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Index Month Q2'05 1 Yr
S&P 500 0.1% 1.4% 6.3%
Dow Jones Industrials -1.7% -1.6% 0.7%
NASDAQ -0.5% 2.9% 0.5%
S&P/BARRA Value 1.5% 2.6% 11.2%
S&P/BARRA Growth -1.2% 0.1% 1.5%
S&P 500 Equal-Weighted 1.5% 3.1% 11.0%
S&P 400 Midcap 2.3% 4.3% 14.0%
Russell 2000 3.9% 4.3% 9.4%

Sector Q2'05  YTD '05
Energy 6.4% 21.4%
Materials -7.0% -7.0%
Industrials 1.1% -1.4%
Consumer Discretionary 3.3% 1.6%
Consumer Staples 1.6% 3.8%
Health Care 6.9% 6.1%
Financials 4.8% -2.0%
Information Technology 1.6% -7.3%
Telecommunications Servi 2.6% -4.1%
Utilities 9.1% 11.9%

E q u i ty  m a r k e t s  s t r u g g le d  to  g a in  a n y  m o m e n tu m  d u r in g  th e  q u a r te r .   T h e  p r i c e  o f  o i l  a n d  in te r e s t  r a te
e x p e c ta t io n s  w e r e  th e  p r im a r y  d r iv e r s  o f  in tr a -q u a r t e r  v o la t i l i t y .   T h e  p r ic e  o f  o i l  r e m a in e d
s tu b b o r n ly  h ig h ,  b r i e f ly  b r e a k in g  th r o u g h  $ 6 0  b a r r e l  in  J u n e  a n d  th e  F O M C  c o n t in u e d  to  r a i s e  s h o r t -
t e r m  in te re s t  r a te s  a t  a  “ m e a s u r e d  p a c e .”   S o  f a r ,  t h e  U S  e c o n o m y  h a s  b e e n  a b le  to  s h r u g  o f f  th e
d a m p e n in g  e f f e c t  o f  th e s e  tw o  v a r i a b le s  a n d  r e c o r d  r e s p e c ta b le  g r o w th .   H o w e v e r ,  in v e s to r s  c o n t in u e
to  b e  c o n c e r n e d  th a t  c o rp o ra te  e a r n in g s  g r o w th  w i l l  c o m e  u n d e r  p r e s s u r e  a s  w e  m o v e  in to  2 H ’ 0 5  a n d
2 0 0 6 .   T h e  n e t  r e s u l t  w a s  th a t  th e  m a j o r  in d ic e s  r e c o rd e d  m ix e d  r e s u l t s  f o r  th e  q u a r te r :  D J IA  – 1 .6 % ,  
S & P  5 0 0  + 1 .4 %  a n d  th e  N A S D A Q  + 2 .9 % .  M o r e  s p e c i f i c a l ly ,  a  n u m b e r  o f  u n d e r ly in g  f a c to r s  d r o v e  
th e  m a r k e t ’ s  p e r f o r m a n c e  d u r in g  th e  q u a r te r :  
 
•  F e d  s ta y s  o n  c o u r s e .   T h e  F e d  a d d e d  a  fu r th e r  + 0 .5 0 %  ( tw o  + 0 .2 5 %  in c r e a s e s )  to  th e  F e d  F u n d s

r a te  th is  q u a r t e r .   T h e  F u n d s  r a t e  e n d e d  th e  q u a r te r  a t  3 .2 5 % .  In  J u n e ,  a  F e d  G o v e r n o r
c o m m e n te d  th a t  h e  th o u g h t  th e  F e d  w a s  in  th e  e ig h th  in n in g  o f  i t s  in te r e s t  r a te  in c r e a s e s .   T h i s
l e d  th e  m a r k e t  to  b e l ie v e  th a t  th e  F e d  w a s  c lo s e  to  e n d in g  o r  a t  le a s t  t a k in g  a  p a u s e  in  i ts  c u r r e n t
r o u n d  o f  in c r e a s e s .   H o w e v e r ,  th e  o f f i c i a l  s ta t e m e n t  th a t  a c c o m p a n ie d  th e  l a te s t  + 0 .2 5 %  b p s  
in c re a s e  o n  6 /3 0 /0 5  in c lu d e d  n o  s ig n a l  th a t  th i s  w a s  th e  c a s e .   T h e  c u r re n t  c o n s e n s u s  th in k in g  h a s
th e  F e d  m a k in g  tw o  a n d  p o s s ib ly  th r e e  m o r e  r a te  in c r e a s e s ,  w h ic h  w o u ld  l e a v e  th e  F u n d s  r a t e  a t
3 .7 5 %  to  4 .0 % , b e f o r e  t a k in g  a  p a u s e .      

