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Investment  Philosophy 

 M O N T H L Y  I N V E S T M E N T  U P D A T E   

U . S .  L A R G E - C A P  C O R E  E Q U I T Y  

 
The cornerstone of WestEnd Advisors’ investment 
philosophy is that Sector and Industry performance is 
highly correlated with particular stages of the busi-
ness cycle.   
 
WestEnd Advisors overweights Sectors we believe 
are experiencing economic tailwinds while avoiding 
Sectors we perceive to be untimely.  Within favored 
Sectors, we target high-quality, market-leading com-
panies.   
 
The result is a core investment style capable of shift-
ing portfolio Sector and style emphasis to remain 
properly oriented and timely over a full economic 
and market cycle. 

Product Inception:  January 1, 1996  

Benchmark:  S&P 500 

 

P e r f o r m a n c e  v s .  B e n c h m a r k* 

WestEnd Advisors claims compliance with the Global Investment Performance Standards (GIPS®). 
See following page for important Footnotes and Disclosures. 

P o r t f o l i o  C h a r a c t e r i s t i c s 

M o d e l  S e c t o r  W e i g h t i n g s 

S&P Russell
Gross* Net* 500 1000

February -8.13% -8.13% -10.65% -10.34%
Qtr-to-Date -12.59% -12.72% -18.18% -17.66%

Year-to-Date -12.59% -12.72% -18.18% -17.66%
1 Year -39.16% -39.54% -43.32% -43.62%
3 Year -12.13% -12.66% -15.11% -15.23%
5 Year -2.53% -3.07% -6.63% -6.38%
7 Year 0.96% 0.42% -3.85% -3.46%
10 Year 2.39% 1.85% -3.43% -3.02%

Inception 10.20% 9.62% 3.13% 3.26%

Returns greater than one year are annualized.

WestEnd Composite

*Returns are preliminary, not  verified, and subject to change.

Source: standardandpoors.com, russell.com
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E C O N O M I C  A N D  M A R K E T  R E V I E W  
The tumultuous equity markets of 2008 have spilled 
over into 2009.  Despite this challenging environment, 
WestEnd’s Large-Cap Core Equity portfolio outper-
formed the S&P 500 index through February.  This 
outperformance is explained in part by the portfolio’s 
35% Technology Sector weighting, but also by the 
quality of the companies in the Large-Cap Core Equity 
portfolio.  Our approach has always been to invest 
client portfolios in stocks of high quality firms, which 
we would describe as conservatively financed, industry 
leading firms with strong prospects for earnings 
growth.  These characteristics are desirable in any 
economic environment.  But this focus on quality com-
panies gives us particular comfort in challenging equity 
markets like we have today.    

We focus on multiple financial statistics to measure a 
company’s strength compared to its peers and to the 
broader market.  One effective way to measure the 
quality of a company’s balance sheet is to calculate its 
net debt (debt less cash) to market equity ratio.  This 
ratio measures the use of financial leverage, or the 
amount of debt relative to equity used to finance the 
firm’s operations, and examines a firm’s ability to 
deploy cash for strategic uses.  Large-Cap Core Equity 
portfolio companies have cash and marketable securi-
ties on their balance sheets equal to 11% of their equity 
market capitalization.  Non-Financial S&P 500 compa-
nies have on average about 13% of their market capi-
talization in cash and marketable securities.  However, 
if we subtract a company’s cash from its long-term debt 
to determine its net debt, the average net debt to mar-
ket-cap for companies in the Large-Cap Core Equity 
portfolio is only 5%.  The average net debt to market-
cap for non-Financial companies in the S&P 500 is 
53% or over 10x that of companies in the Large-Cap 
Core Equity portfolio.  And if we include Financial 
companies in this calculation, the leverage inherent in 
Financial companies’ operating models would increase 
the leverage profile of the S&P 500 even more.  High 
levels of cash and low levels of debt not only provide 
companies with financial staying power in a challeng-
ing economic environment, but also give firms the 
necessary resources to capitalize on market opportuni-
ties.   

The recent performance and actions of several Large-
Cap Core Equity portfolio companies demonstrate how 
many of these companies are using strong market and 
financial positions to take advantage of today’s difficult 
economic times to outpace their competition and drive 
earnings growth. 

