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McIntire Investment Institute:

An entirely student-run long-short equity fund. With a portfolio
currently valued at approximately $450,000, the MII operates as a nonprofit organization under the McIntire
Foundation. Our mission is to educate present and future University students in securities and portfolio management
through actual investing experience with real money.

History:

The McIntire Investment Institute was first conceived by McIntire alumnus (COMM, ’85) John Griffin
(President, Blue Ridge Capital). Mr. Griffin donated $1,000,000 to the University in 1993; $575,000 was earmarked for
a student-run investment organization. An initial $100,000 was made available to the students in October 1994, and an
additional $200,000 was allocated to the fund in 2000. The Institute has since donated $150,000 of its gains, including
$75,000 in April 2006 to the new McIntire building on the Lawn.

Investment Philosophy:

The Institute strives to achieve real capital appreciation through a variant
perception of the market. The MII believes this variant perception is gained by focusing on the key drivers of value for
our investment idea and establishing credibility with our research through tenacious VAR (value-added research).
VAR involves contacting stakeholders (including customers, suppliers, competitors, experts, etc.) to understand the
business from the ground up. In short, our strategy is to go long companies with a sustainable competitive advantage
and go short companies with unsustainable business models.

Involvement:

All University students are welcome and encouraged to actively participate. The MII offers a
number of programs for engaged students from the beginner to the experienced investor. Students can seek
management roles, research and present a company, or simply attend weekly meetings and participate in discussion.
The complete list of involvement positions includes: Long Fund Manager, Short Fund Manager, Associate, Analyst,
and Member. Managers are elected for annual terms based on investment memos, prior involvement and discussions.
Long fund committee elections are held in December and short fund committee elections are held in April of each year.
The club’s membership currently consists of approximately five long fund managers, five short fund managers, 10
associates, 20 analysts, and 70 members.
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LETTER FROM THE PRESIDENT
Dear Friends of the McIntire Investment Institute:
2009 has proved to be a busy year for MII. Managing money amid one of the most turbulent markets in history while
simultaneously expanding the organization’s educational function has been an engaging challenge. In this annual report, we
hope to discuss our efforts to take on this challenge in the past year and share with you our lessons learned.
Throughout the credit crisis, we have stuck to our simple strategy of going long companies with sustainable competitive
advantages and going short companies with unsustainable business models. Our investment philosophy stems from our
founder John Griffin (COMM, ’85) who taught us the importance of focusing on the two to three key drivers of value for an
investment idea and conducting value-added research to support our thesis. We consciously avoid Wall Street research and
instead view companies from several angles (consumers, suppliers, competitors, field experts, etc.) in order to develop a
variant perception. Our reliance on this sort of bottom-up analysis has provided us with the conviction to weather trying times
like these.
In 2009, our fund returned 22.0%. It is important to note, however, that we maintained net exposure below 60% and gross
exposure below 70% throughout the year. Our low exposure reflects our caution during this year’s rally and willingness to wait
for more compelling opportunities. A key lesson that we took to heart after 2008 was the importance of risk management. We
realized that not losing money is paramount to the longer term goal of making money. In short, offense may put some points
on the board, but defense is what wins the game. Our focus on defense shows in our 2009 performance. Despite low
exposure, our fund outperformed the S&P 500 until September, at which point the market rallied over 50% from March lows.
Indeed, our maximum drawdown during the year was -12%, versus -25% for the S&P 500.
Our long term record is more difficult to decipher due to management turnover every academic year. Each management team
brings with it a unique style and a different level of net exposure. While the fund has only marginally outperformed the S&P
500 since inception, the data shows better performance in recent years. MII has a 6.1% 5-year annualized spread above the
S&P 500. I believe this trend shows a learning process that has occurred over the years as new management teams learn
from the mistakes of the past.
In an effort to continue this learning process, we hope to share with you our lessons learned. First is that sound analysis
trumps market timing efforts over the long term. In April and May 2008, we added long positions in American Express and
Coach, while patting ourselves on the back for finding such attractive valuations. These investments declined rapidly as we
discovered the credit crisis was only just beginning. Our value-added research provided us with the conviction to hold on to
these positions and buy even more shares as they fell. At the end of 2009, I am pleased to report we now have a gain on both
positions.
Our experience with a short position in Herbalife taught us the importance of entry points and need to carefully consider free
cash flow. We jumped into a short position in January 2009 without a catalyst, while the company was trading at only 5-6x
earnings. Although we remain confident that the company’s business model is unsustainable over the long run, a fear of being
squeezed out of the short position led us to close the position at a 138% loss. Too often we have the tendency to add an
investment idea to the portfolio immediately instead of waiting for an appropriate catalyst or valuation. To reduce the risk of a
similar occurrence in the future, we have instituted an MII watchlist to allow the management team to reassess good
investment ideas for appropriate valuation.
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Another lesson learned is the need to actively monitor our portfolio positions and to constantly reassess how our variant
perception is playing out. Since the MII management team turns over every year, managers have a tendency to accept current
holdings and focus their energy on finding new ideas. This mistake has cost us as several of our long-term positions had
already played out their original thesis points in early 2008 and rapidly declined during the credit crisis. At the beginning of
2009, we sold out of those positions and focused on redeploying capital towards investment ideas where we have a variant
perception. Our resolution to actively monitor positions was carried out during the year and allowed us to pull out of a short
position in Dollar Thrifty Auto Group at a 23% gain less than two months after initiating it. Changes in the company’s valuation
and operating environment convinced us that our original thesis was no longer valid, and we were quick to react. The high
levels of turnover this year give us confidence in the fund’s future prospects as we expect our new portfolio positions to play
out over the next 1-2 years.
Two goals going forward are to add new positions to our short book and to take advantages of our fund’s size by focusing on
small-cap companies. We recognize that these have been key areas of weakness in the past and have the potential to
generate additional alpha if improved upon.
Although we are focused on alpha, the true goal of MII lies in education. The current management team has been innovative
in expanding the learning experience of the organization with an eye towards building talent. This year marked the launch of
an MII speaker series. We were pleased to host Steve Marks of Blue Ridge Capital, Bill Richards of UBS, Shane Finemore of
Manikay Partners, and Chris Brightman of the University of Virginia Investment Management Company as well as speakers
from Barclays Capital, FT Partners, Sands Capital Management, Virginia National Bank Trust, and Darden Capital
Management.
We also started the Star Analyst award program to honor a single analyst each semester that provides the most insightful
analysis. This past semester’s award was given to Jon Haas (Pre-COMM, ’12) for his presentation on Dollar Thrifty Auto
Group. A new associate program has allowed us to improve our monitoring of portfolio positions and to conduct additional due
diligence on analyst presentations. The launch of an alumni mailing list and hosting of our first annual MII Manager Alumni
Reunion in New York City with the help of Degelis Tufts (COMM, ’08) has allowed us to reconnect with supportive alumni.
Other initiatives started this year include instituting a new membership application, hosting social events for members, and
renovating our website (www.uvamii.com).
October 2009 marked the fifteenth anniversary of MII. What began as a radical vision for an entirely student-run investment
fund has transformed into a UVa establishment that has touched the college experience of hundreds. We owe a great deal of
gratitude to two individuals for making this happen: our founder, John Griffin, for his gift and vision, and our faculty advisor,
Professor DeMong, whose continued guidance and unwavering encouragement have made MII possible.
Please find enclosed our 2009 performance results as well as a discussion of each of our portfolio positions. If you have any
questions or comments, I encourage you to contact us. Thank you for your continued support of our organization.

