&P/
TSX Composite Index. It consists of components within the Information Technology 
sector defined by GICS that are attributable to the SPTSX.

The members of the S&P/TSX Info Tech Index include:

Research in Motion (TSE:RIM)
Research in Motion designs, markets, and manufactures communication devices 
and services. It provides platforms mainly within the smartphone and tablet 
markets.

Celestica (TSE:CLS)
Celestica’s main business is found within electronics manufacturing services. 
Products can be found in: Smartphones, telecommunications equipment, storage, 
aerospace and defense electronics, healthcare products, audiovisual equipment, pe-
ripherals, gaming products, industrial and green technology electronic equipment.

Open Text Corp. (TSE:OTC)
OTC provides enterprise management content software solutions. This content 
management applies to documents, e-mail, records, web content, etc. and a 
variety of services for organizations (to promote collaboration and allow organiza-
tions to build vehicles to connect people and content). OTC also provides services 
for governments.

CGI Group Inc. (TSE:GIB.A)
CGI Group Inc. provides IT and business process services (to assist management 
of business functions). This includes, but is not limited to: IT consulting, and man-
agement/strategic planning. The Company operates in Canada, US, India, Europe 
and Asia Pacific. 

MacDonald Dettwiler (TSE:MDA)
This large data processing firm specializes in advanced technology development. 
It caters to two segments: 
Information products, which include property-related information services 
and geospatial information solutions (for residential and commercial, financial 
services, surveillance and intelligence sectors)
Information systems, which is comprised of ground- and space-based information 
solutions (for civilian and military governments and commercial customers).

INFORMATION TECHNOLOGY SECTOR REPORT 

CANADIAN EQUITY RESEARCH
Information Technology APRIL 4, 2011

Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
report is intended for use only by the SIAS 
Fund, a subset of the SFU Endowment 
Fund. As of the report date, the author has 
no financial interest in the aforementioned 
companies. 
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RIM.TO	   $53.08	   -‐17.7%	   -‐13.92%	   N.A	   8	   44.01	  -‐	  74.73	  
	  
Industry	  Overview	  
This	   cyclical	   sector	   consists	   of	   industry	   groups,	  
industries	   and	   sub-‐industries	   defined	   by	   the	   Global	  
Industry	  Classification	  Standard.	  	  The	  industry	  groups	  
consist	   of	   software	   and	   services,	   technology,	  
hardware	   and	   equipment,	   semiconductors	   and	  
semiconductor	  equipment.	  
	  
The	   S&P/TSX	   Info	   Tech	   Index	   (STINFT:IND)	   is	   a	  
subset	   of	   parent	   index	   S&P/TSX	   Composite	   Index.	   It	  
consists	   of	   components	   within	   the	   Information	  
Technology	   sector	   defined	   by	   GICS	   that	   are	  
attributable	  to	  the	  SPTSX.	  
	  
The	  members	  of	  the	  S&P/TSX	  Info	  Tech	  Index	  include:	  
	  
Research	  in	  Motion	  (TSE:RIM)	  
Research	   in	   Motion	   designs,	   markets,	   and	  
manufactures	  communication	  devices	  and	  services.	  	  	  
It	   provides	   platforms	  mainly	   within	   the	   smartphone	  
and	  tablet	  markets.	  
	  
Celestica	  (TSE:CLS)	  
Celestica’s	  main	   business	   is	   found	  within	   electronics	  
manufacturing	   services.	   Products	   can	   be	   found	   in:	  
Smartphones,	   telecommunications	   equipment,	  
storage,	  aerospace	  and	  defense	  electronics,	  healthcare	  
products,	  audiovisual	  equipment,	  peripherals,	  gaming	  
products,	   industrial	   and	   green	   technology	   electronic	  
equipment.	  
	  
Open	  Text	  Corp.	  (TSE:OTC)	  
OTC	   provides	   enterprise	   management	   content	  
software	  solutions.	  This	  content	  management	  applies	  
to	  documents,	  e-‐mail,	  records,	  web	  content,	  etc.	  and	  a	  
variety	   of	   services	   for	   organizations	   (to	   promote	  
collaboration	   and	   allow	   organizations	   to	   build	  

vehicles	   to	   connect	   people	   and	   content).	   	   OTC	   also	  
provides	  services	  for	  governments.	  

	  
	  
CGI	  Group	  Inc.	  (TSE:GIB.A)	  
CGI	   Group	   Inc.	   provides	   IT	   and	   business	   process	  
services	  (to	  assist	  management	  of	  business	  functions).	  	  	  
This	  includes,	  but	  is	  not	  limited	  to:	  	  IT	  consulting,	  and	  
management/strategic	   planning.	   	   The	   Company	  
operates	  in	  Canada,	  US,	  India,	  Europe	  and	  Asia	  Pacific.	  	  
	  
MacDonald	  Dettwiler	  (TSE:MDA)	  
This	   large	   data	   processing	   firm	   specializes	   in	  
advanced	   technology	   development.	   	   It	   caters	   to	   two	  
segments:	  	  	  
Information	  products,	  which	  include	  property-‐related	  
information	   services	   and	   geospatial	   information	  
solutions	   (for	   residential	   and	   commercial,	   financial	  
services,	  surveillance	  and	  intelligence	  sectors)	  
Information	   systems,	   which	   is	   comprised	   of	   ground-‐	  
and	   space-‐based	   information	   solutions	   (for	   civilian	  
and	   military	   governments	   and	   commercial	  
customers).	  
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Key Drivers 
Expansion into new markets and segments
New export opportunities provide possibilities to add value as demand for products and/or services within this sector from various 
different geographic and operating segments increases. For example, Research In Motion’s domestic demand remains stable, but 
is on the rise in emerging markets such as India. 

GDP growth
An increase in GDP signifies an increased standard of living, and thus more disposable income for consumer spending. As GDP 
grows, firms and consumers are more willing to invest or spend disposable income on products and services such as smartphones 
or IT solutions, for example.

Investment in R&D
Companies who invest in research and development may be able to add value through growth, which is then reflected in sales and 
thus have the potential to maintain a competitive position in the long runi. Since the information technology sector is constantly 
changing its product and service capacity, it is important for companies to keep up with these ongoing shifts. 

Partnerships/Mergers and Acquisitions
Companies may attempt to boost their value by entering joint ventures with other firms that have had proven success. These part-
nerships may provide struggling companies with increased profitability by offering the use of their proven successful strategies. 
Further, both companies may benefit with a potential increase in market share. 

This sector is also highly susceptible to mergers and acquisitions as companies attempt to add value by increasing margins and 
synergies, and/or reducing taxes and fixed costs, etc., to retain stable positions in the sector. Several members of the index have 
completed acquisitions. 

Recent News and Developments
Increased Demand
There is increased demand for smartphones and a high expected demand for tablet computing devices. According to research firm 
IDC, sales of these tablets are expected to almost triple this year, to 44.6 million unitsii.

Management 
Management decisions affect a company’s value, whether they are related to ethics, operations, or anything in-between. Decision-
making has the potential to fortify or hinder a company’s appeal, which could be reflected in value. For example, a company’s 
decision to cut jobs as an attempt to increase margins could reveal management’s forward looking uncertainty or weak strategy. 
RIM has strong management with low turnover, strong beliefs in its products and operations, and high ethical standardsiii.

Competition
This allows for product and service diversification. As a result, companies within this sector may fall behind their competitors and 
potentially lose market share. We have observed this trend with RIM losing U.S. market share with respect to GOOG and AAPLiv. 
On the other hand, competition may also promote research and development as companies fight to maintain a strong position.

Growth Forecast and Earnings Outlook
This sector has a high projected revenue growth rate, at 8%. All of the subsectors are expected to experience revenue growth in 
2011v. As revenues are expected to grow, we can expect higher earnings for this sector. The sector may observe higher input costs 
(often in the form of R&D expenditures) that could place some pressure on profitability margins. However, due to the Canadian 
business environment, which allows for R&D tax credits, and lower overall business costsvi, profit margins should continue to 
remain stable (RIM, CLS) or continue to grow (OTC, BIG/A, MDA). We observe moderate P/E ratios, indicative that this sector may be 
trading at a low valuation. Forward P/E ratios suggest that RIM and CLS will be undervalued with respect to the sector, while OTC 
and GIB/A will be slightly overvalued. Based on forward P/E, MDA will be significantly overvalued compared to the sector. However, 
this high P/E may encompass MDA’s growth attributes. 
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Recommendation
Due to risks associated with growing competition, product and service expansion, and consumer preferences, the Canadian in-
formation technology sector faces considerable uncertainties. It is not as dominant a sector as many other Canadian sectors, and 
thus should be kept at its current market weight within the portfolio in order to add diversification. 

As of April 04, 2011
(Annual Reporting)

S&P/TSX 
Tech Sector 

Index
Research in 

Motion Celestica Inc. Open Text Corp CGI Group Inc.
MacDonald 
Dettwiler

STINFT RIM CLS OTC GIB/A MDA

Last Price 228.12 52.64 10.54 62.03 20.95 52.81

52 Week Range 187.3 - 273.56 44.01 - 74.73 7.91 – 12.27 37.31 - 64.42 13.36 – 21.25 35.03 - 54.60

Total Market Cap 40.54BLN 27,592.21 2,289.10 3,446.42 5,573.23 2,177.90

TTM P/E 10.6 8.57x 20.75x 26.29x 15.05x 33.53x

Forward P/E n/a 8.78x 10.16x 15.22x 13.41x 21.59x

FY EPS n/a 5.99 1.04 4.08 1.56 2.45

R&D Expenditures 9.51 1351 3 129.38 n/a 60.2

Gross Margin 43.02 44.3 6.8 74.2 17.5 21

Inventory Turnover 
(days)

n/a 19.58 45.7 n/a n/a n/a

Beta n/a 0.74 1.05 0.52 0.53 0.57

_______________________

i http://online.wsj.com/article/BT-CO-20110407-702659.html
ii http://www.bloomberg.com/news/2011-01-18/tablet-computer-sales-to-triple-to-44-6-million-units-this-year-idc-says.html?cmpid=yhoo
iii http://ca.finance.yahoo.com/news/RIM-Executive-Adopts-marketwire-1306812431.html?x=0&.v=1
iv http://www.automatedtrader.net/real-time-dow-jones/45282/comscore-says-rim-lost-share-in-us-smartphone-market-in-4q
v John Butters for Thomson Reuters, Proprietary Research Market Insight:  Earnings, November 23, 2010
vi http://www.sse.gov.on.ca/medt/investinontario/Documents/English/infotech2pager.pdf
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Company Statistics
Price $40.99
Date of Price 03-Mar-2011
52-week Range $32.57 - $45.07
Shares Outstanding 217.468M
Market Cap $8914.02M
Current Dividend $0.25
Dividend Yield 2.44%
P/E (T12M) 14.57x
EPS (T12M) $2.71
P/B (MRQ) 2.11x
Target Price $41.25
Target Price Date 03-Mar-2012
Rating  Sector Perform

Five-Year Stock Price History

Company Description: 
Shoppers Drug Mart Corporation is the licensor of full-service retail drug stores 
operating under the name Shoppers Drug Mart (Pharmaprix in Québec). The 
Company was founded in 1962, and has grown to a network of more than 1,180 
stores across Canada. These stores are owned and operated by the Company’s 
licensed Associate-owners. The Company also licenses or owns more than 51 
medical clinic pharmacies operating under the name Shoppers Simply Pharmacy 
(Pharmaprix Simplement Santé in Québec), seven luxury beauty destinations 
operating as Murale™, and 63 Shoppers Home Health Care stores.1

Investment Highlights
Change of Leadership – Interim Succession
On January 26th, the Company announced the resignation of Mr. Jürgen Schreiber, 
former Director, President and CEO, effective February 15th, 2011. David Williams, 
Chairman of the Board of Directors, would serve as the Company’s President and 
CEO for the transition period. Mr. Williams holds a wide array of relevant retail and 
senior management experience, including 22 years with George Western Limited 
and Loblaw Companies Limited. This event had a short-term negative impact on 
the stock price. 

Increasing Earnings and Dividend
The Company’s fourth quarter 2010 earnings of $171 million or 79 cents per share 
beat market expectations of 75 cents per share. The Company also boosted its 
dividend by 11% to 25 cents per share.2 Moreover, the stock price climbed higher, 
to levels above those that prevailed before the resignation of Mr. Jürgen Schreiber.

Beauty Boutique Expansion
Shoppers Drug Mart currently has 272 Beauty Boutiques within its stores. The 
Company plans to increase this number by 31 over the next year, as this segment 
produces high margins. 

Investment Risk
Drug retailers are highly exposed to government regulation risk. A change in the 
regulation would largely affect a pharmacy’s profit, as the margin on generic drugs 
is relatively low. Though the Company’s front store merchandise and pharmacy 
segments generate almost equal levels of revenue, Shoppers Drug Mart was still 
hit heavily on April 8th, 2010, after the Ontario government announced plans to 
reduce the reimbursement from 50% to 25% of the cost of the equivalent product 
for generic drugs under the Ontario Drug Benefit Program.3 Thus, unforeseeable 
change in government regulations would bring the utmost risk to the Company.

SHOPPERS DRUG MART CORP. (TSE: SC) 
Initiating Coverage with Sector Perform Rating

CANADIAN EQUITY RESEARCH
Consumer Staples  MARCH 3, 2011

Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
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Fund. As of the report date, the author has 
no financial interest in Shoppers Drug Mart 
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Company	  Description:	  	  
Shoppers	  Drug	  Mart	  Corporation	   is	   the	   licensor	  of	   full-‐service	  retail	  
drug	   stores	   operating	   under	   the	   name	   Shoppers	   Drug	   Mart	  
(Pharmaprix	  in	  Québec).	  The	  Company	  was	  founded	  in	  1962,	  and	  has	  
grown	  to	  a	  network	  of	  more	  than	  1,180	  stores	  across	  Canada.	  These	  
stores	   are	   owned	   and	   operated	   by	   the	   Company’s	   licensed	  
Associate-‐owners.	  The	  Company	  also	  licenses	  or	  owns	  more	  than	  51	  
medical	   clinic	   pharmacies	   operating	   under	   the	   name	   Shoppers	  
Simply	  Pharmacy	   (Pharmaprix	   Simplement	   Santé	   in	  Québec),	   seven	  
luxury	  beauty	  destinations	  operating	  as	  Murale™,	  63	  Shoppers	  Home	  
Health	  Care	  stores.1	  
 
 
 
 

Investment	  Highlights	  
Change	  of	  Leadership	  –	  Interim	  Succession	  
On	   January	   26th,	   the	   Company	   announced	   the	   resignation	   of	   Mr.	  
Jürgen	   Schreiber,	   former	   Director,	   President	   and	   CEO,	   effective	  
February	   15th,	   2011.	   David	   Williams,	   Chairman	   of	   the	   Board	   of	  
Directors,	  would	  serve	  as	   the	  Company’s	  President	  and	  CEO	  for	   the	  
transition	  period.	  Mr.	  Williams	  holds	   a	  wide	  array	  of	   relevant	   retail	  
and	  senior	  management	  experience,	   including	  22	  years	  with	  George	  
Western	   Limited	   and	   Loblaw	   Companies	   Limited.	   This	   event	   had	   a	  
short-‐term	  negative	  impact	  on	  the	  stock	  price.	  	  
	  
Increasing	  Earnings	  and	  Dividend	  
The	   Company’s	   fourth	   quarter	   2010	   earnings	   of	   $171	  million	   or	   79	  
cents	  per	  share	  beat	  market	  expectations	  of	  75	  cents	  per	  share.	  The	  
Company	   also	   boosted	   its	   dividend	   by	   11%	   to	   25	   cents	   per	   share.2	  
Moreover,	  the	  stock	  price	  climbed	  higher,	  to	  levels	  above	  those	  that	  
prevailed	  before	  the	  resignation	  of	  Mr.	  Jürgen	  Schreiber.	  
	  
