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Counterparty risk, 94
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CTAs. See Commodity Trading Advisors
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Databases, 53
DDQ. See Due Diligence Questionnaire
Derivatives risk, 100–101
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Questionnaire
alternative investments process, 116
background checks, 130–131
checklist, 17

253

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: a/b P2: c/d QC: e/f T1: g

ind JWBT047-Stavetski January 18, 2009 7:49 Printer: Courier Westford

254 INDEX

Due diligence (Continued )
consistency, 122–123
investment team, 123–124
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manager summary, 131, 132–134
master feeder structure, 117–118
model ranking, 131, 134, 136
on-site visit, 111–112, 120–126
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process, 115–138
ranking model, 135–136
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103–110, 117. See also Due diligence
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DWR. See Dollar Weighted Return
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EndWave (ENWV), 106, 161
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Financial Analysts Journal, 12, 73
Financial Times, 54
Fixed income securities, 195–196
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FOHF. See Fund of hedge funds
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Fraud, 169
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Funds of funds (FOFs), 1–2
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Hedge Fund Research (HFRI), 30, 165
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Hedge funds. See also Due Diligence

Questionnaire
annual returns versus return per unit risk, 33
art versus science of, 8–9
asset growth, 105
AUM growth versus annual fund returns,
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business structure, 117
compliance, 58, 223
conferences and industry events, 45–46
Congressional intervention, 4
databases, 48–53
description of, 5–7
frequency distribution of monthly returns, 65
fundamental data, 122
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goals of the firm, 124
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large versus small, 27–40
aligned interests, 38–39
attrition rates, 36
diminishing returns, 39–40
invested interests, 37–38
outperformance of small funds, 37
performance of new small funds, 34–36
returns, 28
small fund advantage, 29–33
trend line analysis, 40

leverage and, 17–19
monitoring, 189
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on-site visit, 111–112
operations and administration, 223
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peer analysis, 71–72
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analysis, 61–79
personnel, 223
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research, 29–33
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regulatory and legal risk, 188
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risks. See Risks
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correlations, 148–149
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structure, 16–20
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web sites, 48–53
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HFRI. See Hedge Fund Research
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correlations, 143–144
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NASDAQ, 68
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Russell, 74, 78, 179
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Institutional Investor, 45
Internal Revenue Service (IRS), 117
Internet, 54
Investment consulting services, 198
Investment Policy Statement (IPS), 9–10.

See also Managers
asset allocation and rebalancing, 192–195

alternative investments, 193–194
domestic equity portfolio, 192
fixed income portfolio, 194
international equity portfolio, 193
real asset portfolio, 194
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for selection of equity investments, 196
for selection of fixed-income securities,

195–196
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duration, 196
investment quality, 195–196

for trading and execution, 198–199
manager’s articulation of the investment

process, 121–122
purposes of, 11–2
responsibilities of managers, 200–202

adherence to statement of investment
objectives and policy guidelines, 200

communication and reporting, 200–201
discretionary authority, 201–202

sample, 191–202
selection of managers, 199–200
standards of performance, 196–199

custodial services/risk, 199
indices, 197–198
investment monitoring, 199
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Investment Policy Statement (IPS) (Continued )
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199
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advisors, 21
alternate, 13–16
alternative process, 116
manager, 21
monitoring, 199
philosophy and process, 231
recovering losses, 151–152
search and selection process, 24–25
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Investors, 126
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Kat, Harry M., 73, 152
Key person risk, 99
Kirschner, Sam, 34, 36
Kurtosis, 76

L
Lakeshore International Fund, 141
Lancelot, 6
LDI. See Liability Driven Investing
Lehman Aggregate index, 76
Leverage, 17–19, 169–170

extreme, 158
fixed income returns, 19
risk, 91–92

Liability Driven Investing (LDI), 15–16
Lipper, 45
Liquidation, forced, 170
Liquidity mismatch risk, 90
Liquidity risk, 85–87
Long-short strategies, 6

Long-Term Capital Management (LTCM), 18,
81, 98, 156–158, 164

LTCM. See Long-Term Capital Management

M
Macro strategies, 6
Malkiel, Burton G., 73, 74
Managers. See also Investment Policy Statement
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articulation of the investment process,

121–122
bottom-up hedge fund analysis, 141
database for, 53
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ranking model, 135–136
summary, 131, 132–134

generation of ideas for the portfolio, 123
investor valuation, 128
monitoring and risk management, 222
performance and fees, 222–223
personnel reviews, 185–186
a prime brokers, 43–45
recruiting

at conferences and industry events, 45–46
with industry publications, 46–47
through incubators and platforms, 47–48
through professional networks, 54–56
with unconventional sources, 53–54
with web sites and databases, 48–53

report of due diligence findings, 131
responsibilities, 200–202
risk, 85
search, 41–60, 57
selection, 199–200, 222

