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Date: 3/28/13 

Analyst: Kyle Irion 

CIF Sector Recommendation Report (Spring 2013) 

Sector: Financial   Review Period: March 3rd 2013 - March 25th 2013 

Section (A) Sector Performance Review 

 

 

Headline News: 

Cyprus has agreed to restructure its banks but a vote to tax deposits held in its banks 

has been delayed, leaving the EU and Russian investors in the dark. However, a deadline for 

Cyprus on a final decision will be on Monday. An early proposal of 15% would potentially have 

investors pulling their money out of Cyprus and sending the country’s financial market into an 

even worse predicament. 

FIN

Ticker Current Beg. Stop-loss Target % Cap # Shares Current vs. Sectorvs. S&P 500

Price Price Price Price Gain Value

S&P 500 $INX 1551.69 1518.20 2.21%

Sector ETF XLF $18.13 $17.64 2.78% 14100 $255,633.00 0.57%

Current Holdings

AFL $51.52 $50.19 $45.99 $58.77 2.65% 400 $20,608.00 -0.13% 0.44%
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 Jamie Dimon, CEO of JP Morgan Chase, is being called on to resign. Last year alone the 

bank tallied $6.2 Billion in losses. A subcommittee of investigators has been reviewing the 

Bank’s performance while Dimon has been CEO and have been very critical in its review. Over 

the years Dimon has “earned the reputation as an astute manager of risk” in the financial 

world. The board has announced that Dimon will keep his job, even though his salary was cut in 

half after the board felt that Mr. Dimon was not doing an adequate job of supervising. 

Highlight the biggest (+) and the biggest (-) movers: 

The largest (+) mover was Genworth Financial Inc. (GNW) which has been up 19.15% over the 

past month. This growth has been due to “boosted by gains in mortgage and health-care 

pricing,” and investors believe that GNW shares could reach $18; it is currently at $10 

(Reuters). GNW also announced that “electronic signature capabilities from 

DocuSign®into will implemented into its platform, which is used by independent financial 

advisors for investment management and other services.”  

 

Also, Discover Financial Services was up 17.21% this month. DFS recently announced 

its repurchase program to take place this month. “The new repurchase program 

replaced the company’s previous $2 billion repurchase program, which had remaining 

authorization worth $600 million as of Mar 14, 2013” (Yahoo.com/Finance). The firm 

also announced its revised business plan for 2013 which included plans to enter the 

home equity and checking industries with a new banking platform for debit transactions. 
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The largest (-) mover was Goldman Sach’s Group Inc. falling 4.5%. The bank and 

financial holding company sold its remaining stake in a healthcare technology company 

after it was acquired by someone else. It also hired Morgan Stanley’s head of Asia 

investment banking. These two headlines received mixed reviews, but the stock price 

dropped significantly on those days. 

 

Largest two holdings: 
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Berkshire Hathaway is the largest holder of the XLF with 8.68% assets. CEO Warren 

Buffet will not become Goldman Sach’s largest shareholder but will instead receive a smaller 

share. Goldman and Berkshire benefitted from this move. JP Morgan Chase is the 2nd largest 

holder with 8.66%. JPM’s CEO is being called to step away from the company has a 

subcommittee critically reviews $6.2 Billion in losses while under the supervision of its CEO. 

JPM has released that the CEO will maintain his position with the company. 

Short Term Outlook: 

 Outlook for the sector remains bullish as 18 of 19 companies have been declared 

‘healthy” as they passed tests if they would survive an economic downturn. The XLF has been 

outperforming the S&P 500 since the begging of the year as well. Also, the housing market is 

making a comeback ever since the crisis of the late 2000s. 

Section (B) Sector Holding Updates 

Company #1: Aflac (AFL) 

Date Recommended: 3/8/13 

Date Re-evaluated:   3/29/13 

Company Update 

Aflac’s stock price has raised just under $2 since the day the CIF purchased on March 8th. It is 

currently trading 50 cents below the 52-week high. Aflac presented to JP Morgan Chase its 

“outlook for 2013 and strategy for growth in the U.S. and Japanese insurance markets.” As Aflac 

looks to expand internationally, investors are confident that sales will rise for the firm. Analysts 

have remained bullish on the stock and the first quarter earnings are to be reported on the 24th 

of April. Few revisions have taken place by analysts as this stock continues to grow, however at 

a slower rate than anticipated. 