Respectfully yours,
Rahul Gorawara
President
gorawara@email.virginia.edu
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$
$
$

Long Portfolio
Short Portfolio
Net Exposure
Gross Exposure

1/2/09

30%
20%
10%
0%
-10%
-20%
-30%

456,869

285,468
16,339
269,129
301,807

SPG
PBY
COCO

Simon Property Group
Pep Boys
Corinthian Colleges Inc
Net Realized Gain (Loss)

Short Portfolio

GOOG
BLK
COH
MON
COGT
PM
YUM
DEO
RIG
REVU
CVA
AXP
HEMGF

Google
BlackRock
Coach
Monsanto
Cogent Systems
Philip Morris International
Yum! Brands
Diageo
Transocean
Princeton Review
Covanta
American Express
Hemisphere GPS
Net Realized Gain (Loss)
Long Portfolio

Portfolio Valuation as of
###########
Com pany
Sym bol
Date

100.0%

62.5%
3.6%
58.9%
66.1%

Oct-08
Jun-09
Jan-09

Apr-09
Apr-03
May-08
Nov-08
Nov-09
Oct-09
Feb-09
Dec-07
Oct-09
Apr-09
Jan-07
Apr-08
Apr-09

Value

Price

79.80
8.46
13.77

619.98
232.20
36.53
81.75
10.39
48.19
34.97
69.41
82.80
4.06
18.09
40.52
0.82

16,339

6,783
5,288
4,269

285,468

30,999
29,025
27,763
26,569
24,417
24,095
22,731
22,211
21,942
19,244
18,000
10,130
8,344

Value

Position

-4.5%

MII
S&P 500
Spread
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5.5%

2008
-31.5%
-37.0%

2009 P/L

8/31/09

(242)

(2,267)
881
1,144
(2,267)

12,819
12,256
11,978
3,960
2,115
(155)
2,178
4,054
239
379
(3,851)
5,493
(672)
35,733
50,792

2009

-1.5%

-50.2%
14.3%
21.1%

21.6%

70.5%
73.1%
75.9%
16.2%
9.5%
-0.6%
10.6%
22.3%
1.1%
2.0%
-17.6%
118.4%
-7.4%

MII

-26.8%
14.3%
21.1%

Total Gain
70.5%
417.7%
2.8%
3.4%
9.5%
-0.6%
10.6%
-19.7%
1.1%
2.0%
-17.5%
17.0%
-7.4%

-21.7%
24.3%
22.4%

Annualized
106.8%
27.6%
1.7%
2.9%
75.2%
-3.7%
12.3%
-10.2%
4.5%
3.0%
-6.2%
9.8%
-10.3%

Percent Change

12/29/09

S&P 500

3.58%

1.48%
1.16%
0.93%

62.48%

6.79%
6.35%
6.08%
5.82%
5.34%
5.27%
4.98%
4.86%
4.80%
4.21%
3.94%
2.22%
1.83%

Weight

6.1%

43.2%

-0.2%

-2.0%

0.7%

December 2009

29%

5 Year
10 Year
Since Inception - 1995
Annualized Cumulative Annualized Cum ulative Annualized Cumulative
-11.1%
8.7%
6.4%
45.3%
-1.1%
248%
0.3%
2.1%
-0.9%
-9.1%
8.0%
219%

YTD Performance

5,349
6,169
5,413

18,181
18,181
27,018
25,708
22,302
24,250
20,553
27,658
21,704
18,865
21,820
8,658
9,015

2009
22.0%
26.5%

5/4/09

62.93
9.87
17.46

363.61
44.85
35.55
79.10
9.49
48.50
31.62
86.43
81.90
3.98
21.93
34.63
0.89

Price

Entry
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Date
23-Jan
23-Jan
13-Apr
13-Apr
12-Jun
16-Jun
6-Oct
13-Nov
11-Dec
30-Dec

Short Fund

Date
23-Jan
23-Jan
23-Jan
23-Jan
27-Jan
5-Feb
17-Feb
25-Feb
16-Apr
7-Apr
16-Apr
13-May
15-Jun
23-Jun
5-Aug
6-Aug
8-Sep
9-Sep
10-Sep
30-Oct
2-Oct
2-Nov
2-Nov
30-Dec