Beauty	  Boutique	  Expansion	  
Shoppers	   Drug	  Mart	   currently	   has	   272	   Beauty	   Boutiques	   within	   its	  
stores.	   	  The	  Company	  plans	   to	   increase	   this	  number	  by	  31	  over	   the	  
next	  year,	  as	  this	  segment	  produces	  high	  margins.	  	  
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The Company is also exposed to a number of risks associated with financial instru-
ments. For instance, it is subject to interest rate risk because it holds most of its debt 
under its bank credit facilities, commercial paper program and financing programs 
available to its associate storeowners. Moreover, the Company makes purchases 
in the U.S., which exposes it to foreign currency exchange risk. The Company also 
faces credit risk and liquidity risk.4

Industry Outlook5

The consumer staples sector is usually associated with value drivers such as GDP 
growth, inflation rate, disposable income, interest rate, etc. However, because many 
of its products are viewed as necessities, all of these factors tend to have less impact 
on this sector, relative to others. 

Increased consumer spending may continue for at least the short run, owing to the 
current low rate of interest and relatively high level of consumer confidence, as 
well as the fact that household disposable income growth rate is presently higher 
than the inflation rate. However, when interest rates normalize, consumers will face 
increased interest expenses and repayment costs, which in turn will have a negative 
impact on consumer spending. 

Also, the online shopping trend may place considerable pressure on grocery chains to keep prices low while maintaining high 
quality items on the shelf. This trend might also provide an opportunity for well-established low-cost retailers to expand their sales 
by opening new channels for online grocery shoppers.

Overall, the outlook for Consumer Staples is slightly positive, but more stable on the whole.

Growth Forecast and Earnings Outlook
The Company’s two revenue generators, front store merchandise and pharmacy, have both been growing at a moderate rate. 

The front store sales grew from $4,489 million in 2007 to $5,162 million in 2009, with an annual growth rate of 7.23%. The Company 
has a very well diversified line of merchandise, including grocery, beauty products, small home appliances, etc. Economists have 
reached a consensus that food price in Canada will keep rising, causing food retailers to pass the price pressure to end-users, who 
are everyday customers. It could be argued that the growing food prices might generate more revenues for food retailers since 
their products are mostly daily necessities. However, Shoppers Drug Mart is not a pure food retailer, and its stores are much more 
convenience than grocery. Consumers may reduce their frequency of shopping at a convenience store if food prices soar. Thus, 
revenue from grocery would not grow much even though customers may be required to buy their daily necessities at a higher price. 
Besides grocery, the beauty division could continue to see a boost with the new beauty boutique expansion.

Revenue from pharmacy has been growing at a pace of 9.97% for the past three years (2007 to 2009), from $3,989 million to $4,824 
million. For pharmacy sales, government regulation is always an unexpected element in forecasting. For instance, Nova Scotia 
intends to achieve better prices for prescription drugs reimbursed under the Nova Scotia public drug program; in Québec, a list 
of drugs will be released, stating that the selling price for those prescription drug products must not be higher than the selling 
price offered by the manufacturer for the same drug under other provincial health programs. Therefore, there is no clear sign that 
pharmacy sales will increase at the recent rate.

The Company’s P/E ratio is 14.57x, which is slightly lower than the industry average 14.73x, implying that the Company is slightly 
undervalued. The Company’s estimated P/E ratio for 2011 is also lower than the average of the industry peers (13.91x compared 
to 14.34x). Both P/E’s are expected to fall, suggesting that earnings for this sector would increase before the market adjusts the 
prices to change in earnings.

Apart from revenue and P/E, the change in leadership provides ambiguity in growth forecasts. The Company is still seeking an ap-
propriate successor for Mr. Jürgen Schreiber, and the appointment of new CEO may result in fundamental changes for the Company. 
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Company	  Description:	  	  
Shoppers	  Drug	  Mart	  Corporation	   is	   the	   licensor	  of	   full-‐service	  retail	  
drug	   stores	   operating	   under	   the	   name	   Shoppers	   Drug	   Mart	  
(Pharmaprix	  in	  Québec).	  The	  Company	  was	  founded	  in	  1962,	  and	  has	  
grown	  to	  a	  network	  of	  more	  than	  1,180	  stores	  across	  Canada.	  These	  
stores	   are	   owned	   and	   operated	   by	   the	   Company’s	   licensed	  
Associate-‐owners.	  The	  Company	  also	  licenses	  or	  owns	  more	  than	  51	  
medical	   clinic	   pharmacies	   operating	   under	   the	   name	   Shoppers	  
Simply	  Pharmacy	   (Pharmaprix	   Simplement	   Santé	   in	  Québec),	   seven	  
luxury	  beauty	  destinations	  operating	  as	  Murale™,	  63	  Shoppers	  Home	  
Health	  Care	  stores.1	  
 
 
 
 

Investment	  Highlights	  
Change	  of	  Leadership	  –	  Interim	  Succession	  
On	   January	   26th,	   the	   Company	   announced	   the	   resignation	   of	   Mr.	  
Jürgen	   Schreiber,	   former	   Director,	   President	   and	   CEO,	   effective	  
February	   15th,	   2011.	   David	   Williams,	   Chairman	   of	   the	   Board	   of	  
Directors,	  would	  serve	  as	   the	  Company’s	  President	  and	  CEO	  for	   the	  
transition	  period.	  Mr.	  Williams	  holds	   a	  wide	  array	  of	   relevant	   retail	  
and	  senior	  management	  experience,	   including	  22	  years	  with	  George	  
Western	   Limited	   and	   Loblaw	   Companies	   Limited.	   This	   event	   had	   a	  
short-‐term	  negative	  impact	  on	  the	  stock	  price.	  	  
	  
Increasing	  Earnings	  and	  Dividend	  
The	   Company’s	   fourth	   quarter	   2010	   earnings	   of	   $171	  million	   or	   79	  
cents	  per	  share	  beat	  market	  expectations	  of	  75	  cents	  per	  share.	  The	  
Company	   also	   boosted	   its	   dividend	   by	   11%	   to	   25	   cents	   per	   share.2	  
Moreover,	  the	  stock	  price	  climbed	  higher,	  to	  levels	  above	  those	  that	  
prevailed	  before	  the	  resignation	  of	  Mr.	  Jürgen	  Schreiber.	  
	  
Beauty	  Boutique	  Expansion	  
Shoppers	   Drug	  Mart	   currently	   has	   272	   Beauty	   Boutiques	   within	   its	  
stores.	   	  The	  Company	  plans	   to	   increase	   this	  number	  by	  31	  over	   the	  
next	  year,	  as	  this	  segment	  produces	  high	  margins.	  	  
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Valuation Analysis 
Free Cash Flow to Firm
Due to the fact that Shoppers Drug Mart does not pay a large proportion of dividends and that its debt to capital ratio is relatively 
inconsistent, it is better to use a free cash flow to firm (FCFF) discount model to calculate the intrinsic value of the Company. 

A few assumptions have been made when valuing the Company with the FCFF model:

•   Having discussed that the growth and earnings outlook  is not clearly positive, change  in CPI  is used as a growth equivalent 
for revenue/net income.6 The first stage (the growth stage) is five years, which is commonly assumed in discounted cash flow 
models.

•  The interest expense grows at the same rate as revenue.
•   The Company would maintain its capital expenditure level, which is sufficient for the beauty boutique expansion if no other major 

project or acquisition occurs.

A theoretical value of $41.25 per share is derived from the model, which is close to the current market price.

Multiples
The multiples method can be used as a reference to the FCFF model as it is very difficult to forecast earnings for the Company from 
the above analysis. Hence, Bloomberg estimations are utilized. 

Assuming that the Company’s P/E ratio will revert to the estimated industry average 14.34x, and the estimated earnings for the 
Company are $613 million (i.e. the estimated EPS is $2.82), a target price of $40.42 can be derived. This target price also suggests 
that there would not be much growth for the stock in 2011.

Recommendation
From the valuation and analyses above, Shoppers Drug Mart Corporation receives a Sector Perform rating. 

Also, given the fact that the Consumer Staples sector is currently overweight and that the long term strategy is to reduce it to 
market-weight, increasing holdings in the sector with Shoppers Drug Mart Corp is not recommended. 

Financial Models
2010a 2011e 2012e 2013e 2014e 2015e Terminal

CFO 590.74 604.33 618.23 632.45 647.00 661.88 677.10

Plus: After tax interest exp. 39.23 40.13 41.05 41.99 42.96 43.95 44.96

Less: Capital Expenditure 354.24 354.24 354.24 354.24 354.24 354.24 354.24

FCFF 290.22 305.04 320.21 335.72 351.59 367.82

Present Value 269.22 262.50 255.61 248.60 241.51 7694.01

Intrinsic Value 8971.44 All numbers are in millions except the discount rate, 
WACC and value per shareValue per Share $41.25 WACC 7.80%

_______________________

1 http://www.shoppersdrugmart.ca/english/corporate_information/about_us/index.html
2  http://www.amherstdaily.com/Canada---World/Business/2011-02-10/article-2214983/Shoppers-Drug-Mart-boosts-dividend-as-earnings-beat-esti-

mates%2C-revenues-improve/1
3 http://money.canoe.ca/money/business/canada/archives/2010/04/20100408-133611.html
4 http://www.shoppersdrugmart.ca/english/corporate_information/investor_relations/financial_information/index.html 
5 Consumer (Staples and Discretionary) Report – January 7, 2011 by Allan Chin & David Li
6 http://www.bankofcanada.ca/en/cpi.html 
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Company Statistics
Price $43.26
Date of Price 17-Mar-11
52-week Range $32.30 - $44.50
Shares Outstanding 170.39M
Market Cap $7.29B
Current Dividend $0.17
Dividend Yield 1.57%
P/E (T12M) 12.07x1

EPS (T12M) $3.582

P/B (MRQ) 5.14x
Target Price $44.02
Target Price Date 31-Dec-2011
Rating Sector Perform

Five-Year Stock Price History

Company Descriptioni

The Company, based in Oakville, Ontario, is a vertically integrated franchisor of the 
Tim Hortons brand in Canada and the United States. THI, which specializes in fresh 
coffee, baked goods and home-style lunches, is the fourth largest publicly traded 
restaurant company in North America in terms of market capitalization, and the 
largest in Canada.        

The price graph on the left shows that 
during the economic recession in 
2008 and 2009, the fluctuation of THI 
stock price was relatively low, and the 
price was and still is relatively stable 
compared to the SPTXS.

Also, since the economic recovery, 
THI stock price has outperformed the 

SPTSX. Based on this graph, we believe that THI stock will grow at a higher rate 
compared to the SPTSX.

In Canada, the Company has 3,040 system 
restaurants (as of the end of the 2Q10), 14 
of which (or 0.5%) are company-owned 
while 3,026 (or 99.5%) are franchised. Of 
these restaurants, approximately 330 res-
taurants are located in Esso gas and con-
venience stores (owned by Imperial Oil 
Ltd.), of which about 240 are full-service 
locations. In the U.S., the Company has 587 
system restaurants (as of the end of 2Q10), of which three restaurants (or 0.5%) are 
company-owned and the remainder (or 99.5%) are franchised. 

Total revenue until the end of 2010 was $2536.49 million. Canadian restaurants con-
tributed 83.36%, U.S. restaurants contributed 4.85%, and other areas provided 17%.

Industry Outlook
Our outlook for the consumer discretionary industry is neutral. Within this industry, 
there is a diverse group of companies providing retail services, media services, 
travel & leisure services and various other consumer products and services. The 
recent improving economy has enabled companies in the consumer discretionary 
industry to compensate their employees with higher salaries and to provide strong 
consumer confidence to their customers. When an economic recovery occurs, 
discretionary stocks tend to outperform the general stock market, because 

TIM HORTONS INC. (TSE: THI CN) 
Existing Coverage with Sector Perform Rating

CANADIAN EQUITY RESEARCH
Customer Discretionary  MARCH 17, 2011

Disclosures
This report was prepared in accordance 
with the Code of Ethics and Standards 
of Professional Conduct adopted by the 
Chartered Financial Analyst Institute. This 
report is intended for use only by the SIAS 
Fund, a subset of the SFU Endowment 
Fund. As of the report date, the author has 
no financial interest in Tim Hortons Inc. 
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consumers quickly resume spending on desired items, that they may have resisted buying during tougher economic times. While 
the economic environment is recovering, based on the current early stage of economic cycle and the positive outlook for a higher 
employment rate, our outlook for the discretionary stocks is neutral. As the economy moves further into the expansion stage, we 
expect to see the operating environment for the industry become more favourable during the next few years.

Furthermore, we also look at some of the potential influences that are associated with the food service industry in 2011. First of 
all, the increase of food prices can cause product inflation, which can add new pressure to menu prices and negatively affects 
store’s profit margins and customer traffic, etc. In addition, both reduced consumer spending and rising food costs can be a result 
of any major increase in the cost of gasoline and diesel fuel and higher transportation-related expense of the product movement 
throughout the supply chain.

Growth Forecast and Earnings Outlook
Currently we are positive toward the Company’s growth and earnings, and our expectation 
is based on the Company’s annual revenue and EBITDA, strategic plan, profitability and 
management effectiveness.

•  Revenue and EBITDA
As we look at the Company’s annual revenue, it shows that the Company’s revenue has been 
increasing over the last 10 years. The EBITDA reflects that the Company has had a steady 
growth of profits.

•  Strategic plan
THI’s 2010-2013 strategic plan, which highlights sustainability, adopted strategies related to attack and marketing opportunities 
to drive same-store sales, building scale and brand in new and existing markets, and leveraging core business strengths and 
franchise system. In February 2011ii, Tim Hortons announced the next steps in its international development and signed a Master 
License Agreement with Apparel Group based in Dubai for up to 120 multi-format restaurants in markets in the Gulf Cooperation 
Council (GCC). Contingent on the success of initial market entry in the GCC region, the Company’s international growth strategy is 
to evaluate additional potential regional market entries over the next few years.

The Company’s fourth quarter 2010 reports have shown some achievements, indicating strong same-store sales performance, 
which exceeded key sales goals for the full-year. This provides the foundation for more investments in the future growth that will 
continue to result in long-term shareholder value. On Feb 23, 2011, the Company’s quarterly dividend increased 31% to $0.17 per 
common share, and the Company also announced a new share repurchase program of up to $445 million.

•  Profitability and Management Effectiveness 

Profitability Management Effectiveness

Profit Margin (ttm): Operating Margin (ttm): Return on Assets (ttm): Return on Equity (ttm):

THI 24.60% 20.87% 14.46% 47.97%

WN 1.41% 4.63% 4.52% 7.84% 

DRI 6.16% 9.79% 8.47% 24.25%

The Company’s key statistics on profitability and management effectiveness indicate relatively high ratios, compared to two com-
petitors who have the same market capitalization with THI in the industry, Western George and Darden restaurant. In general, the 
company has always served flatter profits for its investors during the years but has a positive outlook for steadily increasing profit.