Intel Corp., the world’s largest manufacturer of com-
puter microchips, has not escaped the effects of the 
recession.  But Intel, like many of the other companies 
in our portfolio, has a solid balance sheet that it plans to 
use to stay a step ahead of its competition.  Intel re-
cently announced plans to invest $7 billion of its $12 
billion cash position over the next two years to upgrade 
three manufacturing plants in the U.S.  These upgrades 
will not only enable Intel to manufacture next-
generation microchips, but more importantly, these 
upgrades will strengthen its competitive position versus 
its chief competitor Advanced Micro Devices, Inc.     

Interestingly, Advanced Micro Devices recently final-
ized a deal to spin-off its manufacturing division.  This 
spin-off could hinder AMD’s ability to quickly bring 
next-generation computer chips to market.  Intel CEO 
Paul Otellini explained Intel’s decision to expand its 
manufacturing capability using a statement from former 
Intel CEO Andy Grove who said, "bad companies are 
destroyed by crisis. Good companies survive them. 
Great companies are improved by them."  We believe 
that Intel will improve with this move. 

Best Buy Co., Inc. is the largest consumer electronics 
retailer in the U.S. with $40 billion in sales and 21% of 
the domestic consumer electronics market at the end of 
last June.  The recession has negatively impacted Best 
Buy of course, but not nearly as much as it has some of 
its competitors.  Best Buy not only increased its sales as 
the economy slowed in the second half of 2008, but 
also gained market share.  In fact, the company in-
creased its market share by 1.7 percentage points com-
pared to the prior year for the quarter ended November 
30, 2008.  This was the third consecutive quarter that 
Best Buy picked up greater than 1.5 percentage points 
of market share compared to the year before.   

How has Best Buy’s competition held up during the 
slowdown?  Circuit City, Co., its largest competitor, 
filed for bankruptcy in the fourth quarter of 2008.  Best 
Buy’s market share gains should accelerate with Circuit 
City’s exit from the market, and we expect Best Buy to 
emerge from this downturn with considerably more 
share than it had going into the recession.  The en-
hanced market share should in turn translate into in-
creased sales and improved profitability for the retail 
consumer electronics leader. 

Qualcomm, Inc. is an example of a company in the 
Large-Cap Core Equity portfolio that uses its financial 
strength to capitalize on attractive market trends despite 
the macro-economic downturn.  Qualcomm, which 

manufactures microchips for use in wireless devices, 
including cell phones, laptops and other handheld de-
vices, continues to benefit as the wireless industry 
transitions from systems built around second generation 
(2G) chips to systems built around third generation 
(3G) chips.  The transition from 2G to 3G (and eventu-
ally next generation 4G technology) allows for the 
wireless transmission of more information including 
clearer audio, video and a variety of data intensive 
software applications.   

The number of wireless subscribers using 3G devices 
should grow at a 20%+ annual rate for the next three 
years according to company estimates.  The growth of 
the 3G market also allows Qualcomm to increase mar-
ket penetration, as wireless device makers can only use 
Qualcomm chips in about 20% of 2G devices, but can 
potentially use Qualcomm chips in all 3G devices.  
Therefore, Qualcomm’s potential market could more 
than double in size over the next several years as con-
sumers embrace 3G devices, including smart phones.  
Of course, competition is fierce amongst chip makers as 
the world transitions from 2G to 3G.  Qualcomm al-
ready has about 30% of the 3G market, and the com-
pany has the potential to capture more market share 
thanks a recent royalty and intellectual property agree-
ment with Nokia Corp., the world’s largest maker of 
mobile devices. 

Intel, Best Buy and Qualcomm are examples of the 
industry leading firms with strong balance sheets and 
attractive earnings growth that we have always held in 
the Large-Cap Core Equity portfolio.  These types of 
companies not only have performed well in robust 
economic environments, but their financial staying 
power has allowed these firms to stand out in difficult 
economic environments, like today.  The portfolio 
continues to be overweight many of the economically 
sensitive Sectors in the S&P 500 Index in anticipation 
of improved economic conditions later this year.  Re-
gardless of the exact timing of an economic turnaround, 
the high quality of the Large Cap-Core Equity portfolio 
companies gives us confidence that these companies 
will weather the challenges from the current economic 
environment and continue to capitalize on opportunities 
in their markets. 

