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May 15, 2015 

 

 

Dear Fellow Shareholder: 

 

 After a solid 2014, the Fund began the year with a modest pull back in the first quarter 

declining -1.73% compared to a gain of +0.95% for the S&P 500 Index.  The Fund’s Net Asset 

Value on 3/31/15 was $62.36.  While the year has started slowly for the Fund, as we discuss in 

some detail in our commentary, we are very upbeat about the Fund’s current portfolio and 

believe we are well positioned as we seek to add on to our solid gains of the past few years.     

 

Disclosure Note: 

 For your information, for the period ended March 31, 2015, the Fund’s average annual 

total returns for the one-year, five-years, ten-years and for the period from July 1, 1996, the 

inception of Matrix Asset Advisors’ involvement with the Fund were 5.81%, 10.02%, 5.39% and 

7.96%, respectively. For the same periods the returns for the S&P 500 Index were 12.73%, 

14.47%, 8.01% and 8.13%.   

     

Gross Expense Ratio:   1.15% 

Net Expense Ratio:      0.99%** 

 

Performance data quoted represents past performance; past performance does not guarantee 

future results.  The investment return and principal value of an investment will fluctuate so that 

an investor’s shares, when redeemed, may be worth more or less than their original cost.  

Current performance of the fund may be lower or higher than the performance quoted.  

Performance data current to the most recent month end may be obtained by calling 800-366-

6223 or by visiting www.matrixadvisorsvaluefund.com . The fund imposes a 1.00% redemption 

fee on shares held for 60 days or less. Performance data does not reflect the redemption fee. If 

reflected, total returns would be reduced. 

 

**The Advisor has contractually agreed to reduce fees through 10/31/15. 

 

Investment performance reflects fee waivers in effect. In the absence of such waivers, total return 

would be reduced. Matrix Asset Advisors became the sub-advisor on July 1, 1996 and Advisor to 

the Fund on May 11, 1997. Prior to those dates, the Fund was managed by another advisor. 

 

2015 has started with a good deal of market volatility, as there was a tug of war between 

the positives associated with generally favorable economic news and the fears associated with a 

rising U.S. Dollar, weak oil prices and uncertainty surrounding the timing and resulting 

economic and market implications of the Fed raising interest rates.  While volatility can be 

http://www.matrixadvisorsvaluefund.com/
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disconcerting, and we look for it to continue, we believe the pieces are in place for a favorable 

U.S. economy and equity environment. 

 

 We are very comfortable with the Fund’s holdings and feel we should continue to benefit 

from favorable earnings growth, shareholder and Board activism, share buybacks, increasing 

dividends, corporate restructurings and healthy levels of merger and acquisition (“M&A”) 

activity.  We believe that some of the weaker areas of the Fund’s portfolio in the first quarter 

such as Energy, Financials and Technology are poised for better things as the year progresses.  

We expand upon our thinking on this in the commentary that follows. 

 

 We are grateful for your support, patience and trust, and wish you the best for the spring 

season. 

 

 

        Sincerely, 

 

         

David A. Katz, CFA 

        Fund Manager  

 

 

 

 

 

 

 

 
Past performance is not a guarantee of future results. 

 

The information provided herein represents the opinion of the Matrix Advisors Value Fund management and is not 

intended to be a forecast of future events, a guarantee of future results, nor investment advice. 

 

The S&P500 Index is a broad based unmanaged index of 500 stocks, which is widely recognized as representative of 

the equity market in general. You cannot invest directly in an index. 

 

Must be preceded or accompanied by a prospectus. 

 

Mutual Fund investing involves risk. Principal loss is possible. The stock of value companies can continue to 

be undervalued for long periods of time and not realize its expected value. The value of the Fund may 

decrease in response to the activities and financial prospects of an individual company.  

 

The Matrix Advisors Value Fund is distributed by Quasar Distributors, LLC. 
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Matrix Advisors Value Fund, Inc. 

Capital Markets Commentary and Quarterly Report: 

1
st
 Quarter 2015 

 

 

 After a weak start to the new year in January, the stock market rallied in February and 

hung on in March for a small quarterly gain of +0.95% for the S&P 500.  The quarter was 

notable for the stock market reaching a new record high and for its sharp moves, both up and 

down.  From its low point in mid-January, being down -3.1%, the S&P 500 rallied to a high of 

+3.2% in early March, before falling back to finish slightly higher at the quarter’s end. There 

were 19 trading days in the quarter when the S&P 500 closed up or down more than 1%.  