In conclusion, THI’s future development will be focused on continued growth in Canada, increased investments in its core U.S. 
markets, and expansion for longer-term international growth. From a more quantitative view of the Company’s 2011 financial 
outlook, we expect the Company to meet the following financial targets:

	  
	  

Canadian	  Equity	  Research	  
	  
Customer	  Discretionary	   YuanYuan	  Zheng,	  Bizhuo	  Wang	   17	  Mar	  2011	  
	  

Student	  Investment	  Advisory	  Service	   Page	  1	  of	  2	   Simon	  Fraser	  University	  

TIM	  HORTONS	  INC.	  (TSE:	  THI	  CN)	  
Initiating	  Coverage	  with	  a	  Sector	  Outperform	  Rating	  
 
	   	   	   	   	  

	  
	  

	  
	  

Yearly Revenue & EBITDA

Source: Bloomberg



2011 Q1 Performance Review | 93

Student Investment Advisory Service Tim Hortons Inc. (TSE: THI CN)
Yuanyuan (Hailey) Zheng and Bizhuo Wang

•  Earnings per share (EPS) of $2.30 to $2.40;
•  U.S. segment operating income of US$13 million to US$16 million;
•  Effective tax rate of approximately 30%; and
•  Capital expenditures of $180 million to $200 million.

Valuation Analysis 
We are using a peers P/E multiple for valuation purposes for THI. We also compared THI with the industry average. As indicated, 
during the last 5 years, THI’s P/E ratio reached its high of 25.8x and a low of 11.47x, which indicates an average of 18.64x. 

The Company’s EPS last year was $3.58, due in large part to the $361.1 million gain from the sale of Maidstone Bakeries, which 
increased EPS by approximately $1.70 per share. The asset impairment and related closure costs of the sale partially offset this 
increase by approximately $0.16 per share. Therefore, net of sale EPS would be $2.04 (P/E of 21.2x), which is in line with their 
target of $1.95 to $2.05.

Excluding the 2010 impact interest in Maidstone Bakeries, Tim Hortons announced on March 10, 2011 that for fiscal 2011, it 
expects same-store sales growth in both Canada and the US to be between 3% and 5%, and expects EPS of $2.30 to $2.40 (rep-
resenting growth of 16% y/y). At the same time, Bloomberg estimates current year EPS at $2.37, which is in accordance with the 
Company report. 

We used the peer average Forward P/E for valuation. With a Forward EPS of $2.30 to $2.40, we expect the price to range from 42.18 
(EPS 2.3; P/E 18.34x) to $44.02 (EPS 2.4; P/E 18.34x), and we set our target price at Dec. 2011 of $44.02.

 Valuation Ratio THI Peer Group Average

P/E Ratio (TTM) 21.23 21.98

P/E High - Last 5 Yrs. 25.84 92.34

P/E Low - Last 5 Yrs. 11.47 24.67

P/E Average 18.64 58.51

Forward P/E: 18.25 18.34

Sales - 5 Yr. Growth Rate 11.35 10.25

EPS - 5 Yr. Growth Rate 24.56 3.25

EPS (ttm) 2.04 1.50

Est EPS:2011 2.30-2.40 2.00 
Data from Bloomberg Terminal and Reuters (http://www.reuters.com/finance/stocks/financial)

Peer Comparison

Name Mkt Cap

PRICE & KEY INDICATOR GROWTH
Dwnsd 

Risk:M-1Last Px
Price: 

Y-1

EPS 

(ttm):

EPS - 1 Yr 

Gr:Y
P/E

Dvd Ind  

Yld - Gross

Ret  

YTD Pct

Rev - 1  

Yr Gr:Y

Average 8.28B 34.98 28.86 1.50 48.28% 21.98 1.58% 0.53% 7.51% 1.41

TIM HORTONS INC 7.29B 43.26 34.22 2.04 24.74% 21.2 1.57% 5.67% 4.00% 0.53

MCDONALD’S CORP 77.22B 75.12 66.72 4.73 11.27% 16.17 3.25% -1.34% 5.85% 0.53

STARBUCKS CORP 26.25B 35.72 24.72 1.43 139.62% 25.30 1.46% 11.62% 9.54% 1.78

YUM! BRANDS INC 23.47B 50.95 38.15 2.42 7.02% 20.11 1.96% 4.40% 4.68% 0.93

WESTON (GEORGE) LTD 8.56B 66.31 68.26 3.15 393.75% 19.04 2.17% -12.67% 0.59% 1.33

DARDEN RESTAURANTS INC 6.32B 46.44 42.78 3.21 7.75% 14.62 2.76% 0.69% -1.45% 0.96

Source: Bloomberg
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Our peer group is based both in the United States and Canada. We consider the Company’s net of sale of Maidstone Bakeries at an 
EPS of $2.04 and P/E 21.2x. Compared to the peer group average performance, as observed, the Company has an average market 
capitalization, relatively higher EPS, average P/E ratio, and positive growth. As compared with Weston (George) and Darden Res-
taurants, who have the same market capitalization, the Company demonstrates a lower dividend yield, but impressive returns. 

Recommendation
We observe that the current price of $43.26 is quite close to the estimated target price of $44.02, which indicates that the stock is 
now trading at a reasonable price. It seems as though there is not much room to increase. However, we believe the stock price may 
stand above the target price before the end of the year, given a positive business climate. Our recommendation is based on THI’s 
dominant position in Canada, and its stable growth and active development. So, we recommend holding the stock in the second 
quarter of 2011, keeping in mind the Company’s international development, growth and risks. 

Risks and Concernsiii

This industry is very sensitive to the overall business climate, consumer spending and economic cycles. The recent two years’ turn-
around of the US and global business would be an upside risk to our neutral rating. However, a lack of continued growth potential 
is a downside risk. In addition, we are concerned with the following three factors:

•   Commodities price 

The Company is exposed to price volatility, such as coffee, wheat and sugar, which can impact revenues and costs. Coffee price, 
now at $2.73, is up 30% over the last 3 months, and 45% over the last 6 months. The management shows confidence that they are 
able to pass through supply chain price increases to franchisees, and then will take pricing at the restaurant level. However, rising 
coffee prices will generally have an adverse impact on the profitability of franchisees.

•  Factors of uncertainty 

As the Company expands into new international markets, various risks due to cultural, political, legal, economic, and other condi-
tions may develop. New markets may have different competitive conditions, consumer tastes and discretionary spending patterns; 
as a result, in the short run, it is uncertain how successful new restaurants in those markets will be.

•  Catastrophic events 

Unforeseen events, including war, terrorism and other international, regional or local instability and natural disasters such as 
earthquakes, and hurricanes, have occurred frequently in recent years. These events, whether in Canada or abroad, could disrupt 
the Company’s operations and the operations of restaurant owners, suppliers, or customers. 

_______________________

1 This P/E includes discontinued operations
2 This value includes discontinued items
3 Does not include discontinued operations
i http://www.timhortons.com/ca/en/about/investors.html
ii http://investing.businessweek.com/research/stocks/ownership/ownership.asp?ticker=THI:US
iii http://www.timhortons.com/ca/pdf/Tim_Hortons_Inc_2010_Annual_Report_on_Form_10-K(1).pdf
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Name 2011 Q1 
Return 

Sharpe Ratio P/B Market Cap 

ISHARES MSCI GERMANY INDEX FUND 7.28% 0.83 1.65 4.2 Billion 

ISHARES S&P EUROPE 350 INDEX FUND 5.61% N/A 2.55 1.4 Billion 

ISHARES MSCI SOUTH KOREA INDEX FUND 4.16% 1.05 1.62 5.4 Billion 

ISHARES MSCI AUSTRALIA INDEX FUND 4.03% 0.61 2.16 3.6 Billion 

ISHARES MSCI UNITED KINGDOM INDEX FUND 3.41% 0.6 1.87 1.4 Billion 

ISHARES MSCI EMERGING MARKETS INDEX 
FUND

1.19% 0.81 2.16 41.5 Billion 

ISHARES MSCI BRIC INDEX FUND 0.79% 0.58 2.03 1.2 Billion 

ISHARES MSCI SINGAPORE INDEX FUND (1.94%) 1.18 1.85 2.0 Billion 

ISHARES MSCI HONG KONG INDEX FUND (2.22%) 1.08 1.51 2.0 Billion 

ISHARES MSCI JAPAN INDEX FUND (6.34%) 0.09 1.12 7.6 Billion 

As you can see from the above table, the Germany ETF (EWG) we acquired in 2010 Q4 was a successful investment. Underweight 
in Japan saved us from the crash in Japanese market due to the massive earthquake. Even though the BRICs ETF (BKF) roughly 
break even in this quarter, it experienced a large decrease of 3.81% in January 2011 and then a strong come back in the following 
month, suggesting volatility in those countries stock markets. Except Korea, other Asia markets are not very strong in this quarter, 
possibly due to the effect of Japan earthquake which impact those countries’ related businesses. 

Transactions
There were no transactions for the Global Equity team for the in Q1, meaning the holdings are unchanged from the end of last 
quarter. Approaching to the end of this quarter, we proposed a limited buy order for 2500 iShares MSCI Japan Index Fund (ticker: 
EWJ US Equity) at the price of $9.51. As the price hasn’t dropped to our desirable point before the limited order’s expiration date, 
this transaction did not go through.  

Highlights of Major Researches 
1. Outlook of Japan 
SIAS Global Equity portfolio has a long-time underweight position in Japan, because we hold a negative view on Japan’s future. 
This underweight position became a controversial issue in January and February 2011. At that time, the Japan stock market 
enjoyed a strong up movement, because many companies’ actual earnings beat analysts’ predictions and the quality issues of 
some Japanese auto producers has been settled down.  

After detailed researching on the economic conditions and stock market composition of Japan, The Global team decided to keep 
the underweight position in Japan based on three major reasons. First, the Japanese GDP growth rate is predicted to be low. 
Second, Japan is facing serious credit problems (i.e. Japanese public sector debts of nearly 250% of GDP). Third, the large weight 
in Auto companies make the Japan index problematic, as any negative impacts on to the auto industry will make the Japanese 
index to drop substantially. 

EXECUTIVE SUMMARY OF HOLDINGS

GLOBAL EQUITY
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Around mid March, the massive earthquake struck Japan. Japanese market once again became our team’s major focus for 
research. Some people suggested to increase our holding weight in Japan. Based on thorough research, we conclude the effects 
of this earthquake will last for a long-time majorly due to the nuclear leakage occurring after the deadly earthquake. It will take a 
long time for Japan to recover and the Japanese stock market will not be very attractive in the near future. However, after consid-
ering taking this opportunity to reduce our underweight position in Japan, we decided to place a limit order at a attractive price.  

2. Needs for Rebalancing
The Global team takes an active approach to managing the portfolio. Basically, we overweight regions what we think has bright 
future, and underweight others. The gap between the benchmark weight and the weight of our portfolio is getting bigger gradually. 
As a result, some regions have only half of the weight that benchmark index holds. Others are largely over weighted. Global market 
is very volatile, if anything goes contradict to our prediction, there will be large impact to our portfolio’s performance. 

In the graph showed below, the MV frontier is based on the constraint that we could over-weight or under-weight no more than 20 
percent of each geographic region . Three-year weekly historical data was used for this research. The dot represents the return 
and standard deviation based on our current weight. As you can see, the dot is inside the frontier, suggesting the current weight 
might not be optimal from mean-variance point of view. 

Plans for the Next Quarter
1. Rebalance the Global Portfolio
Produce report to support individual transactions for balancing purpose.  

2. Set up a Standardized Procedure for ETF Screening
Preliminary screening will be based on the economic outlook of a certain geographic region. Then, P/B and Sharpe ratio will be 
examined. The last step is to put the interested ETFs in to our existing portfolio and observe the change of our MV Frontier. The 
focus of the last step is to test the correlation between the new ETF and current holdings. 
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Overall Description
Japanese market, as measured by the 
MSCI Japan Index. 
Ticker EWJ US
Price 10.59
52-Week Hi/Lo 9.15 - 11.63
P/E 24.87
P/E 5-avg 19.62
P/B 1.46
(Price as of March 24, 2011 and P/B, P/E 
ratio as of February 28, 2011)

Background and Purpose
The Japancese market counts for about 7 percent of our global portfolio (Note: 
the portfolio mentioned here is the SIAS global portfolio excludes US). This month, 
the huge earthquake, tsunami and following radiation leak struck the Japanese 
economy hard. Concerning about the iShares MSCI Japan Index Fund, some argues 
that it is a good time to enter and reduce our underweight position. We discuss 
this issue in terms of effects recovery conditions, and the main fundamentals of 
Japan’s market. 

Methodology and Investing Strategy
We will evaluate stocks or securities from a value investor’s point of view. Value 
investing strategy involves buying securities which appears to be underpriced by 
some form(s) of fundamental analysis. Value investor tends to buy stocks with low 
price-to-earnings ratio (PE ratio), low price-to-cash-flow ratio, low price-to-book 
ratio (PB ratio) or high dividend yield. Also, we focus on the long-term perfor-
mance, not on short-term profit or speculation. 

Findings 
1) The Effects of Tohoku Earthquake 2011
Just after the earthquake, Japan’s NIKKEI 225 index fall from 10,254.43 to 8605.15 
in two days. Witnessing the huge decline of Japanese stock market, investors are 
likely to recall the rebound after the Kobe earthquake, which happened in 1995. In 
that earthquake, Nikkei 225 benchmark index plunged 24.4% by the end of June 
but regained its pre-quake level by mid-December 1995. But our group is not that 
optimistic to see history repeat. 

Compared with the Kobe quake, the latest earthquake came with both a devastat-
ing tsunami and unexpected effect of the damaged nuclear plant. The magnitude 
of this Tohoku quake is 9.0, compared with 6.8 for the Kobe quake. Some evidence 
indicated that the energy released by the Tohoku quake was some 200 times that 
released by the Kobe quake. And although it didn’t happen in an industry cen-
tralized area, the subsequent tsunami made the disaster spread. Japan’s govern-
ment said the cost of the earthquake and tsunami that devastated the northeast 
could reach $309 billion, making it the world’s most expensive natural disaster 
on record. Also, some experts worry about the uncontrollable situation of the 
damaged nuclear plant, which made it even worse and longer. So in our point of 
view, the combination of these effects could make investors more pessimistic, 
which will make a quick recovery unlikely. 

iSHARES MSCI JAPAN (Ticker: EWJ US)

GLOBAL EQUITY RESEARCH   MARCH 25, 2011
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On the other hand, the quick rebound in stock market after the Kobe quake happened in a specific situation, in which yen went 
strong against USD. That caused a currency inflow in the Japanese stock market, which raised the index. So in today’s economy, it 
is hard to predict a quick recovery right after the disaster.

2) Detailed Effects of Radiation Leaking
Since a magnitude-9 earthquake and killer tsunami struck the Fukushima Dai-ichi power plant nearly two weeks ago, radiation 
released from the plant is causing growing concerns about the country’s food and water safety and sparking import restriction 
around the world. Radiation has seeped into vegetables, raw milk, tap water and even seawater surrounding the plant. Japan’s top 
government spokes man says radiation level in spinach and raw milk exceeded the safety limits following the nuclear accident. It 
is reported that milk from Fukushima and spinach grown in neighboring prefecture has been found surpassing limits set by the 
government. Also, broccoli was added to the list of tainted vegetables Wednesday and U.S. officials even announced a block on 
Japanese dairy and other agricultural products from the region. Also, other Asia countries, which import a lot of milk from Japan, 
decided not to do so after the radiation leaking. These will impact Japan’s consumer staples sector, which is a significant part of 
Japanese index. 

As for the water supply, high levels of radiation has been detected in the water from Tokyo’s main water purification plant (which 
serves Tokyo and five surrounding cities). Babies one year and younger are warned not to drink tap water.

The impact brought by nuclear radiation on food and water will last for a long period even several generation. These long lasting 
effects will make companies in corresponding industries suffer in the long-term. 