Long Fund

Order Type
Initiate Position at 1%
Initiate Position at 1%
Scale-up to 1.5%
Scale-up to 1.5%
Initiate Position at 1.5%
Partial Cover
Initiate Position at 1.5%
Cover Entire Position
Cover Entire Position
Partial Cover

Order Type
Close Position
Close Position
Close Position
Initiate Position at 2%
Close Position
Close Position
Initiate Position at 2%
Close Position
Initiate Position at 0.5%
Initiate Position at 2%
Scale-up to 5%
Initiate Position at 5%
Trim Position
Scale-up to 2.5%
Close Position
Close Position
Close Position
Scale-up to 5%
Trim Position to 2%
Initiate Position at 2.5%
Initiate Position at 5%
Initiate Position at 5%
Raise Position to 5%
Scale-up to 5%

Company
Herbalife
Corinthian Colleges
Herbalife
Corinthian Colleges
Pep Boys
Herbalife
Dollar Thrifty Auto Group
Dollar Thrifty Auto Group
Herbalife
Simon Property Group

Company
ExxonMobil
Nike
Express Scripts
Textron
Johnson Controls
John Deere & Co
Google
Textron
Hemisphere GPS
Yum! Brands
Google
Princeton Review
American Express
Hemisphere GPS
FEMSA
Ansys
Intuitive Surgical, Inc.
Yum! Brands
American Express
Philip Morris International
Transocean
Cogent Systems
Monsanto
Philip Morris International
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33,466

Total Net Realized Gain

December 2009

Realized Gain/Loss
(2,277)
1,466
(2,252)
796

35,733

Realized Gain/Loss
10,263
706
13,771
423
(11,953)
(3,780)
(1,884)
6,159
(1,161)
23,426
(237)
-

(2,267)

Shares
180
200
140
110
625
220
260
260
100
44

Shares
295
480
370
600
900
570
25
600
2275
250
25
4740
205
7900
690
675
115
400
550
250
265
2350
110
250

Net Realized Short

Price
20.10
18.40
17.55
16.00
9.89
29.33
24.79
19.15
41.50
81.02

Net Realized Long

Price
77.80
45.25
53.65
12.20
13.18
39.71
341.00
5.90
0.77
28.75
384.54
3.97
25.44
0.92
39.98
33.67
229.99
33.42
34.20
48.50
81.21
9.49
68.03
48.50

MCINTIRE INVESTMENT INSTITUTE

2009
22.0%
26.5%
-4.5%
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MII
S&P 500
Spread

Jan-97

Jan-99

Jan-01

Jan-03

Jan-05

MII

2008
-31.5%
-37.0%
5.5%

2007
24.0%
5.5%
18.5%

2006
4.6%
15.8%
-11.2%

2005
34.2%
4.9%
29.2%

2004
6.8%
10.9%
-4.1%
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2003
9.4%
28.7%
-19.3%

2002
-10.7%
-22.1%
11.4%

2001
-23.7%
-11.9%
-11.8%

2000
-23.2%
-9.1%
-14.1%

*S&P 500 Total Return data (includes dividends), Source: Standard & Poor’s Index Services
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1999
62.7%
21.0%
41.6%

1998
29.0%
28.6%
0.4%

Jan-07

S&P 500

1997
23.0%
33.4%
-10.4%

1996
21.0%
23.0%
-1.9%

1995
25.5%
37.6%
-12.1%

December 2009

Jan-09

$3.19

$3.48
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LONG POSITIONS
Google (NASDAQ: GOOG)
Google is a global technology company that maintains the largest, most comprehensive index of web sites and other online
content. Google has been expanding its efforts beyond the online search category. These initiatives are intended to broaden
Google’s advertising reach and to attract user activity and registrations. These offerings are freely available to anyone with an
internet connection. Google generates revenue primarily by delivering relevant, cost-effective online advertising.
We believe Google is a sound long-term investment for the following reasons: advantages of targeted online advertising, userfocused design philosophy, superior technology, large cash position, human capital, focus on open-source development,
growth of cloud computing, and development of the white space spectrum (700MHz). Google’s user-focused design
philosophy is the foundation of its success and underpins its vast array of technology solutions. Other internet content
providers have repeatedly missed the insight of providing fast access and a clear interface. The company is committed to this
philosophy with a User Experience team focused solely on testing new products for adherence to core design principles.
Google’s spending on research and development has grown faster than its revenue and generated important patented
technologies that give Google a competitive edge. These technologies include ranking algorithms, text matching techniques,
sorting technology, the AdWords Auction System, and the AdSense Contextual Advertising Technology.
We also see a number of trends in the computer technology space benefiting Google. First, Google’s unwavering commitment
to open-source development stands to separate it from other software and internet providers. Open-source software is
software for which the human-readable source code is made available. This permits users to use, change, and improve the
software, and to redistribute it in modified or unmodified form. Google’s new browser, Chrome, as well as its mobile platform,
Android, are both open-source.
Second, Google stands to benefit from the rise of cloud computing as the leader in free web applications and data storage
centers. Cloud computing is the notion that all you need is a computer with an Internet connection to realize the functionality of
a PC. These web applications do not store content on your computer, but rather on a data-center in the “cloud.” Our research
indicates that cloud computing is the future of computer technology and a natural byproduct of the thousands of miles of fiberoptic cable laid in the late 1990s.
Finally, Google stands to benefit as the white space is developed and more devices connect to high-speed wireless Internet.
American television stations recently stopped broadcasting in the analog spectrum (700 MHz) and now broadcast only in
digital. The analog spectrum that was used by television stations became “white space” (or unused space). Google, along with
other technology companies, lobbied aggressively to put the white space to use. To its credit, the Federal Communications
Commission (FCC) recently voted 5-0 in favor of developing the unlicensed use of the white-space spectrum. As FCC
Chairman Kevin Martin explained, “Opening the white spaces will allow for the creation of a Wi-Fi on steroids. It has the
potential to improve wireless broadband connectivity and inspire an ever-widening array of new Internet based products and
services for consumers.” Google is poised for long-term growth as a result of this trend, its capacity for innovation, and its
strong industry position.
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BlackRock (NYSE: BLK)

