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accountants, prime brokers, administrators 
and hedge fund managers.  We are all 
privileged to be a part of this community.”

One of the hallmarks of this industry 
is the rich vein of innovation that runs 
through it. Not only are managers looking 
at new ways to improve their strategies, but 
administrators, prime brokers and technology 
specialists are likewise pushing the 
boundaries to support managers in a better, 
more cost-effective way. 

SEI won this year’s award for Best 
North American Hedge Fund Administrator. 
According to Jim Cass, Senior VP and 
Managing Director, SEI Investment Manager 
Services: “We’re never going to be finished 
innovating. In today’s marketplace, managers 
must deal with an environment of escalating 
challenges, risks and opportunities.  
Investors are demanding more choice, 
customisation and transparency while 
product innovation and convergence are 
increasing apace. The marketplace will 
continue to adapt in terms of product 
innovation and client convergence. One 
example of this happening is in liquid 

This year’s Hedgeweek USA Awards 
event, held at the ‘Les Trois’ private room 
at Restaurant Ca Va in the Intercontinental 
Hotel, brought together an exclusive group 
of some of the hedge fund industry’s leading 
practitioners. 

Fom leading high yield credit hedge funds 
such as Jeff Peskind’s Phoenix Investment 
Adviser LLC, DUNN Capital Management 
and Paulson & Co, through to Goldman 
Sachs (Best North American Prime Broker), 
Rothstein Kass and leading administrators’ 
SEI and Meridian Fund Services, the 
atmosphere left one in no doubt that the 
esprit de corps is fervent within the US 
hedge fund industry. 

In his opening address, Ron Geffner, 
partner and head of the Financial Services 
Group at law firm Sadis & Goldberg LLP 
(winner of Best North American Law Firm), 
said: “Years ago when I was told that both 
I and my firm are part of the ‘hedge fund 
mafia’, I felt that was a negative statement.  
However, I have come to realise that it is 
positive as it reflects that we are a community.  
A community of lawyers, auditors, 

US hedge funds  
react to new 

regulatory paradigm
By James Williams

Overv ieW
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alternatives; we see that as a huge growth 
area and we’ve continued to evolve our 
developed a solution to handle the increased 
desire for that.

“To accommodate the growing interest, 
in the last several months we’ve recently 
launched a third series trust (The Advisors’ 
Inner Circle Fund® (AIC) III), using our 
comprehensive turnkey solution focused on 
hybrid and alternative strategies. We provide 
everything from a board of trustees and 
custody through to fund administration and 
distribution support services.”

Cass said that this trend for alternative 
mutual funds is one that will build over the 
coming years, adding: “If you’re a talented 
manager that generates demonstrable 
returns, you don’t want to be limited to a 
certain investor base or distribution channel 
because of the investment vehicle or 
structure you’ve been using; liquid alts is a 
truly viable option for a lot of hedge fund 
managers who are looking to diversify their 

revenue stream and package their strategies 
for a broader market.”

This theme of supporting multiple fund 
structures is one that has grown significantly 
in recent times. One saw evidence of this in 
Europe a few years ago when US managers 
like Paulson & Co started to launch alternative 
UCITS funds to cater to European institutional 
investors. With ’40 Act funds now gaining 
prominence, not to mention AIFs in Europe 
under AIFMD and segregated managed 
accounts, US hedge fund managers suddenly 
find themselves juggling multiple balls. 

Lyxor Asset Management, winner of Best 
Managed Account Provider, was cognisant of 
this trend and explains why this year one of its 
key implementation projects is the migration of 
the platform from Jersey to Luxembourg.

“We’re moving into a world where you have 
to have a sound infrastructure and a lot of 
operational flexibility to handle the different 
investment vehicles that investors now require. 
There are few organisations that have the  7

Oliver Bradley, GFM’s 
Chief Operating Officer, 
addresses the audience at 
the Hedgeweek USA Awards 
ceremony
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scale to be able to handle this. We’re investing 
heavily in our infrastructure to support these 
different products,” says Michael Bernstein, 
Managing Director and Head of North 
American Business Development. 

This is what is now required of service 
providers: to scan the market and understand 
not only how to support managers today, but 
years down the line. Pushed by regulation, 
these solutions are often complex and 
multi-faceted. Relocating an entire MAP is 
not a simple task but it is a vital one. Lyxor 
recognises that both investors and managers 
want reassurances that the managed 
accounts they run will comply with AIFMD. 

“Investors want our managed accounts 
to grow; they don’t want to be the only 
investor!” notes Bernstein. “So it’s important 
that they know that we are making them 
available to investors across Europe in full 
compliance with AIFMD. It’s also equally 
important to managers; they want to know 
that we can continue to market their funds 
on a proactive basis across Europe.”

Innovation drives success and last year 
Florida-based DUNN Capital Management, 

one of the oldest and most highly regarded 
CTAs in the business (winner of this year’s 
Best CTA/Managed Futures Manager) 
proved that point emphatically. Despite most 
CTAs having a bad run, 2013 saw the firm’s 
flagship fund, the USD308mn DUNN World 
Monetary & Agriculture (‘WMA’) Program 
return over 30 per cent. This was, in part, 
due to the implementation of significant 
new research according to Marty Bergin, 
President of DUNN Capital Management.

“We began to implement what we call an 
Adaptive Risk Profile (ARP) during January. 
We’ve changed the VaR from a 1 per cent risk 
of losing 20 per cent per month on any given 
day to a number based on certain proprietary 
measures. Our average VaR is now closer to 
15 per cent,” explains Bergin, noting that the 
VaR range for the programme will fluctuate 
between 21 per cent and 8 per cent. 

This ability to dial up and dial down risk 
in response to market dynamics actually led 
DUNN to roll out an institutional version of 
the WMA programme – the WMA Institutional 
Program – in late 2013, using 50 per cent of 
the VaR of the flagship strategy. 

Overv i eW
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innovation among hedge fund managers (risk 
management in Bayou City’s case) that no 
amount of regulation will dampen. 

One of the big trends that leading 
software provider Advent (winner of Best 
Fund Accounting & Reporting Systems Firm) 
has noticed over the last 12 months is a 
blurring of the lines between hedge funds 
and private equity, which has also prompted 
the firm to come up with an innovative 
solution. Given that clients previously would 
have used Advent Geneva, the accounting 
engine, for their hedge funds and another 
system for their private equity funds, the 
emergence of ‘hybrid funds’ means that is 
no longer possible.

“We’ve built out a new capability whereby 
managers can now run their funds, including 
these hybrid fund structures, on one system 
rather than having to assemble a patchwork 
of multiple systems. There was no system out 
there that could support managers wanting 
to run these structures with two different 
tiers of liquidity (short-term and long-term). 
Our solution gives managers best-in-class 
accounting capabilities (Geneva) coupled 
with support for multiple fund types (Geneva 
World Investor),” comments Robert Roley, Vice 
President of Solutions Consulting at Advent.

One of the big initiatives for Advent in 
2014 is bringing Geneva into the Advent 
Direct cloud platform, as well as making 
further enhancements to make the product 
more of a cloud-based system.

Wherever you look in the hedge fund 
community, innovation and the spirit of 
collaboration appear to be thriving. And long 
may that continue. n

“We’ve found that institutional appetite 
is for lower risk products, they’re not 
comfortable with having a large drawdown in 
any given month,” says Bergin.

Within the equities space, Houston 
based-Bayou City Capital LP (winner of this 
year’s Best Equity Market Neutral Manager) 
has introduced a series of safeguards to 
mitigate drawdowns during periods of market 
stress. These safeguards include technical 
indicators to flag up potential market 
downturns, as well as a futures strategy 
based on the VIX (also known as the Fear 
and Greed Index) that is designed to offset 
losses during option price spikes.

The strategy is primarily short volatility, 
using an S&P 500 Option Overwriting 
Program to trade S&P 500 futures at 
the Chicago Mercantile Exchange but it 
also actively manages delta exposure to 
capitalise on upside tail events (when the 
price of options rise in response to the 
underlying stocks). 

