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Algemeen Burgerlijk Pensioenfonds, 579
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Altvest index, 491
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annualizing process, 417-418
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arbitrage spread, 246247
arbitrage strategies, of hedge funds
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catastrophe bonds, 381-382
credit strategies, 373-381
weather derivatives, 381-382
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Asian financial crisis, 15-17, 26, 333-337, 615
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Bank of Italy, 75
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bankruptcy cases, of US, 220
bankruptcy laws, 227
barometers, 7
Barra Integrated model, 201
Beacon Hill Fund, 113
bear market, 11-12
below-mean
semi-deviation and semi-variance, 441
below-target
semi-deviation and semi-variance, 442
benchmarks, 508-511
related statistics of
beta and market risk, 448-449
other indicators, 447-448
tracking error measures, 449-450
Bera-Jarque test, 439
Berger, Michael, 97-98
Berkshire Hathaway, 10-11, 153, 235
Bermuda Stock Exchange, 107
Bernoulli, Daniel, 544
beta, 25, 448-449, 548-549
neutrality of, 198-200
BioShield Technologies Inc., 253
bitumen extraction process, 190-191
“black boxes”, 363
“black-box” timing tool, 98
Black Canyon Capital LLC, 235
Black funds, 64
“Black Monday”, 13
blue-sky laws, 55
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Boeing, 246
Boesky, Ivan, 245
bondmail, 231
book-tax differential method, 109
Brady bonds, 319
break periods, 102
brokerage commission rates, 45
brokers, 135, 164
brokerage of, 96
legal documentation with, 98-99
as service providers, 93-94
trade execution with, 95-96
Brooks Brothers, 258
BTP. See Italian treasury bonds
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C
calendar risk, 255-256
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call option, 145, 277, 599, 602
on hedge funds, 592-593

call protections, 271
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Capco report, 100-101
Cap Gemini Ernst & Young, 18, 34
capital adequacy ratio, 37
capital asset pricing model (CAPM), 460462
capital guaranteed notes
aspects of, 608-610
financial engineering of, 595
first generation of, 595-597
fourth generation of, 608
future of, 610
second generation of, 598—602
third generation of, 602-608
Capital Market Risk Advisors (CMRA) survey,
486
capture indicator, 447
carry trades, 301, 340-343
cash settled default swap, 148
cash tender offer, 247-250
cash transactions, of hedge funds, 121-122
Castle Alternative Investment AG, 77
catastrophe bonds, 381
Cat bonds, 381-382
Caxton Corporation, 346
Cayman Islands Mutual Funds Law, 63
Central Bank and Financial Services Authority of
Ireland, 78
Central European Time (CET), 385-386
central limit theorem, 435
central tendency statistics, 426428
Cerberus Capital Management, 396
Channel Capital Group Inc., 495-496
Channel Island Stock Exchange, 107
Chern—Simons Invariants, 209
Chicago Board of Trade (CBOT), 351
Chicago Board Options Exchange, 141
Chicago Mercantile Exchange (CME), 381-382
Chief Compliance Officer (CCO), 51, 54
Chief Financial Officer, 102
Chrysler, 246
CISDM/Zurich/MAR index, 491-492
Citibank, 246
Citi411.com, 53
Citigroup, 69, 262
Citigroup World Government Bond Index, 181,
183, 194, 212, 263, 292, 306, 346, 366-370,
518, 525-526, 531
Clinton, Bill, 55
clone funds. See mirror funds
Coca Cola, 243
collar offers, of stocks, 252-254
collateralized hedge fund obligation (CFO),
610-613
collateralized mortgage obligations (CMOs), 486
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collateral transactions, of hedge funds
buying on margin
examples, 124-126
mechanics, 122-124
short selling and securities lending
benefits of, 139-140
buys/sell backs, 142
examples, 134-135
mechanics of, 127-133
repos, 140-142
restrictions on, 135-139
3Com, 392
Commission des opérations de bourse,
70
Committee on Economic and Monetary
Affairs, 62
commodities, 1
Commodity Futures Trading Commission
(CFTC), 39, 49, 57-59, 83, 364
commodity Trading Advisors (CTAs), 351
co-movements of stocks, measurement of
co-integration approach, 205
orthogonal regression approach, 205
stochastic spread approach, 205
Compaq Computer, 258
compounding returns, 416
constant proportion portfolio insurance (CPPI),
603-608
contagion phenomenon, 313
Continental Airlines, 218, 236
continuous compounding returns, 419-421
contracts for difference (CFDs), 146
contractual funds, 73
conversion premium, 271
conversion price, 270
conversion ratio, 270
convertible arbitrage funds
delta hedge strategy of, 279-284
historical performance of, 293-295
strategy evolution of, 287-293
stripping and swapping, 285-287
terminology of, 269-272
valuation of
from academic perspective, 272-273
Greek alphabet, 277-279
from practitioner perspective, 273-277
risk measurement, 277-279
convertible price, 271
convexity, 277
covered short transaction, 128
Cox, Christopher, 54
credit buyer, 286
credit default option, 147
credit default swaps (CDS), 147, 374-380
credit derivatives, 146149
credit seller, 286

