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Account cash balance (ACB), 220
Account structure decisions

CPO/fund of funds, 83–84
direct account diversified portfolio, 84
mutual fund or ETF, 84–85
regulation and protection, 90
single CTA, 83

Active portfolio management, yellow/red
flags in, 229–230

Advisor background disclosure, 77, 86
Aggressive managed futures program, 37–39,

64–65
investing after drawdown, 39
investment minimums, 43–44
performance targets for, 42
problems issues with, 38–39

Aggressive returns, 26
Agricultural traders and markets, 157–159
AIG, 134
Alpha, 10
Arbitrage trading, 80
Asset under management (AUM), 261–262
Audit reports, 96
Auditing and money flow, 95–97, 213
Average drawdown, 260–261
Average drawdown recovery time, 259–262

Balanced portfolio, 5
Balarie, Emanuel, 6
Barclay Alternative Database, 42
Barclay CTA index, 19, 165
Benchmarks, 173, 239–241
Beta, 10–11
Black swan event, 55, 82
Blue chip investments, 218
Brinson, Gary, 11
Broker-dealers (BDs), 17
Brokerage arrangements, 86–87
Brorsen, B. Wade, 13

Buffett, Warren, 103
Buy and hold strategy, 4, 17, 217

Calmar ratio, 265
Catastrophic market risk strategies, 163–164
Certification method, 14
Chicago Mercantile Exchange (CME), 1, 11,

150
CME Portfolio Diversification

Opportunities, 277
Commission, 87
Commodities, 6, 74–75
Commodities for Every Portfolio (Balarie), 6
Commodity brokers, 77–78
Commodity Exchange Act, 93
Commodity fund operator, 77
Commodity Futures Trading Commission

(CFTC), 92, 98–100, 212, 268
Commodity pool operator (CPO), 27, 42,

83–84, 136, 144
Commodity trading advisor (CTA), 5,

13–14, 19, 25, 74–75. See also
Individual CTA analysis

analysis of factors for, 49–52
chasing performance, 251
commodity broker vs., 77–78
hidden risk, 64–66
individual CTA analysis, 52–55, 254–255
investing after a drawdown, 39
investing client capital, 80–93
leverage adjustment, 49–51
market timing, 251–252
methods to identify successful, 173–176
oversight of, 92–95
portfolio diversification and “miracle on

ice effect,” 51
recovery time, 51
risk-focused criteria, 246–247
selection of, 244–252
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Commodity trading advisor (CTA)
(Continued )

short-term results and hidden information,
248–250

trend trader, 52–55
understanding strategies, 245–246
volatility diversification, 52

“CTA Sustainability Study,” 169–171,
173–174

Compounded annual return, 255–256
Conflicts of interest, 86–87
Conservative managed futures program,

29–32
investment minimums, 43–44
moderate-conservative mix, 44–46
performance targets of, 42
volatility and, 32

Conservative returns, 26
Correlation, 71, 147–149

correlation planning, 159
major indexes study, 152–154
market traded correlation, 165–167
price correlation, 161–163
returns-based correlation as faulty,

160–167
stocks, bonds, and managed futures,

151
strategy correlation, 164–165
time frame correlation, 167
volatility correlation, 167

Correlation matrix, 151–152
Counter trend strategy, 60–62
Cushing, Patricia, 96

Dennis, Richard, 155
Derivatives, 233–234
Direct account diversified portfolio,

84
Direct CTA investments, 27
Direct managed futures account,

transparency of, 90–95
Directional strategy, 58
Disclosure document (D Doc), 85–87

advisor background, 86
brokerage arrangements, 86–87
conflicts of interest, 86–87
fee structure, 86–87
opening pages, 86
past performance, 87
principal risk factors, 86

signature documents, 87–88
trading strategy, 86

“Disclosure Documents: a Guide for CTAs
and CPOs,” 86

Discretionary volatility trader, 58–60
Diversification, 11–13

asset diversification, 4, 237
as investment goal, 5
managed futures and, 11–13, 18–19
risk and, 5, 103, 273–274
stock diversification, 10–11
systematic risk and, 10
volatility diversification, 52, 103