BlackRock is one of the largest and most innovative investment management firms in the United States. In 2003, many
investors were focusing on BlackRock’s premier role in managing fixed income assets. At the time, MII initiated a long position
in BlackRock for reasons beyond its role in the fixed income field, including: growth opportunities in the equity markets, growth
opportunities in the private client market, BlackRock Solutions as a competitive edge, management’s dedication to ensuring
the stability of the company’s franchise, and the company’s dynamic and youthful culture (a key edge versus stodgy old-line
firms).

Coach (NYSE: COH)

10

Coach is a designer and marketer of luxury lifestyle accessories for women and men in the United States and internationally
(primarily Japan). Coach's product offerings include handbags, women's and men's accessories,, footwear, outerwear,
business, sunwear, watches, travel bags, jewelry and fragrance. It operates in two business segments: Direct-to-Consumer
and Indirect.
Since its IPO in 2000, Coach has exhibited strong growth in the premium accessories market fueled largely by its luxury
handbags. The company is rapidly expanding in the US, Japan, and China. Management has been able to translate its sales
growth into earnings while expanding its highest margin product lines and increasing operational efficiency.
Coach has continued to perform well in the current tough market due to its strong brand equity. The company fills a void
between moderate brands and designer labels. Coach's brand positioning and product offering give it a wide economic moat
and are reasons it is holding up in a weak retail environment. Coach has been an amazing growth story. Despite the
downturn in retail, it has achieved average annual growth of 20% during the last five years, largely due to new domestic stores
and expansion into the Japanese market. Strong sales at older stores have also contributed to Coach’s phenomenal growth.
At the same time, operating profits have grown even faster, increasing by about 30% on average annually. It has been driven
by growth in high margin product lines and better sourcing. With little debt and the ability to turn sales into free cash flow,
Coach is in an excellent position to fund continued growth. Coach has also benefited from the doubling of the women’s
handbag business from $2.5 billion in 2001 to nearly $5 billion today. Women are buying an average of four handbags per
year, twice what they were in 2001. During that period, Coach has extended its market share from 17% to 25%.
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Today many investors are concerned about BlackRock’s composition and growth of its assets under management (AUM).
Though the firm did experience a drop in AUM in 2008, Blackrock has three hidden growth platforms that are underestimated
by the market. The first is Blackrock Solutions, its risk advisory arm that has grown over 200% annually since 2004. Our
research indicates that BlackRock Solutions has high barriers to entry and high switching costs for customers. Thus, we
expect the division to retain current customers while expanding the client base in the wake of the recent economic crisis. The
second platform is BlackRock’s growing presence in Asia Pacific, as the region has come to see the firm as a problem fixer.
Finally, the recent acquisition of the iShares franchise from Barclays offers BlackRock a reputable name in equity index fund
management, a field set to grow as more US and foreign retail customers invest in the financial markets.

December 2009
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The company plans to nearly double its store base in North America during the next few years, with a long-term target of
around 500 stores. International expansion is also important to Coach’s continued growth strategy. Indeed, Coach products
are being well-received abroad, particularly in Japan. Given the popularity of the brand and Coach's buyout of its Japanese
partner's stake in Coach Japan, expansion into new Japanese markets should fuel growth. Japan plays an important role in
this market since the Japanese consumer makes up about 40% of the global luxury handbag market. Coach currently has 8%
of the Japanese market and aims to increase its share to 15% over the next five years.

Monsanto (NYSE: MON)

MII's VAR confirms that Monsanto is a well-run company that is positioned to profit from macroeconomic trends. Although the
stock has lost nearly 5% since initiation in November 2008, managers still have high conviction in the position. We believe the
market has overemphasized the decline in Roundup use as generic competitors enter the market. Going forward, Monsanto's
seed innovations will drive growth and profitability, and the management team is encouraged by Monsanto's pipeline and first
mover status in many seed traits. We believe the market's current misperception presents significant opportunity.

Cogent Systems (NASDAQ: COGT)
Cogent Systems develops, produces, and distributes fingerprint identification and matching systems for use by police forces,
governments, and corporations. MII believes Cogent offers very attractive returns on a risk-adjusted basis. The position was
initiated on November 2009 and has returned nearly 10% since then.
MII developed three thesis points related to Cogent. First, the company is very well-run and able to adapt to changing market
conditions. Ming Hsieh, the company's CEO, owns nearly half of outstanding stock. His interests are closely aligned with the
interests of other shareholders. According to VAR from employees, Hsieh is a very disciplined and opportunistic leader. At the
time it was pitched, Cogent had a cash position of $5.92 per share and no debt. A renewal of the company's share buyback
program was identified as a catalyst, and was announced on November 12, 2009.
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With its market leadership and presence around the world, Monsanto is best positioned to profit from increases in global food
demand and the dietary shifts that accompany affluence. Economic growth in China, India, Brazil, and other developing
nations will be met with higher quality and more protein intensive diets. Monsanto, through its seeds, is poised to support the
livestock this growth requires. Outside of global macro trends, Monsanto's continued investment in R&D initiatives and its
robust pipeline should ensure future innovation.
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Monsanto is a leading global provider of agricultural products. Its seeds, biotechnology trait products, and herbicides provide
farmers with solutions that improve yield, reduce the costs and risks of farming, and produce better foods for consumers and
better feed for animals. Monsanto's seeds protect crops from insects, herbicides, and drought.
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Second, Cogent has a competitive advantage based on the quality and price of its products. The company realizes significant
cost savings by researching and manufacturing most of its systems in China. In contrast, its major competitors shy away from
China because of intellectual property and quality control concerns. VAR sources noted that Hsieh has good relations with the
Chinese government and is well-respected as a successful entrepreneur who immigrated to America. According to impartial
U.S. government tests, Cogent products rank in the top three for accuracy, image quality, false reject rate, and true accept
rate. Customer VAR contacts at police departments and the Department of Homeland Security noted that Cogent has the best
price/performance trade-off for fingerprint systems. The company's systems have never been breached, and industry contacts
said its matching algorithm is considered best-in-class.
Finally, we identified several growth opportunities for Cogent. The company currently has U.S. government contracts with the
Departments of Defense and Homeland Security and several contracts with foreign governments. Legislation in the U.S.
Congress allocates billions of dollars to biometric identification programs for airports and shipping terminals. Outside of the
U.S., Cogent is pursuing major contracts in several countries. Foreign countries do not have many of the privacy concerns that
limit biometric applications in America, and foreign governments are pursing biometric solutions for voter identification, aid
distribution, and national I.D. card programs.

