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MATHEWS CAPITAL DENIES POSITION IS RISKY

By Chris Kennedy on 28 February 2011 0 comments
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Mathews Capital Partners has refuted suggestions that concentrated positions in
its Velocity Fund lead to negative risk, saying a thorough research process has
led to the fund’s outperformance.

Velocity portfolio manager Ben Henri said that if “risk” equated to “not being
correlated with an index”, then the fund was risky — but he added that the fund
did not aim to track any index, and its returns showed that volatility risk thus far
was on the upside in the long term.

A process that included 450 company meetings per year provided Velocity with the conviction to stand by
its holdings regardless of market conditions, with the fund attributing its returns to its research.

The fund has returned an annualised 47.5 per cent since its inception in 2006 and more than 450 per
cent total accumulated return (as at December 2010), and has done so with a small number of stock
holdings — generally around 30 to 40 at any time. The portfolio is concentrated with as much as 50 to 60
per cent of holdings allocated to the fund’s 10 biggest stocks.

This allows greater surveillance of the fund’s major holdings and this research approach would not be
possible in a fund with hundreds of stocks, Henri said.

The fund did not aim to provide investors with an exposure to a particular sector or market, but rather
took the aim of making as much money as possible from the stock market for its investors, Henri said.

Many of the major current holdings were in smaller cap resources stocks, but Henri said the fund was
neither a small cap portfolio nor a resources portfolio — that was just the area where the best
opportunities could be found. He added that if the market moved the fund would still be nimble enough,
at around $82 million in funds under management, to shift into other areas.

An ongoing process of face-to-face company meetings — there were around 450 in calendar year 2010,
mostly with company chief executives as well as site visits — is the reason the fund has such a high
conviction in the stocks that it holds, Henri said.

While the fund is essentially an Australian equities long fund, it was able to finish 2008 in positive
territory by taking a short position on commodities and indexes in particular, he said.

Zenith’s head of alternatives research, Daniel Liptak (pictured), said the fund has a different take on risk
to many other managers.

The fund was interested in the ability of a company to deliver and perform, whereas an institutional
investor would look at a manager relative to risk and the overall market, he said.

The risk in the fund is not so much about the volatility but whether Henri and the team could continue to
keep finding the types of opportunities that had led to the fund’s current history of strong performances,
Liptak said. But he added that there was no evidence to suggest the team would not continue to perform
well.

While the fund does make thematic bets it was not always invested in small cap resources, for example
it had previously focused on sectors such as oil and coal seam gas, Liptak said.
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One of the most interesting things about the approach within the Velocity fund was that they continued to
back their research when the market was moving against them, which is a significant psychological
barrier to overcome, he said.

For example the fund continued to buy Arrow Energy and Centennial Coal when negative market
sentiment suggested they should sell.

Investors in the fund are predominantly family trusts, self-managed super fund trustees and high-net-
worth individuals, as well as a fund of funds manager, according to Mathews Capital’'s head of fund
distribution Robert Duke.

The fund is also hoping to attract further wholesale investment, and while many institutions may be put
off by the fund’s 2 per cent management fee and 20 per cent performance fee there is no reason that a

smaller institutional investor could not make an allocation to the fund, Duke said.

The minimum investment is $250,000 with an initial 12-month lockup.
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