•  V a lu e  b a c k  in  s ty le .   V a lu e  w a s  th e  c l e a r  w in n e r  a c ro s s  a l l  m a r k e t  c a p i t a l i z a t io n  l e v e l s .   T h a t
s a id , m o n th ly  s p r e a d s  w e re  v o la t i le .   T h e  o u t -p e r f o rm a n c e  o f  g r o w th  s to c k s  d u r in g  th e  m a r k e t
r a l ly  in  M a y  w a s  m o r e  th a n  o f f s e t  b y  th e i r  u n d e rp e r fo r m a n c e  d u r in g  th e  n e g a t iv e  to  f l a t  m a r k e t
p e r fo r m a n c e  o f  A p r i l  a n d  J u n e ,  r e s p e c t iv e ly .   F o r  th e  q u a r t e r ,  t h e  S & P /B A R R A  V a lu e  in d e x  o u t -
p e r fo r m e d  i t s  G r o w th  c o u n te rp a r t ,  r e tu r n in g  + 2 .6 %  v s .  + 0 .1 % , S & P /B A R R A  M id -c a p  V a lu e  
o u tp e r f o r m e d  M id -c a p  G ro w th  + 4 .9 %  v s .  + 3 .7 % , a n d  S & P /B A R R A  S m a l l - c a p  V a lu e  o u t -
p e r fo r m e d  S m a l l -c a p  G r o w th  + 4 .1 %  v s .  + 3 .8 % .   

•  S m a ll - c a p  s to c k s  o u t - p e r f o r m e d  L a r g e - c a p .   T h e  e q u a l -w e ig h te d  S & P  5 0 0  in d e x  o u t -p e r f o r m e d  
th e  c a p -w e ig h te d  v e r s io n  b y  + 1 7 0  b p s  in  th e  q u a r t e r  (+ 3 .1 %  v s .  + 1 .4 % ) .   F u r th e rm o r e ,  th e  e q u a l  
w e ig h te d  in d e x  le a d s  th e  c a p -w e ig h te d  in d e x  b y  + 4 7 0  b p s  o v e r  th e  p a s t  1 2  m o n th s  ( + 1 1 .0 %  v s .
+ 6 .3 % ) .   T h e  e q u a l -w e ig h te d  in d e x  a l s o  d o m in a te s  th e  c a p -w e ig h te d  in d e x  o v e r  th e  2 ,  3 ,  4 ,  5  a n d  
1 0 -y e a r  t im e  p e r io d s .   In  a d d i t io n ,  th e  R u s s e l l  2 0 0 0  ( s m a l l )  o u t -p e r f o r m e d  th e  S & P  5 0 0  ( la r g e )  
b y  + 2 9 0  b p s  fo r  th e  q u a r t e r .  