Philip Morris International (NYSE: PM)
Philip Morris International produces, markets, and sells cigarettes in countries except the United States. PM was spun off from
Altria in March 2008. The position was entered in October and scaled-up in December at a weighted average price of $48.50.
MII's investment thesis focuses on three key considerations. First, Philip Morris has a strong moat due to its brands, including
Marlboro, the world's foremost cigarette brand, and government policies limiting the entrance of new market participants.
Second, Philip Morris is realizing volume growth in many of its international markets. It has first mover status among foreign
tobacco companies in China and significant exposure to the high growth Indonesian and Eastern European markets. The
company's expansive brand portfolio effectively segments the market and is well-positioned for a consumer shift toward
higher-margin "premium" brands like Marlboro and Parliament. VAR conducted during study abroad and through interviews
with foreign students confirms that Philip Morris brands are among the most desirable cigarettes in several major Asian and
European markets.
Finally, the company has strong and steady cash flows. It is selling an addictive product with nearly inelastic demand. Philip
Morris has significant operating leverage that allows it to increase volumes without a significant increase in fixed costs.
Management has proven its willingness to return cash flow to shareholders through a combination of dividends and share
buybacks.
Although MII invested based on the company fundamentals, managers also considered the potential impact of macroeconomic
forces and concluded that Philip Morris is well-positioned for an inflationary environment and potential weakening of the US
dollar. Managers also grappled with the ethical considerations of investing in tobacco and concluded that international labeling
requirements and marketing restrictions ensure Philip Morris customers are not misinformed or unfairly targeted when
purchasing cigarettes.
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Yum! Brands (NYSE: YUM)
Yum! Brands, Inc was incorporated in 1997 and is a quick service restaurant with over 36,000 units in more than 110
countries. Through the five concepts of KFC, Pizza Hut, Taco Bell, Long John Silver's, and A&W Root Beer, the company
develops, operates, franchises, and licenses a global system of restaurants. The company either operates units or contracts
with independent franchisees or licensees. In addition, the company owns non-controlling interests in unconsolidated affiliates
in China who operate similar to franchisees.
MII's investment in Yum! focuses on two key thesis points. First, the company's revenue growth has been driven by strong
expansion in non-U.S. geographic regions. Yum! successfully entered the Chinese market through powerful branding while
customizing its offerings to local tastes. For example, Pizza Hut has been marketed as a high-end restaurant chain and has
become synonymous with pizza itself in China. We believe that Yum! has significant growth potential in China and can apply
its proven model to other emerging markets.
The second thesis point focuses on the company's superior management. VAR contacts noted that senior managers visit the
company's restaurants periodically to ensure product quality and mentor staffers. Yum!'s cash generating capability and
impressive return on invested capital demonstrate the superior management focus on deliver returns for shareholders. Overall,
MII believes Yum! will continue to realize strong organic growth and high efficiency due to management's proven judgment and
ability to enter new markets.

Diageo (NYSE: DEO)
Diageo is the world's leading premium alcohol business with a diverse portfolio of lucrative brands such as Smirnoff, Johnnie
Walker, Baileys, and Guinness. Diageo's geographic diversity offers its investors exposure to a healthy mixture of developed
and emerging economies.
MII has held a long position in DEO since November 2007 for three primary reasons. First, it has successfully grown both
organically and through acquisitions, particularly in emerging economies like India and China. Management was particularly
impressed with the company's presence in Africa, which is a promising market for products like Guinness and is overlooked by
Diageo's competitors. Second, DEO has employed an aggressive mobile marketing campaign, which has increased the "buzz"
around DEO products among bar goers and partiers. Finally, DEO has acquired and developed well known and high margin
brands. The world's number one selling vodka, scotch whiskey, tequila, and stout all belong to DEO.
Despite these thesis points, DEO has been one of MII's worst performing investments. As of December 31, 2009, the stock
has dropped -19.7% since our entry point. The company's premium brands have been challenged by consumer down-trading.
Going forward, MII is looking for DEO to gain market share in developing countries and "premiumization," or a consumer
switch back to its high-end drinks, to increase.

