
CASE STUDY

Buying low, selling high is no simple matter
BYDEBORAHMURPHY
Special totheBusinessJournal

According toPaulLimof theNew
YorkTimes,buying lowandselling
high isapparentlyquitedifficult.Here-
ports thatonly28.5percentofactively
managed large-capitalization funds
beat theS&P500.

The theorysupportingvalue invest-
ing is simple—buyIBMat, say, $63per
shareandsell at $95per share. Ignoring
commission fees, taxesandother fees,
yourprofitwouldbe$32 (fora returnof
51percent).

Withcurrent technologyanda
wealthof informationavailableon the
Internet, identifyingstocksatorclose
to their 52-week lows is fairlyeasy.
Knowingwhenor if thestock isgoing
to increase in the foreseeable future is
another issue.

ConsiderCitigroup.Thestock,
whichpreviously traded ina$56range,
dropped toanewlowof$31.05onNov.
8.Whatagreatbuyingopportunity,
right?Wrong!While it appeared that
thestockhadestablishedanewtrading
rangeataround$30,on Jan. 18 thestock
droppedanother23percent to$23.92
per share. (Cometo thinkof it, Enron
hit anumberofnew52-week lowsprior
toenteringbankruptcy.)

Full-timeMBAstudentsat theUni-
versityofTennesseearediscovering
thatexecutionof thesageadvice“buy
low, sell high” is indeedachallenge.

Eachyear, agroupof students tests
its skills atbeating theS&P500with
stockportfolioscurrentlyworthbe-
tween$200,000and$250,000.This
uniqueopportunity to learnabout in-
vestingbymanagingrealdollarswas
created through thegenerosityof Jim
Haslam, founderofKnoxville-based
PilotCorp., andChrisLaPorte, ofLa-
PorteFamilyTrust.

Each school year,MBAstudents
are selected tomanage the two funds.
This year, theHaslamTorchFund is
beingmanagedbyBenjaminCraven,
Thomas Jensen,AlanRichmond, Jus-
tinWax, and JoshuaWhite.Karthik
Arangaraju,RaviChirravuri,Abhijit
Naravane,MaximShabrov, andRyan
Wardaremanaging theLaPorteTorch
Fund.

Thegoalof themanagers isnotonly
tobeat theS&P500,butalso tobeat
their fellowmanagers—establishing
aHaslamversusLaPorteTorchFund
competitiveenvironment.

Eachquarter, studentspreparea
report articulating therisk-adjusted
performanceof the fund theyareman-
aging.At theconclusionof their tenure,
themanagerspresent theirperfor-
manceresults toHaslamandLaPorte,

aswell asother investmentprofession-
als in theKnoxville area.

Haslamsaidheandhiswife,Natalie,
believe the fund“is awonderfuloppor-
tunity for thestudents tohavea ‘real’
experience in investing.Wehavebeen
impressedwith theenergy, integrity
andqualityof theTorchFundmem-
bers.”

Inselectingstocks for theHaslam
fund, student JoshWhite said, “I look
forcompanies in industries thathave
high tangibleassetsandbusinessmod-
els that arenotoverlycomplex. I then
forecast the returnon investedcapital
thecompany isgenerating.”

Whiteusesfinancial information
gathered fromsources suchasMer-
gent,ThompsonResearch, and the
company’sownfilingswith theU.S.Se-
curitiesandExchangeCommission.

TheTorchFundmanagersalso
recognize thateconomiceventsand
conditionsarecritical indetermin-
ing the futuregrowthofacompany.
Identifying thecorecompetenciesand
competitive strengthsofafirmmustbe
assessed in lightofdomesticandglobal
economicand industry factors, suchas
thesub-primemortgagedebacleand
economicslowdown.

Each fund typicallyholds 12 to 15
stocks.Nomore than30percent is
invested inaspecific industryandno
more than5percent isheld incash.
The investmenthorizon is three tofive
years.

During fourthquarter2007,both
fundsoutperformedtheS&P500,
whichwasdown4.52percent, earn-
ingpositive, albeit small, returns.The
HaslamFundwasup0.50percentand
theLaPorteFundwasup0.43percent.

Both fundsalsobeat theS&P500on
arisk-adjustedbasis,meaning that their
returnswereearnedby takingon less
risk than theS&P.

Even in lightof thesequarterly re-
sults, theHaslamandLaPorteTorch
Fundmanagersarekeenlyawareof
howdifficult it is toconsistentlypick
stocks that areundervaluedandpoised
forgrowth.

StudentRyanWardsaid, “Coming
fromabackgrounddeeply rooted in
thesciences, afield full of absolutes, I
expected thesamefrommyexperience
with theTorchFund. Ihadhopedmy
tenurewouldreveal the ‘secret’ to in-
vesting,or thesingleequationgovern-
ingstockprices. Ihaven’t found ityet.”

■
Deborah L. Murphy, University of
Tennessee associate professor of finance,
is faculty adviser for the Haslam and
LaPorte Torch Funds. She can be reached
at dgunthor@utk.edu and 865-974-8396.

PORTFOLIO RETURN FOR QUARTER 1 (OCTOBER 1 - DECEMBER 31, 2007)
HaslamTorchFund LaPorteTorchFund

PortfolioValue 10/10/07 $198,582.09 $250,000.00
PortfolioValue12/31/07 $199,565.75 $251,068.66
Q1PortfolioReturn 0.495% 0.427%
Q1S&P500Return1 -4.520% -4.520%

Source: Bloomberg.

WINNERS AND LOSERS FOR QUARTER 1 (OCTOBER 1 - DECEMBER 31, 2007)
HaslamTorchFund LaPorteTorchFund
Stock Return Stock Return

Winners: Genlyte(GLYT) 46.39% Stryker(SYK) 7.47%
Noble(NE) 5.21% Goodrich(GR) 5.74%
Altria(MO) 8.70% TerexCorp.(TEX) 5.25%

Losers: Infosys(INFY) -18.37% Cisco(CSCO) -10.0%
Amgen(AMGN) -17.67% VulcanMaterials(VMC) -6.87%
Genentech(DNA) -14.03% GeneralElectric(GE) -3.39%
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