“We have found that a more active 
management style has minimised drawdowns 
over a variety of time periods and market 
cycles. During upside tail events (which could 
be described as 2013), the proactive mindset 
also contributes to market outperformance. 
Also, we have a very systematic process of 
covering option positions, both outright and 
synthetic, that have decayed to a certain 
value. These tweaks to the strategy have 
lowered the volatility of returns over the last 
few years, raising our Sharpe ratio and risk-
adjusted performance,” says Robert Hay, 
founder of Bayou City Capital.

This again perfectly illustrates the level of 

www.hedgeweek.com
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Robert Hay, founder of Bayou 
City Capital

Bayou City Capital
Best equity Market Neutral Fund Manager 

Robert Hay founded Bayou City Capital LP 
in November 2000. Both Hay and William 
Monroe, who joined in 2011, represent the 
fund’s General Partner, Omni Trading LLC, 
a registered Commodity Pool Operator and 
Commodity Trading Advisor with the National 
Futures Association. Both Hay and Monroe 
share a background in options trading within 
the highly volatile energy futures markets. 

The Fund’s trading origins lie in a natural 
gas physical storage option-writing strategy. 
Over the years, Hay experimented with 
various asset classes including the S&P 500, 
natural gas, as well as WTI crude oil futures. 
It was only in 2004 that the Fund adopted its 
current S&P 500 Option Overwriting Program, 
trading the S&P 500 futures market at the 
Chicago Mercantile Exchange. 

The Fund is focused on capital 
appreciation and is based on two key 
assumptions:
• Equity markets appreciate in the long 

term.
• Compared to historical volatility in 

the equity markets, stock options are 
overvalued based on the current market 
volatility their prices imply.

Since inception the trading strategy has 
delivered a monthly return correlation of 0.49 
with respect to the S&P 500. Last year the 
Fund returned 40 per cent but nevertheless 
Hay says 2013 presented some unique 
challenges.

“As part of the short-volatility aspect of 
our strategy, we sell both calls and puts, 
and with the S&P 500 up over 30% last 
year maintaining a delta long book required 
frequent hedging and a modified thought 
process from previous years. While we 
outperformed the S&P 500, our alpha was 
actually less than that of the long-term 
record of the Fund.” 

Most of the money in Bayou remains 
friends and family but awards such as 

Hedgeweek are increasingly putting the fund 
on the radar screen of different types of 
investors. Consequently, last year saw Bayou 
hire a nameplate independent third-party “to 
manage our mid-office and we now have the 
capability to report real-time risk compliance 
to investors,” confirms Hay. 

“Our back-office has been an independent 
third-party since 2006. Independence in these 
areas is important; implementing industry 
best practices for both risk and reporting is 
critical to investor confidence and the long-
term growth of the Fund.”

Through May 2014 the fund has returned 
+14.5 per cent; by comparison the S&P 500 
Index is up +5.93 per cent. 

“The first five months of this year have 
certainly demonstrated the merits of the 
short volatility aspect of the Fund. Given the 
robust market return over the last several 
years and the US market’s uncertainty near 
new highs, we’re somewhat more cautious 
than normal. For our strategy, that means a 
slightly lower delta and less vega than might 
otherwise be considered normal for the 
Fund,” says Monroe. 

“During volatility spikes, we take a 
proactive stance in futures management. 
During extreme market panics, we will 
utilise futures on the VIX as a short-term 
hedge. This allows the Fund to sidestep 
the re-pricing of “insurance” (options) in 
the marketplace, after which the strategy 
can take advantage of the inflated option 
premiums. Our trading is rules-based with 
strict portfolio limits for all of the option 
Greeks on a unit basis, which have been 
developed through the crises of the last 
decade,” explains Monroe.

On winning the award for the second 
year in succession, Monroe comments: 
“We’re honored to receive the accolade, 
and are appreciative towards Hedgeweek’s 
readership.” n

BAyOU C i Ty  CAP iTAL
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Marty Bergin, President of 
DUNN Capital Management

DUNN Capital 
Management LLC

Best CTA

DUNN Capital Management was established 
by legendary futures trader William Dunn, 
PhD, back in 1974. The trading strategy 
is 100 per cent systematic. The firm’s 
flagship fund – the USD308mn DUNN World 
Monetary & Agriculture (‘WMA’) Program 
– began trading in 1984 and uses trading 
algorithms to build long and short positions 
in a medium- to long-term trend-following 
strategy. 

DUNN charges no management fee, only 
an incentive fee. This is to help reassure 
investors “that we are on the same side of 
the table. Also, 50 per cent of our trading 
capital is our own money. We trade exactly 
the same programme as our investors and 
our money is right alongside theirs, it doesn’t 
get any preferential treatment,” confirms 
Marty Bergin, President of DUNN Capital 
Management.

Despite the last few years having been 
challenging for the majority of CTAs, DUNN 
has stood out. As Bergin confirms: “We 
were up over 30 per cent for 2013. We 
implemented some significant new research 
in January 2013 which we think contributed a 
good part to our performance.”

This programme modification, developed 
in-house, which DUNN now employs to trade 
53 global liquid futures markets spanning 
financials, energy, currencies, metals and 
agriculture, is referred to as ARP: Adaptive 
Risk Profile. 

As Bergin says, DUNN has long been 
one of the more volatile managed futures 
strategies, having used a monthly value at 
risk (VaR) profile targeting 20 per cent at a 
99 per cent confidence level (e.g., a 1 per 
cent chance of losing 20 per cent or more 
for any given month). With ARP, the WMA 

Program is now able to take a more dynamic 
stance and dial up or dial down the volatility 
depending on market conditions.

“For a number of years we’ve been 
thinking about how to control downside 
volatility without giving away upside returns. 
With ARP, the programme looks at the 
risk of the marketplace and systematically 
determines whether to target the VaR at 20 
per cent or trade at a measure less. In other 
words, changing the level of risk based on 
how we perceive the market. Our average 
VaR, instead of being 20 per cent, is now 
closer to 15 per cent,” explains Bergin, noting 
that the VaR range for the programme is 
between 20 per cent and 8 per cent. 

This is evidenced by the fact that in 
2014, the programme is down -5.77 per cent 
through April but the VaR is approximately 14 
per cent. 

“At the start of the year that figure was 
around 17 per cent. Last year, the VaR 
ranged between 20 per cent and 12 per cent. 
We ramped up the volatility early in the year 
and made strong returns in February. Indeed, 
through the first four months of 2013 we 
were at a new high,” confirms Bergin. Market 
trends then petered out before returning 
towards the end of the year, allowing the 
WMA Program to lock in further gains at a 
higher VaR.

This flexible approach to managing risk 
has led DUNN to roll out an institutional 
version of the strategy – in the form of a 
managed account – for large investors who 
prefer to have a more conservative volatility 
profile. This WMA Institutional Program runs 
at 50 per cent of the VaR of the flagship 
strategy and currently trades USD100mn in 
assets. n

DUNN CAP iTAL  MANAgeMeNT
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Jim Cass, VP and Managing 
Director, SEI Investment 
Manager Services

SEI
Best North American Hedge Fund Administrator

Last year SEI grew its business across three 
client segments: 1) New clients, 2) Existing 
clients consolidating their administration 
services with SEI and 3) Existing clients 
utilising more of SEI’s product offerings. 

“We’ve achieved much more market 
acceptance of some of the innovative 
solutions we’ve rolled out. The SEI Manager 
Dashboard is the key entryway that our 
manager clients use to gather insight from 
their data, whether it be from a security or 
fund-level perspective. Managers have found 
this particularly useful as they can customise 
it to their specific requirements. Linked 
to this is the SEI Investor Dashboard, an 
application that delivers transparency to our 
clients’ end investors,” confirms Jim Cass, 
VP and Managing Director, SEI Investment 
Manager Services. 

Currently, SEI administers approximately 
USD290bn for alternative funds. “We have 
another USD100bn in middle office support. 
Factor in our traditional funds business, 
which is another USD300bn and we’re 
knocking on USD700bn in total assets,” says 
Ross Ellis, VP of the Knowledge Partnership 
within SEI Investment Manager Services. 