Downside deviation, 264
Drawdown(s), 39–41, 106–108

buying on drawdown, 39, 195–197
worst drawdowns, 108–112

Drawdown recovery time, 8–9, 117
as investment factor, 51

Due diligence, 170, 188–191
correlation, 190
past risk measures, 189–190
probability, 190
returns, 190–191

Dyekman, Larry, 97, 100

Exchange-traded fund (ETF), 84–85

Fee structure, 86–87
Fees and performance reporting, 97–98
Fidelity Investments, 71
Filtering process, 177
Financial Industry Regulatory Authority

(FINRA), 98
FINRA Ten Tips for 2010, 5
Force of probability, 266–267
Foreign government bonds, 138
Fraud risk, 200, 202, 212–214
Friedman, Milton, 272
Fund of funds, 83–84
Future delivery, 73
Futures commission merchant (FCM), 77,

83, 92–94, 206, 269
Futures contracts, 75, 79
Futures market, 79

Goldman Sachs, 138
Government regulation, 90, 231–233
Gregoriou, Greg, 13
Guarantee/guarantor, 138–139
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Hedge account, 228–229
Hedge funds

fraud schemes, 89, 93
long/short funds, 156
risk and, 6

Hedging strategy, 79
High-performance managed futures (HPMF)

index, 188–189
High-performance managed futures (HPMF)

portfolio-building exercise, 178–191
benchmarks, 188
diversification goals, 179
drawdown recovery time filter, 183
due diligence, 188–191
investing on drawdown, 179
money under management, 181–183
past probability/positive performance

variance filter, 185–187
portfolio structure, 179
return filters, 187–188
risk, probability, and returns, 183
track record, 180–181
universal filtering, 179–180

High-Performance Managed Futures
(HPMF) web site, 14, 16, 22–23

Illiquidity, 137–138
Incentive fee, 87, 97
Individual CTA analysis, 52–55

counter trend, 60–62
discretionary vol trader, 58–60
experience, strategy, risk management,

52–55
leverage usage, 57–58
positive win/loss size ratio, 54–55
win strategy and strategy, 55–57

Individual manager risk, 200, 202, 209–212,
228–230

Introducing broker (IB), 77, 83, 94, 269
Investment indexes performance, worst

drawdowns, 7
Investment minimums, 137
Investors risk self-questionnaire, 5, 242–243

Johnson, Ned, 71

Length of track record, 257
Leverage, 203–204
Leverage adjustment, 49, 57–58
Leverage risk, 219

Lintner, John, 3, 6, 11, 15, 102–104, 117,
276–280

Liquidation value (LV), 220
Liquidity, 95
Lockup periods, 95, 137–138
Loeb, Gerald, 83, 276–277
Long/short hedge funds, 156

Madoff Ponzi scheme, 89–91, 93, 98, 202
Managed futures. See also High-performance

managed futures (HPMF)
portfolio-building exercise

2009 “Waterloo” performance, 19–20
agricultural traders and markets, 157–159
characteristics of, 1–3, 70–72, 236–237
definition, 27–28, 72–74
diversification and, 11–13, 18–19, 43
as fastest-growing asset class, 69–70
as noncorrelated major asset class, 1, 3,

11, 148–150, 154–157, 167, 237
as paradigm shift in investing, 21–22
performance comparison (1980–2008), 2
risk and, 3, 6, 11, 13
safe harbor effect of, 168
successful portfolios, characteristics of,

169–171
target for returns, 26, 41–42
technical definition, 73–74
three-way oversight of, 92–95
timing of investment, 195–197
trend-following strategy, 20–21
volatility/returns/drawdown insight, 39–41
Wall Street’s views on, 16–19

