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Objective

NAV

MTC Founders Fund (“Founders”, “MTC” or the “Fund”) aims
to achieve a net return of 8-12% p.a. over a 3-5-year period by
investing in a portfolio of global listed equities. MTC invests
predominantly in large cap companies listed in the US and other
developed countries and employs a value driven, bottom-up
investment approach. MTC’s benchmark is the Straits Times
Index (“STI”) and the MSCI All Country World Index (“MSCI
ACWI”). The STI was chosen as a benchmark as MTC’s
investors are predominantly from Southeast Asia and benchmark
themselves to Singapore. MSCI ACWI is the second benchmark
as it was designed to best represent broad global equity-market
performance. Performance is reported in USD.

Class S:

Performance
Since Inception (24 Jul 2012)

172.0%

Performance & Benchmark Comparison
Founders, STI & MSCI ACWI

Our portfolio continued its rally to the end the first half of the year
with a 16.4% return, which is significantly higher than both our
benchmarks. Q2 2021 performance came mainly from our stocks
in the Communication Services sector that have all adopted
technology as their core strategy, and from the stability of the
share prices of the stocks in our other sectors. Despite a strong
double-digit return in the portfolio year to date, we still believe
that there is more upside to our portfolio compared to the current
state of the market. This is primarily because we still have an
exposure to a few companies that have yet to rally, and that our
portfolio also has little if not zero exposure to the speculative
themes of 2021, such as meme stocks, crypto currencies,
overvalued tech, and travel & leisure, which all have a high
probability of crashing. Bundle this with the fact that the Covid19 pandemic is most likely not going to end anytime soon,
especially with the emergence of the Delta variant which has
already spread throughout the developing countries and
coincidentally enough, countries closer to the equator. At the time
of writing this letter, there is a surge in the B1617 variant which
has spread back to both the north and south of the hemisphere,
with countries like Australia re-imposing their lockdowns. With all
of these, the economy is going to be impacted severely, and
logically the stock market should react negatively to this as well.
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MTC delivered a since inception net return of 172.0% (11.8%
p.a.), outperforming both the STI and MSCI ACWI, which
returned -2.0% (-0.2% p.a.) and 137.1% (10.1% p.a.)
respectively.
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Performance & Benchmark Comparison
(continued)
Founders, STI & MSCI ACWI (continued)
However, the US stock market has yet to retreat, as economic data
points are pointing to a stronger economic recovery in the US.
The case might not be the same for the other nations, especially
Malaysia. Furthermore, as observed with the meme stocks and
crypto currencies which are currently taking a hit, with Bitcoin as
an example crashing -40% in Q2 2021, there are a lot of reasons
for one to be extremely cautious at this stage.

Company Listing
Breakdown
1%
9%
23%
67%

Portfolio
US

Geography / Company Listing Breakdown
Little has changed with regards to our geographical listing
allocation since last quarter as we have not made any substantive
changes to the portfolio. We have however increased our exposure
to the Communication Services sector (we are currently levered at
approximately 25% of the portfolio).
Recently, we have been looking to increase our allocation to China
via Hong Kong which now stands at 9% of the portfolio. We
haven’t been shy in the past to acknowledge our favouritism of the
US over China, but with the commotion that has been taking
place in recent weeks at the time of this letter, it is pointing to an
overreacting government which presents an opportunity for us to
invest in China after recent share price decreases. Just recently,
China restricted business operations of newly listed Didi (China’s
largest ride hailing company) impacting its share price negatively
by more than -40% since its listing. In the last week of July, China
issued a policy to curb companies operating in the education
sector from making a profit. This has certainly resulted in many
public and private investors literally losing 80% of their wealth
overnight. As mentioned above, the political investment
environment is just so risky and uncertain which was one of the
reasons why for the last half decade or so we have stayed away
from the China market. But as value investors, there is always a
point when something is just too low that it becomes a value buy.
The real challenge for us, however is really to select a company
with both a strong business model and is least likely to be
impacted by China’s ever-changing regulation. The effort then is
for us to research and monitor how compliant a company can be
in China with respect to the newly enacted government policies,
or in Asia we call “kow tow” to the government.
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Performance & Benchmark Comparison (continued)
Sector Breakdown
The main difference compared to last quarter, is our increased allocation to Communication Services
from 28% to 36% of the portfolio. Just for our readers’ understanding, the Communication Services
sector also includes internet companies that charge advertising dollars for their online content or
traditional media companies that produce entertainment shows. The evolution of the internet has clearly
disrupted the Communication Services sector, with traditional companies being supplanted by
companies such as Netflix that have put technology at their forefront. The technology aspect for Netflix
is way beyond just the streaming as a service, and instead the effective utilisation of algorithm. With their
usage of smart tech algos, they are pushing the right content when you turn on your TV, or for other
companies the dynamic changing of ads depending on what you’re watching and who is watching. Now
whilst there have been clear winners in the space, it has also shifted share price performances to these
winners at the expense of dirt-cheap valuations of those lagging. For us, in addition to being invested in
some winners, we are also scrutinizing the leftovers to see if there are presumed has-been, that might
become a winner again in the coming decade.