SEI takes a platform approach in servicing 
its clients but its proficiency is based not 
solely on best-in-class technology; its real 
expertise lies in how it uses that technology 
to build customised solutions. As Cass 
says, the firm does not take a ‘one size 
fits all’ approach. “Each client has certain 
customisations that they require. The 
platform we’ve built is flexible in terms of the 
types of reporting options available to both 
managers and their investors while we also 
adopt best practices to help build greater 
operational efficiencies to benefit the firms 
that appoint us as their administrator.

“We believe there is a new operational 
frontier out there today where capabilities 

truly matter yet there’s still a lot of fee 
pressure in the marketplace, affecting 
managers’ bottom line. Managers aren’t 
afraid to spend on enhancing their 
operational infrastructure but they are 
seeking a service provider that can provide 
value – that is scale, flexibility and best 
practices – and we feel we can offer all three 
of those.”

“We’ve built a flexible operating platform 
that allows us to use different technology 
but technology is just one piece of it. What’s 
equally important is having an experienced 
team of employees and a proven process 
that our technology can support rather than 
the other way around,” says Cass. “Add a 
layer of thought leadership and we have a 
well-rounded solution that enables our clients 
to better focus on their producing proprietary 
value to their constituents.”

This agility is vital given that hedge 
fund managers are increasingly looking for 
product proliferation to cater for different 
investors. Even though managers now find 
themselves running multiple versions of the 
same strategy this hasn’t proved problematic 
to SEI.

“We have clients who started off with one 
hedge fund and who now have multi-strategy 
funds, QIAIFs, liquid alternatives,” says 
Ellis. “Our platform can handle each of their 
vehicles and consolidate the data at a top-
level management perspective as well as by 
portfolio, so it gives them real flexibility and 
insight into their both their strategies and 
their investors.”

On winning the award Cass comments: 
“We’re honoured, as it’s further validation 
that our solution has been accepted in 
the marketplace. Being recognised is very 
humbling for SEI but it’s not in our DNA to 
rest on our laurels – we’ll continue to work 
hard for our clients.” n

Se i
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DMS Offshore 
Investment Services
Best Offshore regulatory Advisory Firm – Joint Winner

DMS Offshore Investment Services (‘DMS’) 
was established in the Cayman Islands by 
Don Seymour in 2000. Over the past 14 years 
it has grown into one of the industry’s leading 
fund governance firms with over 200 people. 
“It’s been a 14-year overnight success,” says 
Seymour with tongue firmly in cheek.

Prior to establishing DMS, Seymour was 
the chief regulator of hedge funds at the 
Cayman Islands Monetary Authority (CIMA). 
It was there that Seymour noticed that many 
fund directors didn’t view themselves as 
being in the risk management business. 

“The mission of DMS was to realise the 
fact that directors are indeed in the risk 
management business and that they needed 
an effective framework to manage risk. That 
led me to establishing the professional firm 
model for fund governance that is DMS 
today,” says Seymour. 

One of the main features that sets DMS 
apart from its competitors is that back in 
2004 the firm decided to adopt the four 
pillars of investor protection and fund 
governance standards used by the SEC. 

“We integrated those standards into our 
governance practices and they form a core 
part of the DMS philosophy,” says Seymour.

What is unique about DMS is the way it 
synthesises people with technology. Their 
approach is not merely to attend board of 
director meetings for the funds they sit on. 
Rather, it is a continuous process of checks 
and balances. 

“Every director at DMS is assisted by 
a team of hedge fund professionals, all 
wrapped around sophisticated proprietary 
technology and we really think that amplifies 
our approach to fund governance. Each 
governance transaction is reviewed three 
times; firstly by the associate, then the 
associate director and finally by the directors 
themselves. This enables us to be highly 

accurate and also very fast. As a service 
provider you need to move at the speed of 
the market.”

From a technology perspective, DMS is 
able to bring much needed transparency to 
investors via its DMS Independent Director 
Reports and DMS Fund Governance 
Transparency Reports, which investors can 
access on demand.

“Transparency is the new normal and 
reporting on this is essential today for 
investors. These reports have become 
invaluable tools to investors who use them 
to get insights into the fund governance 
process in a way that is observable and 
measurable,” comments Seymour. 

One of the big focuses for the firm is 
ongoing regulation, in particular AIFMD 
and FATCA, for which DMS has developed 
solutions. 

“We have established an AIFM in Dublin, 
which will offer passporting capabilities 
and allow managers to continue to market 
their funds effectively throughout Europe. 
European investors appreciate it because 
they want to continue investing in the 
best managers but at the same time they 
want managers to comply with these new 
European regulatory standards. 

“In addition, we have created a FATCA 
platform which is overseen by a team of 
seven professionals; we have attorneys, US 
tax professionals, CPAs and it is their job 
to act as FATCA Responsible Officers on 
our funds and ensure that compliance with 
FATCA is upheld.”

On winning the award, Seymour says: “We 
are humbled to have won this award. It caps 
off a great year for us as a firm. Our client 
funds assets have grown from USD214bn 
to USD330bn and it is a testament to the 
wonderful work of the DMS team and the 
strong commitment of our stakeholders.” n

Don Seymour, founder, DMS
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When Hedgeweek decided to compare the 
US to the European hedge fund market a 
year ago, we found it pertinent to address 
the question from the perspective of an 
industry analysis, in order to provide new 
managers with inspiration and insight around 
how to position their businesses.

Understanding the environment, which 
includes the competitive landscape and 
the various trends and forces within it 
that continue to shape the industry in a 
dynamic way, is paramount when it comes 
to establishing long term success. Now is a 
time when, on both sides of the Atlantic, the 
industry is undergoing important changes, 
making this exercise all the more relevant. 

At the time of writing last year, we had 
found a striking contrast between US and 
European hedge funds, the visible aspect 

of which mostly came out in terms of 
performance: we had then made the point 
that “the top performers worldwide are 
managed from the US”1, in spite of the 
apparently global nature of our industry.

We split our findings into three main 
categories – respectively: different 
approaches to equity strategies, regional 
split in relation to the need for liquidity, and 
diverging regulatory frameworks – to explain 
the fact that, to some extent, two separate 
markets existed, and to nuance – and 
warn against – the pitfalls inherent to some 
possible comparison. However, due partly 
to the economic situation in Europe and to 
capital market events over the past twelve 
months, we have more recently found points 
of convergence in the three areas previously 
highlighted. 

Are US hedge funds going 
with the flow? A mature 

market adapting and 
expanding

By Marianne Scordel
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• The long… When asked what he believed 
the trend for US equity hedge funds had 
been over the past twelve months, Keith 
Black, PhD, CFA, CAIA, Managing Director 
of Curriculum for the CAIA Association, 
naturally pointed to an increase in 
allocations, towards the directional side, 
which confirms what we had anticipated 
in a recent survey3. US funds may have 
attracted more capital than hedge funds 
elsewhere due to the fact that they 
have a wider ranging reach to invest in 
equity markets worldwide, a trend which 
we highlighted last year and which, in 
turn, may have compounded positive 
performance in an up markets. 

  Additionally, Dr Black points to the fact 
that the recent period has seen US hedge 
funds and traditional asset managers 
coming closer together, with the trend of 
US hedge fund managers offering long 
only products accelerating; again, this, 
combined with the direction of equity 
markets, would have resulted in positive 
performance. 

  It is unclear, however, whether these 
changes are the result of skill or are 
driven by other factors – investor’s 
backward looking bias4 in the former case, 
possible structural change in the latter. 
Besides, the results for the past twelve 
months do not shed much light insofar 
as top performers in each equity category 
do include mostly US hedge funds, but 
several of these categories also include 
some hedge funds from the rest of the 
world. In many, return figures are rather 
concentrated around the mean, which, 
again, makes identifying managers that 
stand out from the crowd somewhat 
difficult. Are any of these managers 
“swimming naked”5?