3) Major Holdings and Effects to Auto Manufacturing Industry

Toyota 5.02%

Mitsubishi 2.74%

Honda 2.77% 

As we can see from the list above, the EWJ holdings were dominated by the largest auto companies such as Toyota, Honda and 
Mitsubithi. 

Some Japanese car companies have extended production shutdowns in Japan into a third week following the March 11 earthquake 
and tsunami that struck the northeastern part of the country. Goldman Sachs estimates that the shutdowns make the whole auto 
industry in Japan to lose 0.15 billion each day. Toyota losses over 73 million every day.

While many assembly plants are intact and operational, the auto makers are having a hard time restarting production because of 
breaks in parts supply chains, export difficulties and electrical power. The resulting shortages of certain key automotive compo-
nents have already caused production slowdowns at car makers outside Japan.

Auto companies in the U.S. and around the world begin feeling the shortages of parts. Because most automakers source com-
ponents from suppliers in Japan, the disruptions are likely to hurt production. The supplies of plastics, rubber, and electronics 
components are reported to be falling short and this could disrupt the production schedules of several automakers.

IHS estimates that for each day Japanese light-vehicle production is shut down, the result is a production loss of about 37,000 
vehicles. Based on the estimate, the light-vehicle industry in Japan is expected to have a production loss of 335,000 units by the 
close of business tomorrow (Friday, March 25), IHS says.

As shown in above, those shutdowns will definitely cause auto producers to face earning decreases in this quarter and beyond, 
which in turn will affect the performance of the whole Japanese index. 
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4) Price Chart Analysis

Figure 1 One Month Price and Volume (EWJ US)

As we can see, after the massive downward movement of EWJ’s price, the price of EWJ started to come back on March 16th from 
the 9.50 and stable at 10.50 level (Figure 1). As we can see from Figure 2, the trading volume on March 15 is about 500million US 
dollars, which was the highest trading volume in the one year window. We also observed that this huge amount of trading volume 
(largely on the sell side) does not break the 9.5 price level. As you can see from Figure 2, there is a strong support at this price (i.e. 
around 9.5). 

Figure 2 One Year Price and Volume (EWJ US)

Conclusions and Recommendations
We recommend to increase our holding in Japan to reduce our underweight position. We are not going to execute a market order 
for this purchase, as we believe the current price 10.59 is not an optimal point for entry. Also, we observed large volatility after the 
earthquake, there is a possibility that the Japan market reversed its recent trend (i.e. the recover trend) and going down again. 
So, we recommend to place a limit order at the price of 9.51, which we believe is a reasonable price to enter. Even though, we 
don’t expect Japan to recover quickly in the short-term, the stimulations from Japanese Government are likely to come when the 
situation is under control. At that time, we expect strong growth in the Japanese index and ultimately it might reach the previous 
high. We (the global equity team) will constantly watch Japan’s performance and gradually reduce our underweight position. 
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Portfolio Allocation
The US Equity Portfolio is not specifically benchmarked1, but it is used to supplement the Canadian Equity Portfolio. With the 
Canadian market place dominated by Financials, Materials and Energy, SIAS has long looked to the US market for Consumer 
Products, Technology, Health Care and Industrials. To enhance coverage of some of the particularly deep economic sectors, we 
have used sector ETFs.

While this allocation strategy is sensible, a review of our holdings during Q1 revealed that adjustments needed to be made. By 
quarter-end, nearly 31% of the US portfolio was invested in the S&P 500 broad-market ETF, SPY. This investment was obscuring 
our overall sector weightings and reducing our ability to actively manage the portfolio. In addition, the US fund was highly over-
weight in Consumer Staples, Information Technology and Health Care, relative to the S&P 500. Selling SPY reduced some of those 
overweights, and the sale of Costco further reduced the active weighting in Consumer Staples.

Purchases of individual securities were made in Information Technology, Consumer Discretionary, Telecommunication Services, 
Financials and Utilities. Sector ETFs in Financials, Industrials and Utilities were also purchased.

This reallocation was merely the first phase in aligning the US portfolio to be a true complement to the Canadian portfolio.

Top/Bottom Performers
A strong earnings season propelled the US market to sizeable gains in Q1. The US Equity Portfolio returned 3.71% overall, or 
$88,744 USD with $39,357 of that gain coming from the heavily-weighted SPDR S&P 500 ETF (SPY), which returned 5.44%.

Top-3 Performers % Return $ Return

Lockheed Martin Corp. 15.01 5,245

Dow Chemical Company 10.57 7,581

3M Company 8.34 8,820

Bottom-3 Performers % Return $ Return

Proctor & Gamble Company (4.24) (4,368)

Johnson & Johnson (4.20) (3,900)

Intel Corp. (4.04) (3,825)

EXECUTIVE SUMMARY - Q1 2011 REVIEW

U.S. EQUITY MAY 5, 2011
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Transactions
At the end of Q1, 30.8% of the US portfolio was invested in the S&P 500 broad-market ETF, SPY. This ETF was sold so that the 
proceeds could be put to better use by investing in individual securities and sector-specific ETFs.

Looking to reduce our overweight in Consumer Staples, we sold Costco. Costco returned over 22% in 2010, and another 1.54% in 
Q1 2011. Furthermore, its P/E ratio stood at 24 versus a sector P/E of 15.5.

Though we weren’t seeking to reduce our weighting in the Industrial sector, Union Pacific had returned nearly 54% since December 
31, 2009, and with its current P/E and P/B exceeding its 5-year averages we felt as though it was time to book recent profits and 
pursue value elsewhere.

Companies that did satisfy our value mandate and warranted purchase were AT&T, Consolidated Edison, Cisco Systems, Citigroup, 
Ford and VISA.

In mid-March, AT&T was trading at a P/E multiple of 8.65 versus a Telecommunication Services sector P/E of nearly 17, in part 
due to the entry of Verizon’s CDMA version of the iPhone. With a historical track record of innovation, strong fundamentals, an at-
tractive dividend yield of 6.18%, a solid management team and ability to post modest growth in a mature industry, we saw a buying 
opportunity in AT&T that would provide significant long-term total return.

In Consolidated Edison we purchased a versatile utility company with robust dividend yield, consistently increasing dividends with 
an accompanying high but steady dividend payout ratio, and at a reasonable price given predicted earnings growth.

Cisco Systems had fallen far out of favour with investors following two disappointing earnings releases and had dropped from 
trading at 23x earnings and 4x sales to 12.60x earnings and 2x sales in that time. Despite negative sentiment being grounded in 
valid concerns about compressed profit margins, uncertain growth prospects and competitive pressures, we saw Cisco as a very 
sound long-term investment at current price levels.

Citigroup is another stock that had fallen out of favour with investors. With significant international exposure to Asia and Latin 
America that helps to offset a weak US housing market and dampened lending activity, and with a P/B of 0.8, Citigroup potentially 
represents tremendous long-term value. Merrill Lynch estimates that Citigroup’s book value will reach $6.21 by the end of 2011, a 
value 39% higher than the current share price of $4.48.

It was an attractive price, competent management, expected sales increase and considerable international exposure that led us to 
reduce our underweight in Consumer Discretionary by acquiring Ford.

VISA Inc. was a strong purchase for SIAS with a P/E ratio 26% below its 5-year average, a cleverly segmented business revenue 
structure, domestic exposure to a recovering economy featuring increased consumer spending, a long-term global trend towards 
electronic payments, and over 40% of operating revenues generated overseas.

To complete our purchases, we invested in three SPDR sector ETFs: Financials, Industrials and Utilities.

Future Strategy
The US allocation strategy is based on capital market expectations for the global regions and the US in particular.

Low US interest rates versus higher and rising interest rates overseas, high commodity prices, Federal quantitative easing and a 
large US Federal budget deficit have conspired to place significant and consistent downward pressure on the US Dollar. As such, we 
undertake to invest in US companies with relatively high and/or growing revenues in foreign currencies. Approximately 40% of our 
US Portfolio revenues are earned in foreign currency, whereas for the S&P 500 merely 30% of revenues are generated overseas.
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U.S. EQUITY EXECUTIVE SUMMARY

US Price to Earnings ratios are relatively low when compared 
to historical averages. For the S&P 500 the overall P/E at April 
30 is 4.6% lower than its 5-year average and 14.4% below its 
10-year average (with an additional 2.5% discount found on the 
MSCI USA index). Financials, Information Technology, Health 
Care, Consumer Discretionary, Materials and Utilities are sectors 
with especially inexpensive P/E ratios versus average. Meanwhile 
Energy, Industrials and Telecommunication Services have current 
P/E ratios above historical averages.

Sector P/E 5yr  
Average P/E

10yr  
Average P/E

Financials 13.76 21.37 17.83

Info Tech 15.85 19.36 27.32

Energy 15.55 12.29 13.59

Health 13.14 14.44 18.36

Industrials 17.69 15.89 18.78

Cons. Discretionary 17.60 19.17 21.24

Cons. Staples 16.29 16.74 18.33

Materials 16.23 18.91 21.91

Utilities 13.02 14.36 14.19

Telecom Services 18.50 15.72 17.25

S&P 500 15.45 16.19 18.05
Source: Bloomberg

Post-reallocation, the US portfolio was still very underweight relative to the US market in Financials, though that underweight had 
been reduced by the trades. The fund was even more underweight in Energy following the sale of SPY, with zero energy holdings. 
The most overweight sectors were Consumer Staples, Information Technology and Utilities. Consumer Staples and Utilities were 
less overweight than before, whereas with the purchase of Cisco and VISA, Information Technology was brought further overweight.

US	  Equity	  Research	  –	  Q1	  2011	  Review	  
	  
Simon	  Hutchison	  
simon.a.hutchison@gmail.com	  
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U.S. EQUITY EXECUTIVE SUMMARY

Sector S&P 500 Weight SIAS US Equity Weight Active Weight

Financials 15.96 8.11 (7.85)

Info Tech 17.88 30.65 12.77

Energy 13.24 0.00 (13.24)

Health 10.97 12.49 1.52

Industrials 11.31 9.38 (1.93)

Cons. Discretionary 10.47 9.19 (1.28)

Cons. Staples 10.24 15.30 5.06

Materials 3.71 3.25 (0.46)

Utilities 3.19 7.27 4.08

Telecom Services 3.03 4.37 1.34

Source: Bloomberg & CIBC Mellon as at April 4, 2011

Since the US Portfolio acts as a supplement to the Canadian Portfolio, it is also instructive to look at the combined Canada + US 
Portfolio versus a hypothetical blended benchmark that reflects the amounts invested by SIAS in Canada and the US (dollar-
weighted based on SIAS holdings; 63% S&P/TSX, 37% S&P 500 index).

Sector Blended 63% S&P/TSX, 
37% S&P 500 Weight

Combined CDN + US 
Equity Weight

Active Weight

Financials 23.94 21.70 (2.24)

Info Tech 8.05 12.59 4.54

Energy 22.22 16.58 (5.64)

Health 4.84 4.57 (0.27)

Industrials 7.71 3.43 (4.28)

Cons. Discretionary 6.44 6.22 (0.22)

Cons. Staples 5.29 8.50 3.21

Materials 15.79 17.40 1.61

Utilities 2.17 4.40 2.23

Telecom Services 3.56 4.61 1.05

In the weeks ahead, the US Equity team will coordinate with Canadian Equity to attempt to reduce the combined underweight in 
Financials and Energy to better align with Canadian top-down strategic asset allocation for each. We will also look to possibly 
reduce the combined industrials underweight by purchasing US industrials with large international revenue exposure or Canadian 
industrials with limited exports to the US. In order to fund any new purchases, sales from Consumer Staples, Information Technol-
ogy and Utilities are most likely given the overweight status of those sectors, though all US transactions will be decided primarily 
according to research conducted on an individual holding basis.

_______________________

1  The US Equity portfolio is a component of the Global Equity Portfolio which is benchmarked against the MSCI World ex-Canada
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Email: william_woodfine@sfu.ca

Simon Hutchison
Email: simon_hutchison@sfu.ca

The US portfolio is meant to serve as a complement to our Canadian holdings, and while our holdings have indeed been dispersed 
across the economic sectors in the spirit of ‘making complete’, our Q1 review suggests that some rebalancing is in order. In Fi-
nancials and Energy, for instance, there are no individual security investments in these deep US sectors, with SIAS instead relying 
upon Canadian firms and broad-market ETF exposure to gain access to those segments of the North American economy.

 

PORTFOLIO REVIEW AND  
REALLOCATION STRATEGY 2011 Q1

US EQUITY RESEARCH
Strategy  MARCH 16, 2011

	  
	  

US	  Equity	  Research	  
	  
Strategy	   William	  Woodfine	  &	  Simon	  Hutchison	   16	  March	  2011	  
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Portfolio	  Review	  and	  Reallocation	  Strategy	  2011	  Q1	  
	  
The	  U.S.	  Equity	  2011	  Q1	  portfolio	  analysis	  revealed	  a	  pressing	  circumstance.	  While	  our	  overall	  SIAS	  portfolio	  was	  
well-‐diversified,	  the	  American	  sector	  allocation	  had	  become	  utterly	  diametric	  to	  our	  Canadian	  holdings	  and	  
unrepresentative	  of	  the	  full	  strength	  and	  depth	  of	  the	  U.S.	  stock	  market	  with	  some	  sectors	  completely	  without	  
investment.	  The	  US	  portfolio	  is	  meant	  to	  serve	  as	  a	  complement	  to	  our	  Canadian	  holdings,	  not	  an	  antithesis.	  	  

	  

	  
The US Equity team recommends that the active weigting within the American portfolio be smoothed in relation to the benchmark.1
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We have also taken this opportunity to re-evaluate current individual holdings, with a value investment strategy in mind. Some of 
our securities have generated considerable returns over the past several quarters and no longer satisfy the value mandate. We 
recommend that certain of these holdings be sold off at a profit, and for SIAS to reinvest the capital in new value equities.

Another issue surrounding our American holdings that we seek to address is the swelling broad-market ETF holding. The SPDR 
S&P 500 ETF represents 28% of our U.S. book. We recommend that this security be sold, with the funds reinvested in individual 
equities.

Sector Evaluation

Labels S&P 
Income Contribution of 
Continual Operations 

 S&P 500 CONS DISCRET IDX 10.59% 6.75 %

 S&P 500 CONS STAPLES IDX 10.06% 9.76 %

 S&P 500 ENERGY INDEX 12.73% 12.62 %

 S&P 500 FINANCIALS INDEX 16.17% 18.13 %

 S&P 500 HEALTH CARE IDX 10.60% 13.35 %

 S&P 500 INDUSTRIALS IDX 11.20% 10.66 %

 S&P 500 MATERIALS INDEX 3.70% 2.28 %

 S&P 500 TECH HW & EQP IX 18.94% 22.32 %

 S&P 500 TELECOM SERV IDX 2.87% 2.35 %

 S&P 500 UTILITIES INDEX 3.13% 1.77 %

After establishing the desire to reduce some of our extreme weightings for an even more prudently diversified portfolio, it is 
sensible to examine how the US sectors are performing. The above table describes the current S&P 500 weightings juxtaposed 
to their corresponding contribution to the index overall income from continued operations. We believe that sectors contributing a 
surplus of income are strong candidates to be brought to overweight. This does not assume that these sectors will outperform the 
others; rather that a portfolio comprised of these over-contributing sectors would have outperformed the S&P 500 Index itself. 
Technology, Financials, Consumer Staples, Energy, & Health Care are thus candidates to be brought to overweight. It follows that 
the remaining five sectors, Utilities, Telecom, Materials, Industrials, & Consumer Discretionary, are candidates to be underweight.2 

Recommendation
The forward strategy is to reduce the broad market exposure and some outermost active weights, and to move some allocations 
in-line with recent sector earnings performance. All of this must be done keeping in mind that the U.S. portfolio must act as a 
supplement to the Canadian portfolio, which has strength in Financials, Materials and Energy.

