FINANCIAL REVIEW

The Sheik stakes his success on tyre kicking
and nous
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LHC Capital’s Stephen Aboud, left, and Marcus Hughes have some big-name backing.
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Anthony Macdonald

The best investment ideas don’t always come from profit results, management roadshows or
digging through prospectuses. For former Lowy Family Group fund manager Stephen Aboud,
they can come when least expected.

The man known across the market as the Sheik has started a new fund and is looking for just
eight good investment ideas.

He doesn’t expect to unearth too many of them by reading broker reports, preferring to kick
tyres and try to think independently of the market.

Aboud, the brother of ASX director and former UBS head of Australian equities Russell
Aboud, has worked in Australian equities for 25 years as a broker and fund manager.

He decided to leave the Lowys and go out on his own as a hedge fund manager 18 months
ago.



In the year to June 30, he returned 10.1 per cent net of fees and was short-listed as the best
new Asian hedge fund at the Eurekahedge Asian Hedge Fund awards.

His best position so far has been poker machine maker Ainsworth Game Technology.

“All that came about from a guy I play golf with who sells poker machines. | asked him what
the best-selling poker machine was, and he said Ainsworth,” Aboud says in his first interview
since setting up the new fund.

“I looked at the company, it had a tiny market cap, so I went and saw them. I got their story
and bought some. Now it’s worth $700-odd million. It has been extraordinary, and all in less
than 12 months. That doesn’t come from the industry, it is just going out there and kicking
tyres.”

After a year on his own, Aboud has brought in former Caledonia Investments portfolio
manager Marcus Hughes as a business partner. Hughes, who had a stint at well-known global
hedge fund Citadel, is the brother of another UBS Australia executive, chief operating officer
Nick Hughes.

Together the pair has set up one of Australia’s newest hedge fund managers, LHC Capital.
Hughes’s focus is fundamental research and stock valuations, while Aboud’s is more of a
trader.

They share a similar investment philosophy, attracted to cash-generative companies, which
has caused them to own similar stocks in their past portfolios, including relatively large
stakes in the MAC Services Group.

MAC Services was a temporary accommodation provider which made its long-term backers
good money when US-listed Oil States International acquired it in 2010.

The new fund is backed by some big names in Australian financial markets, including seed
funding from Olbia Funds Management. Olbia is the parent entity of the Salteri family’s
Tenix Group, which famously sold its defence business for $775 million in 2008.

Tenix still employs more than 2000 people and has annual revenue of about $1 billion.

Aboud and Hughes now want to be a force in the local hedge fund industry at a time when a
lot of large, traditional fund managers are bleeding.

They are after eight top-shelf ideas where they have a clear edge over the rest of the market.
The ideas can come from any sector, or any market capitalisation.

They look for companies where they have an investment edge in valuing and predicting the
future cash flows against what the market thinks. Something where a unique insight could be
the difference between correctly — or incorrectly — valuing a company.

“It’s not a science. Sometimes it’s luck and looking in the right place, sometimes it’s reading
and thinking really broadly, speaking to people outside the industry about broader dynamics,”
Hughes says.



“It might be a throwaway line in a meeting with management about one of their cost lines
growing out of control. The more conviction we have, the bigger the investment we will
make.”

Two stocks they have identified are Ainsworth, and Ingenia Communities Group.

Ingenia is the $110 million real estate investment trust formerly known as ING Real Estate
Community Living Group. Ingenia has gone through massive change in the past two years,
including a change in management, shedding offshore assets and gradually closing the gap
between its share price and net tangible asset valuation.

Hughes says LHC bought in when it formed the strong view the published net tangible assets
were understated. Ingenia looks to have turned a corner and is up 59.4 per cent this year.

But don’t expect them to be in Ingenia forever.

“We both believe you can’t just own businesses and put them in the bottom draw,” Hughes
says.

“It doesn’t work in the market we are in. We are dynamic. Once the theseis has played, and
your edge has gone, it is time to move on.”

On the other side of the ledger, it uses shorting to make sure the fund is not losing money. In
good markets the fund may not make as much as others, but it is designed to excel in bad
markets.

“We keep our net [equities] exposure quite low,” Aboud says.

“It keeps us in a position when where markets look horrible, we can go out and buy things.

“And some of the stocks we are buying are illiquid and you need a shake-out in the market
for other people to sell them. Ultimately, we hate losing money.”

The fund is up 11.8 per cent for the calendar year to date, while the broader S&P/ASX 200
index has gained 8.7 per cent per cent.
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