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from the firm’s Hong Kong office. “Recent 
macro developments have meant that along 
with fundamental strategies such as long/
short equity, some relative value strategies 
have also suffered because of the degree of 
intra-asset class correlation.” 

Seaton says that 2012 had seen the 
return of event-driven and LSE strategies 
until May. Managers who switched their net 
exposures early in the year have done well 
whereas others missed the beta and have 
lagged quite heavily. “Over the last month 

The average hedge fund was up 6 per cent 
through April and whilst the de-coupling 
argument largely holds up well for the 
Asia region, recent events in Europe 
have nevertheless had some ripple effect. 
Whenever macro stories come to the fore, 
correlations increase across all major assets 
and hedge fund performance tends to 
drop off. 

“That’s especially true in Asia,” comments 
Graham Seaton, Head of APAC Prime 
Brokerage at Bank of America Merrill Lynch, 

Seeding opportunities 
‘tight’ but 

second generation of 
managers are setting 

their sights high
By James Williams

Overv ieW
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it’s reversed again; macro factors have 
re-emerged, correlations have increased and 
performance in fundamental-driven strategies 
is falling off,” says Seaton. 

The ability to build traction and generate 
performance, particularly for Hong Kong’s 
smaller managers and start-ups, is 
frustratingly tough in this continued risk on/
risk off environment. On the one hand they 
need to grow assets to appeal to institutional 
investors. On the other they’re having to 
micro-manage exposure and leverage 
levels and, having learnt the lessons of 
2008 when a number of managers were 
so net directional they may as well have 
been mutual funds, exercise restraint to 
avoid blowing up; thereby holding back 
perfomance.

Tim Wannenmacher, UBS Head of 
Prime Services, Asia Pacific, notes that 
one emerging trend is the recognition 
that even when global markets improve, if 
investors want high net exposure to certain 
markets, why would they invest in a hedge 
fund versus a long-only product? “Broadly, 
most hedge funds will move towards lower 
net exposure, lower volatility and long-
term outperformance of market indices,” 
says Wannenmacher. He adds that at the 
beginning of May net exposure had already 
dropped to 25 per cent but has since fallen 
to around 10 per cent, with gross leverage at 
around 140 per cent reflecting the currently 
difficult market conditions. 

Chuak Chan is the COO of Ascalon 
Capital Managers (Hong Kong) Ltd, a 
subsidiary of Australian bank Westpac. The 
firm takes equity stakes in some of the 
region’s leading boutique managers, the 
most recent being Athos Capital, a Hong 
Kong hard catalyst event-driven fund. Chan 
says that the seeding environment remains 
“quite tight” and that whilst deals are being 
done there haven’t been that many over the 
last six months. 

“It’s tight and will continue to be for some 
time yet. The industry continues to be capital 
constrained but there are still opportunities 
for good managers. The days of a manager 
launching with investors clambering to invest 
have gone,” says Chan. 

Global deleveraging combined with 
investor preference for larger branded 
managers is a fact that smaller managers, 
who continue to dominate the Hong Kong 
landscape, have to deal with. In Chan’s view, 
they need to be open-minded when starting 
up. “It’s rare for us to go into a meeting and 
have someone say ‘I think I’ll do it myself’ 
because even if you can get started it’s still 
difficult to raise money. It’s not just seeding; 
the whole capital raising environment right 
now is difficult.”

Paul Smith is co-founder of AGS Capital 
Partners (and founder of Triple A Partners), 
a firm advising non-Asian family offices on 
Asian hedge fund investment opportunities. 
In his opinion, whereas the seeding business 
five years ago might have resulted in a 
one-in-five chance of backing a successful 
manager, “now it’s probably more like a one-
in-fifteen shot. It would be great to see some 
of those smaller managers thrive and survive 
but against the current backdrop I just don’t 
see how it can happen.”

Amsterdam-based seeding platform 
IMQubator has developed a joint venture 
with Hong Kong FoHF firm, Synergy Fund 
Management, to source the next generation 
of talent. Smith is all in favour of such 
developments but adds: “It would be stupid 
to say you can’t grow a USD30million fund 
because you can, but the problem is your 
chances of doing so are a lot worse now 
than they were five years ago.”

Overv i eW
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“Recent macro developments 
have meant that along with 
fundamental strategies such 
as long/short equity, some 
relative value strategies have 
also suffered because of the 
degree of intra-asset class 
correlation.”
Graham Seaton, Bank of America 
Merrill Lynch

“Broadly, most hedge funds 
will move towards lower net 

exposure, lower volatility and 
long-term outperformance of 

market indices.”
Tim Wannenmacher, UBS
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Hedge funds in China: 
opportunities abound 

By Bronwyn King and Alex Last
Despite (or perhaps because of) global 
market volatility, the appetite of fund 
managers for all things Chinese, from 
investing in offshore RMB to trading on the 
domestic capital markets, continues apace. 
Recently, however, there appears to have 
been a shift in opportunities for both Chinese 
investors and global fund managers. Over 
the past decades, the focus for both foreign 
investors and Chinese regulators has been 
entirely inbound in nature. However, with the 
proliferation of domestic Chinese investors, 
the rapid accumulation of large pools of RMB 
capital, along with inadequate global liquidity, 
a subtle shift of focus to opportunities 
outbound has emerged. 

A number of our Cayman hedge fund 
clients have sought to provide their investors 
with RMB exposure by investing directly 
or indirectly into companies which are 
domiciled in China with shares denominated 
in RMB and traded on the “A” Share markets. 
“A” Shares are issued by companies 
incorporated in China that are listed on the 
Shanghai and Shenzhen Exchanges. 

Since 2002, hedge funds have been able 
to access these exchanges by investing 
in “A” Shares through licensed foreign 
institutions (typically prime brokers) that have 
obtained QFII status (or very recently through 
the RQFII programme, which effectively 
operates as the offshore RMB equivalent to 
the QFII programme). 

The PRC authorities impose strict rules 
on the type of listed company whose shares 
can be purchased. This is designed to 
prevent the circumvention of restrictions on 
foreign participation in certain industries 
and there are limits on the stake that QFIIs 
individually and collectively may hold in a 
listed company. 

Moreover, there are uncertainties as 
to the application of PRC tax laws and 
regulations on capital gains tax that may be 
imposed, which has caused concern in the 

industry amongst QFIIs and their underlying 
funds particularly regarding whether or not 
to accrue withholding tax in calculating a 
fund’s net asset value; there is anecdotal 
evidence in the market that the tax will have 
a retrospective effect which is likely to cause 
grave issues for hedge funds, particularly if 
the tax is imposed on gains as far back as 
the inception of the QFII programme in 2002. 

Any fund manager should therefore bear 
in mind that an investment in the “A” Share 
market may not be as freely tradable, liquid 
or transparent as might have been expected.

In line with the rapid increase in China’s 
fledgling outbound investment market, 
Shanghai has indicated that it is planning to 
launch a pilot programme that will provide 
opportunities for certain qualified foreign 
hedge funds and private equity funds to 
raise RMB capital in China from domestic 
investors for deployment overseas. 

The pilot programme, if implemented, will 
provide certain domestic investors access 
to investment opportunities outside China 
through qualified foreign investment funds. 
We understand the driver behind these 
changes is to provide domestic Chinese 
investors with an opportunity to participate 
in potentially high yield distressed or under 
valued assets overseas. 