Annual Report
Annual Report

13
13

December 2009
December 2009

MCINTIRE INVESTMENT INSTITUTE

Transocean (NYSE: RIG)
Transocean controls 20% of the offshore drilling industry market share with a fleet of 138 vessels including drillships,
semisubmersibles, and jackups. The company’s primary business is to contract these drilling rigs, related equipment and work
crews, primarily on a dayrate basis, to drill oil and gas wells. Transocean specializes in technically demanding segments of
the offshore drilling business with a particular focus on deepwater and harsh environment drilling services. Most of the
company’s drilling rigs are mobile and can be applied for both exploration and development drilling.
MII believes the company has been unjustly valued for a variety of reasons. Falling oil prices and worries about the
creditworthiness of the company’s contract backlog have hurt the stock. In addition, many hedge fund and mutual funds have
been forced to sell their positions to meet redemptions. Though the company has high cash flow, it indebtedness has scared
away investors.
The company has experienced revenue growth of 43% annually since 2004 and currently has a contract backlog of over $30
billion. We expect the company’s deep-water business to be the key growth driver going forward and to account for more than
half of revenues by the end of 2010. The company’s deep-water fleet is more than double the size of its next largest
competitor and its technical expertise in the area helps insulate it from the more volatile shallow-water rig market. With
shallower wells yielding less, oil and gas companies are paying up for companies who can drill all over the ocean. Limited
supply of deepwater vessels has led to day rates topping $630,000, and contracts lengths stretching out up to a decade.
Indeed, rig demand continues to outpace supply, and for good reason — the average oil well in the Gulf of Mexico flows over
30,000 barrels of oil daily, 100 times the rate of flow of an average onshore US well. We expect extensive, deep exploration in
other parts of the world, including offshore Brazil, the west coast of Africa, the Arctic Circle as they capitalize on the new
technology developed for use in the Gulf of Mexico. Our outlook on the deep-water industry is bullish, and Transocean stands
to reap the benefits due to its dominant market positioning and a new fleet of state-of-the-art deep-sea drillers coming online in
the next few years.

Princeton Review (NASDAQ: REVU)
Princeton Review is among the top names in admissions guidance and test-prep services. The company provides test
preparation courses and tutoring services to more than 129,000 students in over 1,500 locations. The company currently
controls 23% of the SAT test prep market. Only Kaplan is bigger. Yet, in a demonstration of Princeton Review’s brand
strength, one of Kaplan’s biggest complaints is that the two companies are often mentioned together even though Kaplan is a
much larger company with about $2 billion in revenue compared to Princeton Review’s $140 million.
The company’s test prep philosophy also serves to differentiate its products and build the brand. Princeton Review insists that
the SAT measures nothing but a student’s ability to take it. Thus students can learn to take the test using strategies taught by
Princeton Review. For instance, instructors urge students to eliminate wrong answers and take advantage of order of difficulty
through the Joe Bloggs approach. That is, instructors advise students to pick the answer that seems right on easy questions
and eliminate the answer that seems right on hard questions.
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For the vocabulary portion Princeton Review performed a statistical analysis of past tests and honed a list of only 200 words to
drill students on. By contrast, Kaplan drilled on 6,000 vocabulary words. These techniques bode well with students looking to
improve their scores over the Kaplan approach that involved re-teaching the curriculum. For Princeton Review, its prep course
raises each students’ SAT score, on average, by 200 points out of 2400 possible.

MII believes the firm is a long and poised for a turnaround from years of mismanagement due to several reasons, including:
new management, strong brand name, effective products, international potential, and a highly favorable test preparation
market. We expect the company to generate more than $30 million in free cash flow once the new management allocates
SG&A dollars more efficiently. When it does, we expect the market to reevaluate Princeton Review.

15

Covanta (NYSE: CVA)
Covanta Holding Corporation is composed of an energy subsidiary that focuses on Energy-from-Waste solutions and the
National American Insurance Company of California. MII is focused on the Energy-from-Waste division and its growth potential
as municipalities become increasingly focused on environmental sustainability and reducing landfill use. Covanta is a wellestablished "green" company with proven technology and a strong track record of performance. Its solid waste combustion
process generates clean electricity and results in net greenhouse gas reduction.
VAR contacts at a consulting firm that works with Covanta confirmed the company is the Energy-from-Waste industry leader
and commented on its management. Sources at the Environmental Protection Agency noted that Energy-from-Waste capacity
could double as municipalities try to reduce landfill use. Although the United States does not have land use restrictions like
Europe, we believe environmental initiatives will spur a transition to more waste incineration. The EPA policymakers do not
believe Covanta will qualify to sell carbon credits under recent cap-and-trade legislation, but they did note that its process is
favorably viewed by most environmentalists. Crucially, Energy-from-Waste is classified as a renewable energy source by the
federal government. Overall, MII hopes to benefit from increasing environmental awareness and "green" energy initiatives
through Covanta. We will monitor the company's relations with municipalities and its growth going forward.
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The company has accumulated $124 million in losses since its June 2001 IPO despite favorable test prep market trends and
consistent growth in revenue to the tune of over $140 million in 2008. The problem at Princeton Review has not been
operations, but executive mismanagement. In 2007, for example, selling, general, and administrative (SG&A) expenses
topped $95 million -- or 65% of revenues. But most importantly, this sort of mismanagement is relatively easy to fix given the
company’s rising revenue, strong brand name, sound business model, and a rapidly growing market. That's the primary
reason why, in late 2007, Bain Capital Ventures invested $40 million in the company and another private equity outfit, Prides
Capital, followed suit with an additional $20 million. It is no coincidence that at the same time founder John Katzman stepped
down as CEO and handed the reigns over to Michael Perik. Perik comes to Princeton Review following stints as chairman of
Houghton Mifflin's Assessment Group (where he was also a board member), CEO of The Learning Company, and CEO of
Achievement Technologies. In other words, he brings both industry and leadership experience to the table and was essentially
handpicked by Bain Capital to turn the company around.
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American Express (NYSE: AXP)
American Express operates a leading global payments and travel services company. Many investors look to the company’s
recent stagnation and exposure to consumer credit with fear. Although we acknowledge Amex has face difficulties in a
recessionary environment, we believe it has a unique spend-centric and closed loop business model with outstanding growth
potential. The closed-loop model gives the company a competitive advantage in terms of customer satisfaction that Visa and
MasterCard cannot easily overcome. The chief Amex cardholder complaint is its acceptance rate. Only 17% of American
Express cardholders say their card is accepted everywhere they want to use it. Comparatively, 89% of Visa’s and 87% of
MasterCard’s customers say their card is accepted everywhere they want to use it. We see this as a source of growth for
American Express as merchants join its network to capture revenues from American Express’s high spending cardholders.
We also see broader global growth in credit card usage that American Express stands to benefit from. Credit card purchase
volume is expected to rise 40% by 2011. While debit cards will also gain popularity, credit cards will remain the consumer
preference for purchases over $50. Since the typical American Express charge card operates similar to a debit card while also
offering a one month, interest-free window before payment, the company will fare better than its competitors as debit card
usage increases. We also find that investors have overestimated the credit exposure of American Express. Indeed, 85% of
American Express’ cardholders always or usually pay their balances in full each month. The company focuses on generating
revenue as a result of high spending volume and its industry-leading 2.57% average merchant discount rate, as opposed to
lending fees. With regard to credit exposure, Fair, Isaac and Company (FICO) scores have actually increased among Amex
cardholders since 2004 and are higher than 2007 levels, indicating that Amex has managed to increase overall credit quality
during a time period where nearly every other banking firm has seen credit quality deteriorate. It also means the nature of the
economic difficulties facing Amex customers are of a different flavor than the ones facing other lenders as its average
cardholder spends five times more than the average Visa or MasterCard cardholder. Since the market has underestimated its
growth potential and mispriced its consumer credit exposure, we are enthusiastic about our long position going forward.