• … and the short of it Dr Black insists that 
US managers in the “activist” category 
have been “making more noise than 
usual” over the past twelve months – 
particularly as far as their short positions 
were concerned. Indeed, there seems to 
be a case for emphasising the fact that, 
while more US funds have rebalanced 
their positions in favour of the long side, 
thus becoming closer to traditional (or 
European?) management style, those with 
a short bias have continued to become 

The following therefore recalibrates and 
puts into perspective what we had said last 
year, along three lines: 
• The US is still the home market to skills 

in the management of equity strategies. 
In the past twelve months, this played 
out particularly on the short side, with US 
managers with a short bias delivering a 
performance in sharp contrast with that of 
their European counterparts and becoming 
even more vocal, thus reinforcing what 
we had observed last year. In spite of this 
happening, some form of rapprochement 
has also taken place, some of which has 
to do with immediate trends, while others 
pertain to differences in the real economy.

• While we had previously said that US 
investors had not followed European ones 
in demanding more liquid products on the 
alternative side, the rise of the 40 Act fund 
in the US can be looked at as a parallel 
to the demand for UCITS in Europe. This 
points to a certain form of convergence, 
including from a regulatory perspective, 
albeit coming from opposite directions.

• Finally, investment in hedge funds 
depending on size or via funds of funds 
are still subject to debate. While the 
former is now influenced by regulation – 
and costs incurred – as much as anything 
else, the history of the latter on either side 
of the Pond still provides for two diverging 
models.

The future of investment: Strategic and 
tactical shifts
When, based on investors’ responses, we 
wrote last year that equity long / short 
was a strategy of choice when it came to 
allocating to US managers, little did we know 
that our theory was going to be put to the 
test in the following twelve months. The 
spectacular rise of equity markets2 providing 
fertile ground for the purpose of evaluating 
in practice the validity of two ideas our 
respondents had put forward. 

Historical, cultural and geographical 
reasons all concurred to provide investors 
with the idea that US managers were 
technically better than their counterparts 
elsewhere in the world, especially on the 
short side. Over the past twelve months, 
the following has confirmed, or at times 
nuanced, that point: 
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Lyxor Asset  
Management

Best Managed Accounts Platform

originating from investor interest in the Lyxor 
MAP is quite diverse: not only is it large US 
pension funds wishing to set up their own 
platforms, but it is also asset managers 
running multi-manager portfolios who favour 
liquid hedge funds and private banking 
groups looking to offer innovative alternative 
strategies to their clients. 

“We’ve tried to build a team to focus on 
these different market segments in the US 
because each has its own particular needs,” 
says Bernstein. 

Lyxor has made a concerted effort to 
be seen as a global, not just a French, 
institution. As more US clients come on 
board, this is helping to foster acceptance 
within the wider investor community, which 
in turn helps Lyxor maintain a competitive 
advantage over its peers. 

“It’s an ongoing process. We’ve been 
actively marketing here for the last five or six 
years now. I think our brand is much better 
known than it was a few years ago. 

“We’ve worked with hundreds of 
managers and we’ve proved to be a reliable 
partner, particularly through 2008 when our 
experience really came into prominence; we 
didn’t have any liquidity problems with our 
commingled managed accounts. Also, for 
many hedge fund managers and investors, 
they want to know that we have the backing 
of a global bank, which we have with Societe 
Generale; it’s an important consideration,” 
says Bernstein.

The transparency and independent risk 
oversight that Lyxor brings to bear gives 
investors a lot of reassurance, especially 
public pension funds who are, by nature, 
risk averse. “Adoption of managed accounts 
among public pensions was one of the 
biggest trends we saw last year,” confirms 
Bernstein. n

Since Lyxor Asset Management was 
established in 1998 it has grown into one 
of the industry’s largest managed account 
platforms with over USD12billion in AuM. 
Manager selection is key to the success of 
the business model. Managers must pass 
a series of rigorous reviews conducted by 
Lyxor’s investment, operational risk and 
market risk teams. There are currently 
around 80 managers on the commingled 
platform.

In the early years Lyxor had primarily 
retail clients, yet today institutions account 
for approximately 75 per cent of the firm’s 
assets. These include large US public 
pension plans such as CalSTRS, which 
appointed Lyxor to serve as its hedge fund 
advisor. To tap in to the growing allocation 
to hedge funds among US institutions Lyxor 
has been actively building its reputation out 
of its New York office.

As Michael Bernstein, Managing Director 
and Head of North American Business 
Development explains: “Last year was 
about expanding our client-facing business 
in North America. We added a number 
of senior relationship managers to the 
team. We have a five-person strong team 
working with clients as well as a full 
complement of marketing and client service 
people. Nathanael Benzaken, who has 
held many senior roles including running 
the managed account platform, will shortly 
be moving to New York to become our 
US CEO.”

Bernstein and his team focus on the asset 
raising side of the business. Last year was 
the best to date with Bernstein confirming 
that assets grew by more than 100 per cent: 
“2013 was an outstanding year from an asset 
raising perspective in North America.”

In terms of where those inflows are 

Michael Bernstein, Managing 
Director and Head of 
North American Business 
Development at Lyxor
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IMQ Investment 
Management

Best Seeding Platform

Amsterdam-based hedge fund seeding firm 
IMQ Investment Management is ready to 
embark on a new initiative as its current 
IMQubator fund begins to reach the end of 
its seven-year investment lifecycle; the fund 
will be liquidated in December 2015. 

That initiative is something Jeroen 
Tielman, CEO and founder of IMQ 
Investment Management, refers to as a 
“Hybrid relationship Platform” whose sole 
purpose will be to provide acceleration 
capital to small and medium sized hedge 
managers. 

It is being aimed at global asset allocators 
who are looking to not only increase their 
exposure to alternative investments but who 
want closer partnership-type relationships with 
the underlying managers. This is something 
that IMQ, with its successful track record in 
seeding managers, is able to achieve. 

This will help institutions overcome the 
disadvantages they face either by choosing 
to outsource to FoHFs or developing 
in-house capabilities by acquiring outside 
teams, which can lead to remuneration 
issues and conflicts of interest. 

“The plan is to provide acceleration 
capital to smaller managers, those with track 
records of two to three years and already 
have some AuM; less than EUR100m for 
example,” says Tielman. 

With this new platform, IMQ will position 
itself as the “developer and manager” of 
a portfolio of hedge fund strategies, in the 
form of managed accounts, and in doing 
so providing a strategic partner with the 
advantages of outsourcing and insourcing 
whilst eliminating the disadvantages. 

“We are currently in the process of looking 
for a long-term strategic partner with an 
entrepreneurial spirit,” says Tielman.

“They would be the owner of the 
platform. Our sweet spot for the platform 
is 10 to 15 managers. To start off with, 

the ideal scenario would be to have one 
strategic partner to allocate EUR1bn across 
10 managers, each receiving EUR100m of 
acceleration capital. 

“I think it will be an interesting additive 
to traditional asset managers to help 
expand their exposure and involvement into 
alternatives. The core difference to what we 
are doing versus a FoHF is that we establish 
a deeper, more aligned relationship between 
the investor and the manager. At IMQ we 
operate as a partner investor and that type 
of relationship is mutually beneficial.”

Aside from being easier for an investor to 
align their interests, the attraction of investing 
in smaller managers is that they represent 
a large and under explored universe where 
non-correlated strategies can be found.

“Some are excellent diversifiers. They 
might have limited capacity of EUR800-
900m but such managers would make an 
excellent addition to long-only portfolios,” 
says Tielman. 

Tielman identifies three potential 
categories of partner for the platform: large 
private equity firms, who are starting to 
expand their role into overall alternative 
solution providers; large commercial asset 
managers; and pension fund firms who 
would like to have a proprietary platform to 
invest in exciting emerging managers. 

Indeed, a Canadian pension fund did 
something similar when they established 
a platform more than a year ago to invest 
in emerging hedge funds, appointing an 
external adviser to run the platform for them 
– it is this kind of partnership that IMQ is 
aiming to establish with its hybrid platform.