It is likely that, if implemented, admitting 
domestic Chinese investors into a typical 
Cayman hedge fund may bring with it 
special Chinese regulatory, taxation and 
repatriation issues that will need to be 
factored into structuring and may require the 
establishment of a separate feeder fund so 
that these issues and the costs associated 
are ring-fenced from the other feeder funds 
in the structure. At this stage the pilot 
programme is still in its drafting stage, no 
time-frame has been announced nor specific 
guidelines shared with the public. 

In terms of structuring, the devil will be in 
the detail. n

Bronwyn King, senior lawyer, 
Mourant Ozannes (Hong Kong)

Alex Last, partner, Mourant 
Ozannes (Hong Kong)

MOurAnt OzAnnes
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Fund of funds have long been key investors 
in hedge funds but faced with continued 
criticism over costs and performance the 
industry has been in freefall post-08. 

On 21 May it was announced that Man 
Group Plc was acquiring well-established 
FoHF firm FRM, two years after it had 
bought GLG Partners. Consolidation is also 
happening in Asia. 

In early May, Gottex Fund Management 
(Hong Kong) Ltd announced the 
successful acquisition of Hong Kong-based 
Penjing Asset Management, which runs 
USD434million in assets. With around 20 
people and close to USD800million in AUM 
allocated to the region, Gottex now has one 
of the largest FoHF infrastructures in Asia.

“We have a strong product offering for 
global institutions seeking exposure into 
Asia,” says Max Gottschalk, co-founder 
of Gottex and head of Asia Pacific. “It’s 
an exciting step for us in Asia in terms of 
establishing ourselves as a key player and 
puts us in a good position to compete for 
institutional mandates from investors seeking 
to gain exposure to Asia.” 

Gottschalk notes that like the rest of the 
world, overall investor interest has been 
relatively limited this year. “We’re not seeing 
huge inflows into hedge funds or FoHFs 
globally but I would say Asia is one of the 
best opportunities right now in terms of future 
allocations to the alternatives asset class. 

“There have been a handful of mandates 
coming out of Japan, Korea and China 
looking at Asia-specific managers. Where we 
see real interest is from global institutions 
like US and European pension plans who 
are hiring people here in Asia and actively 
deploying capital – there’s been an increased 
level of interest over the last few months.” 

One of the challenges in Asia is that 
you need funds of sufficient scale for large 
institutions to allocate to, according to Chan.

“Larger funds have a natural advantage 
in terms of attracting assets but people 
still want performance. If a small manager 
performs well and has a strong investment 
proposition, it will have a good chance of 
raising money,” says Chan. 

Smith thinks the situation of larger funds 
attracting assets is even more extreme in 
Asia than elsewhere because many of the 
equity-based strategies aren’t scalable. 

“If you can get to USD200million you can 
grow quickly but to get there remains a 
real problem. The root of the problem 
is the banking crisis; because of global 
deleveraging there isn’t money in the system 
trickling through to financial products. 

“Until the deleveraging cycle is concluded, 
which may be another five years away, I 
don’t see the situation changing. Smaller 
managers have got a long hard road ahead 
of them.” 

Indeed, just this week Reuters reported 
that former Lehman Brothers trader Allan 
Bedwick was shutting his USD120million 
global macro fund because the fund couldn’t 
attract enough capital, despite making 
money for its investors. Firms like Doric 
Capital and Boyer Allan have also shut funds 
in recent times. 
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“It would be great to see some of those 
smaller managers thrive and survive but 
against the current backdrop I just don’t see 
how it can happen.”
Paul Smith, AGS Capital Partners

www.hedgeweek.com


www. v i s t r a f u n d s e r v i c e s . c om

For further information please contact:

Vistra Fund Services Limited is regulated by the Jersey Financial Services Commission.

Hong Kong
charles.kwun@vistra.com 
Tel  +852 2521 3661

Luxembourg
jan.vanhoutte@vistra.com 
Tel  +352 42 22 29

Jersey
richard.hughes@vistra.com 
Tel  +44 1534 504 700

Belgium / China / Curaçao / Cyprus / Germany / Hong Kong / Ireland� / Jersey / Luxembourg / Malta / Mauritius 
Netherland�s / New Zealand� / Singapore / Switzerland� / Taiwan / United� Arab Emirates / United� Kingd�om / United� States

• Corporate secretarial
• Fund platforms

• Fund of fund custody
•	Registrar and transfer agent

•	Fund formation
•	Fund administration

Vistra Fund Services (“VFS”) is the fund administration and fund formation division of the Vistra Group, a leading global provider 
of corporate, fund administration, trust and fiduciary services. Vistra has 23 offices in 19 jurisdictions with specialist fund teams 
based in Jersey, Luxembourg and Hong Kong.

VFS offers a full range of fund administration services including:

We adapt to fit your requirements,  
not make you change to fit ours.

http://www.vistrafundservices.com


Hong Kong Hedgeweek Special Report Jun 2012 www.hedgeweek.com | 10

Privium offers managers a 
fast track to market

interview with Charles Kwun

“We started last year working on plans to 
expand the fund service in Asia,” comments 
Charles Kwun, managing director, Vistra 
Fund Services Asia. 

Vistra Fund Services is an independent 
fund administrator. In May 2012, it launched 
the Privium Capital Fund structure in Hong 
Kong; a turnkey solution that works with a 
variety of service providers to give start-up 
managers a cost-effective route to market. 

Last year Vistra launched a similar 
solution in Luxembourg using an onshore 
fund structure with London-based Privium 
Fund Management acting as investment 
adviser. This was the prototype that 
prompted Vistra to exploit what they feel is a 
niche gap in the Asian market. 

“In Luxembourg the product is called 
Privium Selection Fund. In Asia, where we 
use a Cayman fund structure, it’s called the 
Privium Capital Fund. 

“We aren’t the first to offer a platform 
solution here in Hong Kong. Some products 
might be pure middle-office or back-office 
solutions, or administration platforms, 
without packaging all the required service 
providers together. I’d say Privium is the 
most comprehensive one-stop shop on the 
market,” says Kwun. 

Vistra handles fund administration with 
PwC selected for fund auditing and Maples 
& Calder acting as Cayman legal counsel. 
Managers - who effectively join the platform 
as sub-advisers - can also choose to use 
Privium Fund Management’s middle-office 
platform. Additionally, the Privium structure 
adds the SFC license of local Hong Kong 
investment manager Triple A Partners, 
enabling start-ups to avoid having to apply 
for their own. 

“Some managers will have their own SFC 
licenses, but traditional start-ups, might not 
have anything. The understanding is with us 

they can start building their track record with 
a professional infrastructure and work on 
their own license later on,” explains Kwun.

The Privium structure, therefore, offers 
start-up managers a fast track to market. 
“We’re a kind of incubation platform. When 
managers have built up a track record and 
decide to raise external money they can 
switch the fund into a standalone set-up,” 
adds Kwun.  

Depending on the type of client and 
its investment strategy, the costs of 
entering Privium will vary. A start-up fund 
management team who just wants to get up 
and running can benefit from the economies 
of scale and keep costs to a minimum. 
Conversely, an existing manager may need 
the additional support on offer by using the 
middle-office platform. Kwun estimates that 
the structure can save managers 20-30 per 
cent overall, compared to going alone.

