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Mouth-watering returns

$1.44 trillion in assets under management, according to Hedge Fund 
Research

Hedge funds have significant stakes in 38% of the world's public
companies

The $ 6 billion Quantum Fund founded in 1970 returned 3,365% during 
the next ten years 

Medallion Fund has averaged 37% annual returns, after fees, since 1989

On an equally weighted basis, Hedge Funds on average return 13% 
annually after all fees, with a annual volatility of 7% (3,000 hedge funds in the TASS 
database from January 1995 through December 2006)
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Eye-watering blow-ups !!
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The global emergence of the hedge fund investors
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Is diversification really a “free lunch” ?

Remember what hedge funds are trying  to achieve

Investors like:
Returns
Low downside volatility
Diversification

Investors don’t like
Fund structure risks
Investment risks
Operating risks
Lack of transparency

Hedge Fund Equity Indices

Bond indices
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Source: Bloomberg. Dec 00–06 td USD data.

FTSE Hedge Global 
Composite

IR = 1.97

JPM Global 
Bond Index

IR = 0.99

0% Allocation to Hedge Funds            
60% Equities, 40% Bonds

IR = 0.44

20% Allocation to FTSE 
Hedge Index

48% Equities, 32% Bonds

IR = 0.58

FTSE 
All-World

IR = 0.15
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Reshaping the portfolio distribution
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A portfolio of hedge fund returns 
is more positively skewed and has 
less tail risk

A portfolio of assets including 
hedge funds has higher average 
returns and lower variance
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Improvement in Variance at Risk due to Hedge Fund Exposure

-4.8%

-4.6%

-4.4%

-4.2%

-4.0%

-3.8%

-3.6%

-3.4%

-3.2%
0% 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%

Global Composite $ Directional Non-Directional Event Driven
Equity Hedge CTA/Managed Futures Global Macro Equity Arbitrage
Fixed Income Relative Value Convertible Arbitrage Merger Arbitrage Distressed and Opportunities

Percentage Allocation to FTSE Hedge

M
on

th
ly

 5
%

 V
ar

ia
nc

e 
at

 R
is

k

Source: Bloomberg. Dec 97–06 td USD data.



MSS Hedge Fund Investment Platform

9

Recognising hedge fund risks

Source:  Deutsche Bank

Source:  Capco

Strategy drift causes 40-50% 
of hedge fund failures…..

Hedge with transparency and 
diversification?

Operational failure causes     
50-60% of hedge fund 
failures…..

Hedge with due diligence 
procedures?
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Transferring “un-hedged” risk with managed accounts

•Elimination of the risk of trading 
outside of the OM

•Elimination of other operational 
risks

•Elimination of mispricing risk

••Elimination of misappropriation 
risk

••Elimination of misrepresentation 
risk

••Enhanced liquidity

•••Segregation of assets

Advanced 
managed 
account

Basic Managed 
account

Prime 
brokerage

Funds

(Source:  Edhec, MSS)

Transparency identifies the risk, segregation provides the liquidity to manage that risk
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Segregation throughout

DPM Mellon – Platform Administrator
Position & Cash reconciliation, KYC, NAV calculation

Daily / Monthly NAV

Prime Broker / OTC / Clearer
Position management

Trading Advisor
Hedge fund manager

Daily / Monthly NAV

Daily Transaction details & positions

Daily Positions & Valuations Daily Transaction detail

Investment Bank / Portfolio Manager / Asset Owner
Investors in the HIP managed accounts

D
aily / W

eekly / M
onthly &

 Custom
ised R

eportsReconciled Positions & Values

Private Fund -
Caym

an Islands SPV
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•Quantitative style purity checks 

•Daily risk monitoring and control

• Regular constituent manager contact

IMA drives the risk management continuum

Investment Management 
Agreement

• Transparency
• Capacity
• Liquidity
• Fees
• Prime Broker
• Investment guidelines

Operational risk

Initial & Full-scale 
annual reviews

Platform eligibility 

On-going eligibility 
checks

Weekly review of 
platform members

Continuous style drift 
analysis

Continuous conformity 
checks

Representivity safe-
guarded

Escalation procedures
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GARAS alerts the Risk Manager if a potential breach is 
about to occur (AMBER) or an actual breach has 

occurred (RED)

Style Purity – Daily risk control
Static and Dynamic data is accessed via a web browser front 
end including positions, capacity, strategy and style, historical 

performance, peer comparison, primary contacts, AUM 
history, Key People, competitor analysis etc etc

Managed Account versus 
Benchmark Fund Tracking Variance 

Analysis

Over 450 ratios are calculated daily 
including V@R - New ratios and risk 

measures are being added all the 
time. 