Relative Performance 

Aflac has been performing below the XLF and S&P 500 in the 1 year price chart and the 3 month 

price chart. The one year price chart does show that Aflac has grown significantly and has 

narrowed the gap between itself and the sector and index. This growth is directly related to 

sales increasing over the past year. Aflac is confident that sales will continue to grow in 2013, 

but many analysts have questions as to whether or not AFL can meet expectations. 

Price Charts 
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Valuations Analysis 

Original Analysis 
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Re-evaluation Analysis 

Ratio Analysis Company Industry Sector 

P/E (TTM) 8.6 31.42 35.57 

P/S (TTM) 0.97 4.42 5.35 

P/B (MRQ) 1.54 1.14 1.47 

P/CF (TTM) 1.60 (Morningstar) 28.68 (Reuters) 17.99 

There have not been any significant changes for any of the valuation metrics during the review 

period. For Aflac, all of the ratios increase. All of the ratios for the industry declined except for 

P/B, which increased. This is also true for the sector. The largest increase or decrease of a ratio 

was by 0.54. 

 

Historical Surprises 

Original Analysis  
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Re-evaluation Analysis  
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Consensus Estimates 

Original Analysis  
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Re-Evaluation Analysis  

 
For Quarter end Mar-13 and Jun-13 estimates have declined and even the number of estimates 

has shrunk. After reviewing Aflac, the company is fully confident that they can meet quarterly 

estimates in 2013. However, several analysts believe that Aflac’s growth is too slow and that 

estimates will not be met. Aflac did have a negative surprise in sales for Quarter End Dec 12, 

but the company is focusing on increasing sales by expanding its operations internationally, in 

particular Japan. 
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Re-Evaluation Analysis  

 

For revenues last week the down revisions gained one mark for each of the periods. For 

revenues last four weeks there were no up revisions and fewer down revisions. For earnings 
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last week there was one more down revision for Year end Dec-14 and one less down revision 

for quarter end Mar-13. For earnings last four weeks there were far less down revisions and up 

revisions decreased by two for quarter end Mar-13. 

 

Analysts’ Recommendations 

Original Analysis 

 

Re-Evaluation Analysis  

 
Nothing has changed very much for the Analysts Recommendations and Revisions except for 

the mean rating. The mean rating increased by .04 recently. 
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Section (C) Sector Recommendations 

The financial sector has performed very well since the beginning of the 2103 and analysts are 

bullish on the sector as a whole. With 18 of 19 companies being able to survive an economic 

downturn, this is a good sign for the XLF and the CIF. We have had Aflac apart of our portfolio 

for about 3 weeks now and are currently up $1.58 since the purchase date of 3/8/13. The stock 

is still under the target price almost $7 but is moving in the right direction. Quarter earnings are 

to be reported in late April so as far as we know there won’t be any big news on AFL until then. 

I am bullish on the financial sector as it continues to perform very well and outpace the index. 

The stress test only reiterates my bullishness as institutions are predicted to withstand 

economic downturns. Aflac has performed well for the CIF and I believe it will continue to do so 

as the sector continues its outstanding performance. 

  

Section (D) Sector Holding Recommendations 

Based on your analysis, are there stocks CIF currently owns from your sector you would 

recommend to: 

1. Sell and why? 

2. Adjust “target price” and why? If you recommend an adjustment, you must suggest a new 

“target price” 

3. Adjust “stop-loss price” and why? If you recommend an adjustment, you must suggest a 

new “stop-loss price” 

Provide your recommendations in the following table 

 
 

Company Name 

 
 
Ticker 

Symbol 

 
Date 

Recommended 

 
Date Re-
evaluated 

 
Recommendation 

(Explain Why) 
 

 
Sell 

Adjust 
“Target 
Price” 

Adjust 
“Stop-

loss 
Price” 

Aflac Inc. AFL 3/8/13 3/29/13 No No  No 

The CIF purchased this stock three weeks ago and thus far turned a profit. The Target price may 

be a “stretched” based on the bearish sentiment by analysts towards its rate of growth. That 

being said we can discuss a possible change in class. I personally do not believe that the target 

price should be changed, for only holding the stock for 3 weeks it has earned a decent profit for 
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the CIF already. I also do not believe we should adjust the stop-loss price as we have not had 

any negative experiences yet with Aflac. 

 

Sources: 

www.reuters.com 

www.yahoo.com/finance 

www.google.com/finance 

www.thestreet.com 

www.seekingalpha.com 

www.aflac.com 

us.spindices.com 

www.standarsandpoors.com 
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