•  C o r p o r a te  e a r n in g s  o u t lo o k  –  i s  th e r e  a n y  s p a r k  o u ts id e  o f  th e  E n e r g y  s e c to r ?    Q 2 ’ 0 5  S & P  
5 0 0  E P S  g r o w th  i s  e x p e c te d  to  b e  in  th e  h ig h  s in g le  d ig i t s ,  d o w n  f r o m  th e  d o u b le  d ig i t  g r o w th
th a t  h a s  b e e n  th e  n o r m  s in c e  m id -2 0 0 2 .   A l s o  c o n c e rn in g  in v e s to r s  i s  th a t  e x  E n e r g y  c o m p a n ie s
th e  e x p e c te d  g r o w th  r a t e  f a l l s  e v e n  f u r th e r .   T h e  l a c k  o f  e a r n in g s  g r o w th  in  s e c to r s  o u t s id e  o f
E n e r g y  h a s  b e e n  a  h e a d w in d  f o r  th e  e q u i ty  m a r k e t .   W i th  th is  in  m in d ,  a b s e n t  a  s te l la r  r e p o r t in g  
s e a s o n  f o r  n o n -E n e r g y  c o m p a n ie s ,  i t  a p p e a r s  u n l ik e ly  th a t  e q u i ty  m a r k e ts  w i l l  m o v e  s u b s ta n t ia l ly
h ig h e r  w ith o u t  a  s u s ta in a b le  e a s in g  in  th e  p r i c e  o f  o i l  a n d /o r  a  s ig n a l  th a t  th e  F O M C  i s  n e a r  th e
e n d  o f  th e  c u r r e n t  ro u n d  o f  s h o r t  te r m  in te r e s t  r a te  in c re a s e s  

  
F o r  th e  q u a r te r ,  t h e  U t i l i ty  s e c to r ,  u p  + 9 .1 %  w a s  th e  b e s t  p e r fo r m e r ,  d u e  in  p a r t  to  th is  s e c to r  
m a n a g in g  to  a v o id  th e  m a r k e t  d o w n d r a f t  th a t  o c c u r r e d  in  A p r i l .   T h e  M a te r i a l s  s e c to r ,  d o w n  – 7 .0 %  
w a s  u n a b le  to  o v e r c o m e  A p r i l ’ s  w e a k n e s s  ( -8 .0 % ) .    S lo w in g  e c o n o m ic  g r o w th  a ro u n d  th e  w o r ld  a n d  
a  h ig h e r  $ U S  d a m p e n e d  e n th u s ia s m  f o r  th e  s e c to r .   Y e a r  to  d a te ,  E n e r g y ,  u p  + 2 1 .4 %  is  th e  b e s t  
p e r f o r m in g  s e c to r  w h il e  T e c h n o lo g y ,  d o w n  – 7 .3 %  i s  th e  l a g g a r d .    



Model Attribution: Second Quarter, 2005
Quint Opt E/I Earnings Insider DDM Cashflow

5 (high) 3.7% 2.6% 4.0% 3.7% 5.3%
4 2.8% 4.9% 3.4% 1.3% 4.5%
3 4.5% 3.0% 3.2% 2.2% 3.7%
2 3.0% 4.5% 3.4% 4.6% 1.7%