 

Quarterly Overview  

 

 The Matrix Advisors Value Fund showed a modest decline in the quarter due to weak 

performance from stocks in the Energy, Financial and Technology sectors. As we discuss below, 

we believe that many of the factors that caused the first quarter weakness were temporary shifts 

in market sentiment and that the Fund seeks to continue with its solid gains of the past two years. 

 

The market’s volatility was driven by a tug of war between the positives associated with 

a generally favorable global economy and capital market environment, and the fears associated 

with the rising dollar, weak oil prices and their impact on 2015 earnings, as well as a periodic 

obsession as to when the Fed would start raising interest rates.  

 

While generally positive, the economic data was uneven. On the one hand, the 

unemployment rate reached a post-recession low of 5.5%, with rising wages and a high level of 

consumer and business confidence.  On the other hand, U.S. corporate profit growth estimates 

declined throughout the quarter, due to a combination of U.S. dollar strength, the long winter’s 

toll on consumer spending and weak energy prices. While the headline number will likely show a 

year over year decline in earnings, earnings ex-energy are expected to grow at a still respectable 

5.0% rate. 

 

 In other economic news of note, U.S. oil prices were down 11% in the quarter but rallied 

off of their mid-March lows, and the dollar rose 13% against the Euro, giving the Eurozone 

economies a tailwind that is beginning to show up in steadily improving economic data from that 

part of the world. Conversations with many companies that we are involved with have noted that 

a European recovery is starting to take hold.  

 

 Despite the positive employment numbers and comments from the Federal Reserve about 

the potential for an increase in interest rates, U.S. Treasury Bonds rallied with the 10 year 

closing the quarter at a 1.92% yield, versus 2.17% at the start of the year, and the 30 year 

finished the quarter yielding 2.54%, versus 2.75% at the start.  We believe that the decline in 

rates was most influenced by the aggressive monetary easing coming out of the European Central 

Bank and the anemic rates offered by European bonds, rather than developments occurring in the 

U.S. economy and at the Fed. 
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 While there are pockets of weakness, on balance we believe that the economic 

momentum in the U.S. is positive.  We look for continued global growth with the possibility that 

the better economic numbers coming out of Europe are signaling an important inflection point 

towards accelerating global economic growth in the year ahead, along with higher interest rates.   

 

 We think this should result in a relatively good, but volatile, equity environment, and a 

less generous fixed income market for the balance of the year. 

 

Fund Performance 

 

The Quarter in Review 

 

The Matrix Advisors Value Fund was down slightly in the first quarter due to the 

declines in our Financial, Energy and Technology stocks.  In addition, the Fund faced a near-

term headwind caused by the impact of a strong U.S. dollar on multinational corporations’ 2015 

earnings expectations.  We think the sectors that lagged earlier in the year have solid 

fundamental investment merits and have the potential for a strong bounce back.  We also expect 

that the headwind of the U.S. dollar’s strength should lessen for companies as the year unfolds.  

 

 The best performing Fund sectors in the first quarter were Health Care and Consumer 

Discretionary. Health Care was led by Hologic as its share price rose in response to better than 

expected earnings and higher guidance for the current year and beyond. Other strong contributors 

in the sector were Teva, whose reenergized management team signaled the prospect for higher 

growth through acquisitions, and Thermo Fisher Scientific, which continues to impress by 

meeting its strategic objectives despite currency headwinds and the deceleration of government 

spending in the important China market.  

 

 In the Consumer Discretionary area both Johnson Controls and McDonald’s performed 

well in the quarter, being up nearly 5%. Johnson Controls is reshaping its business model while 

meeting its earnings targets and McDonald’s moved higher after replacing its CEO with a 

company veteran who had previously revitalized its operations in Europe and the U.K.  

 

 As noted earlier our Financial and economically sensitive stocks, including Technology, 

trailed the market this quarter. 

 

 Our Financial stocks were down due to the decline in interest rates which puts pressure 

on the profitability of their lending businesses. While the stocks gave back some of their gains of 

the past two years, we think they are again positioned for a strong year due to a combination of 

better than expected stress test results for the group and our stocks in particular, favorable credit 

trends, an eventual increase in interest rates, and adjustments to the new regulatory environment 

with much of the penalty phase resolved. While many areas of the market are fully priced, we 

believe that Financials are selling at very attractive valuations. 