On winning the award Tielman comments: 
“We are very grateful that we have received 
this award and we deeply appreciate the 
support of the Hedgeweek readers while 
we are migrating into the next stage of 
development of IMQ.” n

Jeroen Tielman, CEO and 
founder of IMQ Investment 
Management
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L iQU iD  HOLD iNgS

Liquid Holdings
Best risk Management Software Firm

who says: “In addition to the continued 
expansion of analytics we recently released 
controls that allow our clients to build 
custom reports on the fly.”

Asset raising remains one of the biggest 
challenges for managers. Those that 
succeed tend to be the ones that can 
manage an institutional allocation alongside 
business risks. 

“We expect to see higher adoption rates 
of real-time risk controls at the pre- and post-
trade level so fund managers can showcase 
the fact that sound, repeatable controls are 
in place to manage the investments they 
have today, and the investments they expect 
to have in 24 to 36 months down the line,” 
comments O’Boyle. 

The risk management dialogue has 
changed thanks to advances in technology. 
Years ago it was more a qualitative 
discussion. Today, it is highly quantitative. 
Investors want to know how long it would 
take to liquidate the portfolio. What impact 
would it have on their investment? And 
within that liquidation period, which exact 
holdings can be exited straight away?  

“Operational risk and business risk 
continue to be a focus for the investor. 
Manager pedigree and performance matter 
but now more than ever investors want 
to invest with funds that are built to last,” 
says O’Boyle.

The breadth and depth of risk and 
performance data in Liquid’s risk system, 
which operates on a single multi-tenet 
database, sets it apart from many of its 
competitors as managers move into a real-
time risk management environment. 

On winning the award, Liquid CEO 
Brian Storms comments: “We are delighted 
once again to be recognised for the Liquid 
platform’s risk management capabilities, 
which are proving to be critical to the 
success and institutional credibility of our 
growing client roster.” n

New York-based Liquid Holdings offers a 
significant real-time risk management solution 
to the hedge fund community. Its cloud-based 
Liquid platform integrates portfolio and risk 
analytics by leveraging the firm’s heritage in 
bringing next generation technology expertise 
to the hedge fund community.

There is no doubt that risk management 
has evolved significantly in recent years. 
Once regarded as a secondary function that 
took place between the closing and opening 
bells, today risk management is an integral 
part of how a hedge fund operates. 

The Liquid platform uses a large high-
scale low latency database that allows vast 
amounts of information to be imported and 
interrogated for decision-making purposes by 
portfolio managers, Chief Risk Officers etc. 
This is helping bring risk management into 
the front office where continuous real-time 
risk monitoring can be carried out in tandem 
with portfolio management. 

“Our clients benefit from our risk system 
in four ways,” says Robert O’Boyle, Liquid’s 
Executive Vice President and Director of 
Sales & Marketing. “They are: 
• Real time access to sophisticated, 

comprehensive analytics for enhanced 
decision support;

• Providing management and investors with 
complete transparency into the drivers of 
performance and risk down to the most 
granular details;

• The ability to monitor those drivers at 
anytime, anywhere;

• The fact that clients can rest assured all 
holdings in the portfolio are accurately 
priced due to our managed services, 
which handle all end-of-day processes on 
behalf of our clients.”

Liquid is always looking at ways to innovate 
and expand the level of functionality within 
its risk system, which it does through the 
usage of the Agile development methodology 
and its SaaS offering, according to O’Boyle, 

Robert O’Boyle, Executive 
Vice President and Director 
of Sales & Marketing at Liquid 
Holdings
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ANCH iN  BLOCk &  ANCH iN

Anchin Block &  
Anchin LLP

Best North American Accounting Firm

likely to catch and keep the attention of 
investors. This support in adopting best 
practices is something that Rosenthal and 
his team offer from the get-go. At the end of 
the day, potential investors want reassurance 
that a manager is serious about growing 
their business over 12, 24, 36 months. 

“After all, the ultimate goal of any ambitious 
manager has to be to register with the SEC 
and grow their assets. Most managers want 
to grow beyond their USD25mn launch size. 
We’re looking to work with funds focused 
on their own growth. The more familiar they 
are with best practices, the more familiar it 
becomes for them to make that transition (to 
registering with the SEC). 

“We are good partners for start-ups. We 
help them understand all the processes they 
need to undertake and ultimately decide 
whether they truly want to launch a hedge 
fund. It’s a matter of us making sure they are 
well informed,” says Rosenthal. 

Under the gaze of global regulators, it is 
vital that managers establish a clear audit 
trail and document completely the way their 
hedge fund operates. If the SEC or FCA were 
to come knocking on their door, managers 
have to be able to evidence why certain 
questions were answered in a certain way in 
their regulatory filings. 

“We want to push managers in the right 
direction; we look at their policies and 
procedures and make sure that they are 
structured accordingly. It makes our auditing 
process easier at the end of the day,” 
continues Rosenthal. 

On winning the Hedgeweek USA award 
for the third year in a row, Rosenthal says: 
“We appreciate the recognition from our 
clients and friends in the industry. Our 
continued commitment and dedication truly 
pays off.” n

What is perhaps different for today’s start-up 
manager as compared to five years ago is 
the need to launch with greater amounts of 
capital. Moreover, they are doing so with a 
greater awareness of the need to adopt best 
practices from day one to stand a chance of 
attracting institutional dollars.

This trend is playing into the hands of 
firms like Anchin Block & Anchin. 

“Many managers who don’t have to 
register with the SEC from the outset 
(provided they have less than USD150mn of 
gross assets) are adopting a best practice 
approach and running their business as if 
they were already under SEC scrutiny,” says 
Jeffrey Rosenthal, CPA, Partner-in-Charge of 
Anchin’s Financial Services Group.

Anchin’s Financial Services Group 
launched more than 35 years ago and 
includes ten partners and more than 50 
dedicated professionals. It works with over 
350 hedge funds, mutual funds, private equity 
funds, funds-of-funds, master-feeder funds, 
broker/dealers and family offices. Financial 
Services is Anchin’s largest industry practice. 

“We are a lot more hands on than some 
of the larger firms. Of course the Big Four, 
by their very nature, are hugely important 
to the hedge fund community, but we like 
to think of ourselves as a viable alternative 
that is able to provide clients with a highly 
personalised touch,” says Rosenthal.

That message appears to be resonating. 
Since the start of 2014 Anchin has brought 
on six new start-up managers with a good 
number still in the pipeline.

“It’s been a really busy couple of months 
for the firm. I’ve met with many start-up 
managers, all looking to launch this year,” 
confirms Rosenthal. 

Managers who have strong internal 
policies and procedures in place are more 

Jeffrey Rosenthal, CPA, 
Partner-in-Charge of Anchin’s 
Financial Services Group
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of returns over time6 as well as between 
themselves, the fact that no nationality 
other than US ranks among the top 
performers supports the point we made 
last year and points to a regional gap 
apparently untouched in spite of changes 
within the industry. 

Some of these market specificities, alongside 
a somewhat related better performance 
overall, have contributed to the idea that two 
distinct markets may exist, at least as far as 
hedge fund investors are concerned. In our 
previous report, we argued the point that 
the situation was a little different in terms of 
where managers decided to invest, with US 
managers having more firepower to diversify 
globally than managers from other regions, 
as reiterated above. This asymmetrical 
positioning has been increased over the past 
twelve months. 
• Are US hedge funds embracing investment 

in European markets? The global 
financial crisis has had some regional 
variations and the recovery stories play 
out differently across the Globe. With the 
stocks of European financial institutions 
performing well over the past few years, 
a regional landscape that still has 
national specificities (thus resulting in 
information being more difficult to get or to 
understand, creating inefficiencies), with, 
last but not least, whole countries still in 
relative financial distress, there have been 

“more vocal”, as an investor put it last 
year. This polarisation has been useful 
in testing what we had put forward last 
year: that shorting stock was more of a 
US speciality. To draw on Warren Buffett’s 
metaphor, it does take an excellent 
swimmer to manage to cover some 
distance when going against the tide, 
and in that sense, the performance over 
the past twelve months of managers with 
a short bias provides one with better 
substance when it comes to gauging a 
manager’s skill. Contrary to other equity 
categories, the top performers in equity 
categories where a short bias may be 
the norm are more firmly from the US, 
with European managers reporting mostly 
negative performances and coming well 
below their US counterparts. Even among 
the US managers, returns are distributed 
unevenly.