1 (low) 4.2% 3.2% 4.2% 4.6% 3.0%
Spread -0.5% -0.5% -0.2% -0.9% 2.3%

Note:  “Spread” is the difference between the returns of the high (5) and low (1) quintiles by each model/measure. 
inve stors clea rly rewa rded com panies w ith a stro ng curre nt earnin gs outloo k, suppo rted by I nsider b  and attractive  valuatio ns vs. co mpanies  with the  opposit e charact eristics.  The DD M mode l exhibit   clear  inter-qu intile pa ttern and  appears  to have  been im pacted b y the se ctor and  industry  rotation   occu rred duri ng the qu arter.    Ther e was a large disp arity bet ween the  perform ance of t he Energ y sector (+17.8% ) vs. the Technolo  8.3% ) and Fin ancial se ctors (-6 .1%) dur ing this p eriod.  T his appea rs to hav e influen ced, at le ast in par   quin tile perfo rmance a nd the st rongest v s. weake st spread s of our m odels.  The follo wing is a n overvifacto rs that in fluenced  the perfo rmance o f our mo dels duri ng the qu arter.   •  The E arnings model sp read was  +3.5%.  Positive  model p erforman ce in Jan uary and  Februar   partly  offset b y weakne ss in Ma rch.  Dur ing this period of  negative  market r eturns, co mpanies   the s trongest current earnings prospect s (quinti le 5) hel d up be tter than  those ra nked we  (quin tile 1).  •  The I nsider T ransactio ns model  spread w as +1.7 %.  The Insider m odel ben efited fro m the ge  unde rperform ance of companie s ranked  weakes t by this  model (quintile 1).  Inte restingly   notic ed that, i n genera l, Insider s failed to buy in to the re cent pric e weakn ess.  In f act, we s   picku p in Ins ider sell ing duri ng this p eriod, w hich is a bnormal  given th at Inside rs tend t  b price  weakne ss.  We  believe  that th is is a  decided ly bear ish sign al for t he near-perfo rmance  of equiti es.     •  The OPT E/ I model (Earning s and I nsider T ransactio ns) spre ad was +3.3%.  The po  perfo rmance o f the Ear nings mo del, whi ch is the most hea vily wei ghted mo del in ou r process   damp ened slig htly whe n combin ed with t he lower , althoug h solid, In sider mo del perfo rmance. •  Our Value mo dels bot h record ed positi ve results : Cashfl ow +8.0%  and D DM +0.1 %.  Cas  was t he best p erformin g model t his quart er.  The r elative o ut-perform ance of Energy a nd Healt  stock s ranked  stronge st by thi s model (quintile  5) vs. t he gene ral under performa nce of s  ranke d weake st (quinti le 1) drov e the po sitive spr ead.  The  DDM m odel spre ad was e ssentiall  The underper formance  of Fina ncial an d Homeb uilding companie s ranked  stronge st (quint   offse t the und erperform ance of T echnolo gy comp anies ran ked weak est (quin tile 1).   A ll of th e Shenan doah mo dels hav e added value du ring the past 12 months.  The Ea rnings m  + 7.0% (th e most heavily w eighted factor in  our pro cess), an d the Ins ider Tran saction model, +  c ombined  to prov ide an O PT E/I m odel spr ead of + 9.1%.  T he valua tion mod els have been the  b p erformer s; Cashf low spre ad of +1 0.6% an d DDM model sp read +9. 2%.  Th e DDM and Cash  m odels ha ve exhib ited the c learest in ter-quint ile spread  pattern (monoton ic).  

Model Attribution: Year to Date 2005

h e S h enan d o ah  m o d e ls  p o s ted  m ix ed  spreads  fo r th e  q uarter .  O n ce aga in  m o n th ly  m arkeT t
p e rfo rm an ce  w as  vo la tile .  T h e  C ashflo w  m o d e l w as th e  o n ly  m o d e l to  reco rd  a  p o s itive  sp read

3 .9 % .  T h e  O P T  E /I, E a rn in gs , In s id e r  and  D D M  m o d e ls  rep orted  n ega tive  sp read s , a ltho u g
a rg in a lly  so , an d  a ll m o d e ls  lacked  a  c lea r  m o n o to n ic  p atte rn .  T h e  p erfo rm an ce  o f  th ese  m o d e l

p p ears  to  h ave  b een  m u d d ied  b y  th e  secto r  an d  in d u stry  ro ta tio n  th a t o ccu rred  du rin g  th e  q ua rte r.   

h ere  w as  a  la rge  d isp arity  b e tw een  th e  ex trem es o f secto r p erfo rm an ce  th is qu arte r , i.e . U tilitie
+ 9 .1% ), H ealthca re  (+ 6 .9% ) an d  E nergy  (+ 6 .4% ) vs . M ateria ls  (-7 .0 % ).  T h is  ap pea rs  to  h av
n flu enced , a t lea st in  p a rt, th e  q u in tile  pe rfo rm an ce  an d  th e  s tro n gest vs . w eakest sp reads  o f o u

o d e ls .  T h e  fo llo w in g  is  an  o ve rv iew  o f fac to rs  th at in fluen ced  the  p erfo rm an ce  o f  o u r m o d e l
u rin g  the  q u arte r .  

•  T h e  E arn in gs  m o d e l sp read  w as  -0 .5 % .  T h is  m o d e l fa iled  to  ga in  an y  trac tio n  d u rin g th
q u arte r.  M o nth ly  sp read s  w ere  o n ly  s ligh tly  p o s itive  o r  n ega tive  an d  th ere  w as a  lack  o
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d iffe ren tia tion  in  th e  p erfo rm an ce  o f sto cks  w ith  th e  stron gest v s . th e  w eakest curren
earn in gs  p rosp ects .  In ves to rs  w e re  c learly  focu sed  o n  o th er fac to rs .   