“Fund administration is an on-going cost for 
the product, and there’s also a licensing fee 
for those who wish to avoid applying for their 
own. So there are various fee components 
that a manager might incur depending on the 
overall requirement,” says Kwun. 

The clearest advantage of turnkey 
solutions like Privium, particularly in Asia 
where tier-one administrators typically 
overlook start-ups with small AUM, is the 
inherent flexibility they offer. Setting up a 
fund is a costly, complex process; having 
someone take care of it is a clear attraction. 

Moreover, because the structure is 
designed to help smaller managers, the level 
of service will be comparatively better than 
that of a major player who’s more likely to 
pander to the needs of bigger clients. 

As Kwun adds: “We have all the service 
providers lined up, the infrastructure in place, 
the fund documentation worked out; all a 
manager needs to do is plug and play.” n

Charles Kwun, managing 
director, Vistra Fund Services 
Asia

v istrA fund serv iCes

www.hedgeweek.com
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Asia want “punchier products with higher 
volatility so running a more concentrated 
portfolio makes sense”. 

He echoes Seaton’s earlier point by 
adding: “We’re looking for good China l/s 
managers, good Japan l/s managers: those 
are areas we’re looking to allocate capital 
into. We’re also looking at the macro space.” 

Although a record number of Asian 
funds closed last year and nearly 40 have 
closed in 2012 there were some high profile 
launches such as Carl Huttenlocher’s Myriad 
Asset Management. This year looks equally 
as strong. 

Former Lone Pine executive Eashwar 
Krishnan is launching Tybourne Capital, 
former Nomura Holdings Inc trader Benjamin 
Fuchs’s BFAM Partners (Hong Kong) is set 
to commence trading 1 June with a target 
AUM of USD500million, whilst Alp Ercil, the 
former Asia head of Perry Capital, has raised 
USD440million for a private equity-style 
hedge fund. 

When asked why Ascalon had chosen to 
partner with Athos Capital, Chan responds: 
“Because, in a nutshell, they’re exceptional. 
We partner with managers based on three 
key criteria: the people, a strong investment 
strategy and risk management infrastructure, 
and a liquid strategy that doesn’t compete 
with our existing partners. Athos met those 
criteria. We want to work with exceptional 
managers and have total alignment with their 
interests so I’m not about to go out and look 
for another merger arbitrage fund (like Athos).” 

Hong Kong is, and will continue to benefit 
from, second-generation fund managers 
with first generation hedge fund training like 
Athos Capital. Last notes that people “are 
buoyant that the industry here will grow over 
the next few years”, but adds the following 
caveat: “The backdrop to that, however, 

BAML’s Seaton says that four strategies 
seem to be ‘in vogue’ right now, in particular 
macro strategies with an Asia bias; 
especially those with a shorter term trading 
outlook. China long/short managers have 
also attracted inflows “because some are 
quite nimble and flexible in terms of their 
beta exposures, with net exposures being 
actively changed”, states Seaton, adding 
that for similar reasons Japan long/short 
managers have also attracted inflows. 

Other strategies gaining popularity are 
credit and mixed credit/equity strategies, 
which ties in to Smith’s earlier point about 
global deleveraging. “There are opportunities 
to buy credit assets from banks and to 
operate in private lending situations. This 
is attracting a fair amount of sophisticated 
money, such as investors who have a deep 
understanding of various liquidity scenarios 
and are comfortable with longer term 
investment structures,” comments Seaton. 

Harvey Twomey, head of global prime 
finance distribution for Asia Pacific at 
Deutsche Bank, admits that Asian credit 
markets haven’t evolved at the same pace 
as equity-based strategies. “However, 
this is slowly changing. The use of debt 
instruments by Chinese enterprises as a 
financing tool will increase and the offshoring 
of the Renminbi will present opportunities.” 

Adds Wannenmacher: “Across strategies 
it’s been a tough environment in which to 
make money the last few months but multi-
strategy and macro funds are holding up 
better than others.” 

Gottschalk confirms that Gottex’s Asia 
FoHFs – Gottex Tiger Fund – has reduced 
the number of underlying managers from 40 
to around 20 to create a more concentrated 
portfolio. He believes investors looking at 

8 “We’re not seeing huge 
inflows into hedge funds or 
FoHFs globally but I would 
say Asia is one of the best 
opportunities right now in 
terms of future allocations to 
the alternatives asset class.”
Max Gottschalk, Gottex

“The industry continues to 
be capital constrained but 
there are still opportunities 
for good managers. The 
days of a manager launching 
with investors clambering to 
invest have gone.” 
Chuak Chan, Ascalon Capital Managers 
(Hong Kong) Ltd

www.hedgeweek.com
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and we are supporting clients as they seek 
opportunities in other asset classes. We 
have gained significant traction in this area, 
in part because of our integrated cross-asset 
margining capabilities and because of how 
integrated our business is across multiple 
product lines – these are clear differentiators 
for us.”

Wannenmacher believes that in order 
to defend and grow market position a 
prime broker has to be fully integrated with 
the rest of the franchise. “You can’t be a 
provider of one service only to the client. 
Capital introduction remains a key service. 
Clients want to know that you have access 
to differentiated pools of assets: we do, but 
also work closely with other divisions like 
UBS Wealth Management. From a capital 
introduction perspective, that helps,” says 
Wannenmacher. 

He says that funding and counterparty 
considerations are key when choosing a 
prime broker: it’s “critical” that clients know 
they can be funded today, tomorrow, next 
quarter, in difficult market conditions “within 
a reliable and stable framework”. 

“Other important points to consider are the 
quality of research provided, the execution 
quality, sales coverage and the relationship 
with investment banking. If you don’t have a 
strong offering in all those buckets, it’s very 
hard to compete in this business. They’re 
crucial in terms of how you grow market 
share,” says Wannenmacher. 

Reflecting on how investors should view 
Hong Kong’s hedge fund industry, Smith says: 
“There are plenty of good small- to mid-size 
managers to invest in; there’s never been a 
better breadth of strategies in Asia. However, 
if you’re looking to invest in managers with 
USD500million and a 10-year track record, 
you’re destined to be disappointed.” n

is that managers clearly face challenges; 
primarily increased regulation.”

Says Twomey: “An increasing number 
of global-calibre hedge fund launches are 
happening in the region. We believe Asia will 
see its first USD10billion fund in the not-too-
distant future.”

Gottschalk thinks that given the fragmented 
nature of the industry it makes sense for 
smaller managers to try and secure FoHF 
capital. He also thinks that as Asia’s capital 
markets aren’t as well developed as those in 
the west, hedge fund managers find it harder 
to grow. “Those that have, by and large, 
have underperformed their benchmark. The 
real alpha for investors is in smaller local 
managers who are harder to find so having 
a strong on-the-ground presence, sourcing 
these investments, is important.

“The quality of talent here is improving 
and I expect that to continue as more capital 
flows into the region.” 

That start-ups need to up their game, 
operationally-speaking, is good news for 
prime brokers keen to offer advice and 
assistance. Traders coming out of prop 
desks and larger hedge funds may not 
appreciate what’s required and “need a lot of 
hand holding” in Seaton’s view.