Hemisphere GPS (PINK: HEMGF)
Hemisphere GPS designs, manufactures, and markets Global Positioning System (GPS) products for ground agriculture. This
technology helps farmers to practice precision farming. Precision farming provides farmers with predictability tools that make
farming more scientific. This provides productivity gains and cost savings to farmers by using accurate amounts of fertilizer
and predicting the right time for spraying pesticides and water.
We believe there are three key value drivers that HEMGF is posed to realize in the next few years. First, rapid growth in the
adoption of precision farming technology among farmers in the US indicates high growth potential for this business. Since the
moderately priced precision farming products offered by HEMGF translate to cost savings and higher margins for farmers, we
expect to see continued rapid adoption of these products regardless of overall agriculture sector performance.

Annual Report

December 2009
16

MCINTIRE INVESTMENT INSTITUTE

Secondly, HEMGF has witnessed high growth in international markets like Europe. Countries such as the Netherlands provide
farm subsidies to farmers practicing precision agriculture and more European countries are following this lead. HEMGF’s
aggressive marketing efforts in these countries will ensure growth and high market adoption in European countries for
Hemisphere GPS products.
Thirdly, Hemisphere GPS is a turnaround of CSI Wireless, which focused on developing wireless technology and GPS
technologies for military, farming and retail purposes. The company realized that focusing solely on farming-related GPS
products would provide a competitive advantage and hence transformed itself into Hemisphere GPS. MII believes that this
move allows the company to focus its research and development efforts wholly on niche GPS technology for precision
agriculture while building stronger marketing relationships with the agriculture community.
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SHORT POSITIONS
Simon Property Group (NYSE: SPG)
Simon Property Group is the largest U.S. Real Estate Investment Trust (REIT), with 321 properties in the United States and 61
overseas (mostly in Europe and Japan). The company focuses exclusively on malls, both regional and outlet. Its business
model is quite simple: build or acquire large retail malls and rent the space out to tenants. In order to receive preferable tax
treatment, Simon and all other REITs must distribute at least 90% of taxable net income in the form of dividends each year,
allocate at least 75% of total assets to real estate, and reap at least 75% of gross income from rents.
MII’s interest in SPG stems primarily from our desire to hedge exposure to the retail sector. With long positions in Coach and
American Express among others, we understand the risk of macro head winds facing consumers to our portfolio. Not only is
SPG’s portfolio limited to retail, but it is comprised exclusively of malls, most of which are in the states that have been hit the
hardest by the recession, such as Florida, Texas, California, New York, and Massachusetts. Furthermore, its business model
involves a great degree of operating leverage. It has enormous fixed costs with variability in revenues. Weak consumer
spending may pressure retail tenants’ results. As a result, these tenants may try to renegotiate lease terms, scale back
expansion plans, or even file for bankruptcy protection. In addition, we see trouble ahead in the retail commercial real estate
market due to the entry of new supply. Analysts bullish on SPG are quick to point to its historical revenue growth, expanding
profit margins, and good cash flows. Their focus on backward looking metrics has allowed the market to overvalue SPG, given
the macro risks it faces and the operating leverage it employs.

