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Q: What is your investment phi-
losophy?
A: My investment philosophy is to 
maintain a diversified portfolio and 
measure it with risk adjusted returns. 
I do believe that slow and steady wins 
the race. 

My philosophy in a nutshell is the old 
story about the tortoise and the hare. 
I do believe the people that follow 
the aggressive growth philosophy can 
do very well but I’d rather stick with 
a steady more predictable, low risk, 
and low volatility high quality compa-
nies. I think patience is a virtue and 
I believe if you stick with your invest-
ment philosophy through the different 
market cycles in the long term you 
can generate higher returns with less 
volatility. 

I believe in the philosophy that says 
‘Don’t speculate because you don’t 
need to.’ So we look for good qual-
ity stocks at value pricing. I’ve been 
managing money with this philosophy 
for a decade, and in the fund since 
2005. 

Q: How does this philosophy trans-
late into an investment strategy?
A: I use an approach to evaluate in-
dustries and sectors of the economy 

The Archer Balanced Fund aims at maintaining an asset allocation model by investing in 
stocks and bonds at different levels depending on market conditions while keeping the risk 
below that of the S&P 500. Portfolio manager Troy Patton uses a top-down approach to evaluate 
industries and sectors that have fallen out of favor and within them to identify companies with 
financial strength and strong management that are selling below their intrinsic value.

Steady Returns            

Troy Patton CPA has been managing the fund 
since its inception.  He has over a decade of ex-
perience managing investments and preparing 
formal business valuations. 

Patton managed individual portfolios until the 
inception of Archer Balanced Fund, as he was 
President of a Midwest Broker/Dealer until he 
was hired to manage the Archer Balanced Fund.  
He was named outstanding CPA by the Indiana 
CPA Society in 2005. In addition, Patton was a 
member of the Collegiate USA Wrestling Team in 
1990.

Patton likes the Mark Twain saying, “There are 
two times in a man’s life when he should not 
speculate: when he can’t afford it and when he 
can.”
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that are depressed or have fallen out 
of favor with investors. Then within 
each, I seek to find companies with 
solid financial strength and strong 
management that are selling below 
their intrinsic value. So from a funda-
mental basis it’s more like a bottom-
up strategy. 

I strive to outperform the DJ Moder-
ate Index first and then the S&P 500 
index. I believe in asset allocation as 
it has been proven to account for over 
90% of the returns within a portfolio. 
Asset allocation is also important be-
cause winning stocks of the prior year 
are not likely to outperform each and 
every year. 

Q: Could you give an example of 
such a company?
A: A good example is Johnson & John-
son. Year-to-date the stock has de-
clined, but if you look at predictable 
earnings and fair value of the com-
pany over the last ten years and you 
look ahead, you will see the stock’s 
trading price to earnings ratio is be-
low the mean. 

I believe in the reversion to the mean 
philosophy. Stocks with predictable 
earnings and stable businesses may 
go in and out of favor but in the long 



run are likely to trade near their long 
term mean of price to earnings ratio. 
Based on history and future earn-
ings, Johnson & Johnson is likely to 
trade between $66 and $75 near-
term. When it trades below $66, I 
add shares to my portfolio. At that 
price level there is a margin of safety 
and the stock is likely to generate as 
much as 8% return with very low risk. 

Q: How do you ascertain value?
A: I use a stock screener and I want 
the current price to be less than the 
52-week high and below the histori-
cal mean (P/E). I have two different 
screeners. I look at historical price to 
earnings ratio, return on equity, divi-
dend consistency, debt to equity, and 
current price to earnings ratios and 
from there I generate a list of com-
panies for my watch list. I also try to 
view stocks on the predictable earn-
ings measure.

Book value of the company is still 
decreasing and in my estimate it will 
keep decreasing for a foreseeable 
time. If interest rates continue to rise, 
the unit sales are going to continue 
to go down and fixed infrastructure 
cost will drag down the book value. 
Before they can get back to normal-
ized earnings we need to have a nor-
malized housing market and until we 
do that homebuilders are not a value. 
Toll Brothers in my estimate does not 
offer value above a $23 price. 

Q: Where do you stand in terms 
of asset size in the fund and fee 
structure?
A: We are small but growing – we 
have $11 million under management. 
We fixed our costs to not be higher 
than 1.2% on the mutual fund side. 
Once we get to $100 million then the 
expense ratio would be about 0.94%. 
At some point I will reduce my man-
agement fee as well because I want 
it to be less than 0.9% and reduce it 
further to 0.6% as the assets grow 
above $400 million. 

Q: Does your portfolio have stocks 
and bonds?
A: We are a balanced fund. Currently 
we are 70% based in equity and 30% 
in bonds. I have been as low as 53% 
equity but I don’t foresee currently 
getting back to that position. 

Q: What kind of bonds do you in-
vest in?
A: I do believe that there is some 
money to be made in the bond mar-
ket at certain levels, but over the long 
haul I still believe the equities are go-
ing to provide the key to any portfo-
lio. So I use the bond portion as an 
anchoring in terms of stable returns. 
And I use equity to get the alpha and 
that’s how we create the value in the 
marketplace for the investors.   

