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Patton Investments

In the first nine months of 2008, a wotal
of 693 hedge funds closed up shop, accord-
ing 10 dara from Hedge Fund Research, a
Chicago-based information company. In
MNovember of 2008 alone, investors pulled
$32 Billion out of hedle Bunds, making it the
fiest year on record thar these funds have seen
a significant ourflow of money.

The news has been dire for hedge funds,
so it seems odd, even risky, to start a new
hedge fund right here in Madison. Thar,
however, is what Steve Parton and Mark
Harms have done, and they dont seem ar all
nervous about their new venture.

In fact Parron (42), who has been manag-
ing investments for private individuals since
1999, said he's been holding back for years,
waiting for this moment w make his move.

“I liked what I was secing in the marker
about a year ago,” recalled Paron. “The
storm clouds were gathering — something I'd
been predicting for ages, and 1 specialize in
this type of climarte. | did okay during the
go-go days, but this is the kind of market
where | really excel.”

The growing cconomic crisis prompred
Parmon to act fast. He convinced Harms, an
old friend from triathbons, o leave his cur-
FenE Position @s an operations scientist ar
Promega and join him in the new venture.
He registered Parton Investments as an LLC
and rented office space, then Patron and
Harms goe busy gathering investors for their
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new fund, which launched early last month,

A hedge fund is a private investment
fund limited 1o 100 accredited investors.
Accredited investors may include investment
banks, foundations and nonprofits, and high
net worth individuals. A corporation or
charity can be an accredited if it has more
than $5 million in assers and an individual ks
“accredited” if he has a net worth of more
than 31 million, or has camed more than
$200,000 each of the last rwo years.

There is one other hedge fund in
Madison, run by Makoma Capiral,

Hedge funds don’t rely on the health of
the market the way most other investments
do, because hedge fund managers usually
“hedge™ their investments in creative ways,
maost notably short selling, the practice of
selling a “borrowed” stock or other financial
instrument with the hopes that the stock will
decrease. This allows the seller ro buy it back
for less and make a profic when it is sold back
to the original owner. [n recent years, use of
the term hedge fund has become lax and it’s
often applied to any private investment
fund, whether the fund hedges or not.

Hedge funds are, for the most parr,
unregulated by the SEC, though there are a
few rules: hedge funds are not allowed
advertise, nor are its managers allowed to
promote the fund. Harms and Paron
werent allowed o disclose the name and
number of current investors in their hedge
fund, the amount now in the fund, or even
the exact name of the fund.

Parton, founder, president and the math
brain behind the fund, is from Pitsburgh
and gor his degree in quantitative finance
from the Wharton School of the University
of Pennsylvania. He interned on Wall Street
in the late 19805, and later worked on the
ground floor of several successful start-up
hedge funds, including Stark Investments in
Milwaukee.

Harms (33), whe is in charge of opera-
tions, has a Masters in biotechnology from
LMW-Madison. In his spare time, he tmins o
keep up his title s the number two wriathlete
in the world in his age group.

Parron used his prior investment connec-
tions to ger the hedge fund started. and he
and Harms held several invitation-only
breakfasts last year 1o gather more support,
While Patton can't reveal his exact number of
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current investors, he said, “Let’s just sy we
have more than five and less than 100."

The rypical fee structure for hedge fund
managers is "2 & 20,” meaning the fund
takes a two percent management fee and 20
percent of any profis. The fund at Patton
Investments, according o Harms, s com-
parable ro the majority in this respect.

Pareon’s unique investment model is
what makes him feel so confident despite
the dour market. His fund uses arbitrage —
bonds thar can be converted inro shares — a
model thar is fairy unique and not used by
many other funds worldwide.

Parcon described himself as “quanty,”
which, Harms explained, means he’s quant-
wative, of good ar math, Mo, Paron didn't
just make that word up, “Cluants ™ is a teom
used o refer to hedge fund operators who
take a particularly brainy approach, rather
than a brawny, blustery one, using long and
complicated algorithms to conquer the
complex whims of the marker,

The two awners definitely give off more
of a brainy than brawny vibe. Both are
confident but soft-spoken. Their offices are
clean and spare, decorated by plants and
pieces of original ar. Classical music plays.

Parton, who said he gers many of his
ideas on long bike rides, has a white board
up almost completely covered in neat, com-
plicared equations. “Thart’s the formula I'm
working on for the fund,” Pamon explained,
pointing to the board. He often uses a Ph.D.
math intern 1o help him work out any kinks
in his vision.

Parton looked at the board as if it told a
story, and said, "I like buying things cheap. |
like when there are no other buyers around
and [ have my pick. | wouldn't say we're all
the way there yer, but we're coming up to
that time. This is what I've waited my whole
career for”

725 Heartland Trail /203, Madizon 53717
(60B) B31-1E
whvw. pattoninvestments, com

2 FT / 6-16 UW interns-varies
Patton plans 1o hire one full
time quantitative researcher and one full time
accountant in the first halt of 2009
o cap the company at 20
ild Patton
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