Managed futures account, 220–221
graphical look at, 221–228
investment minimums, 43
margin-to-equity management, 225
margin usage, 225–227
profit analysis, 222
profit/loss momentum, 223–224
share of profit/loss, 222–223
strategy diversification, 224–225

Managed futures indexes, 12
differences in indexes, 13–14

Managed futures industry
needs of, 230–231
regulation of, 90, 231–234

Managed futures risk, 199–200
CTAs strategy and, 201
risk of, empirical studies of, 13
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Managed futures risk (Continued )
fraud risk, 200, 202, 212–214
individual manager risk, 200, 202,

209–212
margin and leverage risk, 200, 202–209
planning for, 214–215
worst-case scenario, 214

Managed Futures Strategy Benchmark
Performance Study, 239–241

Managed Trading: Myths and Truths
(Schwager), 39, 196

Management fees, 87, 97
Manager of mangers, 77
Margin, 143–145, 204–205, 219
Margin calls, 57, 204–205
Margin interest income, 78
Margin levels, 206
Margin and leverage risk, 200, 202–209
Margin-to-equity ratio, 207–209, 225
Margin usage, 225
Market-neutral managed futures, 1
Market risk, strategies for, 163–164
Market traded correlation, 165–167
Market value (MV), 220
Markowitz, Harry and Modern Portfolio

Theory (MPT), 6, 9–10, 15, 102, 119,
271–277

Merrill, Charles, 71
Merrill Lynch, 71
Moderate managed futures program, 33–35

diversification options, 46–49
hypothetical results of, 46
investment minimums, 43–44
performance targets for, 42

Moderate returns, 26
Modern Portfolio Theory, (MPT), 6, 9–10,

15, 102, 119, 271–277
Morningstar, 5, 22
Mutual fund, 71, 84–85

National Futures Association (NFA), 5, 39,
54, 68, 70, 78, 85–86, 92, 98–100, 206,
213, 268

Negative returns, 7–8, 120, 131
Noncorrelated asset class, 1, 3, 11, 148–150,

154–157, 167, 237
Notional funding, 58, 204

O’Donnell, Tom, 15–16, 23
Options/market neutral, 81

Papagiannis, Nadia, 5, 22
Performance auditing, 95–97

audit reports, 96–97
disclosure documents, 87
fees and, 97–98
frequency of, 96
validity of returns, 96

Performance-risk measures, 255–259
asset under management (AUM), 261–262
average drawdown, 260–261
average drawdown recovery time,

259–260
Calmar ratio, 265
compounded annual return, 255–256
downside deviation, 264
length of track record, 257
returns distribution, 264
Sharpe ratio, 258
Sortino ratio, 262–263
standard deviation of returns, 256–257
Sterling ratio, 265
upside/downside deviation, 263–264
worst drawdown, 256–257

Peters, Carl, 277
Ponzi scheme, 89, 202
Portfolio design strategy. See also

High-performance managed futures
portfolio-building exercise

asset allocation, 172
diversification, 176–177
establishing goals, 172–173
flexible systems, 177–178
investor goals and, 171–173
risk tolerances, 172
risk/reward profile, 172
specific objectives/correlation needs, 172
stated objectives, 171
time frame/access to capital, 172
volatility skewing and, 176–178

Portfolio developer bias, 60
Portfolio diversification

individual manager selection vs., 43–52
Lintner’s work on, 277–279
“miracle on ice effect,” 51
multimanager vs. top-returning CTA,

43–44
risk management and, 44
volatility diversification, 52

Portfolio manager bias, 197–198
Price correlation, 161–163
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Principal-protected note, 137
Principal-protection product, 133–134

amount of protection, 139–140
50 percent of protection used as margin,

143–145
guarantor for, 138–139
high-risk assets and, 140
how it works, 135–136
investment minimums, 137
largest factor impacting returns, 140–142
lockup period and illiquidity, 137–138
perception and math of, 134–135
returns generator, 136
source/term of protection, 135–136, 140
steps to creating, 137–139
strategies to maximize return, 139–145

