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Cover: MII members pitch Walter Industries Inc. in the final round of the intercollegiate stock pitch competition at the inaugural MI|
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elcome to Michigan Interactive Investments (MII), the University of Michigan's

most prestigious student-run investment club. We take pride in the fact that our

organization is completely student-run and actively manages a sizable portfolio. In
the 2008-2009 academic year, our student-run portfolio once again beat its benchmark, the
S&P 500 Index, despite unprecedented turmoil in global capital markets. Our impressive
performance this year is the result of a number of changes to the organization. First, we moved
our brokerage account from retail-oriented E*Trade to institutional-focused Interactive Brokers,
enabling us to gain access to a variety of global markets, as well as financial instruments not
available through retail brokers. Second, we reduced our focus on traditional long-only equity
investments in favor of a number of “alternative” strategies, including risk arbitrage, capital
structure arbitrage, equity long/short strategies, and certain derivative-based strategies. In
addition to reducing portfolio volatility and market sensitivity, pursuing more complex strategies
encourages non-traditional views of investing, supporting the growth and development of a
superior class of new investors.

In addition to our refocused portfolio strategy, we have restructured MII to further enhance the
value it provides to its members. Over the last 10 years, MIl has grown its membership base,
reaching over 300 members during the 2007-2008 academic year. In the fall of 2008, we
decided to cap club membership at 50 members, allowing Ml to refocus its goals, increase its
agility, and add greater value to the Michigan community. This new structure allows us to
better evaluate investment opportunities and make prudent decisions in challenging market
environments.

The 2008-2009 academic year will mark our 11th year as a student-run investment club. The
executive board has exerted incredible dedication to the organization. We are very confident
that we will make great strides as we implement the new structure into our operations. The
work and dedication of the upcoming freshman, sophomores, and juniors have already proved
that the future of MIl is incredibly bright.

As our development as a professional organization continues, we are committed to
strengthening our corporate relationships and offering more exclusive events for our members.
We are also committed to maintaining a strong relationship with many of our alumni who have
joined prominent banks, hedge funds and consulting firms. On behalf of the entire executive
board, welcome to Michigan Interactive Investments.

Best,

Eric Medina
Outgoing President

Evan Plisner
Incoming President

MII




Club History

[l is the University of Michigan’s premier student-run finance organization. MIl was

founded in the 1998 academic year with the objective of educating members

through interactive portfolio management. MIl currently has more than $12,000 in
assets under management. The portfolio is funded through an annual $100 member donation
at the beginning of the fall semester, returned at the end of the year, subject to portfolio
performance. While Ml is a registered student organization at the Stephen M. Ross School of
Business, membership is open to any undergraduate at the University of Michigan. In addition
to MIl's primary goal of educating members on the fundamentals of investing, MIl strives to
offer its members the following:

9 Hands-on investing experience

1 A forum for the sharing of market knowledge and investment ideas
9 Access to up-to-date information on current market conditions

9 Development of leadership skills

9 Career guidance and professional networking opportunities

MII’s interactive management strategy has led its portfolio to meet or outperform its benchmark
each year since its inception. The financial success of the organization has allowed it to host
numerous events, including an exclusive presentation in 2006 by CNBC's Jim Cramer. Mll's
website, created in 2006, allows current members to stay up-to-date with current club
activities and to exchange investment ideas through its blog. In the 2007-2008 academic year,
MIlI managed its largest portfolio in history. In 2008, MII reorganized its membership structure
and admitted members through an application and interview process. In March of 2009, M|
hosted its first Undergraduate Investment Conference, which brought together undergraduate
students from the nation’s most prestigious business programs (for more information, please
see page 9). We look forward to the next chapter in MIl's long history of success.




Club Structure

ast year, MIlI's membership base grew to over 300 members, making it the largest

student-run investment club in the nation. However, facing a lack of the agility

required to succeed in increasingly volatile markets, its executive board decided on a
new structure that would improve participation, increase the exchange of ideas and
information, and create a better hands-on experience for members. Thus, membership is now
limited to 50 passionate, knowledgeable, and dedicated individuals. With this new structure,
the club has experienced increased involvement and flow of ideas among members. In fall of
2008, the 50 most qualified candidates were selected from 248 undergraduate applicants in
various schools and graduating classes at the University of Michigan.

MII has a total of 60 members, including a ten-member executive board that consists of a
president and three vice presidents.