“We are seeing increased sophistication 
in how funds structure themselves. This 
is an area of growing importance from a 
hedge fund consulting perspective and we’ve 
made a dedicated effort to strengthen our 
platform by hiring a senior investment funds 
counsel from Sidley Austin. They will advise 
on details of fund formation, structuring of 
fund platforms, liquidity terms, investor due 
diligence, lock-ups and both hard and soft 
fund wind downs.”

The problem primes face is that not only 
are trading volumes and leverage levels 
down; at the same time banks themselves 
are coming under pressure to strengthen their 
balance sheets under Basel III. But there are 
ways to evolve. Hedge funds are increasingly 
trading more geographies, and across different 
asset classes, and this is actually helping 
brokers diversify their book of business.

Confirms Seaton: “There are three ways in 
which this is driving change in the business 
we’re doing: we are focusing more broadly 
on different strategies; we are seeking out 
launches focused on different strategies, 

“An increasing number of 
global-calibre hedge fund 
launches are happening in 
the region. We believe Asia 
will see its first USD10billion 
fund in the not-too-distant 
future.”
Harvey Twomey, Deutsche Bank

www.hedgeweek.com
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A recent industry survey that ranked Asian 
prime brokerages based on hedge fund 
AUM was both predictable and unexpected. 
Predictable in the sense that Goldman 
Sachs remains the leading broker in Asia. 
Unexpected in the sense that Morgan 
Stanley, ranked Number 2 in the survey, was 
only some USD420million ahead of Credit 
Suisse (with approximately USD19.2billion in 
AUM), with Deutsche Bank and UBS each 
gaining 10 per cent market share. 

Since 2008, Goldmans and Morgan 
Stanley have seen their market share in 
the region halved as European players and 
the likes of Bank of America Merrill Lynch 
and Citi have moved aggressively to win 
clients. The ‘duopoly’ has become a stable 
of six or seven quality primes all battling for 
market share, illustrating that Hong Kong’s 
prime brokerage industry has become more 
competitive than ever.

This diversification trend is occurring 

Global regulation drives 
fund managers to 

strengthen operational 
controls and improve 
corporate governance

By James Williams
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throughout the service provider space in 
Hong Kong. 

Vistra Fund Services, an independent 
administrator, last month rolled out its 
Privium Capital Fund structure; a turnkey 
solution aimed primarily at smaller and start-
up managers, providing full fund formation 
and operational support. 

“For mid-size or smaller fund managers 
they don’t get the same quality of service 
(from tier one providers). We’re hoping that 
we’ll attract some of these clients currently 
using bigger administrators,” says Charles 
Kwun, Managing Director, Vistra Fund 
Services Asia. 

“Hopefully the experience of our team, 
many of whom have worked at tier one 
firms, will work to our advantage. As a new 
player you have to build up market share 
through word of mouth which is why we’re 
investing in our people, giving clients the 
highest quality service. As long as they’re 
happy, other managers will start to hear 
about us.” 

For global firms like BNY Mellon, the 
focus is not only on delivering exceptional 
fund administration services but also in 
developing new products that reflect the 
changing dynamics of the industry. The 
clearest evidence of this is the firm’s 
Prime Custody model: a solution that 
allows managers to reduce counterparty 
risk by segregating unencumbered cash 
and securities. 

Says Andrew Gordon, Head of BNY 
Mellon’s Alternative and Broker Dealer 
Services, Asia Pacific: “No doubt larger firms 
see this as the ‘new operating norm’ but 
there are also smaller firms using our Prime 
Custody solution. In many ways what they’re 
doing is making an investment in their 
business. They might not be managing big 
assets today but they’re mindful of the fact 
that in order to gather assets going forward 
they have to show a good operational 
track record.” 

Outsourcing is becoming increasingly 
prevalent. One such firm, DragonBack 
Capital, provides an operational platform that 
handles all the regulatory and operational 
risk controls for managers. 

Philip Tye and Rob Lance spun the 
platform out of their former DragonBack 
hedge fund and have proceeded to onboard 

a number of clients such as Sharp Peak 
Capital Management – a long volatility/
long gamma strategy run by co-founders 
Jean-Guy Renard, Nils Razmilovic and 
Jonathan Hodgson. 

Says Tye: “Our last big project was the 
transition of the Double Haven credit team, 
led by Daryl Flint, from the Sparx Group and 
four of its funds. Since then we’ve launched 
an Asian liquid bond strategy called the 
Double Haven Asia Absolute Bond fund, 
which launched on 19 December 2011 and 
was seeded largely with principals’ money. 
It’s had a good run performance-wise: it’s up 
nearly 9 per cent in 2012 and we’re delighted 
with that.” 

Although global regulation is raising the 
barriers to entry, fund formation numbers 
haven’t exactly fallen off the cliff. Rolfe 
Hayde, partner at Simmons & Simmons 
(Hong Kong) says that overall it’s been busy: 
“I think there is an increase in quality of new 
funds; everyone knows that fund raising is 
difficult and there aren’t as many trying their 
luck, as it were. People are better prepared 
now and I think the quality is higher. Of 
the funds we’ve been working on this year, 
nearly all have third party money up-front,” 
says Hayden. 

Adds George Saffayeh, partner with 
Ernst & Young’s Assurance practice: “Given 
where the market was in December, we 
were pleased to see the amount of regional 
start-up activity in the first half of the year. 
In addition to the number of launches, 
there has also been an increase in the size 
of launches.” 

DragonBack Capital have been active  17

“Despite quite a large 
number of fund closures 
last year it’s quite a vibrant 
market for start-ups. There’s 
good variety in terms of 
talent coming through and 
there’s always going to be 
talented managers who have 
good ideas but who perhaps 
need to be nurtured.”
Philip Tye, DragonBack Capital
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Embracing stronger 
corporate governance

interview with nick Plowman

Nick Plowman, partner at 
Ogier in Hong Kong

they have over the manager: “Oddly, some 
independent directors may not fulfil the criteria 
of institutional investors, but might well meet 
the expectations of a non-institutional investor 
who’s less concerned with truly independent 
oversight,” states Plowman.

As to how the issue of independent 
directorships affects Hong Kong, Plowman 
adds: “In Hong Kong we have the Profits 
Tax Exemption for Offshore Funds which 
provides guidelines requiring “central 
management and control” of the fund not to 
be exercised in Hong Kong in order to avail 
yourself of the exemption, thereby avoiding 
profits tax for a Cayman fund. Whilst not a 
conclusive factor, a majority of a Cayman 
fund’s board of directors is preferred to 
reside outside of Hong Kong to fulfil the 
Exemption’s requirements.”

Historically, says Plowman, there was a 
reliance on professional independent directors 
fulfilling these tax requirements for Cayman 
funds managed out of Hong Kong. Now 
there’s more focus on these independent 
directors being truly independent, actually 
making a meaningful contribution and fulfilling 
their fiduciary obligations, albeit that the 
Exemption still plays a part in the need for 
independent directors. 

Plowman says the key message with 
regard to corporate governance of Cayman 
fund structures is a need for managers to 
appoint truly independent directors who fulfil 
their fiduciary obligations and where conflicts 
of interest arise, ensure they are dealt with 
appropriately. If a manager can do one more 
thing to fulfil the requirements of an institutional 
investor, says Plowman, they’ll do it.