Ergo, a recommended increase in the following sectors: Energy, Financials, Telecom and Utilities. Energy and Financials, without 
a single current individual holding, will be increased to reduce the severe underweight (note that the Canadian portfolio is merely 
market weight in those sectors). With the recent run-up of oil prices due to tensions in the Middle East and North Africa, however, 
we will postpone our purchase of Energy holdings for the time being. Telecom and Utilities, meanwhile, are to be increased simply 
to keep pace as their overall weighting will be significantly reduced as we simultaneously sell off our broad market exposure. This 
SPDR S&P 500 ETF is our majority position, at 28% of the total portfolio.

Sales of Costco and Union Pacific are also recommended this quarter, as they have run their course as value investments; their 
multiples no longer reflect their prior value status and we own significant unrealized gains from these positions. 
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Current Portfolio 
Allocation

Smoothing Of  
Extreme Allocations

Income Implied  
Allocation

Future Weighting

 S&P 500 CONS DISCRET Over Under Under Over

 S&P 500 CONS STAPLES Extreme Over Over Over Over

 S&P 500 ENERGY Extreme Under Under Over Under

 S&P 500 FINANCIALS Extreme Under Over Over Neutral

 S&P 500 HEALTH CARE Over Over Over Over

 S&P 500 INDUSTRIALS Extreme Over Under Under Over

 S&P 500 MATERIALS Neutral Under Under Neutral

 S&P 500 TECH HW & EQP Over Over Over Over

 S&P 500 TELECOM SERV Under Under Under Under

 S&P 500 UTILITIES Under Under Under Under

Equity Purchases
U.S. Equity follows a value investing strategy. Under this policy we created value screens of the S&P 500 for each sector we 
sought to increase our positions in. These screens selected S&P companies whose current price to earnings and price to book fell 
below their 5-year average while having maintained stable revenues, shown positive growth. We also searched for candidates not 
plagued by any long-term external or internal obsolescence.3 

AT&T
1) Value stock
2) High dividend
3) Short-term negative fluctuation from competitor’s introduction of iPhone.
4) GSM network likely to win CDMA/GSM battle already the standard in Europe, Asia, Canada

VISA
1) Low beta, high ROE, ROI, low PE, BP
2) Consumer spending increasing from lows
3) Increasing regulation
4) Dodd-Frank Implications

Appendix 
1 Year 3 Year 5 Year

22.19% -0.05% 2.24%

Price 19.77% -2.29% 0.09%

PRICE RETURNS BY SECTOR

Energy 32.46% 0.41% 5.09%

Materials 31.10% -1.37% 4.08%

Industrials 30.75% -2.49% 1.65%

Cons Disc 28.62% 4.64% 2.23%

Cons Staples 10.11% 1.70% 4.46%

Health Care 0.67% -2.05% -0.35%

Financials 15.60% -17.26% -12.47%

Info Tech 24.22% 5.39% 4.31%

Telecom Svc 19.08% -6.54% 0.42%

Utilities 7.41% -7.13% -0.29%
*Bloomberg
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Value Screener

Name
P/E P/E

5 Yr Avg
P/B

P/B 
 5 Yr 
Avg

YTD 
Total 

Return

Sales 
Growth 

1 Yr

Sales 
Growth 

3 Yr

Sales 
Growth 

5 Yr

EPS 
1 Yr 

Growth

EPS 
3 Yr 

Growth 
Avg

EPS 
5 Yr 

Growth 
Avg

WAL-MART 
STORES INC

12.65 14.93 2.68 2.98 -4.04 3.34 3.71 5.72 12.60 12.83 15.80

MCDONALD'S 
CORP

16.04 17.42 8.45 5.33 -2.23 5.85 1.92 3.56 11.27 36.58 26.46

COSTCO 
WHOLESALE 

24.12 21.25 2.87 2.64 2.16 9.13 6.74 8.31 18.80 8.48 9.63

PROCTER & 
GAMBLE CO/THE

16.80 18.01 2.79 2.76 -1.60 2.93 1.21 3.22 4.23 4.22 12.72

COLGATE- 
PALMOLIVE 

16.55 19.92 14.45 19.10 -2.15 1.55 4.23 6.69 -1.77 10.29 13.93

COCA-COLA CO/
THE

18.43 18.98 4.75 5.68 -2.22 13.34 7.02 14.57 73.56 29.33 74.30

ALTRIA GROUP 
INC

13.06 14.35 10.03 8.81 1.30 0.40 -17.41 -18.98 20.65 -21.05 -6.91

JOHNSON & 
JOHNSON

12.53 14.77 2.89 3.93 -2.70 -0.50 0.31 4.76 8.99 10.40 0.96

UNION PACIFIC 
CORP

16.73 15.72 2.60 1.95 1.89 19.95 3.01 4.51 48.40 20.64 26.76

3M CO 15.70 15.61 4.10 4.68 5.20 15.31 3.37 5.08 25.44 1.47 14.14

LOCKHEED 
MARTIN CORP

8.98 12.21 7.48 7.00 15.66 4.11 3.05 4.63 -6.80 3.41 16.52

DOW CHEMICAL 
CO/THE

18.34 21.34 2.38 1.87 6.39 19.61 1.68 4.14 695.45 106.32 N/A

CORNING INC 10.92 12.66 1.82 2.52 17.23 22.93 5.04 10.94 75.38 53.32 N/A

TEXAS  
INSTRUMENTS

13.86 15.94 3.98 3.45 10.01 33.94 2.57 2.97 129.31 28.80 109.69

INTEL CORP 10.82 16.73 2.44 2.77 4.82 24.19 5.23 3.84 160.76 41.07 177.54
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Sector Screener

Sector 
 Average of 

Weight 
 Average of 

P/B 
 Average of 

P/E 
 Average of 

P/CF 
 Average of 
P/EBITDA 

 Average of 
Net Income, 
Contribution 

 Average of 
Continual 

Operations, 
Contribution 

S&P 500 CONS DISCRET 0.11  3.08  17.57  10.35  6.83  6.84  6.75 

 S&P 500 CONS STAPLES  0.10  3.42  15.50  12.15  7.51  12.96  9.76 

 S&P 500 ENERGY  0.13  2.37  16.31  8.51  5.33  13.35  12.62 

 S&P 500 FINANCIALS  0.16  1.20  14.15  5.79  7.26  16.26  18.13 

 S&P 500 HEALTH CARE  0.11  2.48  12.64  11.24  7.03  10.02  13.35 

 S&P 500 INDUSTRIALS  0.11  3.01  17.97  10.71  7.39  11.59  10.66 

 S&P 500 MATERIALS  0.04  3.01  17.38  10.11  5.08  1.98  2.28 

 S&P 500 TECH HW & EQP  0.19  3.30  16.89  11.94  9.03  23.48  22.32 

 S&P 500 TELECOM SERV  0.03  1.87  17.46  4.13  3.42  1.71  2.35 

 S&P 500 UTILITIES  0.03  1.45  12.56  5.47  4.06  1.81  1.77 

 Grand Total  0.10  2.52  15.84  9.04  6.29  10.00  10.00 

_______________________

1  While the American Portfolio is officially benchmarked to the MSCI WORLD INDEX ALL COUNTRIES, for allocation purposes and consistency with our 

self-imposed total portfolio diversification mandate we will refer to the S&P 500 sectors and weightings throughout this report. 
2  Full Table on Sector Earnings in Appendix
3 A full list of SIAS-value criteria matching companies is available in the appendix
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Company Description
Cisco Systems, Inc. is a San Jose-based multinational corporation that produces 
data networking products for the internet, and is one of the world’s largest tech-
nology corporations as measured by revenue and market cap. The company is 
primarily traded on the NASDAQ exchange under the ticker CSCO, and is included 
in the Dow Jones, S&P 500, Russell 1000, Russell 1000 Growth, and NASDAQ 100 
Indexes. The company has more than 70,000 employees world-wide. 

Investment Summary:
Cisco has fallen out of favour with investors recently, with significant negative cor-
rections seen in both the stock price and multiples following each of the past two 
earnings releases. One year ago, Cisco was trading at a multiple of 23x earnings 
and 4x sales. Today it is trading at 13x earnings and 2x sales (TTM). This change 
in sentiment reflects the fact that investors are worried about Cisco’s prospects 
for growth. In FQ2, Cisco reported a compressed profit margin of 14.61%, down 
from 18.87% a year earlier and well below the 5 year average of 19%. CEO John 
Chambers attributed this to the company’s rapid product transition, although 
investors fear the compressed margins may represent increased competition, or 
the fact that with the new technology clients are able to spend less money for more 
capacity. Adding to the negative sentiment is the fact that Chambers him-self has 
said that he expects weak government spending to persist for “several quarters”. 

But, despite the market’s bearish sentiment towards Cisco, we find that at current 
market prices, Cisco is significantly undervalued. We feel that short-term earnings 
and margins disruptions have led investors to price Cisco as a mature company, 
whereas as long term investors, we feel Cisco is a member of a growth industry, 
and is well positioned as the market leader to continue growing for many years 
to come. Adding to this the fact that Cash and Short-Term Investments (marked 
to Fair Value Jan 29) account for 42% of the Market Price per Share, from a value 
investing perspective, Cisco’s operating business is trading at significantly low 
multiple of 7.5x earnings (TTM). 

With significant capacity to increase its newly instituted dividend, we feel Cisco is 
for many reasons a sound long term investment. As the analysis in the rest of this 
report will support, we recommend NASDAQ:CSCO as a BUY, with a target price of 
$24 per share, which represents a 40% upside.

US EQUITY RESEARCH
Technology  MARCH 16, 2011

CISCO SYSTEMS, INC. (NASDAQ: CSCO)
Initiating Coverage with BUY Rating

Alexander F. Conconi
Email: alex@conconi.ca

Company Statistics
Price $17.14
Date of Price 18/03/2011
52-week Range 16.97 - 34.87
Shares Outstanding 5,528M
Market Cap 94750M
Dividend $0.24
Dividend Yield 1.40%
P/E 12.60x
EPS $1.36
P/B 2.08x
Target Price $24.00
Target Price Date 18/03/2011 
Rating Outperform

1-Year Price History
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Cisco	  Systems,	  Inc.	  (NASDAQ:	  CSCO)	  
Initiating	  Coverage	  with	  BUY	  Rating	  

	  Company	  Description:	  
Cisco	  Systems,	  Inc.	  is	  a	  San	  Jose-‐based	  multinational	  
corporation	  that	  produces	  data	  networking	  products	  
for	  the	  internet,	  and	  is	  one	  of	  the	  world’s	  largest	  
technology	  corporations	  as	  measured	  by	  revenue	  and	  
market	  cap.	  The	  company	  is	  primarily	  traded	  on	  the	  
NASDAQ	  exchange	  under	  the	  ticker	  CSCO,	  and	  is	  
included	  in	  the	  Dow	  Jones,	  S&P	  500,	  Russell	  1000,	  
Russell	  1000	  Growth,	  and	  NASDAQ	  100	  Indexes.	  The	  
company	  has	  more	  than	  70,000	  employees	  world-‐
wide.	  	  

	  Investment	  Summary:	  	  
Cisco	  has	  fallen	  out	  of	  favour	  with	  investors	  recently,	  
with	  significant	  negative	  corrections	  seen	  in	  both	  the	  
stock	  price	  and	  multiples	  following	  each	  of	  the	  past	  
two	  earnings	  releases.	  One	  year	  ago,	  Cisco	  was	  trading	  
at	  a	  multiple	  of	  23x	  earnings	  and	  4x	  sales.	  Today	  it	  is	  
trading	  at	  13x	  earnings	  and	  2x	  sales	  (TTM).	  This	  
change	  in	  sentiment	  reflects	  the	  fact	  that	  investors	  are	  
worried	  about	  Cisco’s	  prospects	  for	  growth.	  In	  FQ2,	  
Cisco	  reported	  a	  compressed	  profit	  margin	  of	  14.61%,	  
down	  from	  18.87%	  a	  year	  earlier	  and	  well	  below	  the	  5	  
year	  average	  of	  19%.	  CEO	  John	  Chambers	  attributed	  
this	  to	  the	  company’s	  rapid	  product	  transition,	  
although	  investors	  fear	  the	  compressed	  margins	  may	  
represent	  increased	  competition,	  or	  the	  fact	  that	  with	  the	  	  
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Strengths
•   Services: Services revenue grew 2% to account for 21% of total revenue in FQ2. The company reported services margins grew 

from 66% in FQ1 to 67% in FQ2. On March 2, 2011 Cisco completed its acquisition of Pari Networks, Inc., a leading provider of 
network configuration solutions.

•   Cloud Computing: We feel Cisco is well positioned to take advantage of the general shift to virtualization and cloud-computing. 
In FQ2, datacenter product revenues grew 59% year-over-year to $425M. In December, Cisco has completed the acquisition of 
LineSider Technologies, Inc., a leading provider of software that helps managers build network services needed to securely 
deploy cloud computing infrastructure. Cisco has also formed a strategic alliance with BMC Software to create and market 
large-scale cloud computing solutions.

•   Dividend: Initiation of a $0.06 quarterly dividend, beginning March 31, 2011 for an annualized yield of 1.4% as of closing March 
18, 2011.

•   Capital Structure: As of FQ2 End, Cash and Short-Term Investments represented 36.2% of Cisco’s capital structure, or 42% of 
the market price per share. Of the Short-Term investments, over 28B of the 34B are held in Government or Government Agency 
securities.

•   CEO John Chambers: Joined the company in 1991 – one of the few tech-company CEO’s to survive the tech bubble. Innovative 
and forward looking, Chambers has a track record of positioning Cisco well for the future. 

•   Long Term Industry Growth: Bandwidth requirements continue to grow rapidly. With still less than 29% of the world population 
“online” and new internet enabled devices – from (video) phones to refrigerators - being created every day, there are going to be 
significant increases to networking capacity required over the long term.

•   New Products: Cisco has diverted a significant amount of energy to the creation 
of new products. Though revenue from the New Product category grew 15% 
Y-o-Y, contributing 39% of total product revenues, we feel the benefit of these 
products yet to hit the income statement. In FQ2, Cisco launched a number of 
new products, and on January 5 launched Videoscape, a platform for service 
providers that brings together digital TV and online content with social media 
and communications. It offers consumers an improved experience, and service 
providers an expanded business model, and is an example of one of Cisco’s new 
products that could provide significant upside in the future.

Weaknesses
•   Short-term decline in Earnings per Share: As can be seen in the displayed graph of Adjusted EPS, as followed and projected by 

analysts, Cisco’s EPS is currently on a negative trajectory.

•   Margin compression: Cisco reported a FQ2 profit margin of 14.61%, down from 18.87% a year earlier and well below the 5 year 
average of 19%.

•   Weak government spending: CEO Chambers has said he expects weak government spending to persist for “several quarters”.

•   Weak company guidance: Cisco reduced revenue guidance for 2011 FQ3 and 4 that implies annual growth between 9 and 10%, 
down from prior guidance between 9 and 12%.

•   Lost executive talent: This January, Juniper poached Luanne Tierney, Cisco’s VP of Global Partner Marketing, to be its own VP 
of Global Partner Marketing. Tierney represents a wealth of knowledge being transferred from CSCO to a competitor. As of FQ2, 
international markets accounted for 46.71% of Cisco’s revenue.