credit sensitivity, 277

Credit Suisse First Boston, 235

Crelnvest AG, 77, 390

cross-listing and dual-listing, 393-395

crystallization, 406, 413

CSFB/Tremont Index LLC, 492-493

CS/Tremont
Convertible Arbitrage Index, 292-295
Dedicated Short Bias Index, 193-196
Emerging Market Index, 323-326
Equity Market Neutral Index, 211-214
Event-Driven/Risk Arbitrage Index, 263,

266-267
Event Driven — Distressed Index, 239-242
Fixed Income Arbitrage Index, 307-308
Global Macro Index, 346, 348-350
Hedge Fund Index, 193, 211, 239, 306, 518,
557

Long/Short Equity Index, 181-184
Managed Futures Index, 366370

C-type corporations, 85

currency risk, 289

cushion, 604

custodial fees, 103

custodian, of investment fund, 103

D
Daimler Benz, 246
Daiwa Securities, 317
data snooping, 206
dedicated short funds
historical performance of, 193-196
pros and cons of, 187-188
target companies for, 188-192
default probabilities, 150
default swaps, 148
Delta airlines, 238
delta dollars, 281
delta hedging, 282
delta measures, 278
derivatives
advantages of, 149-151
contracts in, 144-146
of credit profile, 146-149
first users of, 143
terminology of, 144
transactions in, 149
Deutsche Asset Management, 66
Deutsche Bank, 66
Deutsche Borse, 179-181
Die Invasion der Heuschrecken (book),
181
Directive 85/611/EEC, 59
discounted cash flow (DCF) analysis, of stocks,
171, 229
distance function, 203
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distressed securities funds
case of Europe and Asia, 225-226
historical performance of, 239-242
investing strategies of
active versus passive, 230-232
legal framework, 227-228
opportunities with, 226-227
risks in, 232
valuation of, 228-230
market for, 219-226
origin, 215-216
yield, 216-219
trading examples of
case analysis, 236-238
direct lending, 235-236
failed leveraged buyouts, 234-235
Kmart, 233-234
distribution compliance period (DCP), 42
distributors, of hedge funds, 106-107
dollar neutrality, 197-198
dot-com shares, 18
double alpha strategies, 164, 202-203
Dow Jones index, 12, 14
down capture indicator, 448
down number ratio, 448
down percentage ratio, 448
downside frequency, 442
downside risk, 441
drawdown statistics, 446447
Drew, Daniel, 129
Drexel Burnham Lambert, 216, 245
Drexel Firestone, 216218
Dreyfuss fund, 10
dual listed companies, 394-395
due diligence process, 77, 573-576
Du Pont, 243
Duquesne Capital, 396