“When delegating powers to service 
providers, directors must also continually 
review and monitor the delivery of services 
by those providers. Delegation does not 
absolve a director of his fiduciary obligations 
in this context.” n

Given that a high percentage of Hong Kong 
hedge fund managers prefer the Cayman 
Islands as a domicile for their fund structure 
it’s perhaps unsurprising that the recent 
Weavering case has led to a sharper focus 
on corporate governance for Cayman Islands 
law firms such as Ogier. 

The judge in the case simply emphasised 
well-established expectations relating to 
directors’ duties in the context of a Cayman 
investment fund. However, it does provide 
some useful benchmarks for directors to 
refer to, particularly around the delegation of 
powers to a fund’s service providers such as 
a fund administrator.

Nick Plowman, partner at Ogier in Hong 
Kong says that directors of Cayman funds 
must ensure, for example, that investment 
managers act in accordance with their 
delegated authority under their investment 
management agreement. 

“There’s been a real focus on corporate 
governance in Asia in light of recent failings 
with respect to fiduciary obligations of 
the “operator” of Cayman fund structures. 
Issues such as conflicts of interest between 
the principals of the fund, the investment 
manager and their service providers have 
been tested a lot lately and it’s a trend that’s 
likely to continue.”  

“The Cayman Islands Monetary Authority 
(CIMA) are looking to try and regulate the 
provision of independent directorships in 
the Cayman. There’s a growing focus on 
directors acting for proper purpose and 
fulfilling their fiduciary obligations to the 
fund, rather than just fulfilling an investor 
requirement or a tax consideration,” says 
Plowman. 

Plowman concedes that the extent to 
which Hong Kong managers are being 
pushed by investors to improve corporate 
governance largely depends on the size 
of the investor and how much influence 
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what the administrator is doing. That 
way they can compare their performance 
with their administrator’s and ensure 
that everything is correctly reconciled,” 
says Saffayeh. 

One of the perceived weaknesses of 
Asian hedge funds in the minds of western 
investors is that historically they’ve not been 
as operationally robust as their western 
peers. But things are changing. BNY Mellon’s 
Gordon says that compared to the rest of 
the world Hong Kong definitely has some 
world-class managers, “not just in terms their 
investment performance, but also in terms of 
their operational performance. 

“There are a good number of smaller 
managers here that look up to these firms, 
aspiring towards getting there themselves, 
and that’s really where the opportunity set 
lies for us,” says Gordon. 

Tye says that whilst there are still 
sources of capital that may not need such 
an ‘absolute’ high standard, operationally 
speaking, for those who want to target 
global institutions they need to have an 
institutional control environment comparable 
to DragonBack’s. “We don’t do risk 
management, we do risk control. And it’s 
this independent risk control that investors 
require today. They want to know not only 
that risk management is being properly 
performed, but also that there is independent 
control over that risk management process.”

Technology vendors are also having to 
respond quickly to the operational demands 
being placed on managers. Linedata, for 
instance, whose Beauchamp portfolio 
management system is the firm’s flagship 
hedge fund product, is releasing version 
6.1.1 in June. More importantly, the firm has 
been working on a major development 
project – Linedata Beauchamp Sigma – to 
make the PMS interface more user-friendly 
and efficient for clients. It will be released 
towards the end of the year, providing clients 
with full front- through back-office support 
from trade execution through to settlement 
and custody across multiple currencies and 
asset classes. 

“The new GUI is completely user-
centric allowing each individual to build a 
personalised view using simple widgets, 
graphs and drag and drop techniques. Whilst 
the underlying data remains unchanged end-

this year as they look to source new talent 
with Tye noting that they’ve had in excess 
of 40 conversations over the last couple of 
months. “Despite quite a large number of 
fund closures last year it’s quite a vibrant 
market for start-ups. There’s good variety in 
terms of talent coming through and there’s 
always going to be talented managers who 
have good ideas but who perhaps need to 
be nurtured,” opines Tye. 

Alex Last, partner at Mourant Ozannes, 
says that people are looking more carefully 
at how they plan the start-up phase of 
their business: “Funds that want to raise 
institutional money need a solid middle 
and back office infrastructure which comes 
at a cost. As a result, start-up activity is 
taking longer.”

Operationally, Hong Kong’s fund 
management community is having to 
raise its game. Firms like Ernst & Young 
are evaluating the operating models 
and internal control structures of hedge 
funds, and providing recommendations for 
improvements where warranted according to 
Saffayeh. He says that while they are seeing 
improvements, “for smaller managers it’s 
difficult for them to have all the right people, 
processes and systems onboard. What we 
see is that they’re outsourcing a lot of these 
functions to make themselves more efficient.” 

“What we recommend, and what 
institutions are increasingly looking for, is 
that the manager has his own processes 
and systems in place in order to shadow 

14 

“I think there is an increase 
in quality of new funds; 

everyone knows that fund 
raising is difficult and there 
aren’t as many trying their 

luck, as it were. People are 
better prepared now and 

I think the quality is higher. 
Of the funds we’ve been 

working on this year, nearly 
all have third party money 

up-front.”
Rolfe Hayde, Simmons & Simmons 
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“There are a number of different ways the 
accounts are used,” explains Gordon. “For 
some the account is used purely for moving 
excess cash, for others it’s for moving 
unencumbered securities that didn’t need to 
be left as collateral with their prime brokers.”

The fact that the majority of growth 
in prime custody is coming from locally 
headquartered hedge funds is, in Gordon’s 
view, part of the ongoing “institutionalisation 
of the Asian hedge fund industry”. This is 
further evidenced by the growing number of 
high quality COOs joining Asian hedge funds.

Prime custody offers what Gordon calls the 
“Four S’s”: settlement of securities transactions; 
safekeeping of assets; segregation, which is 
really the key feature, and speed. “The way 
hedge funds expect to be serviced is different 
to that of other institutional investors and that’s 
one of the reasons why we have created 
a dedicated prime custody service team in 
Singapore,” explains Gordon. 

“Properly constructed, a prime custody 
relationship can add value to the overall 
business of a hedge fund and certainly 
assist in the relationship with the prime 
broker, not undermine it,” asserts Gordon.  

This move towards bigger funds in Hong 
Kong opening prime custody accounts, is, in 
Gordon’s view, part of the ‘new norm’. But as 
Gordon points out, the overall level of support 
goes beyond the “Four S’s” of prime custody. 

“We also have collateral products, 
fund administration, valuation and asset 
verification products, as well as prime 
custody. If you strip away the detail, a lot 
of it is focused on helping the manager 
demonstrate good governance around the 
operational side of fund management – and 
meet the needs of its investors. That’s a 
deliberate strategy of ours.” n

“It really took off in Asia last year,” 
comments Andrew Gordon, head of BNY 
Mellon’s Alternative and Broker Dealer 
Services, Asia Pacific, when discussing the 
firm’s prime custody model. Launched in 
2009, it has grown into one of the fastest 
growing businesses within Alternative 
Investment Services (AIS) with approximately 
USD157billion in AuC. 

BNY Mellon has moved quickly to service 
the entire liability side of hedge funds 
and with counterparty risk at the top of 
everyone’s agenda it’s little surprise that 
prime custody has become popular. 

