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Summary

Idea — Share buybacks lead to an improved efficiency for net working capital turnover, and have been the leading driver for
SP500 returns over the last 10 %ears. Change to efficiency can change the speed at which markets adjust to value change. We
can capitalize on companies whose efficiency and value change has not been fully priced in.

Strategy — Invest in financially strong companies that have recently engaged in buyback, anticipating potential returns.
Historical Performance — Our selected strategy has an AAGR of 22.81% and a CAGR of 21.04%

Recommendation — Buy $75k in School fund

Seocgym)mendation — Liquidate ESG fund, buy S75k of strategy, remainder goes into ESGV (Vanguard ESG U.S. Stock ETF, E.R
. 0

What to Sell — Sell SPY holdings (school), entire portfolio (ESG)

Effect on Portfolio — Higher Standard Deviation, but increases Sharpe and Information Ratio, and decreased beta
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Source ldea

Over the last 10 years, the
companies with the
highest 20% of share
buybacks (S) returned
207% compared to 125%
for the total US stock
market, and 211% for SPY
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Source ldea

Stock Buybacks, Corporate Performance and EVA
Benton E. Gup, Ph.D & Doowoo Nam, Ph.D, University of Alabama,

Journal of Applied Corporate Finance, Volume 14.1

This study concluded that: “the operating performance of the buyback
companies is better than the performance of the non-buyback companies,
and that it improves significantly in the year after the initiation of buyback
activities. These improvements are more impressive when we look at EVA
and the value spread than when we consider only ROIC”

e After companies start to repurchase shares, from an accounting perspective
they will operate better

e Manifest through an increase to working capital turnover ratio
NWCT = Net Sales/ Net Working Capital
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Source ldea

Actual Share Repurchases, Price Efficiency, and the Information
Content of Stock Prices

Stefan Obernberger, Ph.D and Pascal Busch, Ph.D
(The Review of Financial Studies, Volume 30, Issue 1, January 2017, Pages 324—-362)

Which in explores, in part, how an increase in price efficiency (NWCT) leads
to a shorter delay in “lagged market returns”

ri: = ;+ ﬁ?rm__t + &;; (Base model), (3)

5
rit = Qi+ 5?’rm¢ - Z BiTmtn + €it (Extended market model). (4)

n=1
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Stefan Obernberger: School in Germany, teaches in Netherlands
Pascal Busch: School and Teacher in Germany


Source ldea

What does this mean?

Hypothesis: We can capture unrealized/lagged value by investing in

companies with high share repurchasing whose NWCT is lower than
others in the same field.
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Percentile

Equal . .

Weight Working Capital Turnover
Year a3 Q4 as
2023 1.89
2022 8.16
2021 5.35 1.72
2020 655 226 5.97
2019 os0 [aGTN 052 1.66
2018 0.8 217 |48
2017 7 021 059

2016 g 3.6 B.96 2,58
2015 .
Avg [
Factor Mean 053
Factor Std
dev
Std Dev
ar

662
5.67 5.44 5.23 6.08 6.96 3.57 7.08
32.16 29.55 27.30 36.92 48.44 31.04 50.15

Market Cap Working Capital Turnover

Year az [ E] Qa4

2023
2022
2021
2020
2019
2018
2017
2016
2015
Avg
Factor Mean

Factor Std 664
dev

Std Dev | ] 5.44 6.14
Var L | 5 29.65 37.74
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Screening Criteria