Robert L. Pharr, Chief Investment Officer 
Edmund N. Durden, Investment Analyst 
Frederick O. Porter,  Investment Analyst 

March 16, 2009 

WestEnd Advisors is an SEC-registered investment advisor.  WestEnd is an independent investment management firm, 100% owned by its principals.  WestEnd manages both equity and fixed-income assets for 
individual and institutional clients. 
WestEnd Advisors’ Large-Cap Core Equity Composite is an institutional-only composite and does not include portfolios in any wrap-fee program managed by WestEnd Advisors.  WestEnd Advisors’ Large-Cap 
Core Equity Composite is invested solely in U.S. Equity securities and/or high-grade money market instruments.  Returns were achieved without the use of options, derivatives, or leverage of any kind.  Results are 
time weighted, account size weighted, net of withholding taxes, use trade-date valuations, and include cash as well as the reinvestment of dividends, interest income, and other earnings, if applicable.  Portfolio returns 
were weighted using end of prior month values plus weighted cash flows.  Portfolios and composites were valued daily, were denominated in U.S. dollars only, and included all discretionary tax-exempt accounts 
with a minimum of $1,000,000. 
Composite performance results and percentage of firm assets from December 31, 1995 to December 31, 2002 were realized under WestEnd Advisors’ predecessor firm Providence Capital Management, Inc. in the 
Large-Cap Core Equity Composite.  Providence Capital Management was a registered investment advisor founded October 1, 1995 by Robert L. Pharr.  Mr. Pharr served as President and Chief Investment Officer, 
and made all the investment decisions since creation of the composite.  The Large-Cap Core Equity Composite creation date is December 31, 1995, and the investment strategy for the Large-Cap Core Equity 
Composite has been consistent since creation. 
Net-of-fee performance results are presented after investment management fees paid to WestEnd Advisors, as well as after brokerage or other commissions actually paid by clients in the management of their 
investment advisory account, but exclude any deductions for custodial fees.  The current management fee schedule, as described in WestEnd Advisors’ SEC form ADV Part II, is as follows:  1.00% for accounts 
valued at $1,000,000 to $4,999,999; 0.90% for accounts valued at $5,000,000 to $9,999,999; 0.75% for accounts valued at $10,000,000 to $24,999,999; 0.65% for accounts valued at $25,000,000 to $49,999,999; and 
0.50% for accounts valued over $50,000,000. 
Past performance is not indicative of future results.  It should not be assumed that recommendations made in the future will be profitable.  The information contained herein is not intended to be an offer to provide 
investment advisory services.  Such an offer may only be made if accompanied by WestEnd Advisors’ Form ADV Part II Disclosure Document. 
The S&P 500 and Russell 1000 are used for comparative purposes only.  The S&P 500, our primary benchmark, is considered an appropriate proxy for the overall U.S. equity market and is comprised of 500 leading 
companies in leading industries of the U.S. economy.  The Russell 1000 is used as our secondary benchmark and represents the extensive large-cap segment of the U.S. equity universe. 
The dispersion of annual returns is measured by the standard deviation of the asset-weighted portfolio returns represented within the composite for the full year.  Dispersion is calculated based on gross returns and is 
not shown when there are five or fewer portfolios as the calculation is not statistically meaningful. 
A complete list and description of all WestEnd Advisors’ composites as well as a presentation that complies with the requirements of the Global Investment Performance Standards (GIPS) may be obtained by phone 
(888-500-7501) or email (info@westendadvisors.com). 
Additional information regarding policies for calculating and reporting returns is available upon request. 
WestEnd Advisors has been verified for its claim of firm-wide compliance with the Global Investment Performance Standards (GIPS) for the periods December 31, 1995 through December 31, 2008 by Beacon 
Verification Services.  WestEnd Advisors’ Large-Cap Core Equity Composite has received a performance exam from composite inception through December 31, 2008.  A copy of the verification report is 
available upon request. 
Revised February 2009 

 