•  T h e In s id e r T ran sactio ns  m o d e l sp read  w as  -0 .2 % .  W eakn ess  in  M ay , d u e  p rim arily  to  th
o u t-

t

e  
p e rfo rm an ce  o f  s tocks  ran ked  w eakest b y  th is  m o d e l (q u in tile  1 ) e specia lly  in  th

In d u str ia l, C o n su m er D iscre tio n a ry  an d  In fo rm atio n  T ech n o lo gy  sec to rs  o ffse t the  p o sitiv
m o d e l sp reads  in  A p ril an d  Jun e .  N o te : In sid er  se llin g  m o ved  b ack  to  a  d ec id ed ly  b ea r is
lev el  in  Ju n e  as  in sid ers  used  M ay’s  m arke t ad van ce  as  a  se llin g  o p p o rtu n ity .  W e b e lieve  
th a t th is  is  a  n eg ativ e  sig n a l for  th e  n ea r-term  p erform a n ce  o f eq u itie s .     

•  T h e O P T  E /I m o d e l (E arn in gs  an d  In s id er  T ran saction s) sp read  w as -0 .5 % .  T he  n ega tiv
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p e rfo rm an ce  o f th e  E a rn in gs  m o d e l, w h ich  is  the  m o st h eav ily  w e igh ted  m o d e l in  o u
p ro cess , co m b in ed  w ith  th e  s ligh tly  n ega tive  In s id e r  m o d e l pe rfo rm an ce .  

•  O u r V a lue  m o d e ls  record ed  m ix ed  resu lts : C ashflo w  + 2 .3 %  w as  the  b es t pe rfo rm in g  m o d e
T h is  m o d e l b enefited  fro m  th e  o u t-

r

l.
p e rfo rm ance  o f  E n ergy  s to cks  ran ked  s tro n gest (q u in til

5 )  vs . th e  u n d erpe rfo rm an ce  o f  M ateria ls  and  In fo rm atio n  T echn o lo gy  s to cks  ran ke
w eakest (q u in tile  1 ) .  T h e D D M  m o d e l sp read  w as  -0 .9 % .  P o sitive  sp read s  in  M ay  an
Jun e  w ere  u n ab le  to  o verco m e th e  la rge  n ega tive  sp read  in  A p ril a s U tility  an d  C o n su m e
S tap les  s tocks  ran ked  w eakest b y  th is  m o d e l (q u in tile  1 ) o u tp e rfo rm ed  d u rin g  th e  m arke
se llo ff .    

 
T h e S h enan d o ah  m o d e ls  h ave  p ro d u ced  so lid  re su lts  Y T D .  T he  E arn in gs m o d e l, + 3 .0 %  (th e  
m o st h eav ily  w e igh ted  fac to r  in  o u r p ro cess) , an d  the  In s id er  T ran sac tio n  m o d e l, + 1 .6 %  
co m b in ed  to  p ro v id e  an  O P T  E /I m o d e l sp read  o f  + 3 .0% .  T h e  va lu a tio n  m o d e l sp reads  a re  
m ix ed ; C ash flo w  + 1 0 .6%  an d  th e  D D M  m o d e l sp read  -0 .8 % .  T h e  C ash flo w  m o d e l h as  
ex h ib ited  th e  c leares t in te r-q u in tile  sp read  p atte rn  (m o n o to n ic ) Y T D . 
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Quint Opt E/I Earnings Insider DDM Cashflow
5 (high) 4.0% 2.5% 2.5% 1.7% 7.7%

4 2.2% 3.8% 1.5% 0.3% 5.3%
3 3.5% 2.0% 3.6% 1.7% 2.1%
2 0.3% 3.4% 2.4% 5.1% -0.9%

1 (low) 1.1% -0.6% 1.0% 2.5% -2.8%
Spread 3.0% 3.0% 1.6% -0.8% 10.6%