Maounis, Nicholas, 165
MAR. See Minimum Acceptable Returns
MarHedge, 45
Marin Capital Partners, 141
Marino, Daniel, 159, 160
Marino, Matthew, 160
Market risk, 85, 94–95
Master feeder structure, 117–118
Maximum drawdown, 52
Mayercap LLC, 34
Meriwether, John, 156
Merton, Robert C., 156
Mindich, Eric, 3
Minimum Acceptable Returns (MAR), 15–16,
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Model risk, 96, 98
Modern Portfolio Theory (MPT), 16, 74–76,
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Moody’s, 22–23
Moore Capital, 28
Morningstar, 22–23
Morningstar Risk-Adjusted Return (MRAR),

23–24
MotherRock, 3, 81, 162–165
MPT. See Modern Portfolio Theory
MRAR. See Morningstar Risk-Adjusted Return
MSCI EAFE Index, 142
Multi-strategies, 6

N
NASDAQ, 68, 106, 145, 147, 149, 160
NAV. See Net Asset Value
NDA. See Nondisclosure agreement
Net Asset Value (NAV), 62, 88

risk, 99–100
New York Mercantile Exchange (Nymex), 162
New York Times, 4
Nondisclosure agreement (NDA), 108
NS Utility, 6
Nymex. See New York Mercantile Exchange

O
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Omega Advisors, 159
1.618 Group LLC, 171
On-site visit, 111–112, 120–126
Opal, 45
Operational risk, 84, 89–90
Ospraie Management, 168–169
Outperformance, 37

P
Paloma Partners LLC, 165
Peak Ridge Capital Group, 172
Peak Ridge Commodity Volatility fund, 172
Peer analysis, 71–72, 91, 181–182
Pension funds, 4–5
Pension Protection Act of 2006 (PPA), 20–22
Performance analysis, 61–79, 174–175,

233–247
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drawdown analysis, 77
frequency distribution of monthly returns, 65
good performance, 78–79
hedge fund indexes, 73–74
historical performance, 176
improbable performance, 79
long and short, 64, 65–66
measurements, 63–65
modern portfolio theory, 74–76

number verification, 67
peer analysis, 71–72, 91, 181–182
performance standards, 66–67
standards, 196–19
trends, 179–181

PerTrac Financial Solutions, 30
Pioneering Portfolio Management (Swensen),
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alternate investments, 13–16
construction, 139–153
determinants of performance, 12–13
diversification, 19–20
domestic equity, 192
exposures, 175, 178–179
fixed-income, 194
international equity, 193
manager’s generation of ideas for, 123
optimization, 147–153
position summary, 177–178
real asset, 194
test versus model of, 142–147

PPA. See Pension Protection Act of 2006
PPM. See Private Placement Memorandum
Private Placement Memorandum (PPM), 18–19,

117
Prudent Man Rule, 21
Putnam, Judge Samuel, 21

Q
Quantum, 6
Questionnaires. See Due Diligence

Questionnaire; U.S. Equity long/short
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Risks. See also Hedge funds, risk management
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complexity risk, 98–99
concentration risk, 89
counterparty risk, 94
credit risk, 95–96, 97
derivatives risk, 100–101
hedge fund risk matrix, 84
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key person risk, 99
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Risks (Continued )
leverage risk, 91–92
liquidity mismatch risk, 90
liquidity risk, 85–87
manager/investment risk, 85
market risk, 85, 94–95
model risk, 96, 98
net asset value instability risk, 99–100
operational risk, 84, 89–90
process, 91
regulatory and legal risk, 188
reputation risk, 93–94
risk/return comparison, 82
sensitivity to assumptions risk, 99
short selling risk, 92
submerged, 94
transparency risk, 90–91

Ritchie, A.R. Thane, 93
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Russell indexes, 74, 78, 179
Russia, 157

S
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Scholes, Myron, 156
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Sector strategies, 6
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22, 41, 66, 106, 188
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Short selling risk, 92k
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Soros, George, 1, 171
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S&P 500, 71, 73, 74, 76, 142
SRI. See Socially Responsible Investing

Standard deviation, 50
Statistical measures, 49–53
Steinhardt, Michael, 1
Sterling ratio, 51–52
Submerged risk, 94
Swensen, David F., 13

T
Taxes, 224
Technology, 108–109
Terrapin, 45
Third party vendors, 105–106, 127, 129–130,

186–187, 189
Time Weighted Return (TWR), 62–63
Trading, 130, 198–199

leverage, 2
process and systems, 232–233
strategies, 6

TransCanada Corp., 165
Transparency risk, 90–91
Tremont Capital Managaement, 73
Trends, 179–181
Tudor, 28
TWR. See Time Weighted Return

U
UHNW. See Ultra-high net worth
Ultra-high net worth (UHNW), 13
U.S. Bankruptcy Court, 170
U.S. Congress, 4
U.S. Department of Labor, 22
U.S. Equity long/short managers proposal

questionnaire, 229–248. See also
Investments

U.S. Tax Code, 117, 118

V
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Washington Post, 4
Whittier, John, 160
Wolverine Asset Management, 6, 109
Wood River Capital Management, 7, 106,
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