Pep Boys (NYSE: PBY)
Pep Boys has two lines of business: automotive parts retail (81.4% of revenue) and automotive service (18.6% of
revenue). More specifically, the stores sell everything from tires to headlights to batteries, while the garages perform a full
range of automotive repair and maintenance (except body work) and install tires, hard parts, and accessories. It operates 562
stores with 5,845 service bays in 35 states. With a motto of “Does everything. For Less,” Pep Boys provides its goods and
services at relatively low prices and with relatively low quality.
On June 12, 2009, MII initiated a 1.5% short position in Pep Boys, due to the company’s poor leadership, business model, and
market position. In recent years, the management team has aggressively pursued an array of unfocused and gimmicky
endeavors, compensated itself handsomely, and quit (there have been four CEOs in the last seven years), despite net
losses. Since Pep Boys offers both automotive parts retail and service, other service shops are inclined to buy their parts
from non-competitors, such as AutoZone or Advance Auto Parts. And as the company transitions to a performance-based
compensation program, there is much potential for cannibalization between the two lines. Finally, several industry trends,
including the rising cost of Automotive Service Excellence (ASE) certified mechanics and high relative cost of replacement
parts versus new vehicles, will have adverse effects on PBY’s bottom line. We look for the small loss on the position to turn
into a gain as the company continues to lose money and cut dividends.
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Corinthian Colleges Inc (NASDAQ: COCO)
Corinthian Colleges is a private post-secondary education company with schools in the United States and Canada. Current
MII managers voted to short Corinthian because of its poor management and weak financial position. Our value-added
research revealed that past and current students believe that Corinthian exaggerates its graduate placement rates and
starting salaries. Indeed, quality is so bad that at least one former student sued the school for misleading prospective
students. In 2007, Corinthian paid $6.5 million to avoid a lawsuit from the California Attorney General concerning its
placement rates. Corinthian also has an annual faculty and staff turnover rate approaching 50%. Current and former teachers
confirmed that year-long courses often have several instructors due to this high turnover rate.
Despite its poor track record, Corinthian lists goodwill as its second largest asset. Most concerning, it has achieved strong
year-over-year enrollment growth by assuming the credit risk of subprime students who were denied federal loans. Due to its
exposure to risky borrowers and poor management, MII believes Corinthian is a compelling short position.
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MANAGEMENT TEAM
Rahul Gorawara, ‘09 &’10
President
Rahul is a fourth year who finished a triple major in economics, electrical engineering, and
computer engineering last May and is now working towards a Master of Public Policy
degree. He is the student member on UVa’s governing board, the Board of Visitors. He also
serves as an editor for the Virginia Policy Review, a Resident Advisor, a finance columnist
for the Cavalier Daily, and a group exercise instructor at the AFC. He looks forward to coteaching a two credit pass/fail course on the recent financial crisis in the Spring 2010
semester, along with James Rogers (also pictured). After graduation, he plans to join
Rivanna Capital, a Charlottesville-based long/short equity hedge fund.

Paul Chen, ’10
Vice President
Paul is a fourth year from Chengdu, China where he lived for almost 16 years. He is double
majoring in Economics and Mathematics, and completing a thesis on Chinese antitrust
development under the supervision of Professor Ken Elzinga. Paul is one of the founding
fathers of the Beta Theta Pi fraternity at UVA. He also works closely with the UVA
Admissions Office as an interviewer for Chinese applicants. Upon graduation, Paul plans
on working for non-profits in Argentina before joining Jefferies & Company as an investment
banking analyst.

Manuj Jindal, ’10
Chief Information Officer
Manuj is a fourth year from New Delhi, India. He is majoring in Economics and Commerce
with concentrations in finance and management. In addition to his time spent in MII, he has
served as a Resident Advisor and is an active member of his fraternity. Manuj also enjoys
living on the Lawn and has hosted social events at his room for MII during the year. Manuj
interned with Barclays Capital this past summer in New York and will be returning as a fulltime analyst after graduation. In his free time, he enjoys reading and is an outdoor sports
enthusiast.

Michael Nugent, ‘10
Chief Marketing Officer
Mike is a fourth year from Virginia Beach, VA. He is majoring in Commerce with
concentrations in Finance and Economics. In addition to serving as the MII’s Chief
Marketing Officer, Mike has been active with the Jefferson Literary & Debating Society and
the McIntire Guide Service. Mike interned with Lazard this past summer in New York and
has accepted an offer to return full-time.
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James Rogers, ‘11
Chief Financial Officer
James is a third year from Radford, VA. He is majoring in Commerce with Finance and
Management concentrations and pursuing a History major. In addition to serving as MII's
Chief Financial Officer, James is a Madison House Program Director, a Commercial Law I
Teaching Assistant, and an Alternative Spring Break Site Leader. He looks forward to coteaching a course on the recent financial crisis during the Spring 2010 semester, along with
Rahul Gorawara (also pictured).

Hunter Armistead, ‘10
Short Fund Manager
Hunter is a fourth year from Nashville, TN. He is double majoring in Economics and
Commerce with a concentration in Finance. In addition to his time spent in MII, he has been
involved with his fraternity, Madison House, and Habitat for Humanity. In his free time, he
enjoys reading, playing tennis, travelling, and skiing. This past summer, Hunter interned at
Morgan Stanley in New York in the Global Power and Utilities Group. He accepted a fulltime offer with the firm in September and is looking forward to returning to the group after
graduation.

Adam Wangner, ‘10
Short Fund Manager
Adam is a fourth year Politics and Economics student from North Caldwell, NJ. After
interning with proprietary trading firms in New York over the summer, Adam accepted a fulltime offer to work in the Securities and Investment Group at Wells Fargo after
graduation. Adam enjoys ice hockey and reading in his spare time. He is also an avid
guitarist.

Robel Chiappini,’10
Short Fund Manager
Robel is a fourth year studying Mathematics and Economics, with concentrations in
Financial Economics and Public Policy. Robel spent this past summer interning in the
defense contracting space with SAIC, and upon graduation will join Raymond James'
Investment Banking Department. He is an Eagle Scout and his interests include
snowboarding and investing.
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Pete Peterson, ’10
Short Fund Manager
Pete is a fourth year from Houston, TX. He is majoring in Commerce, with concentrations in
Finance and Accounting. In his spare time, he enjoys reading, traveling, playing basketball,
enjoying live music, and spending time with friends and family. After graduating, he will
begin work as an Investment Banking Analyst for Jefferies & Co. in Charlotte, NC.

Ryan Comisky, ’11
Short Fund Manager
Ryan is a third year seeking degrees in Philosophy and Commerce, with a concentration in
Finance. In addition to his involvement with MII, Ryan is also involved in volunteer work and
the Catholic Student Ministry. His interests include real estate, professional soccer, college
and high school hoops, and murder mystery novels.

Professor Richard DeMong
MII Faculty Adviser

Dean Gerald Starsia
Treasurer, McIntire School of Commerce
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2009 Management Team in front of the Rotunda

Members with Bill Richards of UBS and Shane Finemore of Manikay Partners in front of Griffin Lawn Room (30 East)
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