 

 Energy stocks trended down with the price of crude oil. We look for stabilization and 

higher oil prices later in the year as the impact of reduced capital spending and a dramatically 
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lower drilling rig count begins to curtail production, even as reduced prices increase demand for 

oil. While there are many moving parts that are currently affecting oil prices (both positive and 

negative), we are starting to see early signs in April that U.S. production is slowing in some 

regions. This trend should take hold in most regions of the country and lead to declines in U.S. 

oil production later this year.  As the market begins to factor in these changes in production, we 

expect an increase in oil prices and higher Energy stock prices. All of our Energy investments 

are best-in-class market leaders with excellent financial strength that have committed to 

maintaining and growing their dividends. We expect that all of them should emerge from the 

current downturn in strong financial shape. 

 

 Within our Technology holdings, Microsoft and Hewlett Packard were the worst 

performers after having strong gains last year. A positive standout in this sector during the 

quarter was TE Connectivity (TEL), which sold a non-core business for an attractive price and is 

using the proceeds from the sale to buy back its stock.  TEL’s main business is benefiting from 

the increasing inclusion of smart electronics in more and more consumer products. We continue 

to think there is a great investment case for this company that has industry leading positions in 

the sensor and connector businesses. 

 

During the quarter we modestly scaled back our outsized positions in Cisco Systems and 

Zimmer Holdings. We also significantly reduced our position in Hologic, as the stock 

approached our target sale price, and DuPont, as the stock approached our fair value driven by 

speculation related to activist investor Nelson Peltz’s proxy battle with the Board. 

 

We used the proceeds of these sales to add to our positions in American Express, 

Caterpillar, Gilead, Hewlett Packard, McDonald’s, Qualcomm, and Symantec.  There were no 

new positions taken during the quarter.  

 

 Looking forward to the rest of the year, we remain optimistic. After a sluggish start to the 

year we expect better weather to trigger stronger economic growth in the U.S. fueled by the 

combined stimulus of low interest rates and low energy prices. We believe that the European 

economies will likely be a tailwind rather than the headwind of the past few years, and that 

China will continue to stimulate its economy as it transitions from investment to consumption 

and a better standard of living.  

 

 We believe our holdings will continue to show solid business and earnings progress, and 

expect that the Fund’s portfolio should benefit from shareholder activism, a greater focus by 

Boards on enhancing shareholder value through corporate restructurings, share buybacks and 

increasing dividends, and continued high levels of M&A activity. 

 

We continue to look for positive returns for the U.S. stock market, most likely in line 

with historic averages, and expect continued volatility as we transition to a higher interest rate 

environment.  We began to see some changes in market leadership during the first quarter with 

the significant pullback in Utilities, which had led the market higher in 2014.  We expect more 

meaningful sector rotations as the year progresses and expect that some recent laggards should 

lead the next market move higher.  
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We believe the Matrix Advisors Value Fund is well positioned for the upcoming 

environment we envision for the balance of the year. 

 

 

 

*    *    * 

 

 

With the sharp drop in oil prices in the past nine months, there has been a great deal of 

discussion about the short and intermediate term prospects of the commodity’s price. In this 

quarter’s Ideas About Investing we discuss why we believe the markets are being overly negative 

about oil’s likely price going forward, and why we believe that the next surprise in oil might be 

on the upside.  

 

We would like to take this opportunity to wish you all a happy and healthy spring. We are 

truly grateful for your confidence and trust, and are committed to earning and maintaining it with 

everything that we do for you.  

 

Please contact any of us with any questions at (800) 366-6223 or (212) 486-2004.  

 

Best regards. 

 

 

 

 

 

Top Ten Holdings as of March 31, 2015 

 

J. P. Morgan Chase & Co.   3.73% 

Wells Fargo and Company   3.71% 

TE Connectivity Ltd.    3.71% 

Eaton Corp. PLC F    3.59% 

State Street Corp.    3.57% 

Qualcomm     3.43% 

Devon Energy Co.    3.43% 

Schlumberger Ltd.    3.41% 

MetLife Inc.     3.40% 

Teva Pharma Inds ADR.   3.39% 

 

 

Fund holdings and sector allocations are subject to change and are not recommendations to buy 

or sell any security. 
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Ideas About Investing 

A Quarterly Quest for Investment Enlightenment 

March 31, 2015 
 

 

 History Suggests Oil Prices Will Likely Bounce Much Higher Than the Consensus 

Expects or Can Even Imagine. 