Criteria Sub-Criteria # of Companies
Security Attributes: Show Primary Security of company only 93929
Country/Territory of Domicile: United States 14418
Price 1 Day ago > 2 10179
Current Market Cap > 800 Million 2913
LT12M Total Value of Shares Repurchased has data 1804
LT12M Total Value of Shares Repurchased Top 2 Sequential Decile Rank 361
LIF Modified Working Capital Turnover has data 270
LF Modified Working Capital Turnover (Higher is Better) Bottom 1 Sequential Quintile Rank | 54
LF Return on Invested Capital has data 54
LF Return on Invested Capital (Higher is Better) Top 1 Sequential Quintile Rank 11
LF Operating Margin (Higher is Better) Top 3 Sequential Quntile Rank 7
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Presentation Notes
The provided criteria align with a share repurchase strategy by identifying companies that have recently engaged in share repurchases, with the intention of capturing potential returns. Here's how each criterion relates to this strategy:
Security Attributes: This criterion ensures that the analysis focuses on the primary security of companies, ensuring a thorough evaluation of the stocks being considered for the share repurchase strategy.
Country/Territory of Domicile (United States): By concentrating on companies domiciled in the United States, the strategy may benefit from a stable regulatory environment and transparency, which can be advantageous when executing share repurchase transactions.
Price 1 Day Ago > 2: This criterion identifies companies where the stock price has increased over the previous day. A rising stock price could indicate positive market sentiment, making share repurchases more strategically attractive.
Current Market Cap > 800 Million: Focusing on companies with a market capitalization exceeding $800 million ensures consideration of larger, potentially more stable companies that may have the financial capacity for significant share repurchases.
LT12M Total Value of Shares Repurchased: This criterion targets companies that have actively repurchased shares in the last 12 months, indicating a commitment to returning value to shareholders through buybacks.
Top 2 Sequential Decile Rank: Further refining based on the top 2 sequential decile rank in total value of shares repurchased ensures a concentration on companies that have been more aggressive in their buyback activities.
LIF Modified Working Capital Turnover: Examining modified working capital turnover provides insights into a company's efficiency in utilizing its working capital, which is relevant in assessing the financial health and capacity for share repurchases.
Bottom 1 Sequential Quintile Rank (LF Modified Working Capital Turnover): This criterion narrows down companies with lower working capital turnover, potentially indicating they have excess capital that could be allocated to share repurchases.
LF Return on Invested Capital: Companies with a favorable return on invested capital may be better positioned to generate returns from their share repurchase programs, contributing to the overall success of the strategy.
Top 1 Sequential Quintile Rank (LF Return on Invested Capital): This further refines the selection to companies with the highest return on invested capital, potentially maximizing the impact of share repurchases on shareholder value.
LF Operating Margin (Top 3 Sequential Quintile Rank): A high operating margin can signify profitability, suggesting that the company has the financial strength to fund share repurchases and potentially generate positive returns.

In summary, the criteria collectively target companies with strong financials, recent share repurchases, and positive market sentiment, aligning with a share repurchase strategy aimed at capturing returns through capital appreciation and enhanced shareholder value. The strategy aims to benefit from companies that are effectively utilizing their capital and returning value to shareholders through buybacks.



=
Strategy Details

Backtesting Method - Bloomberg

Data needed and sources - N/A

Rebalance frequency - Quarterly

Number of positions - Relative to each test

Number of years backtested - 1 year (10 total observations)
Minimum stock market cap - 800M

Weighting - Equal

Type of stock - Common

Exchange listings included - Major US Exchanges
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Presenter Notes
Presentation Notes
The goal of this slide is to make the proposed strategy easily replicable and accessible for both future SIF and for us when we rebalance. Include all of the information listed above and anything else that may be relevant to make that happen.

Try to have this occupy only one slide, but if multiple slides are needed, that is okay.

Ideal world would show Bloomberg, SIF backtester and CapIQ backtested results, but that is not realistic as of now. Best is to have a detailed backtest from one source, rather than 3 mediocre backtests


Backtesting Implementation Details

# OF STOCKS Relative to each backtest

MIN MARKET CAP | $800M
MIN MONTHLY TRADING VOLUME  S15M
WEIGHTING SCHEME | EQUAL
REBALANCING FREQUENCY QUARTERLY
TIME FRAME | 1 YEAR

CURRENCY | USD
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Rebalancing will be dependent on trading strategy 


Backtesting Results - Characteristics

Results Analysis
Market Cap (SMillions)
P/E Ratio

Monthly Trading Volume*
(SMillions)

Share Price*

Mean

67,674.91

24.37
483.98

$209.63

Min
3,140
3.77
19.25

$36.28

25%
22,125
15.95
147.37

$89.66

Median
46,755
22.38
323.95

$149.62

75%
88,135
29.11
551.04

$301.36

Max
1,070,000
99.93
23,311.11

$783.26
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Presenter Notes
Presentation Notes
Information should be from the backtesting start date. For example, if you have 10 stocks per year for 10 years of backtesting, you will have 100 observations. This slide displays the data from all of those observations.

*Bloomberg will give you the information for market cap and P/E Ratio, but we are still figuring out how to get the data for volume and share price. 