  It is not completely clear whether the 
above are strategic or tactical shifts. 
While the recent rise in equity market 
is obviously a temporary factor, such 
factors as the convergence between 
hedge fund and traditional managers, in 
the US as well as in Europe, seem to be 
more influenced by demand and supply 
and other such factors that impact the 
industry’s competitive landscape. And, 
while hedge funds with a short bias have 
had a more erratic or uneven distribution 
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undervalued assets as investment targets, 
but also to ensure they are established 
locally and can engage with Europe-
based investors (and local regulators) 
to an extent they have not done before. 
Regulation is here to stay, however 
its constituting an obstacle to hedge 
fund investment may be a temporary 
disruption before the industry finally 
adapts strategically. Structures and 
products adapt over time, and recent 
product developments in the US have also 
included changes in the level of liquidity 
on offer as well and a pending question 
over AUM thresholds. 

Liquid alternatives: Institutional vs 
Individual
When asked to compare and contrast US 
and European hedge funds, Dr Black is 
quick to point to what he calls “the rise of 
the liquid alternative in the US”, in the form 
of the 40 Act funds. Beyond the apparent 
contradiction with what was said last year 
– when some investors had somewhat 
disappointedly acknowledged the fact that 
one of the major downsides from their 
perspective when looking at the US hedge 
fund market was, precisely, the lack of liquid 
products9 – liquidity in the US is, in fact, of 
a very specific nature. Again, this raises the 
question of convergence, between retail and 
institutional this time, and makes one wonder 
about how this phenomenon (or lack thereof) 
compares across the Atlantic. 

high incentives for US managers, who 
come from a relatively more transparent 
and better researched environment, to 
invest in Europe. Last year, we said that 
40% of hedge fund investments were 
targeted at the Americas, 10% at Europe 
and Asia, and 45% at global funds7. 
Considering the fact that there may be 
a limited amount of alpha available, 
managers have an interest in going where 
they are more likely to get it and will 
experience less competition for it, which is 
all in favour of US hedge fund managers 
setting up small operations in Europe with 
local analysts and traders, a trend we 
have observed directly.

• Increased marketing restrictions and 
lack of harmonisation have resulted in 
a slowdown in US managers talking to 
European investors – since AIFMD first 
coming into force less than a year ago, 
US managers and European investors 
have been like Romeo and Juliet, two 
lovers whose families somewhat shut 
the doors on each other, via the use 
of regulatory weapons as far as the 
financial world is concerned. With the new 
European regulatory framework leaving 
it to national supervisory authorities to 
each have their own marketing rules, 
the European landscape is becoming 
confusing for US (as well as for European) 
players. A recent survey8 showed that 
some European investors where slowing 
down their search for new managers, 
not knowing whether their responding 
to managers’ attempts to woo them, or 
even direct solicitation on their part in the 
form of reverse enquiry, might (or not) be 
acceptable under the new local variations 
(often still in the making). Rather than 
bring the US and Europe closer together, 
this is making the dividing line between 
the two markets stronger, making the 
global competitive landscape less free, 
which, ultimately, may not be all in favour 
of the European investors whose interests 
regulators were seeking to protect.

  From a US perspective, barriers to 
entry into Europe have gone up, which 
could prompt managers from across the 
Atlantic to either avoid Europe or, on the 
contrary, to get more involved in it, not 
only to access distressed or otherwise 
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SAD iS  &  gOLDBerg LLP

Sadis & Goldberg LLP
Best North American Law Firm 

Sadis & Goldberg LLP is one of New York’s 
leading law firms. The Financial Services 
Group, which enjoys an international 
reputation, is headed up by partner Ron 
Geffner and consists of a team of 13 
seasoned legal professionals. They routinely 
handle a diverse range of enquiries across 
the investment universe providing legal 
counsel to several hundred investment 
advisers, broker-dealers and commodity pool 
operators that sponsor, manage and advise 
hedge funds, private equity funds, venture 
capital funds and separately managed 
accounts. 

In addition to the Financial Services 
Group, Sadis & Goldberg provides a full 
range of sophisticated legal services, 
including complex tax, securities, commercial 
and employment litigation and arbitration, 
corporate governance and shareholder 
activism, fiduciary duty law to derivative 
transactions, M&A litigation and appraisal 
rights, as well as investor due diligence, 
regulatory, real estate, intellectual property 
and corporate where it represents business 
entities in all stages of development from 
pure startups to mature public and private 
companies. 

“We have a very active practice with our 
financial services, regulatory, corporate 
formation and litigation and defense 
groups. We have led over 600 hedge funds 
and other investment funds to success, 
launching between 70 to 80 funds per year,” 
says Geffner. 

“Over the last few years we’ve seen 
the SEC become more aggressive in its 
interpretation of whether a particular set 
of facts or circumstances should result in 
a deficiency letter or a warning versus a 
prosecution. The stakes and the risks for 
managers are much higher than they have 
been historically. In fact, cases against 
investment advisers have become the SEC’s 
number one category of enforcement action 
for the last three years in a row” comments 
Geffner. 

Regulatory filings have, over the last 36 
months, created plenty of casework for the 
firm in addition to labour-based issues and 
tax and regulatory issues pertaining to FATCA 
and AIFMD. Another area of casework has 
been in support of certain managers as they 
look to diversify their client base by launching 
follow-on products, “and for that matter the 
sale and acquisition of asset management 
businesses,” adds Geffner. 

The hedge fund industry today has become 
hyper cost-sensitive and as Geffner sees it, 
there are three competing factors in play. 

First is the regulatory environment, which 
has become more hostile, more costly and 
more complex. Second, investors have a 
greater desire for the institutionalisation 
of a manager’s business. “They have less 
tolerance of anomalies in terms of the 
offering,” says Geffner who continues: “Third, 
managers who below the USD2bn AuM level 
face increased competition to raise assets 
from institutional investors. In many cases 
they are dealing with compression of returns 
and increased costs of doing business. 
Those are three big icebergs through which 
managers have to steer their ship.” 

Managers must also contend with the 
risks of having private disputes or morally 
questionable actions reaching the public 
through Twitter or other social media 
channels, which in many cases can be a 
career killer. 

“We’ve created an environment where 
many managers are subject to unrealistic 
expectations. If investors want protection 
they must realise that it comes at a cost,” 
says Geffner when asked to comment 
on whether the inexorable trend towards 
institutionalisation and lower fees could 
squeeze new hedge fund talent out of the 
industry. 

On winning this year’s award, Geffner 
concludes: “The Hedgeweek USA Awards 
rank amongst the top global awards and 
we are honored to be recognised by our 
industry in this category.” n

Ron Geffner partner at Sadis & 
Goldberg LLP
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Advent Software
Best Fund Accounting & reporting Systems Firm

2013 was a year of key milestones for Advent’s 
Geneva product: the leading fund accounting 
engine within the hedge fund industry. First, 
version 10 of Advent’s Geneva was rolled 
out, with over 100 new features added to the 
three versions of the product. Second, more 
than 300 clients now use Geneva. And third, it 
passed USD100mn in revenue since it was first 
introduced to the market. 

“2013 was a great year for Geneva, both 
from a product and business perspective. 
From a product perspective we had our 
first set of clients adopt a couple of new 
modules. One is a hybrid private equity 
module and one is a fund-of-funds module,” 
explains Robert Roley, Vice President of 
Solutions Consulting at Advent.

Among Advent’s many products, Geneva 
still takes primary focus to ensure that Advent 
can support any type of fund, any type of 
fund strategy, in any region of the world. 

“For example, we added new investment 
types for Brazilian fixed income to expand 
our Latin American client base. With respect 
to regulation, we’ve added capabilities within 
Geneva to track Legal Entity Identifications 
(LEIs) and expand some of our third party 
integration with providers to allow our clients 
to comply with the likes of Form PF, FATCA, 
etc. Most of the over 100 enhancements we 
made last year were within the main Geneva 
accounting engine,” says Roley.