Volatility and Peer Performance

Style Drift Monitoring
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Adding Managed Accounts to the portfolio – Diversifying performance
Hedge funds improve stability of return
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• HIP managed account universe*
• FTSE All-World Index (Total Return)
• JPM Global Bond Index

* As measured by the performance of the HIP managers weighted as per the methodology of the  FTSE Hedge Index
Source: Bloomberg
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The impact of managed accounts in a portfolio

Combine the traditional exposures to:
Absolute return less marginal costs 
Low downside risk retained
Diversification benefits preserved

Together with new benefits:
Improved Liquidity 
Enhanced Transparency 
Segregation provided

Just a cost of doing business:
Institutions – Insurance policy for costs saved
Retail – Structured products
Regulators – Protecting the vulnerable

Portfolio fully risk adjusted returns rise
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MSS Capital Limited - London
Juxon House 
100 St Paul’s Churchyard

London EC4M 8BU

Telephone:+44 (0) 20 7489 6160
Facsimile:+44 (0) 20 7489 6170

Contact Details

E-mail: sales@msscapital.com
Website: www.msscapital.com
People: Simon Hookway

Rupert Lea
Caelim Parkes
Graham Colbounre

IMPORTANT INFORMATION: This document does not constitute an offer or invitation to subscribe for or purchase any securities and neither this document nor anything contained herein shall form the 
basis of any contract or commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. This document is not to be 
distributed directly or indirectly to any person in the United Kingdom other than those Investment professionals defined under Articles 19 & 49 of Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2001 & Articles 14 & 22 of the Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemption) Order 2001 (as amended) and/or such other persons 
as are permitted to receive this document under The Financial Services and Markets Act 2000. Neither this document nor any copy hereof may be distributed in any jurisdiction outside the United Kingdom 
where its distribution may be restricted by law. Persons who receive this report should make themselves aware of and adhere to any such restrictions. The decision to purchase any of the proposed MSS 
products should be made only on the basis of the Prospectus and in particular, the risk warnings and Principal Bases and Assumptions set out therein. By accepting this document you agree to be bound by 
the foregoing limitations.  Neither this document nor any copy hereof may be sent or taken or transmitted into the United States, Canada or Japan or distributed, directly or indirectly, in the United States, 
Canada or Japan or to any US, Canadian or Japanese person. Any failure to comply with this restriction may constitute a violation of US securities laws. “FTSE®” is a trade and service mark of the FT and 
the Exchange and  is used by FTSE under licence. “ FTSEhx” is  a trade and service mark of FTSE.  The indices are calculated by FTSE and all rights in and to the index values and constituent lists within 
the Indices vest in FTSE. The shares in the FTSEhx Fund (the “Fund”) are not in anyway sponsored, endorsed, sold or promoted by FTSE International Limited (“FTSE”), The Financial Times Limited (“FT”) 
or by the London Stock Exchange Plc (“the Exchange”) and neither FTSE nor the FT nor the Exchange make any warranty or representation whatsoever, expressly or impliedly, either as to the results to the 
Indices stands at any given time and/or the performance of the Fund.  Neither FTSE, the FT nor the Exchange shall be liable (whether in negligence or otherwise) to any person for any error in the Indices or 
the performance of the Fund and neither FTSE, the FT nor the Exchange shall be under any obligation to advise any person of any error therein.  All information is provided for information purposes only. 
Whilst every  effort is made to ensure that all information given in this publication is correct, no responsibility or liability is accepted by FTSE for any errors or for any loss arising from use of this publication. 
(FTSEhxGPPS)

MSS Capital Limited is authorised and regulated in the United Kingdom by the Financial Services Authority.

MSS Fund Management Limited is regulated by the Guernsey Financial Services Commission.

The information in this publication may be amended at any time.