Backtesting Results - Performance

Cumulative Return (%)

M Screen 575.52

B Benchmark - SPX 211.06

B Spread Return (%) 364.46

Annualized = % Return | « B o] Sharpe Treynor A Max DD | Info Ratio | Idio. Risk
1 Year S.B. 45.36 16.42 1.21 19.78 2.19 0.36 34.45 1.34 5.85
1 Year SPY 26.26 0.0 1.0 13.37 1.71 0.22 22.26 0.00 0.00
10 Year S.B. 575.52 895 | 1.15 24.32 0.96 0.47 27.64 0.71 8.70
10 Year SPY 211.06 0.0 1.0 17.81 1.05 0.15 38.91 0.00 0.00

David Eccles
School of Business
= THE UNIVERSITY OF UTAH


Presenter Notes
Presentation Notes
Previous slide was informative, this info should be the most important in telling us whether this is a good strategy or not

Everything should be in annualized numbers

* – Compared to S&P 500 – use that as a benchmark when backtesting. 
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Backtesting Results - Performance

1 Year Return
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2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 AVG

ESB. mSPY

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 AVG
20.67% 2.47% 12.45% 34.53% -2.17% 52.89% 35.08% 37.30% -10.53% 45.36% 22.81%
13.67% 1.28% 11.95%  21.82% -4.39%  31.47% 18.3%9% 28.68% -18.13% 26.26%  13.10%
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SPY




Recommended Purchases

Name Ticker P/E Ratio Monthly Market Cap @ Share Price @ # of Shares Total Value
Trading (SM)
Volume ($M)

LAM Research LRCX 34.18 1,088.96 122,020.00 $938.76 11 $10,326.36
KLA Corp KLAC 29.75 731.69 19,630.00 $683.82 16 $10,941.12
MSCI Inc MSCI 43.98 303.89 44,120.00 $567.93 19 $10,790.67

Waters Corp WAT 29.64 134.16 19,690.00 $327.03 33 $10,791.99
Applied AMAT 24.89 1475.74 168,560.00 = $203.55 53 $10,788.15
Materials
Texas
TXN 23.60 974.30 149,980.00 $164.30 65 $10,679.50
Instruments
Microchip MCHP 19.17 489.94 44,820.00 $82.90 129 $10,694.10

Technologies

Totals 326 $75.011.89
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Presentation Notes
Include all of the stocks the strategy suggests we purchase as well as all of the above listed information about them. Multiple slides may be necessary



Effect on the Portfolio

Existing Portfolio

New Portfolio

(SIF 1Yr) (Buybacks)
Beta 1.24 1.15
Infqrmatlon 136 0.71
Ratio
Sharpe Ratio 0.90 0.96
Expected Return 14.97% 21.04%
standard 16.10% 20.42%
Deviation
Idiosyncratic Risk NA 8.53%

Lo

Proposed Portfolio Makeup

Health Care
14%

Financials
14%

Historical Portfolio Makeup

Information
Technology
72%

Communication Materials
7% 4% Industrials

9%
i Consumer
I Staples
4%
Information Tech
405
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29%
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7%
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Presenter Notes
Presentation Notes
Existing Portfolio refers to the portfolio before the stocks are purchased. New portfolio refers to the portfolio after the stocks are purchased.

Include all of the listed information about each portfolio.

On the right include pie charts of the sector breakdown for both portfolios.


MSCI - ESG Rating
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Idea — Share buybacks lead to an improved efficiency for net working capital turnover, and have been the leading driver for
SP500 returns over the last 10 %ears. Change to efficiency can change the speed at which markets adjust to value change. We

can capitalize on companies whose efficiency and value change has not been fully priced in.
Strategy — Invest in financially strong companies that have recently engaged in buyback, anticipating potential returns.

Historical Performance — Our selected strategy has an AAGR of 22.81% and a CAGR of 21.04%

Recommendation — Buy $75k in School fund

Seocgym)mendation — Liquidate ESG fund, buy S75k of strategy, remainder goes into ESGV (Vanguard ESG U.S. Stock ETF, E.R
. 0

What to Sell — Sell SPY holdings (school), entire portfolio (ESG)

Effect on Portfolio — Higher Standard Deviation, but increases Sharpe and Information Ratio, and decreased beta



Presenter Notes
Presentation Notes
This slide should be very similar, if not the same, to the first summary slide
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