2008-2009 Member Demographics

Member Class Standing Member School of Enroliment

= Freshman u Sophomaore Junior u Senior ® Ross School of Business = College of LSA College of Engineesing




8 Investment Strategy

Il takes a disciplined approach to investing, with a medium-term outlook for

attractive returns with capital preservation. Specifically, MIl evaluates market

sectors to locate particular securities that appear undervalued or overvalued on the
basis of fundamentals, growth projections, and risk potential. Investments are made with a
three- to six-month time horizon, in attempt to find securities that will ultimately be re-priced
by the market. Procedures for investments are as follows:

Relative Value Strategy

The Relative Value strategy is a segment of MIl’s portfolio benchmarked to the S&P 500 Index.
This portion of the portfolio is focused on investing in mid- and large-capitalization American
and foreign equities. MIl has two overarching goals for the Relative Value portfolio: exceeding
its benchmark and minimizing risk and portfolio volatility. MIl accomplishes these objectives
through fundamental company/industry research and quantitative analysis. Acceptable
investments include equities, ETFs and closed-end funds.

Special Opportunity Strategy

The Special Opportunity strategy does not have a formal benchmark. The primary objective for
this portion of the portfolio is to enhance overall returns by identifying unique opportunities
outside of the organization’s traditional investment universe. By analyzing conditions in a
variety of capital markets, Ml identifies shorter-term investments that will generate returns
attributable to sources other than market beta. This allocation is focused on equity long/short
and arbitrage strategies (including but not limited to capital structure, merger, and fixed-income
arbitrage) and makes extensive use of derivatives.

Investing Guidelines
All investments must meet the following guidelines:
T All short positions must be checked against the Reg SHO list from the most recent trading
session and subsequently avoided if necessary.
9 Equities must trade on the NYSE, NYSE Alternext, or NASDAQ markets.
9 Equities must have at least 100,000 shares traded daily, on average (3-month).
TWhen considering ETFs, the Investment Committee must review comparable ETFs and their
expense ratios and liquidity.
9 Derivative investments must be exchange-traded.
9 Fixed income investments may include federal, municipal and corporate bonds, CDs and
money market funds.



Portfolio Performanciit

Performance Attribution

==\\/|| Portfolio

== S&P 500 with dividends reinvested

Leaders Return Laggards Return
Freeport-McMoran Cap. Struc. Arb. 35.6% High-Yield/Treasury (Long/Short ETF) -4.8%
Puget Energy Inc. Common Equity 13.8% Closed-End Fund Dividend Capture -0.2%

Palm Inc. Long Put Spread 10.1% Wal-Mart Stores Inc. Common Equity | 2.1%
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Performance Metrics

2008-2009 Academic Year

Annualized

Portfolio S&P 500

Portfolio S&P 500

Return

Daily Std. Dev.
Beta

Alpha

199%  -3.7%
1.4% 2.9%
0.27 -
23.6% =

Return 54.1%
Annual Std. Dev. 22.5%
Alpha 61.8%

Sharpe Ratio 2.4

-7.8%
46.5%




Portfolio Commentary

Evan Plisner, President

our 2008-2009 school year was, without question, the most challenging period for

global capital markets in the past century. From the loss of two major investment

banks and the quasi-nationalization of the world’s largest insurer, to a $60 billion
Ponzi scheme, financial markets were hit with declines not seen since the “Dot-Com Boom.”
To recap: the benchmark S&P 500 Index fell nearly 40% from its high, crude oil declined from
a high of more than $147 to $50 a barrel, U.S. Treasury Bills traded with negative yields, high
-yield corporate paper yielded as much as 22% over comparable Treasuries, and the FTSE
EPRA/NAREIT real estate index fell more than 40% (2008). The magnitude of dislocation in
capital markets is epitomized by a research paper from Paul De Grauwe, Leonardo lania, and
Pablo Rovira Kaltwasser:

“We selected the six largest daily percentage changes in the Dow Jones
Industrial Average during October, and asked the question of how frequent
these changes occur assuming that, as is commonly done in finance models,
these events are normally distributed. The results are truly astonishing. There
were two daily changes of more than 10% during the month. With a standard
deviation of daily changes of 1.032% (computed over the period 1971-
2008) movements of such a magnitude can occur only once every 73 to 603
trillion billion years. Since our universe, according to most physicists, exists a
mere 20 billion years we, finance theorists, would have had to wait for
another trillion universes before one such change could be observed. Yet it
happened twice during the same month. A truly miraculous event.”