“The prime custody business was first 
conceived ahead of the financial crisis. 
In early 2008 a client of ours – one of the 
largest hedge funds in Asia – was telling 
me how he was buying credit default swaps 
(CDS) on his prime brokers so even back 
then people were thinking about counterparty 
risk. Segregating assets in a prime custody 
account reduces exposure to the prime 
broker,” explains Gordon.

Hong Kong is the region’s biggest market 
for BNY Mellon’s prime custody offering with 
growth primarily being driven by medium and 
large hedge funds with a more institutional 
focus. “Year-on-year we have doubled the 
number of accounts and AuC for our Hong 
Kong-based clients. Having said that it’s still 
not a mature business; the habit of using a 
prime custodian is still new, not just in Hong 
Kong but globally.

“Nevertheless, we intend to put investment 
behind this growth to make sure we have 
the wherewithal to cope with demand; at 
present we have close to 50 people in 
the region serving the fund administration, 
settlement, safekeeping and collateral side of 
the business,” states Gordon.

Prime custody is 
becoming the ‘new norm’

interview with Andrew Gordon

Andrew Gordon, head of BNY 
Mellon’s Alternative and 
Broker Dealer Services, Asia 
Pacific
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example, tax authorities in the region are 
looking more closely at transfer pricing 
issues in the context of offshore investment 
management and onshore investment 
advisory arrangements.”

Aside from corporate governance, 
Nicholas Plowman, partner at law firm 
Ogier (Hong Kong), says that this year has 
seen a number of hybrid fund structures 
being launched in the city, whose structure 
shares elements of a hedge fund and 
a private equity fund. “You may have 
highly liquid investments, amalgamated 
alongside a side pocket of discrete illiquid 
PIPE investments, for example in a hybrid 
fund structure. The economics and 
structuring of the side pocket and the liquid 
investments will often be entirely different,” 
says Plowman. 

Global regulatory developments are 
keeping Hong Kong’s service providers busy. 
Hayden says that Hong Kong clients are less 
concerned with the European AIFM Directive. 
The US, however, is another story because 
of SEC registration and the CFTC exemption 
repeal. Says Hayden: “That’s a particular 
burden for some of our local clients who 
face compliance and cost addition simply for 
the pleasure of raising US assets. 

“I think there are some Asian managers 
who will choose to decide not to accept 
US assets into their fund. That’s a luxury 
some of our clients have that many others 
can’t afford.” 

With Form PF, the fact that few Asian 
funds exceed USD1.5billion means that for 
the majority they have until the end of the 
year (15 December) to commence filing. 
“As a smaller manager with USD250million 

users can create a set of views that reflect 
their particular workflow needs. In an age 
of increasing data, growing regulatory and 
investor requirements and market volatility, 
we think this is a key development which 
will help hedge funds manage their portfolios 
more efficiently,” says Sally Crane, Managing 
Director of Linedata (Hong Kong) Ltd. 

Another trend emerging out of Hong Kong 
is an increased focus on improved corporate 
governance. Managers are paying more 
attention to the non-investment aspects of 
running a fund and increasingly hiring COOs. 
As Gordon puts it, having a strong COO is 
“pretty much a given these days”. It’s merely 
another sign of Asia’s intent to catch up with 
New York and London. 

With the Weavering case still fresh in 
people’s minds, investors want to see 
evidence of better corporate governance 
and the use of truly independent directors. 
Saffayeh comments: “This year we’ve 
seen more involvement of fund boards 
understanding the operations and risks 
of the fund, and also understanding more 
of what we do, especially in terms of 
accounting, to help them round out their 
complete understanding of the fund before 
signing off on the accounts.

“Board directors increasingly want to 
understand where the various risks lie within 
the fund structure and we believe this will be 
a continuing trend going forward.” 

Tim Wannenmacher, UBS Head of Prime 
Services, Asia Pacific, notes that historically 
investors were happy enough to deal with 
the CIO and portfolio manager and if they 
liked them they’d invest “but today they want 
to spend significant time with the COO and 
broader non-investment team. 

“Investors want to know who can say ‘No’ 
to the portfolio manager, who supervises 
risk, what is the disaster recovery plan, 
compliance procedure etc. Since we know 
what is required we’re helping funds put 
these processes in place.” 

Last confirms that managers are 
interested in adding greater substance 
to their offshore structures and believes 
there are two drivers for better corporate 
governance: “Firstly, demand from investors; 
secondly, from a tax perspective, managers 
want to strengthen the tax integrity of their 
fund and management structures. For 

“Given where the market 
was in December, we were 
pleased to see the amount 
of regional start-up activity 
in the first half of the year. 
In addition to the number 
of launches, there has also 
been an increase in the size 
of launches.” 
George Saffayeh, Ernst & Young

17 

www.hedgeweek.com


Hong Kong Hedgeweek Special Report Jun 2012 www.hedgeweek.com | 21

exactly onerous for managers, it will present 
a couple of niggly challenges according to 
Hayden:

“You have to provide the details of all the 
partners in the filing meaning every time a 
partner changes you will have to apply for 
a new Short Position Reporting ID, which 
could become a burdensome process for 
overseas managers.

“Also, the SFC has indicated it will 
produce a list of reportable stocks 
but they’ve also said they accept no 
responsibility for it so it will be up to the 
manager to effectively cross-check, for 
example, the Hang Seng Index against the 
list. As the list changes, not all designated 
stocks will need to comply with the 
reporting rules. 

“Inevitably there are going to be teething 
problems but the short selling reporting 
rules impose criminal liability on the owner. 
So it’s not only an administrative burden; 
if you get it wrong it could lead to serious 
consequences.” n

AUM on the platform we still have time but 
we have some significant work to do on 
our systems to get that reporting in place,” 
adds Tye. 

Nevertheless, with FATCA also on the 
horizon, the breadth of compliance now 
facing any potential start-up, let alone 
existing funds, is worryingly large. This ties 
back in to the issue of operational control. 
Managers have to be realistic that launching 
a fund today is 10 times harder than it was 
five years ago. “For smaller managers they’re 
increasingly turning to their service providers 
to assist them,” says Saffayeh.

In Hong Kong, there have been two 
notable regulatory developments, one of 
which is yet to be legally resolved. This is 
the case between Tiger Asia Management, 
a New York-based hedge fund, and Hong 
Kong’s financial regulator, the SFC.

The SFC wants to ban the fund from 
trading Hong Kong securities and freeze 
more than USD30million in assets, alleging 
that it was involved in insider trading in 
shares of China Construction Bank and Bank 
of China in 2009. In February this year the 
SFC won its appeal to have the case be 
heard in the Civil Court rather than through a 
market misconduct tribunal (MMT). 

Paul Li, partner at Simmons & Simmons 
explains: “The SFC maintains that the 
present action is all about obtaining 
compensation for those disadvantaged by 
the insider dealing. It’s far from clear that it 
will be able to do so.

“The same is achievable through the 
MMT. The only difference is that by using 
the Civil Court in this way, it preserves 
the ability for the SFC to bring a criminal 
prosecution against the individuals one 
day. The case itself has comparatively little 
significance but what it does represent is 
part of the continuum of the SFC getting 
tough on insider dealing and signals that 
managers based outside Hong Kong are not 
immune,” says Li. 