	  
	  

US	  Equity	  Research	  
	  
Technology	   Alexander	  F	  Conconi	   18	  March	  2011	  
	  

Student	  Investment	  Advisory	  Service	   Page	  1	  of	  2	   Simon	  Fraser	  University	  

Cisco	  Systems,	  Inc.	  (NASDAQ:	  CSCO)	  
Initiating	  Coverage	  with	  BUY	  Rating	  

	  Company	  Description:	  
Cisco	  Systems,	  Inc.	  is	  a	  San	  Jose-‐based	  multinational	  
corporation	  that	  produces	  data	  networking	  products	  
for	  the	  internet,	  and	  is	  one	  of	  the	  world’s	  largest	  
technology	  corporations	  as	  measured	  by	  revenue	  and	  
market	  cap.	  The	  company	  is	  primarily	  traded	  on	  the	  
NASDAQ	  exchange	  under	  the	  ticker	  CSCO,	  and	  is	  
included	  in	  the	  Dow	  Jones,	  S&P	  500,	  Russell	  1000,	  
Russell	  1000	  Growth,	  and	  NASDAQ	  100	  Indexes.	  The	  
company	  has	  more	  than	  70,000	  employees	  world-‐
wide.	  	  

	  Investment	  Summary:	  	  
Cisco	  has	  fallen	  out	  of	  favour	  with	  investors	  recently,	  
with	  significant	  negative	  corrections	  seen	  in	  both	  the	  
stock	  price	  and	  multiples	  following	  each	  of	  the	  past	  
two	  earnings	  releases.	  One	  year	  ago,	  Cisco	  was	  trading	  
at	  a	  multiple	  of	  23x	  earnings	  and	  4x	  sales.	  Today	  it	  is	  
trading	  at	  13x	  earnings	  and	  2x	  sales	  (TTM).	  This	  
change	  in	  sentiment	  reflects	  the	  fact	  that	  investors	  are	  
worried	  about	  Cisco’s	  prospects	  for	  growth.	  In	  FQ2,	  
Cisco	  reported	  a	  compressed	  profit	  margin	  of	  14.61%,	  
down	  from	  18.87%	  a	  year	  earlier	  and	  well	  below	  the	  5	  
year	  average	  of	  19%.	  CEO	  John	  Chambers	  attributed	  
this	  to	  the	  company’s	  rapid	  product	  transition,	  
although	  investors	  fear	  the	  compressed	  margins	  may	  
represent	  increased	  competition,	  or	  the	  fact	  that	  with	  the	  	  
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Industry Outlook
According to the Standard Industrial Classification (SIC) system, system has a SIC Code of 3577, making it a member of the 
Computer Peripherals grouping. This classification brings together companies whose products support the activities of a comput-
er’s central processing unit (CPU). More specifically though, Cisco is a member of the Networking and Communication Equipment 
industry, competing for market share with the likes of Juniper Networks (JNPR), Riverbed Technology (RVBD), and Aruba Networks 
(ARUN) among others.

Use of the internet is growing rapidly in terms 
of both the number of devices connected, 
and the amount of bandwidth they consume. 
The trend for all distance communica-
tion to become digitized continues, but two 
new movements are of significant impor-
tance: mobile (wireless) computing and cloud 
computing. Value in the industry continues to 
be added in terms of bandwidth capacity, but 
also in refining networked communication in 
terms of simplicity, security, and scalability 
(cloud computing). 

Valuation
We find Cisco to have a target market price of $24 per share. For our valuation, we have used an averaged Multiples Analysis, 
using multiples at various levels of the income and cash-flow statements as can be seen in the figure below. We selected a range 
of comparable companies, including companies of similar capital structure and industry.

The red ranges represent the high and low implied values given from the ranges of our comparable multiples, with the black value 
representing the average. For the 52W Range, the black value represents the current market price.

Top Networking & Communication Equipment Companies

Company Symbol Price (US$) Market Cap P/E

Cisco Systems, Inc. CSCO 17.14 94.75B 12.97

Juniper Networks, Inc. JNPR 40.26 21.54B 35.01

Alcatel-Lucent ALU 5.07 11.85B -

Riverbed Technology, Inc. RVBD 37.52 5.66B 170.55

Aruba Networks, Inc. ARUN 30.51 3.08B -

Finisar Corp. FNSR 21.14 1.89B 20.17

Black Box Corp. BBOX 33.7 598.61M 12.34
Source: Yahoo Finance, Bloomberg, Student Research
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Company Name Ticker Market Cap P/E P/EBITDA P/FCF P/Sales

Alcatel-Lucent ALU 8358 (EUR) - 8.31x - 0.51x

Juniper Networks JNPR 21536 36.94x 22.38x 33.54x 5.14x

Hewlett-Packard HPQ 89414 10.13x 5.40x 12.30x 0.76x

Intel INTC 109376 9.92x 5.47x 9.64x 2.54x

Finisar Corp FNSR 1895 - 25.89x - 2.18x

Average:  46116 18.99x 13.49x 18.50x 2.23x

Cisco Systems CSCO 94750 12.60x 8.78x 10.72x 2.45x
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Disclosures
This report was prepared in accordance with the Code of Ethics and Standards of Professional Conduct adopted by the Chartered 
Financial Analyst Institute. This report is intended for the sole use of the SIAS Fund, a subset of the SFU Endowment Fund. As of 
the report date, the author does have a financial interest in shares of CSCO. 

Balance Sheet
Assets FY 2010 FY 2009 FY 2008 FY 2007 FY 2006 FY 2005

 + Cash & Near Cash Items 4581 5718 5191 3728 3297 4742

 + Short-Term Investments 35280 29283 21044 18538 14517 2227

 + Accounts & Notes Receivable 4929 3177 3821 3989 3303 2216

 + Inventories 1327 1074 1235 1322 1371 1297

 + Other Current Assets 5304 4925 4408 3997 3188 2549

Total Current Assets 51421 44177 35699 31574 25676 13031

 + LT Investments & LT Receivables 0 0 0 0 0 9086

 + Gross Fixed Assets 11308 12208 11702 10466 9193 8322

 - Accumulated Depreciation 7367 8165 7551 6573 5753 5002

 + Net Fixed Assets 3941 4043 4151 3893 3440 3320

 + Other Long-Term Assets 25768 19908 18884 17873 14199 8446

Total Long-Term Assets 29709 23951 23035 21766 17639 20852

Total Assets 81130 68128 58734 53340 43315 33883

Liabilities & Shareholders' Equity FY 2010 FY 2009 FY 2008 FY 2007 FY 2006 FY 2005

 + Accounts Payable 895 675 869 786 880 735

 + Short-Term Borrowings 3096 0 500 0 0 0

 + Other Short-Term Liabilities 15242 12980 12489 12572 10433 8776

Total Current Liabilities 19233 13655 13858 13358 11313 9511

 + Long-Term Borrowings 12188 10295 6393 6408 6332 0

 + Other Long-Term Liabilities 5424 5501 4081 2084 1752 1188

Total Long-Term Liabilities 17612 15796 10474 8492 8084 1188

Total Liabilities 36845 29451 24332 21850 19397 10699

 + Total Preferred Equity 0 0 0 0 0 0

 + Minority Interest 18 30 49 10 6 10

 + Share Capital & APIC 37793 34344 33505 30687 24257 22394

 + Retained Earnings & Other Equity 6474 4303 848 793 -345 780

Total Equity 44285 38677 34402 31490 23918 23184

Total Liabilities & Equity 81130 68128 58734 53340 43315 33883
Source: Bloomberg

Cisco Systems, Inc.
Alexander F. Conconi
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Income Statement
Income Statement FY 2010 FY 2009 FY 2008 FY 2007 FY 2006 FY 2005

Revenue 40040 36117 39540 34922 28484 24801

 - Cost of Revenue 14397 13023 14056 12586 9737 8130

Gross Profit 25643 23094 25484 22336 18747 16671

 - Operating Expenses 16479 15709 16039 13634 11660 9229

Operating Income 9164 7385 9445 8702 7087 7442

 - Interest Expense 623 346 319 377 148 0

 - Foreign Exchange Losses (Gains) 0 0 0 0 0 0

 - Net Non-Operating Losses (Gains) -874 -654 -1129 -1136 -694 -594

Pre-tax Income 9415 7693 10255 9461 7633 8036

 - Income Tax Expense 1648 1559 2203 2128 2053 2295

Income Before XO Items 7767 6134 8052 7333 5580 5741

 - Extraordinary Loss Net of Tax 0 0 0 0 0 0

 - Minority Interests 0 0 0 0 0 0

Net Income 7767 6134 8052 7333 5580 5741

 - Total Cash Preferred Dividends 0 0 0 0 0 0

 - Other Adjustments 0 0 0 0 0 0

Net Inc Avail to Common Shareholders 7767 6134 8052 7333 5580 5741

Abnormal Losses (Gains) 289 1307 735 584 693 403

Tax Effect on Abnormal Items -101.15 -265.32 -258 -225.4 -187.11 -61

Normalized Income 7954.85 7175.68 8529 7691.6 6085.89 6083

Comprehensive Income 7772 5890 8218 7623 5578 5803

Comprehensive Income per Share 1.3559 1.0106 1.3729 1.259 0.9058 0.8946

Basic EPS Before Abnormal Items 1.39 1.23 1.43 1.27 0.99 0.93

Basic EPS Before XO Items 1.36 1.05 1.35 1.21 0.91 0.88

Basic EPS 1.36 1.05 1.35 1.21 0.91 0.88

Basic Weighted Avg Shares 5732 5828 5986 6055 6158 6487

Diluted EPS Before Abnormal Items 1.36 1.23 1.39 1.23 0.97 0.92

Diluted EPS Before XO Items 1.33 1.05 1.31 1.17 0.89 0.87

Diluted EPS 1.33 1.05 1.31 1.17 0.89 0.87

Diluted Weighted Avg Shares 5848 5857 6163 6265 6272 6612
Source: Bloomberg

Cisco Systems, Inc.
Alexander F. Conconi
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Appendix
Unless otherwise indicated, the graphs and data in the following pages are based upon data compiled from Bloomberg on March 
18, 2011.
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Figure	  8,	  Source:	  Bloomberg	  
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Description
AT&T Inc. is a communications holding company. The Company, through its sub-
sidiaries and affiliates, provides local and long-distance phone service, wireless 
and data communications, internet access and messaging, IP-based and satellite 
television, security services, telecommunications equipment, and directory adver-
tising and publishing. 

Key Developments
Events
•   Nineteen-year AT&T veteran John Stephens to succeed current CFO Rick Linder 

on June 1, 2011, when the latter retires. Stephens is the current Company Con-
troller. 

•   Verizon begins selling iPhones.

R&D
AT&T opened its first innovation center in Texas this year. We see this as a positive 
as AT&T continues to strive to incorporate new products into its business. Three 
permanent facilities of this nature and other temporary centers world-wide have 
been constructed to ensure the future success of their networks and services. 

Financial Highlights 
•  FY 2011 earnings forecasted to be $2.30 
•  Profit Margin (TTM) 15.98%
•  Operating Margin (TTM) 15.75%

Management Effectiveness
•  Return on Assets (TTM) 4.56%
•  Return on Equity 18.14%

Dividend
•  Dividend payout 50%
•  Trailing dividend rate 5.60%, Forward dividend rate 5.60%

Valuation
Our valuation is based on current P/E and 
dividend yield. We believe AT&T to be at-
tractive at these levels due its strong fun-
damentals, its historical track record of 
innovation and its ability to explore and 
ultimately implement new technology. A 
current valuation of 8.65x current earnings 

AT&T INC. (NYSE: T)
 

William Woodfine
Email: william_woodfine@sfu.ca

Bradley Dean
Email: badean@sfu.ca

Price $27.33
52Wk High [1/05/2011]  $30.10
52Wk Low [5/25/2010]  $23.78
YTD -6.98%
Beta  0.62
Market Cap 161,559M
Average Vol 27,811,962
Current Vol 37,131,994
P/E (TTM) 8.65
P/E (5yr Avg) -
EPS (TTM) 3.16
P/B 1.47
P/B (5yr Avg) -
Dividend Yield 6.18%
Div Yield 5yr Avg 4.76%
Div 5yr growth 5.39%
Oper Margin  15.75%
Gross Margin  53.85%
Net Profit  15.61%

Normalized Returns

US EQUITY RESEARCH
Telecommunication Services  MARCH 16, 2011

Sales

Sales Growth FY 1.44%

Retention rate 47.68%

Net subscriber # FY

 Wireless 8,853

 Wire line -1,857

 Broadband 501

  Video 678
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William Woodfine and Bradley Dean

is inappropriate for the stock. This valuation impairment is allowing us to enter the stock at 
significant dividend yield of 6.18%. A combination of this attractive dividend yield, low price-to-
earnings, solid management, and ability to post modest growth in an ultra-competitive, mature 
industry will provide significant long-term total return. As reported above, we believe that the 
market has temporarily overreacted to the entry of Verizon’s CDMA version of the Apple iPhone. 

Valuation Update
We ran a P/E multiples analysis for AT&T against a peer group composed of Verizon Communications Inc., CenturyLink Inc., 
Comcast Corporation and DIRECTTV. This multiples analysis was run on April, 19th 2011, allowing for reflection on our original 
analysis. The closing price for AT&T on that date was $30.31. Based on our multiples analysis, AT&T is currently undervalued. The 
Implied Stock Value looking forward also supports our Valuation above, showing steady EPS growth, based on Bloomberg analyst 
consensus.

Current BEST Standard

19-Apr-11 FY1 (09/11) FY2 (09/12) FY3 (09/13)

T EPS (Adjusted) 2.29 2.36 2.55 2.72

P/E 13.24 12.82 11.91 11.15

    

VZ EPS (Adjusted) 2.24 2.21 2.59 2.90

P/E 16.63 16.82 14.38 12.85

    

CTL EPS (Adjusted) 3.39 2.93 2.95 3.32

P/E 11.60 13.41 13.34 11.84

    

CMCSA EPS (Adjusted) 1.28 1.54 1.79 2.20

P/E 18.98 15.81 13.55 11.06

    

DTV EPS (Adjusted) 2.48 3.08 4.03 5.05

P/E 18.59 14.99 11.44 9.14

    

Average P/E 15.81 14.77 12.92 11.20

Implied Stock Value  $ 36.19  $ 37.36  $ 40.23  $ 42.98 

Recommendation and considerations
•  Units: 3,700
•  Value: ~$100,000
•  Global telecom diversification as Canadian telecom holdings are strictly domestic
•  Attractive dividend yield
•  Strong, mature company with growth prospects in digital TV, wireless broadband, & smart phone segment
•   AT&T is one of the oldest telecom/tech companies with proven ability to innovate and expand corporate service and solution 

sales
•  Introduction of IP-TV segment represents a new business segment with potentially high growth.
•  Increasing SMART phone market share with higher margins than traditional services.
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CONSOLIDATED EDISON CORP (NYSE: ED)

Description
Consolidated Edison, Inc., through its subsidiaries, provides a variety of energy-
related products and services. The company supplies electric service in New York, 
parts of New Jersey and Pennsylvania as well as supplies electricity to wholesale 
customers.   

Operations
Consolidated Edison Company of New York
A regulated utility providing electric, gas and steam service in NYC and Westches-
ter Country, New York. 

Orange and Rockland Utilities Inc
 A regulated utility serving customers in a 1,350 square mile area in south-eastern 
New Jersey and north-eastern Pennsylvania. 

Con Edison Solution
A retail energy supply and services company

Con Edison Development
A company that owns and operates generating plants and participates in other 
infrastructure projects. 

Key Developments
Events
Common shares were sold in late 2010 to facilitate the financing of a new NRG-built 
LNG plant. Subsidiary CECONY invested $1,866 million to upgrade NY energy 
delivery systems in 2010.

