MAFL Funds For 2009

2008 was a tumultuous year. Flawed models were devastatingly exposed when faced with a market
environment that virtually no-one had contemplated. Many lost substantial amounts, some a little less. Few

turned a profit.

Oh and there was that global financial thingy too.

So, reflecting on the carnage that was MAFL 2008 and in keeping with the times, | thought it appropriate to
review the market fundamentals, reassess the risk profile, right-size, downsize, unleverage, unhedge,
unworry and just generally rebuild the MAFL Funds portfolio. None of the Fund algorithms has gone

untouched.

The first piece of major Fund news is that the Heritage, Alpha and Beta Funds are no longer open for

subscriptions.

Making the decision to cull the Heritage Fund wasn'’t difficult. Last year it was repeatedly and exasperatingly
profligate with Investor money on close-to-no-chance outsiders, demonstrated perhaps most starkly by its
near 14% wager in Round 19 on Melbourne v Geelong, which was a bet that prompted one Investor to
privately e-mail me that he thought it more likely a panda would light the Olympic torch that weekend than
that the Dees would topple the Cats. Regrettably, neither eventuated.

[ agonised a little longer over the decision to shelve the Alpha and Beta Funds, partly because of the
relatively short time they’ve existed and partly because they were both only a couple of wins short of
breakevenish performances last year. That said, they each lost around 50% of Initial Funds and lost their
four largest bets, which are bets that should have been their safest. So, Alpha and Beta go too.

In place of the three disappearing Funds come three new ones: the New Heritage, Prudence and Hope Funds.

Details of these new Funds and the two other, amended Funds that will operate this year appear below.

Characteristics of the MAFL Funds

New Heritage Prudence Hope Chi Line Redux
Fund Fund Fund Squared Fund
AlEs r9und ol Round 6 Round 6 Round 5 Round 6 Round 1
wagering
Bet Types Head-to-Head Head-to-Head Head-to-Head Head-to-Head Line/Handicap

Team types
wagered on

Whichever team'’s
price justifies a
wager?

True and notional
home teams® only

True and notional
home teams® only

True and notional
home teams! only

True and notional
home teams! only

Wagers on teams
that it expects to

No

No

No

No

Yes (if they're
given sufficient

lose? start)
Wager size is Odds offered Predicted margin Odds offered Odds offered Odds offered
determined by ... relative to of victory relative to relative to relative to
estimated estimated estimated estimated
probability of probability of probability of probability of
victory victory victory victory, given

points start

Special
characteristics

Will bet on about
70% of games
and generally on

Will bet on about
55-65% of games
and generally on

Will bet on only
about 20-30% of
games, and often

Will bet on only
about 25-35% of
games, and

Will bet on about
40-50% of games

favourites shortish-priced on slight generally on
favourites underdogs narrow favourites

Potential
Performance
- Number of Bets 100-110 80-90 30-45 40-55 75-90
- % winning 65-75% 70-75% 55-65% 60% 55-60%
- Ave. Bet % 7Y2-8Y2% 3%2-4% 3%2-42% 8-92% 5%
- Ave Price $1.50 - $1.60 $1.40 - $1.55 $2.10 - $2.90 $1.90 $1.90
- Return on Bets 2-4% 3% - 4% 15 - 30% 2 - 20% 7 -10%
- Turn® 7v%-9 3-3% 1v4-2 3-5 3%2-4Y>
- Ret On Fund* 15-30% 10-15% 20-50% 10-90% 25-40%
Recommended 20% 25% 15% 20% 20%
Weight

1.  See discussion below
2. Though it will bet on true and notional home teams about 80% of the time
3. The number of times that the money in the Fund is expected to be wagered over the course of the season. High turn means greater

potential Return on Funds, but at a higher risk of bankruptcy
4. Your mileage may vary



True and Notional Home Teams

As some of you might recall, one of the things that’s attractive about AFL from a statistical modelling point of
view is the significance of Home Team status. Last year, for example, about 57% of matches were won by the
Home Team, true or notional.

What, you might well ask, do [ mean by ‘true or notional’.
Here are my definitions of these terms:

e Atrue Home Team is a team that is playing on a ground that it will play on at least 4 times during the
season as an AFL-designated Home Team. If both teams playing in a particular game meet this
criterion then the AFL-designated Home Team is the true Home Team

e Anotional Home Team is an AFL-designated Home Team that is playing on a ground for which
neither competing team qualifies as a true Home Team.

A few examples from the 2009 draw might help illuminate the nuances of these definitions:

Round 1: Richmond v Carlton at the MCG
This is a Richmond true Home Game because they have eight AFL-designated Home games at the G this year
(Carlton have four but miss out because Richmond are the AFL-designated Home Team for this game).