The second development is the SFC’s 
decision to tighten its short selling regime. 
The market capitalisation of securities 
eligible for short selling is to be increased 
from HKD1billion to HKD3billion and 
managers holding either 0.02 per cent of 
share capital or HKD30million will be required 
to report weekly to the SFC. Although not 
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“In an age of increasing data, growing 
regulatory and investor requirements and 
market volatility, we think this is a key 
development which will help hedge funds 
manage their portfolios more efficiently.”
Sally Crane, Linedata
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Kong was basically down to the fact that 
the fund strategy only trades the Asia 
Pacific markets. The principals like the fact 
that Hong Kong has a “proper grown-up 
regulatory environment and a high degree 
of predictability, as well as a sophisticated 
network of service providers”. 

Within the overall event-driven space, 
which in Asia is dominated by funds like 
Nick Taylor’s USD1billion Senrigan Capital, 
Athos Capital offer a niche product, with the 
source confirming that the firm is “primarily 
focused on hard catalyst events. It’s 
essentially a risk arbitrage fund and likely to 
be exclusively so during periods of market 
dislocation. The strategy looks to create an 

Athos Capital is a new merger arbitrage 
hedge fund founded by portfolio manager 
Matt Moskey, trader Erik Senko and former 
COO of Black’s Link Capital, Fred Schulte-
Hillen. Moskey and Senko previously ran an 
Asian product under Tiresias Capital Hong 
Kong Ltd; a subsidiary of event-driven firm 
Omni Partners. Prior to that, in 2007, the 
pair opened up the Asian office for London-
based Centaurus Capital. 

Thanks to the principals’ pedigree, Athos 
Capital had no trouble choosing their prime 
brokers. Speaking on condition of anonymity, 
a source familiar with Athos confirms that 
both Goldmans and Morgan Stanley were 
selected. The decision to set-up in Hong 

New opportunities for 
Hong Kong managers as 
China liberalises capital 

markets
By James Williams

Overv ieW
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Thailand, Indonesia, as well as India,” 
confirms the source. 

The deal with Ascalon Capital is not a 
seeding arrangement per se but more a 
strategic partnership. Seed capital is good 
for new managers but what it means is they 
haemorrhage money as they build AUM; 
depending on the arrangement, a seed 
investor may take as much as 30 to 40 per 
cent top-line revenue until a break-even point 
is reached. 

But Athos Capital, according to the 
source, does not have the pressure of 
aggressively raising assets to get to break-
even point as quick as possible as the deal 
itself is two-fold. Firstly, they allocated full 
fee-paying capital into the fund. Second, 
they bought a 35 per cent equity stake in the 
management company. 

“The way the deal was priced was based 
off of three years’ working capital. What that 
means is that for the next three years they 
don’t have to worry about their break-even 
point and be forced to travel to Europe and 
the US raising assets each month. The deal 
gives them a good runway to replicate the 
performance achieved in the past: which 
is really the best fund raising tool at their 
disposal,” says the source. 

One manager that has been keeping a 
low profile on the capital raising front is Joe 
Chan’s Galaxy Asset Management. 

“Last year’s performance in our Galaxy 
China Opportunities fund was not that 
strong. However, I have noticed a lot of 
investor interest in China-focused managers, 
maybe not direct investment into a fund 
vehicle but more through separate mandates. 
Whilst we haven’t taken any on managed 
accounts in any major way, we’ve had a 
lot of discussions with prospective clients,” 
confirms Johnson Cheung, chief economist 
and strategist at Galaxy.

Joe Chan, the firm’s founder and CIO, 
adds that interest has also been building 
in the firm’s Galaxy China Deep Value fund 
which launched after the financial crisis in 
2008: “Post 2008 investors wanted something 
unique and different. The fund was down 4.5 
per cent in 2011 but since inception it has 
generated net annualised returns of 62 per 
cent.” 

The fund looks to exploit mis-pricings and 
undervalued securities in Chinese companies 

uncorrelated independent income stream out 
of the risk arbitrage opportunity set in Asia.” 

Most smaller event-driven funds in 
Asia are skewed towards softer catalyst 
opportunities: the firms that tend to really 
focus on risk arbitrage in Asia are global 
funds looking to deploy assets to the region. 
Because of their size, however, they tend 
to be limited to the biggest and most liquid 
deals where spreads tend to be tight. 

According to the source: “A strategy 
like Athos Capital’s is more likely to sit 
short on a 2 per cent crowded spread 
with a long payment date because they 
know the chance of interim negative news 
flow blowing that up to 3 or 4 per cent 
for short periods of time is much higher 
than remaining at 2 per cent for the next 
five months.” Being small and nimble is 
advantageous because you can focus on 
generating alpha from smaller mid-cap deals 
that a USD2billion fund cannot consider. 

Hard catalyst events include deal 
announcements and general M&A activity 
as opposed to soft events that include 
restructurings. These strategies typically hold 
positions for six to 18 months and tend to be 
more highly correlated to the markets. Athos 
Capital’s approach is to build M&A positions 
with 80 per cent of the book turning over 
every four weeks. 

“The strategy’s biggest markets are 
Australia, Japan, Hong Kong, Singapore, 
Taiwan and Korea. Second-tier markets 
include less-developed markets like Malaysia,  25
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Following the decision by Hong Kong’s 
financial regulator, the Securities & Futures 
Commission (SFC), to tighten its short-
selling regime, fund managers trading short 
positions in Hong Kong-listed securities are 
required, as of 18 June 2012, to report to the 
SFC on a weekly basis.

Linedata has responded to this regime 
change by developing a reporting solution 
in Linedata Beauchamp, the firm’s PMS 
product. 

“The SFC started a pilot test at the 
beginning of May. A high proportion of 
clients are using our reporting solution; the 
results have been 100% successful so far,” 
confirms Sally Crane, managing director of 
Linedata Asia Pacific.    

“Previously, under Part XV SFO which 
deals with disclosure of interest, managers 
had to report to the SFC if they held 1% of 
issued share capital. Under the new rules, 
this has been lowered to 0.02%, and clients 
will have to check their short positions to 
see if they meet this threshold and report 
accordingly.” 

Linedata’s solution is two-fold, providing 
clients with a standard short report that 
contains exactly what the SFC requires, and 
a more granular report. 

“To enable the client to be fully 
transparent the detailed report will contain 
all the information they need to justify their 
positions,” explains Crane. 

The updated list of eligible short stocks will 
be issued on Friday 22 June. Managers will 
then be required to upload their initial report 
the following Tuesday. The pilot exercise 
being run on the SFC website is to enable 
clients to register themselves, and their 
company funds. This is essential as it will 
generate each client with a Short Position 
Reporting ID and fund name description.  

“These two pieces of information will be 
used in our system when generating the 

reports. We will then schedule the reports 
to run automatically on a weekly basis. 
Our clients will be required to upload the 
standard report onto the SFC website in a 
CSV format after they’ve entered their SPR 
ID, following which they’ll receive email 
confirmation from the SFC. 

“From a client’s perspective it’s so much 
easier and more reliable to get this data 
from their central data repository (such 
as Linedata Beauchamp) than having to 
manually compile the report themselves,” 
says Crane.     

The standard report will contain three 
key data points: whether a stock is on the 
short selling list and needs to be reported; 
whether the position is equivalent to 
HKD30million, or whether it’s equivalent to 
0.02% of share capital. The detailed report, 
purely for the clients’ benefit, allows clients 
to see all the short positions they have in 
the system and the information underpinning 
each criterion. 