To help build closer collaboration with its 
clients and better understand their evolving 
needs, 2013 also saw the roll out of Advent 
Direct Community, a module that sits within the 
Advent Direct cloud platform to allow clients to 
share new ideas and support each other. 

“The best ideas tend to rise to the 
surface, which our team can then address 
(and potentially develop further). A lot of 
what we do is listen openly to our clients 
and then react accordingly,” adds Roley.

This is illustrated by the early focus that 
Advent placed on FATCA regulation. A lot 
of the added capability to track information 
on a manager’s US investors and perform 
additional operational tasks to stay compliant 
was done in 2012 and as Roley notes: “As 
FATCA has been pushed back a little bit it’s 
helped our clients get ahead of the curve.”

The trend of hedge fund managers 
launching more private equity-like fund 
structures (hybrid funds) prompted Advent to 
roll out the first version of its hybrid product 
last year. 

“Previously we might have had clients 
running one system (e.g. Geneva) for 
their hedge funds and another system for 
their private equity funds. When lines blur 
between those two businesses you can’t 
do that anymore. We built out this capability 
where managers can now run all of their 
funds, including these hybrid fund structures, 
on one system rather than having to 
assemble a patchwork of multiple systems. 

“Our solution gives managers best-in-class 
accounting capabilities coupled with support 
for multiple fund types via Geneva World 
Investor,” explains Roley.

It’s this willingness to evolve not only the 
functionality of well established products like 
Geneva but bring new products to market 
that encapsulates why Advent has enjoyed 
such widespread adoption over the years.

On winning the award Roley comments: 
“The Hedgeweek Awards mean a lot to us 
because it’s the readers and ultimately our 
clients who are making their voices heard.” n

Robert Roley, Vice President 
of Solutions Consulting at 
Advent

Advent’s Robert Roley and 
Marc Flamini collect the 
award from Hedgeweek’s 
James Williams
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CrySTAL  &  COMPANy

Crystal & Company
Best North American insurance Provider

cent of Institutional Investor’s 300 largest 
money managers and;

• Thirty percent of US hedge funds with 
more than USD1bn in assets;

• Dedicated to providing consultative 
insurance expertise and creative risk 
management solutions to the hedge fund 
industry;

• Ability to address the full spectrum of 
insurance needs, including employee 
benefits and private client services.

By offering a full range of products and 
services to its hedge fund clients Crystal 
is able to tailor a programme based on 
the individual fund’s structure and culture. 
Insurance packages can include coverages 
like directors and officers, professional 
liability, fidelity bonds, property and casualty, 
key person life insurance, employee benefits, 
and private client services. 

“Lately, we have been including cyber 
liability as asset managers have become 
increasingly dependent upon technology,” 
confirms Duran. “The SEC recently stated 
that a review of a registrant’s information 
technology and security policies will be 
part of the core initiatives for its National 
Examination Program, and FINRA has 
already brought several actions against firms 
that failed to ensure that their systems and 
procedures were updated to prevent the loss 
of client information through data breaches. 
We want to ensure our clients are aware 
of these changes and have the proper risk 
management strategy in place.” 

New managers today understand the 
importance of having an effective risk 
management strategy in place, both for the 
management company and the fund. 

“Investors take note of which companies 
are effectively managing their exposures 
whilst potential investors want to know 
that the fund has a method for managing 
portfolio and business risks. Getting your risk 
management programme right from the start 
can make a huge difference in the long-term 
health of a fund,” says Picciano. n

Crystal & Company is a leading strategic 
risk and insurance advisor. Headquartered in 
New York, the firm was established in 1933 
and has since grown to become a global 
broker with a particular focus on servicing 
the needs of the financial services industry.

Crystal provides corporate, employee 
benefit, private client and risk advisory 
solutions to firms in more than 95 countries 
worldwide. 

Specifically, Crystal manages the 
professional liability insurance brokerage and 
claims for more than 500 investment advisors 
and securities firms, 150 mutual fund groups 
and 300 hedge fund groups globally. 

“Typically we grow by 10 percent in this 
space each year, primarily through client 
referrals,” confirms Executive Vice President 
Sandy Crystal. 

Crystal leads the company’s Financial 
Institutions Group and Management and 
Professional Risks Group. In addition, 
Bob Duran and Anthony Picciano provide 
specialist support to the insurance needs of 
hedge funds. 

What sets Crystal apart from its 
competitors is that its Financial Institutions 
Group is advice-driven as opposed to 
product-driven. 

“We provide a dedicated group that 
focuses solely on the needs and issues 
impacting the financial sector. Our unified 
structure give our clients access to every 
product line specialist they require within one 
coordinated team,” confirms Crystal.

The type of investment advisers that 
Crystal works with range from the very largest 
with USD50bn or more in assets through to 
registered and non-registered hedge fund 
groups with USD5bn or more in assets. 

The following points demonstrate the 
influence Crystal & Company has within the 
financial industry:
• Among the five largest financial institution 

brokers in the US and top three largest in 
the investment management industry;

• Clients include approximately 20 per 

Sandy Crystal, Executive 
Vice President at Crystal & 
Company
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AgeCrOFT  PArTNerS

Agecroft Partners
Best Third-Party Marketing Firm

Agecroft Partners specialises in consulting 
and third-party marketing for hedge funds. 
Its objective: to raise assets globally for 
institutional quality hedge fund managers by 
utilising a consultative approach within the 
institutional investor community.

The firm was founded by Don 
Steinbrugge, who has 28 years of experience 
in the institutional investment management 
industry. The six senior professionals 
at the firm pride themselves on having 
strong investment and industry knowledge 
giving them significant credibility with large 
institutional investors. The partners average 
over 16 years of industry experience and 
a majority of their partners have previously 
worked for multi-billion dollar alternative 
investment firms.

Agecroft is highly selective of the firms 
it represents. As a result it utilises an 
institutional quality due diligence process in 
manager selection. This begins by leveraging 
its industry-leading reputation to attract 
high caliber managers requiring marketing 
support. The firm’s approach to selecting 
managers from a universe of thousands 
involves a four-stage process, namely: direct 
contact from hedge fund managers; hedge 
fund referrals from institutional hedge fund 
investors and service providers; industry 
research, and finally screening hedge fund 
databases.

The principal aim of Agecroft, following 
the screening process, is to raise assets 
for its managers on either a global basis or 
their coverage can be tailored to enhance 
a hedge funds existing marketing strategy 
where they will focus on a particular 
geographic region or investor market 
segment. Their senior partners typically are 
in touch with over a thousand investors a 
month and direct meetings with fifty to a 
hundred.

The fact that its screening process is 
so rigorous has helped foster Agecroft’s 
reputation and enabled it to stand out from 
the competition and also enhances the 

credibility of the managers it represents – 
investors know that only very high quality 
funds are represented. “Our research 
process involves screening 2,000 managers 
each year,” Steinbrugge tells Hedgeweek. 
“Usually we add one or two new managers 
a year.”

Each hedge fund client receives 
tailormade marketing to help its business 
grow effectively. “We try to be more than just 
your typical hedge fund sales organisation,” 
explains Steinbrugge. “With our managers 
we’re continuously providing feedback to 
portfolio managers following any meetings 
with potential investors, identifying follow-up 
plans for each prospect. For investors we 
use a consultative approach where we not 
only keep them updated on the managers 
we represent, but also share our industry 
knowledge to help them manage their 
portfolios more effectively.”  

Steinbrugge says that most net inflows 
into alternatives over the last two years 
have come from large pension funds 
“and we expect them to continue to be 
large investors. However, we also expect 
endowments, large family offices and FoFs 
to significantly increase their allocations in 
2014 as well. This should benefit small and 
mid-sized hedge funds.”