E
Eastern Airlines, 218
Economist, 318
EDHEC index, 506-508
efficient market hypothesis (EMH), 171-172
Electronic Federal Gazette, 68
Elliott Associates, 320-321
emerging market funds
case for, 311-314
historical performance of, 323-326
strategies for
equity based, 314-319
fixed income based, 319-322
Emerging Market Growth Fund, 311
Employee Retirement Income Security Act
(ERISA), 41, 50, 56
energy funds, 175

enhanced equipment trust certificates (EETC),

237-238

eNote.com Inc., 27
Enron, 264
Equimetrics Fund, 210
equity default swaps (EDS), 148, 380
equity hedge, 163
equity market neutral funds
definitions for
Beta neutrality, 198-200
dollar neutrality, 197-198
double alpha strategy, 202-203
factor neutrality, 200-202
sector neutrality, 200
examples of trading strategies
other strategies, 211
pairs trading, 203-206
statistical arbitrage, 207-208
very-high frequency trading, 208-210
historical performance of, 211-214
equity non-hedge hedge funds, 175-176
equity risk premium, 188
Erie Railroad Corporation, 130
Ersel Asset Management, 75
ESL Investments, 233, 396
EurekaHedge indices, 490
Eurobonds, 319
euro convergence (1995-1997), 337-340
Eurodollar futures, 305
European currency unit (ECU) arbitrage, 329,
332-333
European currency unit (ECU) bonds, 338
European distressed-securities market, 225-226
European Economic Community (EEC), 59, 332
European hedge funds, laws with
in Asia, 81
case of European hedge funds, 62-63
in France, 69-74
in Germany, 63-69
in Ireland, 78-80
in Italy, 75-76
in Spain, 80-81
in Switzerland, 76-78
UCITS directives and mutual fund regulations,
59-61
European investment fund industry, 61
European Monetary System (EMS), 14, 329
European Monetary Union, 337
European onshore hedge funds, 62
European Union Savings Directive (EUSD), 63
Evaluation Associates Capital Markets (EACM)
index, 493-494
event-driven situation, 392-393, 398-399
event risk, 289
Exchange Rate Mechanism (ERM) crisis (1992),
329-332
exchange-traded sector, 144
expected utility, 543
Exxon, 246
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F
factor models, 200
factor neutrality, 200-202
fair value pricing, 386
Federal Banking Commission, 77
Federal Law for Collective Investment Schemes,
78
federal private placement, 40
Federal Reserve, 15, 17, 39, 154, 341
Federal Tax Office, 68
Federated Department Stores, 218
feeder fund, 110
Fidelity mutual fund, 10
Finance Act (1995), 79
financial performance metric, 229
financial risk, 232
Financial Times, 318
First Data/Paymentech transaction, 248
First Union, 252
Fitch ratings agency, 343
fixed income arbitrage funds
historical performance of, 306-309
sub-strategies of
carry trades, 301
on-the-run versus off-the-run treasuries,
301-303
swap-spread arbitrage, 304-305
treasuries stripping, 299-301
treasury-Eurodollar spread, 305-306
yield curve arbitrage, 303-304
tools of, 297-299
fixed length moving averages (FMAs), 359
Fonds commun d’investissement sur les marchés a
terme (FCMIT), 70
forestry, 1
Form ADYV, 50-51, 53
Form D, 41
Fortress Investment Group, 396
Fortune and Business Week, 318
forward pricing mechanism, 383-384
forward rate agreements (FRA), 145
forwards, 144
Frankfurt Stock Exchange, 66
free-ride syndrome, 407-408
Friedman, Milton, 538
fulcrum security, 231
fund administrator, 99-103
fundamental analysis, of market, 170-171,
354
futures, 145