Round 3: Geelong v Collingwood at the MCG
This is a Collingwood true Home Game, despite the fact that it is an AFL-designated Home game for the Cats,
because Collingwood have nine AFL-designated Home games at the G this year and the Cats have only two.

Round 7: Carlton v Fremantle at the Gold Coast Stadium

This is a Carlton notional Home Game as they are the AFL-designated Home Team and Fremantle have no
claims to being treated as a true Home Team at this ground (they play no AFL-designated Home games there
during the season).

So, applying these definitions gives us the following true Home Grounds for each team:

Team True Home Ground|s) and the number of games played on them®
Adelaide Foothall Park (11}

Brishane Lions Gabha (11)

Carlton Docklands (6), MCG (4)
Collingwood MCG (9+1)

Essendon Docklands {7}, MCG {4)
Fremantle Subiace (11)

Geelong Kardinia Park (8)

Hawthorn MCG (7+1). Aurora Stadium {4)
Kangaroos Docklands (10]

Melbourne MCG (10}

Port Adelaide Foothall Park (11}

Richmond MCG (8]

St Kilda Docklands {(10+1)

Sydney SCG (T), Stadium Australia (4)
West Coast Subiaco (11)

Western Bulldogs Docklands (§+3)

NE In the Home Ground column (A+E) connotes that the team plays A AFL-designated Home
Games at the specified ground and B other games at the same ground that the AFL has
designated as Away Games but that [ will be treating as Home Games.
For example, in Round 8 Geelong meefs the Wesfern Bulldogs af Docklands. The AFL

[y

designates this a Geelong Home Game, | designate if a Westem Bulldogs Home Game.



Details of the MAFL Funds
Next, let’s take a closer look at each of the Funds.

New Heritage Fund: The old Heritage Fund was frustrating in each of the three years that it operated. For
the first two years of its existence that frustration was compensated for by profits of around 12% of Initial
Funds. Last year the frustration came packaged with near bankruptcy and a disturbing habit of throwing
ever-larger dollops of money at ever-more-unlikely vanquishers of the Cats. Enough.

The New Heritage Fund is based on an entirely new algorithm and bears almost no resemblance to its
predecessor bar its name and the fact that it likes a punt.

Mew Heritage (Starts in Round 6)

Year Turn Bets Win%  Ave Bet Ave Price Ret on Bets  Fund Profit
2006 777 102 64% 7.6% $1.69 2.2% 16.9%
2007 8.67 107 B5% g.1% 61 2.4% 20.5%
2008 8.63 101 73% 8.5% 50 4.3% 36.8%

51
31

(By the way, all performance tables like the one above are this based on simulated performance using each
Fund’s underlying algorithm and the actual results from seasons 2006, 2007 and 2008. No Fund can
demonstrate true in-market performance since none of the algorithms on which they’re based are exactly
the same as those used by actual Funds in previous years.)

Gone this year are any blanket prohibitions on the minimum price at which the Fund will bet. This will,
instead, depend upon three characteristics about the game and team on which the Fund is considering a
wager: whether or not there’s a true home team; whether the bet is for the Home team (notional or
otherwise) or the Away team; and whether the bet is for the Favourite or the Underdog.

So, in contrast with previous years, we might find ourselves backing a true Away team. In truth I'm still a
little sceptical about any model’s ability to reliably predict Away team winners, so I'll be scaling down these
bets relative to other bets made by this Fund. A side-effect of allowing the New Heritage Fund to wager on
Away teams, which is an allowance not afforded any other of the Funds, is that it will now be possible for an
Investor to find himself or herself with wagers on both teams in a contest. Indeed this is almost inevitable
unless he or she invests only in the New Heritage Fund (or in any other Fund or combination of Funds,
excluding the New Heritage Fund).

Investor Profile: this Fund, once it starts trading in Round 6, will be very active.) 06 O B OT EAAOAA
6 bets in a typical round. With an average bet size of around 8% this means that a large proportion of the Fund
is likely to be in play each week. Mitigating this risk is the fact that the Fund has a predilection for shortish
priced favourites.

In a typical year this Fund should do well; a year of perpetual upsets would be particularly painful.
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Prudence Fund: Granted, it’s a little odd to name a Fund after a virtue - mind you, I already have one named
after a dog, so it’s not as if 'm new to this form of eccentricity - but the Prudence Fund represents about as
dramatic a departure from MAFL Funds of years past than anything I can contemplate.