“For example, it’ll show the price we’re 
using for a stock, what position a client is 
holding in that stock, its market value in 
HKD. On the 0.02% criterion we’ll tell them 
the number of outstanding shares that we 
are downloading in the system. Also, when 
a clients adds a new short position it’ll 
automatically be configured in the system 
and subsequently reflected in the report,” 
adds Crane.   

“What we recommend to clients is that 
they get both reports scheduled into their 
mailbox. They can then open the detailed 
report, check whether all the prices are 
correct, the number of shares are correct, 
check the up-to-date short stock list, and 
once everything’s verified they simply upload 
the standard CSV report to the SFC website. 

“Linedata aims to make the process 
as streamlined and resource-efficient as 
we can.” n

Short selling reporting 
solution for HK securities

interview with sally Crane

Sally Crane, managing director 
of Linedata Asia Pacific
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are still cheap: some of these companies 
are trading at 50 per cent discount to NAV 
with PE of about 5 to 6 times. It’s definitely a 
sector that we like.”    

As is symptomatic of most hedge funds 
currently, Galaxy’s China Opportunities 
fund uses moderate leverage – about 1.3x. 
However, net exposure in the fund has 
increased to 50 per cent having fallen as low 
as 25 per cent in recent weeks with Cheung 
confirming: “The market has good value this 
year and we want positions that have more 
exposure although we’re reluctant to increase 
it further given what’s happening in Europe.” 

The fund’s long positions in heavy 
machinery, railway stocks and China property 
stocks are offset with short positions 
in department stores and commodity-
related stocks. 

For Athos Capital, the M&A space in Asia 
presents far more opportunities than in the 
West which has a more unified set of M&A 
drivers: either there’s a lot of activity going on, 
or none at all. That’s not the case for Asia. 
The source familiar with matters at Athos 
Capital confirms that Japan is a particularly 
well-favoured market for the fund’s strategy 
where a lot of deals often close.

Another key market is China and Australia, 
with Chinese resource acquisition pushing 
mainland companies to acquire Australian 
coal firms, and other raw material producers. 
Southeast Asia is the third market, and 
finally India. 

There are two key developments 

in the Greater China region (China, Hong 
Kong, Taiwan) but according to Chan it is 
capacity constrained: “I’d say the fund’s 
AUM ceiling is USD300million.” 

Likewise, being a niche strategy, Athos 
Capital’s fund is also capacity constrained: 
current projections suggest that it cannot be 
bigger than USD600million.

As for where the market opportunities 
were last year in the firm’s flagship Galaxy 
China Opportunities fund, an equity long/
short strategy, Cheung says that one of the 
best performing sectors was the gaming 
sector, in particular Macao gaming. “Last 
year gaming revenues rose about 30 to 40 
per cent. We had a profitable position in 
Galaxy Entertainment who had a successful 
casino opening last year, and a position in 
Sands that did well also. 

“For 2012, the main opportunities we see 
are in fixed asset investment-related sectors. 
China still has a 7.6 per cent growth GDP 
target for 2012 at a time when international 
trade is slowing down. The only way that 
China can meet that target is by stimulating 
its infrastructure building. We’re therefore 
focusing on companies involved in the build-
out of China’s railway network,” confirms 
Cheung. 

Chan says they also like property 
companies, a sector that he says has been 
in the doldrums for some time. “Government 
policies popped the property bubble but we 
don’t think there’ll be further tightening. We 
expect the sector to recuperate. Share prices 
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hedge funds are concerned,” says Paul Smith 
of AGS Capital Partners.

As Rolfe Hayden, Simmons & Simmons, 
comments: “The ability to raise funds in 
China is on everybody’s mind but at the 
moment as the law stands it’s very difficult 
for a hedge fund to raise any sort of money 
in China other than from Sovereign Wealth 
Funds, and I don’t think that’s going to 
change any time soon.” 

“Given the amount of wealth that’s 
expected to accumulate in China, we think 
it will be a huge opportunity for global fund 
managers to raise money from Chinese 
domestic investors for overseas investment. 
Our team in Shanghai is working closely with 
many fund groups and regulators to help 
structure these vehicles,” confirms Ernst & 
Young’s George Saffayeh.

If successful, the QDLP scheme will 
dramatically widen the scope for local 
Asian investment into hedge funds. This, in 
Smith’s opinion, is vital for Asia’s hedge fund 
industry to develop. 

“More China HNWIs, institutions etc are 
allocating an increasing pool of money into 
the hedge fund industry. That’s only going 
to grow over the years. It’s a self-feeding 
virtuous circle: as the money comes in to the 
market, more managers will also come in to 
the market. 

“It might take five years before they start 
backing smaller managers, but it’s going to 
happen and it’s going to be exciting when it 
does. I think it might coincide with the end of 
the deleveraging cycle as well.” n

happening in China that could present a 
goldmine of opportunities for hedge funds 
going forward; although it should be stressed 
that initially, it’ll be the global heavyweights 
that benefit. 

The first is a potential lowering of criteria to 
qualify for China’s Qualified Foreign Institutional 
Investor license (QFII), which allows foreigners 
to buy Chinese ‘A’ shares. Currently, the 
minimum criteria are for an institution to hold 
at least USD5billion in AUM and have been in 
business for at least five years. 

The CSRC are deciding whether to soften 
their stance in order to diversify the types of 
investors holding a QFII license. This would 
be good news for US global hedge funds 
like Bridgewater and Citadel, but even if the 
QFII criteria were to fall to say USD3billion, 
this would still rule out most Asian hedge 
funds; at least initially. 

It should be stressed, however, that 
nothing concrete has been decided. Hedge 
funders still have to rely on the prime 
brokers who use their own QFII quotas 
to purchase stocks and bonds on their 
behalf. “The Chinese like to make sure they 
understand what they’re doing and when 
they become more comfortable with it they 
expand it and I think that’s a smart way of 
developing the market,” comments Ascalon 
Capital’s Chuak Chan.

“It’s all positive news. There are no 
immediate opportunities but things are 
moving in the direction and we’ll certainly be 
keeping a close eye on how things develop,” 
says DragonBack Capital’s Phil Tye.

The second key development is the 
launch of a Qualified Domestic Limited 
Partner (QDLP) trial programme by 
Shanghai municipal government. This would 
allow limited partners to raise RMB from 
domestic investors and invest those assets 
globally. The initial quota is believed to be 
USD5billion. Once the CSRC are comfortable 
with the idea, the potential for global hedge 
funds to tap into China’s vast domestic 
savings will be enormous. 

“China is liberalising its investment policies 
very quickly such as encouraging hedge funds 
in Shanghai through this QDLP scheme, all 
of which is tremendously encouraging for the 
future. However, it’s only open to the largest 
hedge funds – it’s a start but it doesn’t bring 
relief to the mid-sized mass market as far as 

“Government policies popped 
the property bubble but we 
don’t think there’ll be further 
tightening. We expect the 
sector to recuperate. Share 
prices are still cheap: some of 
these companies are trading 
at 50 per cent discount to 
NAV with PE of about 5 to 6 
times. It’s definitely a sector 
that we like.”
Joe Chan, Galaxy 
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