A tremendous amount of time has been spent in the media discussing the late 2014/early 

2015 collapse in energy prices.  Many of the commentators and analysts who were forecasting 

$150 barrel oil just two years ago now can only envision the price going lower.  In the same way 

we were wary about the Ultra Bulls when oil was spiking, we think the sentiment has become far 

too negative. 

 

In the following analysis, we try to provide a little perspective and weigh in on our 

outlook. 

 

We believe this historic sell-off in oil prices has become over-extended and that prices 

are far too low for the longer-term.  While short-term prices can be irrational, both up and down, 

we think market sentiment has become much too bearish, and that economic forces (changes in 

supply and demand at these new lower prices), coupled with some possible OPEC actions or 

other unanticipated geopolitical factors should result in oil prices ending the year above current 

levels, perhaps significantly.   

 

We are already seeing some of this starting to play out as new well permits are down 

significantly; rig count has been cut in half and active wells are starting to decline as capital 

spending programs are being slashed by tens of billions of dollars. On the demand side, 

consumers are starting to change their behavior and are driving more, with U.S. vehicle miles 

driven up by 5% over the previous year, and buying more SUVs and Trucks.  In addition, 

China’s passenger vehicle sales were up 9% in the first quarter led by the booming demand for 

SUVs. 

 

 So, after a devastating Bear Market in the price of oil in the past nine months, the 

question becomes:  Where do we go from here?   

 

 Today’s “conventional wisdom” is that for the next year oil prices will be going lower, 

and best case will be in a $40 to $60 trading range.  Even the Oil Bulls don’t mention a number 

above $70 a barrel for fear of sounding like they have lost touch with reality.  

 

 In a February 15
th

 article in the Financial Times, Eric Crooks wrote that “Discoveries of 

new oil and gas reserves dropped to their lowest level in at least two decades last year, pointing 

to tighter world supplies as energy demand increases in the future.” And that was before all of 

the major oil exploration companies began slashing their exploration budgets. At its March 2015 

Analyst meeting, industry leader Exxon said that for planning purposes they are using a $55 oil 

price for the next two years. At the current oil price, even those companies with very long-term 

outlooks will be green-lighting fewer projects that take years to develop.  
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 The estimated oil supply/demand imbalance is one million barrels a day. All of the 

increase in global oil production since 2009 has come from the U.S., which has increased its 

annual production growth by one million barrels-per-day for the past four years. U.S. based 

Exploration & Production (E&P) capital spending on tight oil doubled in the past 6 years, to 

$125 billion in 2014. According to oil service company Schlumberger, those investment levels 

clearly exceeded the cash flow from production even at $100 per barrel. Those days are over. 

With prices down 50%, E&P companies will have to scale back investment levels to available 

cash flow.  

 

 The U.S. now produces nine million barrels a day, much of which is shale oil that has a 

50-60% yearly decline rate. If you cut new drilling, that production begins to fall off quickly, and 

in the last seven months the rig count in the U.S. is down by one-half. We are expecting that 

sometime later this year and perhaps as soon as this summer, we will see U.S. production flatten 

out and then begin to decline, even as demand continues to increase.  And demand is growing, as 

evidenced by an April 8th story in the Wall Street Journal that GM is considering a $1.3 billion 

expansion of its assembly plant to boost production of its large SUVs. 

 Taken all together, we think supply and demand suggests an intermediate term $75 to $85 

a barrel number.  And that might happen sooner than most think.  One wildcard that might delay 

that recovery could be the lifting of sanctions on Iran, and how OPEC coordinates with that 

country on their return to the market.  A respected industry analyst that we regularly speak with 

estimates that once the sanctions are lifted Iran will likely increase their daily output by a 

manageable 400K barrels per day into a world demand of 94 million barrels a day. 

 A look at past Bear Markets in oil strongly suggests that the surprise in oil prices might 

be on the upside. 

 Since 1983, there have been five oil price declines of 50% or more (this is the sixth).  On 

average, six months after the bottom, prices rebounded a surprising +70.4%.  (The bounces 

ranged from +49% to +105%.)  A year after the bottom, prices were +89.6% higher, with the five 

increases at: +20.5%, +88.4%, +88.7%, +116.6% and +133.8%. 

 While it is an out of consensus view, we believe that past Bear Market experiences would 

argue that investors could be surprised with the timing and magnitude of an oil price recovery in 

the upcoming year. 

 
 
 
 
 
 
 
 
 
 

Cash flow is defined as revenues minus the direct cash costs of production. 