On winning the award, Steinbrugge 
comments: “We’re always focused on 
making sure we have a very strong brand. 
Obviously we’re very honoured to have won 
this award and what we’re most proud of is 
that your readers appreciate our work.” n

Don Steinbrugge, founder of 
Agecroft Partners

“We’re always focused on 
making sure we have a very 
strong brand. Obviously we’re 
very honoured to have won 
this award and what we’re 
most proud of is that your 
readers appreciate our work.”

www.hedgeweek.com


Hedgeweek USA AwArdS Special Report Jun 2014 www.hedgeweek.com | 27

to adopt, and to adapt to, some of the 
hedge fund strategies – it may make sense 
for managed futures for instance – other 
strategies – such as distressed assets – 
may not be able to adjust to requirements 
for frequent valuation and high liquidity. Is 
this a reason for funds of hedge funds to 
have fared better in the US that elsewhere? 

Accessing US Hedge Funds: Two 
idiosyncratic models
In addition to mentioning an increase in the 
allocation to equity products and “the rise 
of the liquid alternative” as defining features 
of the US market at the moment, Dr Black 
says “large funds are getting larger” – in the 
US as well as elsewhere, and reveals that 
US FOFs have not suffered much over the 
recent period, especially if compared to their 
European counterparts, the AUMs of which 
have halved since 2007. 
• As of the third quarter of 2013, HFR’s 

Global Hedge Fund Industry Report 
shows that 17.5% of hedge fund firms 
manage over $1 billion, which adds up to 
89.9% of industry assets.  On the other 
side, the smallest 66.1% of hedge fund 
firms manage under $250 million, which 
combines to manage only 3.3% of industry 
assets. According to Dr Black, this is 
one of the effects regulation is having 
worldwide, “because larger funds stand 
better to comply with the rules, and they 
can prove that they can afford to spend 
resources on compliance.” While we 
acknowledge this broad direction of fund 
sizes, a question mark remains over the 
market for smaller hedge fund in the US 
versus Europe: 
– A year ago we had said that the 

problem or regulatory costs arose 
in the US, but that those costs were 
even higher in Europe, thus penalising 
smaller funds even more, due to 
different regulatory approaches.

• Dr Black explains that 40 Act funds 
“started with high net worth individuals, 
then moved to institutional investors, and 
now are all the way back to retail. There 
is a tremendous rise of the retail product 
in the US”. The fact that this current 
trend now has to do with engaging with 
retail investors does not invalidate what 
investors had told us last year: being 
typically less developed than their US 
counterparts, European institutional 
investors in need of liquidity cannot 
turn to the US hedge fund market; they 
typically have a shorter time horizon and 
review their portfolio more frequently, 
leading to their choosing European liquid 
alternatives, in the form of UCITS. The 40 
Act funds seem to have gone the other 
way, in the sense that they have brought 
retail investors to hedge funds rather than 
retail products to institutional investors; 
while UCITS once started with retail 
investors in mind, the 40 Act fund seem 
to be ending with them. Local rather than 
international in nature, US retail investors 
can, to some extent, contribute to 
making the US hedge fund market more, 
well, local, thus increasing the above 
mentioned asymmetry between where 
US hedge funds invest on the one hand, 
and where they get their capital from, on 
the other hand, and reinforcing the US 
/ Europe split which the AIFMD has, to 
some extent, been able to trigger.

• Another feature of the past few months 
in the hedge fund world across the 
Atlantic has been the new advertising 
rule for hedge funds. There used to be 
a restriction for funds exempt from the 
40 Act to advertise publicly, however this 
was lifted recently. Dr Black says that 
this “has not yet had a big impact”, and 
trying to forecast what the impact will be 
“is tricky because it is still the case that 
those funds can only accept money from 
accredited investors”. The extent to which 
this new – and itself well publicised – rule 
applicable to the US hedge fund industry 
can contribute to any industry changes 
– such as the “retailisation” of hedge 
fund products as discussed above – is 
therefore uncertain at this stage. While 
the 40 Act funds – that were always able 
to advertise their products – were able 
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build in-house capability, will affect the 
industry worldwide. 

The US hedge fund world has remained in 
relative good health over the past twelve 
months. Momentary trends, such as market 
movements are not redefining the industry, 
but reversals can reveal genuine skills or 
lack thereof and change the number of 
incumbents. Ultimately, a strong and stable 
business model can make a difference and 
it is important that it is able to sustain and to 
navigate the long term transforming tides. n

Marianne Scordel founded Bougeville 
Consulting to assist alternative fund 
managers with their business strategies. This 
includes providing assistance to hedge fund 
managers in finding cost effective solutions to 
compulsory changes (e.g. those pertaining to 
the regulatory environment) and in enhancing 
commercial opportunities – adapting products, 
structures, or the marketing thereof. Prior to 
this, she worked for Nomura and for Barclays 
Capital. She is a co chair of the Legal Issues 
Special Interest Group at CFA UK and an 
Alumna of St. Antony’s College, Oxford.

Footnotes
1. http://www.hedgeweek.com/2013/06/23/186344/are-us-

hedge-funds-more-attractive-tale-two-markets.
2. Between January and December 2013, the FTSE rose 

by about 14%, while the S&P500 almost gained +30%. 
Source: Bloomberg.

3. http://www.hedgeweek.com/2013/12/05/194165/
conundrum-investing-emerging-managers.

4. The CFA Level III curriculum says: “The usefulness of 
historical hedge fund data is subject to controversy. (…) 
Research has also shown that the volatility of returns is 
more persistent through time than the level of returns.” 
CFA Level III, Volume 5, p.70.

5. “After all, you only find out who is swimming naked 
when the tide goes out” famously wrote Warren Buffett 
in his 2002 Chairman’s Letter to investors in Berkshire 
Hathaway.

6. The CFA Level III curriculum says that the annual 
standard deviation for the strategy they call “short 
selling” is 19.39%, the highest among their nine 
categories and higher than the HFCI’s standard 
deviation of 5.71% over the same period of time (1990 
– 2004). While standard deviation may not be the best 
measure for the risk of hedge funds, this still provides 
some broad indication in support of the point we have 
observed. CFA Level III, Volume 5, p.67.

7. http://www.hedgeweek.com/2013/06/23/186344/are-us-
hedge-funds-more-attractive-tale-two-markets

8. http://www.hedgeweek.com/2013/12/05/194165/
conundrum-investing-emerging-managers.

9. http://www.hedgeweek.com/2013/06/23/186344/are-us-
hedge-funds-more-attractive-tale-two-markets.

10. The CFA Level III curriculum says: “On average, large 
funds underperform small funds”. CFA Level III, Volume 
5, p.76.

– We had also said that US investors 
could prove more adventurous and less 
risk averse, again making the case for 
smaller funds, from Europe as well as 
from the US, given the fact that smaller 
funds provide potentially higher returns 
(and higher risk)10.

– Finally, on the positive side, Dr Black 
adds that even though costs are 
high, now may be an interesting 
time to launch a fund in the US, 
paradoxically as a result of the new 
regulatory environment, which drives 
proprietary trader away from banks 
and into the hedge fund world. This, 
ultimately, is likely to benefit hedge fund 
performance as they inherit competent 
staff who will work for them rather than 
in competition with them. “If alpha is 
finite,” says Dr Black, “then it will go to 
hedge funds – rather than to banks”, 
which echoes the point we made 
earlier relating to the reasons why US 
hedge funds may be more interested to 
invest in, and expand into, Europe now.

• The reasons why the FOFs industry 
has been more stable in the US than in 
Europe are also up for debate, however 
few respondent mention the fact that 
retail access may have a lot to do with 
this. The utility function of those product 
may be higher in the US; it remains that 
what jumps to mind when asked about 
this is more the limited downside in the 
US, versus the fact that European FOF, 
whether operating independently or 
from within a private banks, “got burnt 
so badly”, as a Swiss investor put it. 
Other investors venture an explanation in 
relation to the FOFs industry’s historical 
development: because it appeared 
sooner in the US than in Europe, US 
investors have a longer track record, 
which includes more positive years and 
balances holding period return overall. 
He adds that US FOFs have historically 
serviced institutional investors in the US, 
whereas in Europe typical “consumers” of 
FOFs are smaller, have historically been 
less educated and hence are more prone 
to decision risk. It remains to be seen to 
what extent and in what ways this, as well 
as some tendency for some investors to 
“take the matter into their own hands” and 
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