While nearly all professional investors were hard hit by the widespread declines, our strategic
flexibility allowed for performance that far exceeded expectations. Despite a loss of 3.7 % for the
S&P 500 Index, Mll's portfolio returned 19.9% during the 2008-2009 academic year. Our
outstanding return is complimented by a similarly exceptional control of portfolio risk, with a
portfolio beta of 0.27 (to the S&P 500) and a daily return standard deviation of 1.42% (vs.
2.93% for the S&P 500). These results present one of the most important factors that
distinguishes MII from every other undergraduate investment club in the United States: our
ability to pursue attractive investments no matter what form or market they appear in. As
presented on page 6, our ability to invest both long and short and utilize derivatives allows our
club to modify the risk-reward profile of our investments as we see fit. Despite foregoing
opportunities to increase assets under management in exchange for pursing a structured-index
approach, we have and will continue to be independent, opportunistic investors. At the
conclusion of our 11th year of investing, we hope it now becomes clear that successful active
management truly is possible.



Club Events

Chicago Trip

In an effort to carry out MII's mission to teach its
members about finance, 50 club members had the
opportunity to tour the Chicago Federal Reserve Bank, the
Chicago Board Options Exchange, and the Chicago
Mercantile Exchange. This was a chance for members to
learn about America’s banking system, as wall as gain an
inside look at how markets function and securities are
traded from the floor of two of the world’s premier
financial exchanges.

BP Trading Simulation

In an exclusive event for MII members, BP
Integrated Supply and Trading brought trading
equipment and software from its Chicago office to
host two hour-long energy trading simulations.
This was an opportunity for members to get a feel
for real-world trading, as the software and
equipment provided is used by BP in training
professional traders.

Stock Pitch Competition

The first MII stock pitch competition, which took place in
the spring of 2007, was a tremendous success, with
twenty teams competing for a grand prize of two
thousand dollars. In the spring of 2008, MII brought a
sensational year to a close with its 2nd annual
competition. After another year of exploring global equity
markets, twenty three-person teams once again
showcased their investing skills for the chance to take
home prize money of over two thousand dollars. Judges
for the event consisted of various industry professionals.

In 2009, MII brought together undergraduates from across
the nation to participate in an intercollegiate stock pitch
competition, as part of the first annual MII Undergraduate
Investment Conference (please see next page for more
information).
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MII

The Annual MII Undergraduate
Investment Conference

n March of 2009, MII led an initiative to bring together student investment clubs and

undergraduate business programs across the nation, for the first annual M|

Undergraduate Investment Conference (UIC). The conference is a student-led initiative
designed to serve as the premier forum for undergraduate students to showcase their
investing skills, exchange market insight, and learn from industry professionals. The
inaugural two-day conference brought
together teams of undergraduate students
from 17 business programs, to exchange
ideas and to compete directly with other
students in a test of market knowledge,
analytical skills, and investment aptitude.
Participants also had the opportunity to
learn about issues relating to investing from
Wall Street professionals, experts in public
policy, and some of the best minds in
academia. The teams competed in a two-
round competition, pitching their best
equity investment ideas to professionals in

the financial industry. In the end, a team

i ; ; Outgoing MII President Eric Medina speaks to participants
e Lelhizpn Siee Linkessly wes at the final round of the stock pitch competition.

awarded the grand prize of $3,000 in cash.

Speakers and Panels
The conference featured BP’s commaodity trading simulation and panel discussions covering
corporate social responsibility and effects of the Obama administration’s policies on investing
and the financial markets. Additionally, multiple investment clubs showcased unique facets
and accomplishments of their organizations. Speakers and judges included Michael Gelband
of Millennium Management; Dwight Cass, capital markets editor for Breakingviews; Jack
McHugh of the Mackinac Center for
Public Policy; Robert Van Order,
professor of finance at the Ross School
of Business; Marina Whitman, professor
of business administration and public
policy at the Ross School of Business I
and the Gerald R. Ford School of Public
Policy; Mark Senn, BP Global gasoline
trading manager; and Rick Bunch,
managing director of the Erb Institute for

Marina Whitman, Dwight Cass, Jack McHugh, and Robert Van
Order (right to left) discuss the implications of the Obama
Global Sustainable Enterprise. administration’s policies in a panel in Blau Auditorium.