The Prudence Fund average bet size at around 4%, is modest. The average price of the teams on which it
wagers, around $1.50, makes it a Favourite fanatic. (Its most daring wager last year would have been on
Collingwood at $2.90 v Hawthorn in Round 18. At a price of just $2.90, the Heritage Fund would have
yawned and rolled over). The Fund'’s only mildly imprudent characteristic is its willingness to bet often.
Similar to the New Heritage Fund, the Prudence Fund can be expected to wager on 5 to 6 games each week
though with its significantly lower average bet size, the Prudence Fund runs a much smaller bankruptcy risk,
an advantage it pays for via a less impressive expected return.

Prudence (Starts in Round 6)

Year Turn Bets Win%  Ave Bet Ave Price Ret on Bets  Fund Profit
2006 3.29 g2 63% 3.6% 51.65 4.4% 14.6%
2007 314 85 71% 3.7% 1.1 4.5% 14.1%
2008 3.29 a1 T7% 4 1% 51.40 3.3% 10.9%




Investor Profile: this Fund, even moreso than the New Heritage Fund, covets victories by favourites. In fact, | feel
positively un-Australian in recommending it to Investors. The Prudence Fund should be good for those seekinga
OAAOT T AAT A AT O1T O 1T /&£ AAOGEIT xEOE OAAOAAA OEOE j AOOI
year).
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Hope Fund: Interesting name Hope Fund, don’t you think? Do I simply ‘hope’ but not expect that this Fund
will make a profit this year or, more positively, do I feel that this Fund offers the Investor a real ‘hope’ of
financial success. Actually, neither, it just seemed to go well with “Prudence” as a Fund name. (Debs did
suggest “Charity” as an alternative, but I'd rather we not be so overtly reminded of the charitable aspects of
our unsuccessful wagering.)

Anyway, if Prudence is the anti-Heritage Fund, then Hope is Heritage’s timid brother. It bets as though
wagering was like watching parliamentary question time: something to be done rarely and in small doses.
But, when it does decide to bet, it often opts for the underdog, so it has that in common with the old Heritage
Fund. Last year, for example it would have placed seven bets on teams priced at $4 or over, each bet sized in
the range 6-6%% of Initial Funds, with two of them successful and five of them not.

Hope (3tarts in Round 5)

Year Turn Bets Win%  Ave Bet Ave Price Reton Bets  Fund Profit

2006 127 36 B1% 3.5% 5214 16.2% 20.5%
2007 1.86 46 B3% 4.0% 5211 29.3% b4.5%
2008 1.25 30 7% 4.2% 52.91 31.9% 39.8%

Investor Profile: The Hope Fund could be a valuable hedge against an unusually upset-ridden season, an event
that would, as noted, hurt the New Heritage and Prudence Funds. Last year, for example, the Hope Fund had
only 17 of its 30 bets in common with the Prudence Fund, 19 in common with the New Heritage Fund, y 19 in
common with Chi2 and 16 in common with the Line Redux Fund.

As you might expect, a little Hope seems to be a good idea for any portfolio.
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Chiz Fund: What else could I call the improved version of the Chi Fund if not the Chi2 (as in Chi-Squared)
Fund? No, I couldn’t think of anything else either.

Of all the Fund algorithms, that for the Chi2 Fund is most similar to an algorithm I've used before. The tweaks
I've made are quite minor, but they do have the wondrous effect of turning last year into a profitable one.

Chi® (Starts in Round 6)

Year Turn Bets Win%  Ave Bet Ave Price Reton Bets  Fund Profit

2006 435 53 G0% 8.2% 51.89 21.4% 93.2%
2007 523 b4 5% 9.5% 51.91 1.9% 9.7%
2008 292 3T 59% 7.9% 51.90 4.3% 12.6%

The biggest mistake | made last year - aside from running MAFL in the first place - was in preventing Chi
from wagering on those teams for which his predicted margins were greatest, provided, of course, that
they’re offering reasonable odds.

That’s been rectified now and the effect of that change is reflected in the performance table above.

As you can see, this Fund bets relatively infrequently, but you should expect a high degree of variability in
the bet sizes. Whilst the average for last year was about 8%, eight bets were sized greater than 12% and 12
were smaller than 5%.

The prices of the teams on which the Fund wagered were also highly variable: ten bets were placed at $1.50
or less, and four more were placed at $2.50 or more.



Investor Profile: The Chi2 Fund is, as was the Chi Fund, something for the adventurous Investor. Its notional

Fund Profit figures underscore this fact. The Chi2 Fund also offers some hedging potentlal though less so than

does the Hope Fund. Of the Chi2& OT A8 O x0uo AAOO ET o@ott1oh ve 1T £ GEAI xA
were different from the Hope Fundd, @1 were different from the new Heritage Fund®, @nd 20 were different

from the Line Redux Fundg. O
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Line Redux Fund: If you're after action from Round 1 in 2009, this is the Fund for you to invest in.