Probability of success/size of win, 265
Proprietary track record, 60

Recovery time, 51
REFCO bankruptcy, 94
Registered Investment Advisors (RIAs), 83
Registered securities broker, 84
Regulated vs. unregulated entities, 268–269
Regulatory control, 98–100
Returns-based correlation analysis, 148

faulty logic of, 160–167
Returns distribution, 264
Reward-adjusted deviation (RAD), 119–120

average drawdown, 124–127
CTAs risk/reward analysis, 127–130
downside/upside deviations, 121
mathematical demonstration of, 120–122
negative return as ultimate risk, 131
standard deviation vs., 123–124
test of success, 122–124
as widened performance measure,

130–131
Risk. See also Managed futures risk;

Reward-adjusted deviation (RAD)
account structure decisions, 83–85
diversification and, 5, 103, 273–274
hidden risk, 64–66
investment portfolio and, 3
myths of, 3–4
negative return performance, 131
stock market and, 3–4
uneven returns distribution, 193–194

Risk benchmarks, 173
Risk disclosure, 26, 86, 105

Risk management
margin and leverage, 209
margin-to-equity ratio, 207–209
planning and, 214–215
worst-case scenario, 214

Risk quadrants, 274
Risk-reward tradeoff, 6, 9

force of probability, 266–267
investor’s goals for, 26
investors self-questionnaire, 242–243
managed futures and stock turbulence,

150–152
probabilitly of success/size of win, 265
size of win/loss, 266
win/loss percentage, 266

Risky assets, principal-protection product,
133

Roth, Daniel J., 99
Rouah, Fabrice, 13

Safe harbor effect, 168
Schneeweis, Thomas, 13
Schwab, Charles, 71
Schwager, Jack, 39, 195
Securities and Exchange Commission (SEC),

98
Segregated account, 93–94, 212

limited protection of, 92–95
Sharpe, William, 10–11, 15–16, 35
Sharpe ratio, 35, 66, 118, 173, 258

definition of, 36–37
Short volatility programs, 175–176
Signature documents, 87–88
Single CTA, 83
Size of win/loss, 266
Sortino ratio, 126, 131, 262–263
Spread (arbitrage) trading, 80–81
Spurgin, Richard, 13
Standard deviation, 101, 103, 256–257

reward-adjusted deviation (RAD),
123–124

as risk measure, 9–10, 120
Statistical risk measures, 178
Sterling ratio, 265
Stock diversification, 10–11
Stock market

correlations of, 71, 150
managed futures and, 150–152
noncorrelated assets and, 167
risk and, 6, 234–235
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Stock market neutral programs, 5–6
Strategy correlation, 164–165
Strategy drift, 225
Structured notes, 133
Survivorship bias, 14
Systematic risk, 10–11
Systemic market risk, 160

Target risk/reward profiles, 28–41
aggressive programs, 37–39
conservative programs, 29–33
moderate programs, 33–35

Time frame correlation, 167
Townsend, John, 13
Trading, gambling, or investing, 76
Trading strategy, disclosure documents, 86
Trading system, 77–78
Transactional commission, 78
Transparency, 90–95, 213, 231–232
Trend following strategy, 20, 159, 174–175
Trend trader/trading, 52–55, 62–64, 82–83,

155, 174–175

U.S. government-back debt, 138–139
Unsystematic risk, 10
Upside/downside deviation, 263–264

Volatility, 5, 101, 133
“bad” volatility, 118
conservative managed futures investments

and, 32
drawdown and, 106–108
Lintner’s work, 104
managed futures, 39–41
positive/negative returns and, 102
riskiness of, 103–104
standard deviation, 117–118
to reduce volatility, 103
worst drawdown, 108–112

Volatility correlation, 167
Volatility diversification, 52
Volatility skewing, 176
Volatility tolerance, 101

Waksman, Sol, 14
Warwick, Ben, 271
Win percentage, 174
Win/loss percentage, 266
Worst drawdown, 256–257
Written documents, 213

Zero-sum game, 74
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