Co-investment by staff
gives this fund’s clients
a sense of security

ANDREW MAIN

ROB Duke is the head of fund distri-
bution at Mathews Capital Partners, a
Sydney absolute return fund manager
setupin200Lby Philip Mathews witha
particular focus at present on the
resources and energy stocks sectors.

Itdidn’t do any harm at allin recent
years when Mathews was reported to
have made huge gains on major invest-
ments in Arrow Energy, Centennial
Coal, Pure Energy, not to mention
trading oil and commodity futures. To
Judge from the fact that he’s still work-
ing, there must still be some outstand-
ing investment opportunities on the
horizon and he never comments, but
there was no argument when Mathews
Capital’s Velocity Fund reported re-
turns of 463.90 per cent between
inception in July 2006 and August 31
this year.

What sort of sectors does your fund
invest in? :

Any sectors. Westay focused oninvest-
ing in sectors that provide the most
potential for us to make money for our:
clients and ourselyes in the medium to
long term. [t is not by accident that the
fund has been consistently invested in
the best performing sectors on the ASX
during the past five years,

Thesharemarkethasatendency not
to fully understand or factor in the im-
pact of macroeconomic, or industry
level changes. Specifically, we are in-
terested in changes that will haye sus-
tainable, long-term impact on the in-
vestments thatwe hold. Focusing on, a)
where the most change is taking place
or, b) where market consensus has
wrongly estimated change by a wide
margin, results in a small number,
usually three or four, of investment
themes that present the greatest
opportunity for long-term capital
appreciation with the least risk of loss
of capital.

We focus on deep analysis of each
theme and we still believe the most
attractive investment opportunities for
the fund exist in the energy and re-
sources sectors. The manager actively
uses short instruments to manage the
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Mathews Capital's overall return since 2006
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* Thematics matter most. [dentifying

thekey mvestment themesshouldbe
the main priority intheresearch
process.

+ Market consensusiswrong more

often than not.

Runaconcentrated portfolioand
allocate most of your capital toyour
bestinvestmentideas. Then watch
theseideasclosely.

The mostappropriate measure of
investmentriskisloss ofinvested
capitalandthebiggestcontributor to
alossof capital is often paying too
much foraninvestment.

Remain flexible, sowhenthe
fundamentals ofan investmentor
markethave changed youcan
respond accordingly.

JAMES CROUCHER

portfolio downside risk. During
periods of high market volatility, in-
cluding the global financial crisis, the
manager successfully protected inves-
tors’ capital. In 2008, shorting made a
very significant contribution to the
fund/profit and loss, with Velocity pro-
ducing a positive return of almost 9 per
cent when the ASX300 Accumulation
Index was down almost 39 per cent.

‘What's the history of your business?
Mathews Capital Partners Pty Ltd was
established by Philip Mathews in
March 2001. With more than two dec-
ades of investment markets experi-
ence, he is widely regarded as one of
Australia’s leading absalute return
fund managers. Ben Henri, chief in-
vestment officer of the Velocity Fund,
has worked with Philip Mathews since
1999. Henri has been responsible for
the Velocity Fund sinceits inception in
July 2006.

How many staff do you have and how
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Every day we come to
work, we are working
for both our clients and
ourselves

ROB DUKE

much doesyourfund and your overall
business have under management?
Based in Sydney with 10 full-time staff,
Mathews Capital has in excess of
$15bn (asatJune 30) on behalf of avar-
iety of high-net-worth individuals, pri-
vate companies, frusts, superannu-
ation funds and selected institutional
clients. Mathews Capital remains
index-agnostic with a focus on deliy-
ering absolute returns via a high-
conviction and disciplined investment
approach that has produced strong
out-performance in the medium to
long term. Mathews Capital's success-
ful investment process is based on
creative, detailed and original hands-
onresearch.

A significant portion of Mathews
Capital’s funds under management is
owned by staff and related entities.
This level of co-investment at Math-
ews Capital is something that differen-
tiates us frommany of our peers. Every
day we come to work, we are working
for both our clients and ourselves.
Many of our investors take comfort
from this level of co-investment, where
our interests are so strongly aligned
with ourinyestors. :

Do you believe the sectors you like
are undervalued at present and, if
so, why?

While many sectors appear under-
valued by traditional measures, we still
believe that the energy and resources
sectors will provide the most upside for
our investors across the medium term.
Inour view, the fundamentals for these
sectors at a macro level remain com-
pelling. Sub-sectors including mining
services, coking coal, thermal coal, base
metals and precious metals remain a
foeus for the fund.

How has your fund performed since
inception and in recent years?

When compared with the broader
equity market, the Mathews Capital
Velocity Fund continues to deliver
positive returns through a wide variety
of economic and financial market

conditions supporting the managers’
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established investment strategy and
processes. The fundhas produced posi-
tive returns every year since inception,
including during the GFC, wheniin cal-
endar year 2008 the fund returned al-
most 9 per cent (after all fees) with the
broader market (ASX300 Accumu-
lation Index) down about 37 per cent
for the same period. Since inception in
July 2006, the fund has delivered, to
August 31 this year, an annualised re-
turn of 39.76 per centwith a total return
0f463.90 per cent.

‘What have been some of its best and
worst investments?

‘We've had both but the dollar value of
gains across the life of the fund has
been almost three times the value of
losses. For every dollar of research
capital we are investing, we are prod-
ucing threetimes the amount of wining
dollars than losing dollars, further
validating the quality of the firm's
research process. In 2008, Macarthur
Coal and Nexus Energy produced the
biggest losses for the fund. Profitable
investments for the fund have included
Arrow Energy, Pure Energy, Centen-
nial Coal, Bathurst Resources and In-
trepid Mines. Importantly, the fund has
been long equities overall for more
than five vears and produced positive
returns to investors in a period where
the broader market had gone sideways,
or down. This must be the best test of a.
manager’s research process.

Do you plan to launch any new funds
inthe short term?

Not immediately. With assets under
management of $105 million, the
Velocity Fund has asignificantamount
of capacity under its present inyest-
mentstrategy, We are continuing tore-
ceive strong interest in the fund from
bothinvestors andintermediaries. This
December, Mathews Capital is plan-
ning to launch a Cayman-domiciled
fund to accommodate offshore inves-
tors interested in the Velocity strategy.

What's the minimum inyestment
your fund will aceept?

The Velocity Fundis at presentopen to
wholesale investors for a minimumin-
vestment of $250,000. From next
month, we are planning to make the
fund more accessible via product
disclosure statement to investors
with a minimum investment amount
of $100,000.