Earnings
Consolidated Edison raised FY 2010 EPS guidance, expecting a stronger year-end 
profit than expected after beating Q3 estimates. Q1 2011 estimates are pricing in 
significant growth over Q4 2010.

Valuation
Consolidated Edison is valued mainly via its dividend due its high (68.18%) dividend 
payout. Current valuation yields dividend income of 4.83%, dividends have been 
rapidly increasing over the past year and we predict this trend to continue in the 
near future, followed by slower growth as new projects come online and cash flow 
stabilizes. 

William Woodfine
Email: william_woodfine@sfu.ca

Bradley Dean
Email: badean@sfu.ca

Price $49.10
52Wk High [1/05/2011]  $51.03
52Wk Low [5/25/2010]  $41.52
YTD -0.47%
Beta  0.68
Market Cap 14,335m
Average Vol 27,811,962
Current Vol 37,131,994
P/E (TTM) 14.36
P/E (5yr Avg) -
EPS (TTM) 3.42
P/B 1.21
P/B (5yr Avg) -
Dividend Yield 4.83%
Div Yield 5yr Avg 0.86%
Div 5yr growth -
Oper Margin  15.91%
Gross Margin  24.72%
Net Profit  7.50%

Normalized YTD Returns
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The second part of Consolidated Edison revenues are derived from its devel-
opment and consultant arm where it constructs plants and advises clients on 
plant construction and energy solutions. With announcements of new product 
lines and increasing electricity cost we see this as a growth driver for future 
revenues. The company is currently valued at 14.33 times current earnings; we 
see this as a reasonable price considering the growth and high dividend aspects 
of the stock. 

Valuation Update
On April 19th, 2011 we conducted a P/E multiples analysis on Consolidated Edison, with a peer group consisting of American 
Electric Power Co. Inc, Southern Company, CMS Energy Corp., and PG&E Corp. With a stock closing price for Consolidated Edison 
on April 19th, 2011 of $50.15, our multiples analysis shows that the company is currently undervalued. Furthermore, Bloomberg 
analyst consensus on EPS growth suggests steady earnings growth over the next three years.

Current BEST Standard

19-Apr-11 FY1 (09/11) FY2 (09/12) FY3 (09/13)

ED EPS (Adjusted) 3.45 3.55 3.68 3.81

P/E 14.54 14.14 13.62 13.18

    

AEP EPS (Adjusted) 3.03 3.14 3.25 3.39

P/E 11.59 11.17 10.82 10.36

    

SO EPS (Adjusted) 2.37 2.52 2.70 2.84

P/E 16.11 15.14 14.12 13.46

    

CMS EPS (Adjusted) 1.36 1.45 1.55 1.64

P/E 28.30 26.51 24.83 23.47

    

PCG EPS (Adjusted) 3.42 3.71 3.90 3.97

P/E 13.08 12.07 11.47 11.26

    

Average P/E 16.73 15.81 14.97 14.35

Implied Stock Value  $ 57.70  $ 59.31  $ 61.60  $ 63.66 

Recommendation and considerations
•  Units: 2,000
•  Value: ~$100,000
•  Increase Utility sector allocation in US portfolio through purchase of single entitle above a broad market ETF exposure.
•  High dividend yield.
•  Company continues to improve New York energy efficiency.
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Description
Ford is the second-largest automaker in the U.S and the fifth-largest in the world 
based on annual vehicle sales in 2010. Ford sells automobiles and trucks on all 
continents. Approximately half of all sales are US sales, and 30% of all sales are 
fleet sales. 

Key Developments
International Sales
Europe
•   England has been a strong market for Ford historically and Ford has leveraged 

this European exposure into its design house and marketing. England will 
continue to be an important market for Ford with sales of its Focus hatchback 
being among the best selling vehicles in England.

Emerging Markets
•   Russia – A 50:50  joint venture was established with Sollers OJSC for the pro-

duction and distribution of Ford Vehicles in Russia. The venture includes local 
production facilities for passenger and light commercial vehicles. We see this 
venture as favourable as it gives Ford access to an existing parts and distribu-
tion network coupled with an strong local partner in an often difficult market for 
foreign direct investment. 

•   India – Ford has announced it will introduce a full 8 vehicle lines in the country 
by 2015. 

Debt Reduction
Ford has called $3B in debt; settling this debt will continue to shore up the balance 
sheet and we expect the next cash event to be the reinstatement of their dividend.

Earnings
Ford Motor Company announced that for the second quarter of 2011, it is planning 
for 710,000 vehicles. That is a 9% increase over the 653,000 vehicles produced in 
the second fiscal quarter of 2010 and it is a 9% increase over the 650,000 vehicles 
that the Company is planning to produce in the first quarter of 2011. 

William Woodfine
Email: william_woodfine@sfu.ca

Price $14.18
52Wk High [1/05/2011]  $18.97
52Wk Low [5/25/2010]  $9.75
YTD -14.95
Beta  2.35
Market Cap 
Average Vol 127,862,049
Current Vol 84,914,416
P/E (TTM) 8.94
P/E (5yr Avg) 
EPS (TTM) 1.59
P/B -
P/B (5yr Avg) -
Dividend Yield 
Div Yield 5yr avg -
Div 5yr growth -
Dividend Payout -
Oper Margin  4.40%
Gross Margin  15.63%
Net Profit  5.08%

Normalized YTD Returns

FORD (NYSE: F)

US EQUITY RESEARCH
Consumer Discretionary  MARCH 16, 2011
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Valuation:	  
Returned	  from	  near	  bankruptcy	  during	  the	  recession	  ford	  is	  off	  
from	  its	  52	  week	  high	  of	  $18.97.	  Yet	  to	  reinstate	  its	  dividend,	  as	  
cash	  was	  need	  to	  shore	  up	  the	  company	  balance	  sheet,	  Ford	  
required	  no	  government	  intervention	  as	  many	  of	  its	  competitors	  
did.	  We	  have	  confidence	  in	  Ford	  management	  and	  in	  the	  
Company’s	  new	  product	  lines	  such	  as	  hybrid	  vehicles.	  We	  think	  
that	  Ford	  will	  continue	  to	  grow	  its	  market	  share	  in	  the	  ever	  
important	  and	  competitive	  North	  American	  market	  place.	  
Furthermore,	  we	  like	  Ford’s	  international	  exposure	  as	  it	  
continues	  to	  increase	  it	  geographic	  footprint	  in	  new	  developing	  
markets.	  	  
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Valuation
Returned from near bankruptcy during the recession ford is off from its 52 week high of 
$18.97. Yet to reinstate its dividend, as cash was need to shore up the company balance 
sheet, Ford required no government intervention as many of its competitors did. We have 
confidence in Ford management and in the Company’s new product lines such as hybrid 
vehicles. We think that Ford will continue to grow its market share in the ever important 
and competitive North American market place. Furthermore, we like Ford’s international 
exposure as it continues to increase it geographic footprint in new developing markets. 

Ford’s current P/E is 9.50, compared to a sector average of 13.34. This is largely due to 
Q1 earnings being less than expected, however, we this as a buying opportunity to enter into a great company with great long-term 
prospects.

Ford is trading mid-point between its 52-week high and low we see this 52-week range as a 12-month target as dividend reinstate-
ment policies become clear and revenues increase.

We see significant growth potential in Ford as its share price has come down after weak Q1 earnings. Ford is a long-term play for 
our portfolio where we expect to capitalize not only on the increase in share price as sales continue to grow world-wide, but also 
on the pending return of the dividend.

Recommendation and considerations
•  Units: 7,100
•  Value ~$100,000
•  Reallocation of the portfolio, increasing allocation to consumer discretionary as US demand continues to turn around
•  Added diversification since no automotive stocks are held in the Canadian portfolio
•   Ford’s exposure to emerging, international, and domestic markets is attractive and the geographical diversity hedges against a 

lag in US demand
•  The new CEO shows promise in returning the company to profitability 
•   Market has discounted the valuation after a missed earnings announcement; we perceive this to be a short term negative trend 

in sales
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Valuation:	  
Returned	  from	  near	  bankruptcy	  during	  the	  recession	  ford	  is	  off	  
from	  its	  52	  week	  high	  of	  $18.97.	  Yet	  to	  reinstate	  its	  dividend,	  as	  
cash	  was	  need	  to	  shore	  up	  the	  company	  balance	  sheet,	  Ford	  
required	  no	  government	  intervention	  as	  many	  of	  its	  competitors	  
did.	  We	  have	  confidence	  in	  Ford	  management	  and	  in	  the	  
Company’s	  new	  product	  lines	  such	  as	  hybrid	  vehicles.	  We	  think	  
that	  Ford	  will	  continue	  to	  grow	  its	  market	  share	  in	  the	  ever	  
important	  and	  competitive	  North	  American	  market	  place.	  
Furthermore,	  we	  like	  Ford’s	  international	  exposure	  as	  it	  
continues	  to	  increase	  it	  geographic	  footprint	  in	  new	  developing	  
markets.	  	  
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Description
Visa Inc. operates a retail electronic payments network and manages global 
financial services. The Company also offers global commerce through the transfer 
of value and information among financial institutions, merchants, consumers, 
businesses and government entities.    

Key Developments
Dodd-Frank
The Dodd-Frank Reform and Consumer Protection Act is a federal statute that 
was signed into law in 2010 by President Obama. This act reforms the regula-
tions around the financial industry in the United States, post-2008 crisis. In par-
ticular, we are concerned with the Durbin Amendment which provides a provision 
to regulate how processing fees are charged. Visa operates an elaborate system of 
merchant accounts and generates substantial revenue from this network. The Act 
also regulates the manner in which credit card companies incur penalties, interest 
rates, and present their offerings and services. We see this second part of the act 
as less of a threat to Visa’s ability to generate profits. Our belief is that the Act’s 
impact on Visa’s revenue is already considered into current prices. 

Acquisitions
PlaySpan Inc. – Visa recently completed the acquisition of online games processor 
PlaySpan Inc. This increases Visa’s market share in the growing “virtual payments” 
arena where intangible services such as game play is being monetized. We see 
this as a growing market and positive, strategic move for Visa. We look for Visa to 
continue this type of growth in the future.

Earnings
Visa recently resubmitted its fiscal 2011 earnings projections sighting net revenue 
growth of 11%-15%. Earnings per share were also cited to grow 20% over the 
FY10 $4.01 per share. Visa’s well-diversified geographic and business segmented 
revenue structure will be key for overcoming new US regulations to produce 
growth. We see Visa’s ability to capitalize on new payment methods such as virtual 
and its newest transaction method, NFC (near field communication), a type of 
close-contact wireless payment method from mobile devices, to be key in future 
earnings growth. 

William Woodfine
Email: william_woodfine@sfu.ca

Price $70.96
52Wk High [4/26/2010]  $97.19
52Wk Low [5/25/2010]  $64.90
YTD 0.62%
Beta  0.98
Market Cap 50,642M
Average Vol 5,387,983
Current Vol 649,863
P/E (TTM) 16.82
P/E (5yr Avg) -
EPS (TTM) 4.22
P/B 2.31
P/B (5yr Avg) -
Dividend Yield 0.85%
Div Yield 5yr Avg 0.86%
Div 5yr growth -
Oper Margin  56.79%
Gross Margin  82.96%
Net Profit  36.98%

Normalized YTD Returns

VISA (NYSE: V)
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Valuation
Visa is currently trading at 16.82x trailing twelve month earnings, 26% below its 5-year average of 22.85x earnings. Forward 
looking earnings statements from the company suggest a pull-back of $0.20 per share to annual earnings per share of $4.00. In 
conjunction with our economics team’s relatively strong outlook for the US market we recommend a purchase of Visa. The target 
price range is $75-$80; while uncertainty over the Dodd-Frank act remains, US consumer spending continues to grow and Visa ‘s 
price-to-earnings ratio can be expected to regress toward its 5 year average. 

Recommendation and considerations
•  Units: 1,400 
•  Value: ~$100,000
•  Reduce severe underweight in US Financials
•  Currently no credit card services holdings in Canadian Equity Financials; serves as a complement
•  Market has discounted VISA due to regulatory uncertainty in the US
•  VISA has significant international exposure
•  Proven innovation in a rapidly changing industry, through acquisition and new products
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Our strategy for Q1 was to analyze the key rate duration matching strategy and create value for the portfolio from the rebalance 
in Q4. As a result, the fixed income portfolio for Q1 had a total return of 0.41% and the active return compared to the benchmark 
(DEX Universe Bond Index) was 0.68%. 

When we compared the duration of our portfolio to the benchmark, we used the key rate duration method utilized in Q4 of 2010; 
however, this was not the optimal method to analyze it since the risk from the mismatches of highly correlated key rate durations 
may be offset by each other. Consequently, we decided to test the daily yield rate for each key rate duration category over the past 
year. The results of the yield rate should generate the same trend as that of the prices, but requiring less work.

Correlation Between Yield of:

1 & 2 2 & 3 3 & 4 4 & 5 5 & 6 6 & 7 7 & 8 8 & 9 9 & 10

0.6637 0.8490 0.9784 0.9967 0.9986 0.9986 0.9976 0.9951 0.9916

From the results above, we can see that all of the categories are highly correlated, especially between the 6 and 7 years category, 
where our portfolio has the most mismatch; therefore, the risk generated from the mismatches in either term will be offset by 
each other. In conclusion, we do not need to further balance for the difference caused by these two key rate durations.

Lastly, we re-categorized the duration buckets by the results of our research and industry standards, which are 1 to 3 years as 
short term, 3 to 5 years as mid-term, 5 to 10 years as long-term and 10+ years as long-term.

Duration structure of the portfolio at the beginning of Q1:  Duration structure of the portfolio at the end of Q1:

The total return of 0.41% from Q1 is due primarily to the movement 
of the yield curve. The portfolio is overweight in short term 
duration; if the short-term interest rate goes down, the value will 
go up, as seen from the yield curve movement graph below. There 
is an upward movement of interest rates between the mid-term 
and long term durations and a downward movement of interest 
rates for the short term durations. This shift in the yield curve 
benefited the portfolio structure in the best possible scenario and 
created a positive return for the portfolio, compared to a negative 
return for the benchmark.

EXECUTIVE SUMMARY

FIXED INCOME

Performance	  Report	  
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An analysis of the return attribution indicates that the positive return is from shift and butterfly and the negative return is from 
yield, twist, and credit spread. The credit spread is -1.44% for Q1. This was due to the overweight in provincial sector by 19.62% 
and underweight in federal sector by 26.46%. Furthermore, the conservative IPS constrains us from holding riskier bonds within 
the benchmark (DEX Universe Bond Index). 

During Q1, the team researched the portfolio’s various risk exposures. Beginning with interest rate risk, we researched implied 
forward rates and future spot rates to determine an interest rate forecast. The team also looked at liquidity risk that was influenced 
by the Sendai earthquake and its effects on Japanese investors and the Canadian bond market. 