Stock Pitch Competition
In the first round of the competition, seventeen
teams pitched stocks to investment professionals
visiting from firms such as JPMorgan, Loomis
Sayles, NorthPointe Capital, and Optiver. Five
judges selected the top four teams for the final
round, which consisted of students representing
MSU, Penn State, Michigan, and Villanova.
Representing MIl and the University of Michigan
were Ross sophomores James Cooper and Derek
Griesshammer, and Ross junior Charley Li, who FmdaIHround Judges Mohammed Yehia, Thomas Ko-ng-_’
and Hugh S. Cummins, IlI, (left to right) view partici
pitched Walter Industries Inc. pants’ final round pitches.

The final round of the competition commenced in l
the school’s Blau Auditorium. Each team was
given 15 minutes to present, followed by 10
minutes of questions from a panel of three
judges. The final round judges included Hugh S.
Cummins, I, of SunTrust Robinson Humphrey,
Thomas Kong of Barclays Capital, and
Mohammed Yehia of Optiver. MSU was selected
as the winner of the grand prize, with its pitch of

. The final round judges award the winning team from
DHT Maritime Inc. MSU with $3,000 in prize money.

The Premier Investment Conference for Undergraduates

Given the success of the inaugural UIC, the club plans to hold the conference annually, as a
unique, student-led initiative designed to serve as the premier forum for undergraduate
students to exchange market insight and learn from industry professionals.

Corporate Partnership Opportunities
The MII UIC presents an outstanding opportunity for corporate sponsors to reach out to
students representing the top business programs across the nation. The list of sponsors for the

inaugural conference included BP, Optiver, Breakingviews, Deutsche Bank, Ross SGA, and
MSA.

Participating students speak with Mohammed Yehia of Optiver.
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Corporate Partners

ne of MII’s primary objectives is to further educate and prepare its members for
careers in the financial industry. One of the best methods for achieving this goal
has been through interaction with corporate partners, and thus Ml is always

looking to expand its corporate relationships. Its members are the most dedicated financial
leaders at the University of Michigan, and MIl works to create new learning opportunities
offering better insight into the industry and more direct access to financial firms. Benefits of
partnership include networking opportunities, presence on campus, and much more. Mi|
looks forward to working with you and connecting you with tomorrow’s business leaders.

Ways to Connect with Ml

1

f
f
f

Sponsorship of annual events
Guest speaker events
Campus workshops

Annual club sponsorship

Benefits to Corporate Partners

1

Networking and Recruiting Opportunities: By partnering with MIl, your
organization will have access to the club’s exceptional member base and will
receive a resume book of all members with at least sophomore standing.
Campus Presence: As the premier student-run finance organization at the
University of Michigan, your company will be recognized at MIl events and in
the club’s annual report.

Recogniti on o Nouligdnidason Wilebb recoghizd on MII’s
website, a vehicle used to inform, educate, and provide a means for members to
discuss market issues.

11

If you are interested in becoming a corporate partner please contact:
Evan Plisner at eplisner@umich.edu or 248.762.8111.



Alumni Network

ike other prestigious organizations, MII prides itself on its strong alumni network.

Former MII members can be found in all aspects of the financial markets; from

Kelsey Morgan (2006) of private equity firm The Carlyle Group and Mike Garcia of
investment bank Moelis & Co. (2006), to Brandon Diersch (2004) of global technology
company Microsoft and Dan Brachfeld (2007) of investment bank JPMorgan.

This year, MIl adds to its list some of the club’s longest serving executive board members.
Outgoing President and 4-year executive board member Eric Medina will return to the
securities division of Barclays Capital as an analyst, outgoing Vice President of Investments
Justin Killion will join fund-of-hedge funds firm Grosvenor Capital Management as an
associate, and outgoing Investment Analyst Logan Pérez-Gurri will join the investment
banking division of Goldman Sachs as an analyst.

Each of these graduates has made a profound and long-lasting impact on the organization.
MII is grateful for their contributions and wishes each one of them the best of luck in all of
their future endeavors.

MII has a strong desire to improve contact with its alumni. If you are a former MIl member,
please contact Evan Plisner at eplisner@umich.edu or 248.762.8111.
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www.miiclub.org