I try to structure my own deals on 
reverse convertible notes. I’ll take a 
reverse convertible note which has a 
put feature and trades like a short-
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“My philosophy is similar 
to the old story about 
the tortoise and the hare. 
I’d rather be patient and 
steady and opposed to 
jump around at the latest 
craze. If you stick with your 
philosophy through the 
different market cycles it 
will tend to show positive 
long-term results.”

Q: Do you narrow your investment 
universe down and then do more 
research into the companies?
A: I look at both domestic and inter-
national companies. I narrow my uni-
verse down to approximately 25-30 
names on each screen based on fun-
damental criteria. I use my contrarian 
screen and I am looking for total debt 
to equity of less than 0.5% and a con-
sistent dividend yield. We also use 
multiple sources of information to 
cross reference various data points. 

Q: How many of these 25 names 
end up in the fund?
A: One or two. We probably have 36 
stocks at the moment. We are fairly 
concentrated. Generally, I do not want 
to have more than 40 stocks at any 
one time. I do believe in giving higher 
weight to the top ten positions. For 
instance Johnson and Johnson and 
Microsoft are at 4% in the portfolio. 

On my watch list at any given time 
there are probably 75 stocks. I con-
stantly run my screens every day, and 
I add and delete stocks that have run 
too far or I just don’t see them as a 
value. It’s not to say that I wouldn’t 
go back to them.  

Once I go through the screens I start 
reading all the SEC filings and earn-
ings reports. I read the notes to the 
financial statements, I talk to man-
agement, I try to speak to people at 
different companies and gain insights 
in the business. 

Q: Could you illustrate your re-
search process with an example?
A: We recently researched Toll Broth-
ers because I’d like to find an entry 
point into a homebuilder. We tried to 
determine where Toll Brothers is going 
to be in one year, margin of safety at 
different levels, and how many units 
they are going to sell. What is their 
infrastructure like, what costs they 
need to cut and where are they head-
ing in sales? I looked at the historical 
stock price and earnings. 
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term note. I’ll take short-term notes 
on stocks that I understand and would 
not mind owning in the future.  If the 
stock is put to me, it will be at a price 
I like and if not, then I should make a 
solid 8%-12% return.

Reverse convertible notes are about 
19% of my portfolio, my current yield 
to maturity is about 7.28% but I’m 
also sitting on about 1¾% in unreal-
ized gains. I understand that some-
times these products are expensive 
because of the underwriter fees but I 
believe the rates of return justify the 
incremental cost.  

The part of my bond portfolio that has 
not performed very well is treasur-
ies. I’ve taken a position in 20-year 
treasuries which probably was a little 
more aggressive than normal because 
I thought the 10-year was going to slip 
to around 4.2% to 4.3% form a techni-
cal standpoint looking at my bonds. It 
moved against me so I’ve lost ¾ of 
a percent of the overall return in the 
portfolio, but that happens.  Now I am 
looking for a rally in the bond market 
to move potentially out of that position 
and into a shorter duration because I 
think long term rates will continue to 
trend higher. Although, from a politi-
cal standpoint our government has a 
unique ability to want to keep inflation 
ultimately low. The government takes 
the largest hit if rates go up. 

Q: Does the bond market expo-
sure require you to have a view 
on inflation, interest rates and the 
general macroeconomic trends in 
the U.S.? 
A: From a stock perspective I’m not a 
chartist, I’m a fundamentalist. And on 
the bond portfolio I use charts a lot 
more. For instance I recently charted 
the P/E ratio of the S&P 500 to yield 
on 10-year treasuries and I try to look 
at correlation or inverse relationships 
and try to see historically what the 
bond market did at this point in time. 

I think that there is overall inflation 

in the global economy. I think there’s 
a real problem in the U.S. as far as 
inflation in certain sectors (Food and 
Energy) is concerned. There is defla-
tion in some sectors and inflation in 
others and I believe that’s normal. 
But one area that concerns me is the 
whole food and energy areas because 
that’s the main part of the consump-
tion of all families. The CPI basket 
shows that 20% of our expenditures 
are in the food and energy but for 60% 
of the families in America that food 
and energy basket makes up closer 
to 50% or maybe even higher.  

Q: What kinds of risk do you moni-
tor and what do you do to mitigate 
them?
A: I actually watch my risk very in-
tently and I like to see our portfolio 
have a beta of anywhere from 0.60% 
to 0.80%, which is significantly lower 
than the market. Modern portfolio 
theory tells us that beta is just a 
measure of volatility overtime and 
amazingly enough risk is reduced the 
longer you hold the stock. I’m more 
concerned and I also look at our al-
pha, the measure of our performance 
relative to our risk versus the bench-
mark. I try to focus on the risk and try 
to look at the stocks that I think per-
form admirably while taking less risk 
as well. That’s why stocks like John-
son & Johnson are the main thrusts 
of my portfolio. 

There is safety in large caps but I 
won’t say that I wouldn’t invest in 
small and mid-cap companies if I 
believe that such investments pro-
vide opportunities for better returns. 
Sometimes a stock is classified as 
a large cap growth stock and it may 
have a higher beta but depending on 
where it’s trading and depending on 
the future outlook, in my book it can 
be a relatively low risk investment. 
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