Future strategy
A major change in the next quarter for fixed income is the portfolio management procedures. As influenced by our visit to Leith 
Wheeler, we want to implement a forward-looking management process. This will allow us to manage the portfolio with more 
control on the uncertain risk factors. There will be two independent decisions being made for interest rate risk and credit risk. 
First, we’ll determine a suitable interest rate forecast where we can predict the future movement of the portfolio’s value. With it, 
we can formulate a strategy at the beginning of the period to act upon. This portion of the process determines a suitable duration 
of the bond. Secondly, we will evaluate the credit risk forecast for comparing different bond sectors. This will include defining 
fundamental criteria, such as highest yield, favourable intrinsic value, and lowest transaction costs, to determine the ideal bond 
for the portfolio. This portion of the process determines the suitable sector and credit rating of the bond. The structure of the new 
portfolio management procedures is briefly outlined in the graph below. 
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Correlation 1 2 3 4 5

1 1 0.6637 0.1790 -0.0124 -0.0701

2 0.6637 1 0.8490 0.7250 0.6780

3 0.1790 0.8490 1 0.9783 0.9601

4 -0.0124 0.7250 0.9783 1 0.9966

5 -0.0701 0.6780 0.9601 0.9966 1

6 -0.0891 0.6594 0.9496 0.9916 0.9985

7 -0.1123 0.6384 0.9375 0.9847 0.9946

8 -0.1596 0.5981 0.9164 0.9727 0.9865

9 -0.2365 0.5294 0.8790 0.9500 0.9690

10 -0.3369 0.4306 0.8188 0.9088 0.9340

Introduction
In this report we will be analyzing the correlation for the daily yields for zero-cou-
pon bonds with different maturities. The pricing data is generated from Govern-
ment of Canada bonds and treasury bills. The purpose for this analysis is to group 
the maturity years with high daily yield correlation as separate buckets for future 
analysis. Since the magnitude of the duration change is affected by the interest rate 
yield change, we assume that the bond maturities with high yields also correlate 
the effect of interest rate change to duration by the same path. 

Implementation 
We will be using the daily yields from December 1st 2008 to November 30th 2010, 
which includes five hundred data points with maturities ranging from 1 to 10 years. 
The following table shows the yield correlation for bonds with maturities between 
1 to 10 years.

Correlation 6 7 8 9 10

1 -0.0891 -0.1123 -0.1596 -0.2365 -0.3369

2 0.6594 0.6384 0.5981 0.5294 0.4306

3 0.9496 0.9375 0.9164 0.8790 0.8188

4 0.9916 0.9847 0.9727 0.9500 0.9088

5 0.9985 0.9946 0.9865 0.9690 0.9340

6 1 0.9986 0.9930 0.9781 0.9456

7 0.9986 1 0.9976 0.9863 0.9576

8 0.9930 0.9976 1 0.9951 0.9741

9 0.9781 0.9863 0.9951 1 0.9915

10 0.9456 0.9576 0.9741 0.9915 1

Liyun Dong 
Email: liyund@sfu.ca

Christine Zhang 
Email: wgz@sfu.ca

TESTING CORRELATIONS FOR ZERO-COUPON YIELD WITH 
DIFFERENT MATURITY YEARS

RESEARCH REPORT
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Liyun Dong and Christine Zhang  Research Report

We will use a correlation of 0.95 as a cut off point for the confidence interval. As we can see from the above correlation table, we can 
separate maturity years 1, 2, 3 as separate distinct buckets for future analysis since their correlation with other maturity years are 
below our cut off point. However, for maturity years 4 to 10, the correlations are above our cut off point 0.95. We assume they can 
be grouped together based on interest rates yield correlation. However, just based on yields correlation is not a precise indication 
for grouping, for a more accurate result, we should also test the correlation of the volatility for the maturity years. 

Conclusion  
Based on our correlation analysis on the interest rate yields, it is hard to define which maturity years should be grouped together 
as a distinct bucket for analyzing the effect of the interest rate change has on the duration of the zero-coupon bonds. A more 
precise method of grouping would be based on looking at the correlation of the volatility for the maturity years. 
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Xie Zi Jian
Email: zix1@sfu.ca

Introduction
Fixed income security returns are very sensitive to interest rate risk, prepay-
ment risk and default risk. In this report we will be analysing the effectiveness 
of using the implied forward interest rate as a predictor for the future spot rate. 
The reason for this research is that instead of using complex models to model 
the future interest rate we want to find a less time consuming method to project 
the short-term interest rate. Implied forward rates are easy to calculate and it is 
relatively easy to obtain the data. However, we are not sure of the effective range 
of the implied forward rate, thus the objective of this research report is to find the 
most effective range of the implied forward rate in predicting the future spot rate. 

Implementation 
We will be using historical data from Bank of Canada from Jan 2005 to Dec 2010 for 
our analysis. We fitted the implied 3-month forward rate with the actual 3-month 
spot rate which resulted in the following graph:

As we can see from the graph, the 3-month implied forward rate appears to predict 
the future spot rate. We then fitted the data again using regression analysis to test 
the effectiveness of the implied forward rate as a future spot rate. We assume that 
R = β0 + β1 F, where R is the future spot rate and F is the implied forward rate. The 
regression summary is given below.

EFFECTIVENESS OF IMPLIED FORWARD INTEREST RATE AS A 
PREDICTOR FOR FUTURE SPOT RATE

RESEARCH REPORT

Effectiveness of Implied Forward Interest Rate as a Predictor for 
Future Spot Rate	  
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Summary Output

Regression Statistics

Multiple R 0.9912

R Square 0.9825

Adjusted R Square 0.9822

Standard Error 0.2097

Observations 69

ANOVA

 df SS MS FStat P-Value
Regression 1 165.5859 165.5859 3,764.872 1.32E-60

Residual 67 2.9467 0.0439

Total 68 168.5327    

 
Coefficients

Standard 
Error

t Stat P-value Lower 95% Upper 95% Lower 95.0%

β0 -0.2610 0.0497 -5.2466 1.71E-06 -0.3603 -0.1617 -0.3603

β1 1.0162 0.0165 61.3585 1.32E-60 0.9831 1.0492 0.9831

From the ANOVA table we can see that both R Square and Adjusted R Square is very high which means that the implied 3-months 

forward rate in this case predicts the future spot rate with a 98% to a 99% confidence interval. The random scatter of the residual 
plot indicates a linear regression does exhibit a goodness of fit 

Similarly, the regression analysis on both 6 months and 1 year implied forward rate results are given below.

6 months Implied Forward Rate Prediction Summary Outut

Effectiveness of Implied Forward Interest Rate as a Predictor for 
Future Spot Rate	  
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Research Report   Xie Zi Jian  

Summary Output

Regression Statistics

Multiple R 0.9081

R Square 0.8247

Adjusted R Square 0.8220

Standard Error 0.6681

Observations 67

ANOVA

 df SS MS FStat P-Value
Regression 1 136.5783 136.5783 305.954 2.83E-26

Residual 65 29.0161 0.4464

Total 66 165.5944    

 
Coefficients

Standard 
Error

t Stat P-value Lower 95% Upper 95%
Lower 
95.0%

Upper 
95.0%

β0 -0.5394 0.1913 -2.8194 0.0063 -0.9216 -0.1573 -0.9216 -0.1573

β1 1.06140 0.0606 17.4915 2.83E-26 0.9402 1.1825 0.9402 1.1825

We can see from the actual fitting that if we extended our implied forward rate into a 6-month horizon our prediction about the 
future spot rate will not be very accurate. From the ANOVA table we can see that both R Square and Adjusted R Square has dropped 
to 0.8 which indicates that even though the 6-month implied forward rate is not as good as the 3-months implied forward rate it 
still provides some idea about the future direction of interest rates.

1 year Implied Forward Rate Prediction
Summary Output 	  
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Regression Statistics

Multiple R 0.7049

R Square 0.4969

Adjusted R Square 0.4884

Standard Error 1.1212

Observations 61

ANOVA

 df SS MS FStat P-Value
Regression 1 73.27649 73.276 58.285 2.27E-10

Residual 59 74.1744 1.2571

Total 60 147.451    

 
Coefficients

Standard 
Error

t Stat P-value Lower 95% Upper 95%
Lower 
95.0%

Upper 
95.0%

Intercept -1.2533 0.5223 -2.3996 0.0195 -2.2985 -0.208 -2.2985 -0.2082

X Variable 1 1.2152 0.1591 7.6345 2.2E-10 0.8966 1.5337 0.8966 1.5337

We can see from the actual fitting that if we extend our implied forward rate into the one year time horizon our prediction about the 
future spot rate will not be very accurate. From the ANOVA table we can see that both R Square and Adjusted R Square has dropped 
to 0.4 which indicates that using the one year implied forward rate will not provide an accurate prediction of the future spot rate.

Conclusion 
Our research shows that under a short time period (3 months), the implied forward rate is a good predictor of the future spot rate. 
However, the effectiveness of implied forward rate deteriorates as time to maturity increases. Even though it is very easy to obtain 
the data and calculate the implied forward rate we have to know its effective range. 

_______________________

2 year bond yield http://www.bank-banque-canada.ca/pdf/annual_page9.pdf

1 year bond yield http://www.bank-banque-canada.ca/cgi-bin/famecgi_fdps

6 months bond yield http://www.bank-banque-canada.ca/pdf/annual_page7_page8.pdf

3 months bond yield http://www.bank-banque-canada.ca/pdf/annual_page4_page5_page6.pdf
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R.I.S.E. XI LEARNING SUMMARY

Outline
Redefining Investment Strategy Education (R.I.S.E) is the world’s largest student investment forum. Four students from the Master 
of Financial Risk Management program (Milton-Andres Bernal, Amy Lin, Simon Hutchison and Christine Jakshoj) were represen-
tatives of the Simon Fraser University Beedie School of Business at the 11th annual conference (R.I.S.E XI) in Dayton, Ohio from 
March 31 to April 2, 2011.

R.I.S.E embraces the format of the World Economic Forum, annually held in Davos, Switzerland which is to deliver three key com-
ponents: keynote sessions, learning workshops, and a student investment fund competition. It emphasizes an interactive dialogue 
between the students and leading business professionals who conduct panel discussions and informal presentations. With the 
help of many participants and sponsors, such as Merrill Lynch, BlackRock, Wall Street Journal, CFA institute, JP Morgan Chase, 
Bloomberg, Citigroup, Credit Suisse, Federal Reserve Bank of Cleveland, Morgan Stanley, Goldman Sachs, Deloitte & Touche LLP, 
etc, there were more than 300 industry professionals present at the conference to share their experiences with the students. 

The Key-Note Speakers & Workshops
The first day of the conference was entirely devoted to the keynote speakers. Topics discussed were Markets, Socially Responsible 
Investing, Federal Reserve Perspective, Risk Management, Economy, and Teamwork and Achievement. Each keynote speaker was 
given an open floor to start the debate about the panel’s specific issue. To conclude each discussion session, the students lead the 
direction of each panel through a fluid exchange of ideas and questions. 

We were stunned by the experience and educational background of the keynote speakers. These esteemed panellists from 
leading firms included Co-founders and Managing Partners, Managing and Deputy Directors, Executive/Senior VPs, Presidents & 
CEOs, CIOs, Risk Managers, Investment Strategists and the Executive VP and Chief Policy Officer of the Federal Reserve Bank of 
Cleveland; the latter in attendance to discuss the perspectives of US policy and law on finance. Obviously, after the financial crisis 
of 2008 it was extremely interesting and important to learn about new regulations and their global influences on financial markets. 
The professionals were not only unanimously knowledgeable, intelligent, professional, and friendly but also very eager and enthu-
siastic to teach and to interact with the students. We felt that the learning experience at R.I.S.E was definitely a once-in-a-lifetime 
opportunity and we took copious notes throughout. 

The next one-and-a-half days at the conference were mostly reserved for educational workshops. These were informal presenta-
tions lead by industry professionals, who taught small groups of students their insights and experiences on assorted topics. We 
were very interested in all of the topics available to us, and each faced quite a dilemma choosing between them. The topics covered 
specific components of capital markets and gave deep insights to industry standards and market trends; insights not necessarily 
covered by textbooks. Workshop topics included Private Equity, Risk Management – Post Crisis, Financing New Ventures – Chal-
lenges & Opportunities, IFRS in the US – Where are we Now?, FOREX Trading Simulation, Demystifying Hedge Funds, Security 
Analysis, Debt Markets, High Yield Bonds and LBOs, Fundamentals of Private Equity, Constructing a Value Stock Portfolio, Fixed 
Income Portfolio Management, etc. We four students chose our own workshops and later shared our learning experiences with 
each other, where those experiences differed. We learned to interact and socialize with industry leaders in a professional manner 
to build networks and raise SFU school awareness and recognition within the industry. These workshops opened our eyes to 
understand and discover not only the different perspectives and perceptions that exist on the roles of capital markets in society, 
but also the importance of interaction and communication that brings the market together to work efficiently. The professionals 
emphasized such topics while giving numerous examples of their experiences on the associated practical applications of their 
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expertise. The knowledge that we gained from the workshops is not something that we would expect to find in typical textbooks; 
it’s akin to the conclusion of a thesis many years in development. We all agree that it was an amazing opportunity to learn from the 
best and brightest and to develop relationships with them. 

Student Investment Fund Competition
At the R.I.S.E conference, our student-run fund, the SIAS Fund, was selected to advance to the final round of the competition. Here 
our award was the invitation to present SIAS in front of a panel of industry professionals who would judge our presentation and 
overall management effectiveness, and submit feedback via mail. The competition as a whole gathered over 40 student-run in-
vestment funds from North America to compete. Winners within different investment styles were chosen purely on a risk-adjusted 
return basis. Under that metric the SIAS Fund came in second in the balanced fund division, a mere 30bps short of victory.

At the conference, it soon became evident that the SIAS Fund is one of the very best run funds in the continent. The judging panel 
confided in us afterwards that our presentation was “easily the best” of the day. What differentiated SIAS from the crowd was not 
only our use of Compliance/Performance and Risk Metrics teams and existence of a comprehensive IPS policy, but also our level 
of professionalism, dedication, passion, and knowledge of our portfolio and industry. At the presentation, the judges were so very 
interested in learning more about our fund that we were kept for 20 minutes beyond the time limit answering all of their questions, 
to the exasperation of the volunteer time-keeper.

At the fund networking event/showcase, many students, professors, academic members, and industry professionals surrounded 
our large board display we had set up to ask us questions and gain understanding of our fund structure, management, and invest-
ment procedures. We passed out many display flyers, research books, program brochures, student profile books and business 
cards, thereby significantly increasing awareness of our school and its brand. The Dean of Business from the University of Dayton 
even extended a heartfelt request for us to reach out to SFU and our own Dean for a collaborative relationship to be formed.

The response and feedback on our contribution at R.I.S.E was very encouraging, as many people had positive things to say regarding 
SIAS, SFU, us, and the general ability of Canadian business students. Sending student (and perhaps also faculty) representatives 
annually to R.I.S.E. would offer a tremendous opportunity for SFU and selected students to connect with academics and industry 
professionals. One of our judging panel members, Mr. Brian Stype, Manager of the Global Investment Research Challenge at the 
CFA Institute, caught the attention of Professor Derek Yee at the CFA Global Investment Research Challenge the following week 
in Omaha, Nebraska. Professor Yee said that he had many positive comments about SFU and our team, and helped Professor Yee 
make connections and contacts at the event. 

Conclusion
SFU’s Beedie School of Business has the largest student-run fund in Canada, the SIAS Fund, at well over $10 million. We noticed at 
the conference that not only is SIAS one of the largest in North America, but it is also one of the best-run as well. What differenti-
ated SIAS from the crowd was our use of a Compliance/Performance team, Risk Metrics, and our comprehensive IPS. Even with 
these stringent constraints, SIAS still placed second in the Balanced Fund division, based on a risk-adjusted return of 4.03%. We 
increased awareness of our school and enhanced its brand by presenting the SIAS Fund at both a judged presentation and net-
working event and by socializing with industry professionals and academics, including the Dean of Business from the University of 
Dayton, and other students from across North America.

The response was encouraging; many people had positive things to say regarding SIAS, SFU, and Canadian students in general. 
It is our hope that the Beedie School of Business makes it an annual habit to enter the SIAS Fund in the R.I.S.E. student invest-
ment fund competition and to send student (and perhaps even faculty) representatives to continue our own efforts to augment the 
reputation of the university.
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