Market Insights & Outlook
Much has been said at the start of this commentary to why we think we will do better compared to the
general market. It mainly boils down to the fact that we continue to have ownership of companies that
have yet to appreciate to its true value and also our scepticism of the speculative stocks and therefore a
general avoidance in that space. Whilst we have achieved record NAV performance, it does not mean
our portfolio is overvalued, as we may have taken profits on some investments and shifted the allocation
to those that have yet to appreciate. Alternatively, most of the time we continue to hold existing
companies that despite having appreciated significantly, we continue to believe has more room to run.
Illustratively, we buy a company that is lowly valued, e.g., PE ~10 and its underlying earnings doubles in
five years, which subsequently because of that, the market loves the stock and gives it a PE ~20, it would
mean that we would experience a quadruple (4x) returns in five years. Hence, our work every year is not
only to find these companies, but to continue to hold these companies and let it quadruple. In the absence
of finding something new, we continue to buy more shares of an existing company if it continues to drop,
like we are now doing with China, and similarly with semiconductor companies (which we think is a big
opportunity as chip shortages with higher prices should mainly be a good thing for the guys producing
and selling).
The paragraph above is needed, because whilst we are bullish on our portfolio, we don’t necessarily have
to be bullish on the overall market. In the developing countries such as ours, the impact of the pandemic
is more severe with supply chain disruptions and lockdowns affecting negatively on the people and
ultimately the economy. If you are purely an investor, you might be oblivious to this as generally most
markets have gone up since March of 2020, and it could very much be an unjust rally. However, one
might be able to draw a certain insight to the rally which is that the act of governments either through
printing or borrowing money with the intentions of pumping up the economy, has also substantially been
diverted to the stock and securities market. The question then becomes what would happen if the gap
between the market and economy widens even further? Would this be the breaking point or the next
huge crash? We are not sure, but what we can observe is that both VC and PE investors are rushing to
exit their investments through IPOs, SPAC’s, and additional equity raisings as quickly as possible whilst
the market is hot and the demand for it remains. It could be purely coincidentally, or maybe some bright
stars saying ‘let’s take some profits and de-risk’ pointing to signs of the top of the cycle.
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Market Insights & Outlook (continued)
Lastly, again being biased in favour of the US, probably only US can get-away with printing money then
re-growing their economies (and that’s because they continue to have world leading and innovative
companies, and a great political system and society). On the other hand, developing markets at one point
must pay back their debts (at the expense of growing their nation’s economy) with increasing amounts
especially if their currencies take a hit. The general markets are going to be in for a wild ride, especially
the speculative stuff like meme stocks, crypto currencies, etc. Our advice here is to stick to the safe stuff.
Wealth takes ages to accumulate, but can be eroded easily in an instant.

Disclaimer
The views expressed in this report are those of Devan Linus Rajadurai, MTC’s Co-Founder, CEO & Chief Investment Officer. MTC’s
investment strategy is implemented by the Fund’s Investment Manager, MTC Asset Management (M) Sdn. Bhd. licensed by Securities
Commission Malaysia (CMSL: eCMSL/A0333/2015). The Fund is a regulated mutual fund under the Mutual Funds Law of the
Cayman Islands and is registered with the Cayman Islands Monetary Authority.
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