Last season, the Line Fund lost three of its last five wagers, but still managed to eke out a small profit. The
year prior, the Fund made a small loss. All of which suggested to me that some major surgery was called for,
so that’s what the Line Fund has undergone in the off-season, coming back now as the Line Redux Fund
(though I suspect I'll change that to Line Fund Redux at some point since that seems to scan better).

In 2007 the Line Fund made 46 bets, winning 23 and losing 23. In 2008, it made 28 bets, winning 15 and
losing 13. These statistics serve mainly to contrast what the Line Redux Fund would have done in those
same years.

Line Redux (Starts in Round 1)

Year Turn Bets Win%  Ave Bet Ave Price Reton Bets  Fund Profit

2006 440 98 7% 5.0% $1.90 5.0% 35.0%
2007 365 73 5B% 5.0% $1.90 B.7% 24 5%
2008 370 74 58% 5.0% $1.90 10.4% 38.5%

One important change for the Line Redux Fund this year is that it will wager only on Home Teams, notional
or real, regardless of whether they are giving or receiving start (recall that last year’s Line Fund wagered
only on teams that were receiving start).

Taken year-by-year, the results of this Fund’s algorithm are solid but not spectacular. Combined across the
three years, however, they’re statistically significant.

Investor Profile: successful linex ACAOET ¢ EAO POl OAA OF AA AOPAAEAI T U
providing any unqualified assurances about this or any of the Funds, the Line Redux Fund is one that | feel
uncharacteristically confident about.
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As is now customary with MAFL, Investors are welcome to invest in as many or as few of the Funds as they
wish. I'm always drawn to diversification - though mindful that Warren Buffett calls it diwersification - so

I'll be investing in all five of the Funds this year. Please feel free to come up with a portfolio with which you
feel most comfortable and to make as many changes as you like to it during the course of the season.

Investing in a number of Funds, apart from spreading risk, also increases coverage, that is, the proportion of
games in which an Investor can expect to have a wager. Be aware though that any portfolio that includes the
New Heritage Fund and one or more other Funds can be expected to have a number of games during the
season on which wagers have been placed on both teams. If someone had invested in all five Funds across
season 2008 they’d have found this to be the case in 14 of the 138 games in which they’d bet.

The following table gives expected coverage for any combination of Funds and is based on the new Fund
algorithms and what would have transpired had they been in operation for the 2008 season.



Fund Combinations and Game Coverage

Funds Invested In Games wagered on Number Times Bet on
Chi? Prudence Hope New Heritage Line Redux No. % (of 183) of Bets Both Teams

v 37 20% 37 -
Single v 81 44% g1 -
Fund v 30 16% 30 -
Portfolios v 101 55% 101 -
v 74 40% T4 -
v k4 93 50% 118 -
v v 48 26% 67 -

v v 112 61% 138

v v 94 51% 111
Two Fund v v 94 51% 111 -
Portfolios 4 0 104 56% 182 9
¥ v 118 64% 155 -
v ke 112 61% 131 3
v v 88 48% 104 -
v v 128 69% 175 4
v v v 103 56% 148 -
v k4 v 112 61% 215 10
v k4 v 126 68% 192 -
Three v v v 119 64% 168 3
Fund v v v 99 54% 141 -
Portfolios v v v 135 T3% 212 6
k4 v v 113 61% 212 "
k4 v v 123 66% 185 -
k4 v v 130 T0% 256 12
v v v 132 1% 2058 7
v 1/ ke 0 119 64% 249 "
Four v v v v 130 T0% 222 -
Fund v k4 v v 135 T3% 293 10
Portfolios v v v v 138 5% 242 T
¥ v v v 133 T2% 286 14

Five

Fund v ¥ v v v 138 T5% 323 14

Portfolios

So, for example, if you'd invested in both the Chizand Prudence Funds in 2008 (see the first line of the
second block), you’d have had 118 wagers across 93 games, covering almost exactly 50% of the 185-game
season.

Maximum coverage could have been obtained by investing in all five Funds or by investing in all but the
Prudence Fund. This would have resulted in wagers in 138 games, or about 75% of those in the entire
season.

If, instead, you wanted to keep things simple and invest in no more than two Funds but maximise game
coverage, then you'd go for the Prudence/Line Redux combo which gives 155 bets in 118 games (64%).
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As ever, | can’t promise you that season 2009 will turn out exactly as shown in any of the performance or
other tables shown here, but they should give you a rough guide to help you with your Fund selection and
other investment decisions.

‘til next time,

Tony

1 January 2009