G

gain standard deviation, 442

gain-to-loss ratio, 428

gamma measures, 278

gate provisions, 30

Gaussian distribution. See normal distribution

Gazprom, case of, 315-316, 318
Gazprom American Depositary Shares, 315
G10 countries, 453
gearing rate, 594
General Electric, 243, 256
Generally Accepted Accounting Principles
(GAAP), 52, 68, 417
General Motors, 243, 289-291
geometric mean return, 426
German capital market, 68
German Financial Services Supervisory
Authority, 67
German Foreign Investment Act, 64, 67
German Insurance Supervisory Act, 63
German Investment Modernization Act, 65
German stock exchange, 64, 180
German tax law, 68—69
GIGO syndrome, 556-560
Global Crossing, 264
Global Investment Performance Standards
(GIPS), 403
global macro funds, 14
examples of
Asian crisis, 333-337
carry trades, 340-343
ECU arbitrage, 332-333
ERM crisis, 329-332
euro convergence, 337-340
risk management and portfolio construction,
345-346
twin deficits, 344-345
historical performance of, 346-350
investment approaches for, 322-328
global macro managers, 327-328, 345-346
Goldman Sachs, 153, 233, 243-244, 262,
376
Goldstein, Philip, 55
Gould, Jay, 130
Graham, Benjamin, 170
grandfathered investors, 120
Greenspan, Alan, 1, 54, 381
Grey funds, 64
Greyhound, 218
gross exposure, 164
Gtech Holdings, 348
Guaranteed Returns Diversified, Inc., 83

H

Haidar, Said, 399

haircut table, 124-125, 164

Hang Seng index, 15

“hard dollar” payments, 44

Harlem Corner, 129-130

Harriman, Edward, 130

Haussmann Holdings, 76

heating degree day (HDD) swap, 381
Hedgebay.com, 586
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hedge fund databases. See also hedge funds
biases in
backfil/instant history, 484-485
database/sample selection, 482
pricing and liquidity, 485-487
self selection, 480482
survivorship, 482-484
to indices
index construction, 487-490
types of indices. See indices, types of
indices to benchmarks, 508-511
HedgeFund Intelligence, 497
hedge fund investing. See also hedge funds
benefits of

low correlation to traditional assets, 520-523
negative vs positive market environments,

523-527
strategies for, 527-533
superior historical risk/reward trade-off,
518-520
caveats of, 534-536
Hedge Fund Research (HFR), 159
index of, 494-495
hedge funds. See also hedge fund databases;

hedge fund investing

in Asia, 24

during Asian crisis, 15-17

in asset allocation, 541, 542
diversification, 538-539
portfolio construction, 539-541
strategies, 543-547

characteristics of
active management decisions, 25-26
fund manager, 33
investment policies, 26
investors, 34-35
legal structures, 2627
liquidity factor, 28-30
management fees, 30-33
scalable factors, 34
as securitized funds, 26
transparency factor, 33-34

concepts in
buying on margin, 122-126
buying with cash accounts, 121-122
derivatives. See derivatives
leverage, 151-156
selling with cash accounts, 121-122

short selling and securities lending. See short

selling and securities lending, of hedge
funds
during dark ages, 11-12
definition of, 25
disclosure and documents of
ADV form, 118
limited partnership agreements, 119

memorandum and articles of association, 118
private placement memorandum (PPM), 118
side letters, 119-120
during equity bubble years, 18
in Europe, 23
in formative years, 8—11
funds of
advantages of, 579-584
drawbacks of, 584-587
fund allocation, 588—-589
future of, 589-590
selection of, 587-588
growth of, 20-24
and internet, 81-84
investment structures of
managed accounts, 112-114
master/feeder structures, 109-111
mirror funds, 108-109
multi-class/multi-series funds, 115
side pockets, 116-117
structured products, 117
umbrella funds, 114
IPO lock-ups, 398-399
legal environment
in Europe. See European hedge funds, laws
with
in US. See US hedge funds, laws with
multiple aggregation of, 418-419
organizational/operational structure of
auditors, 105
board of directors, 91-92
brokers, 93
custodian/trustee, 103
distributors, 106—-107
fund administrators, 99-103
investment advisers, 92
investment manager/management company,
92
investor, 91
legal counsels, 103—105
listing sponsor, 107-108
registrar, 106
sponsor, 91
transfer agent, 106
in PIPEs funds, 397-398
as portable alpha overlays, 561-564
and regulation D, 397-398
during renaissance period, 12—15
in risk budgeting, 565-568
and rule, 506, 4041
during Russian crisis, 15-17
during 1930s, 7-8
sector specialist, 174-175
selection of
due diligence process, 573-576
elimination process, 570-571
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errors in, 577-578
monitoring, 576577
objectives, 569-570
qualitative analysis, 572
quantitative analysis, 571-572
by size, 21
as source of alternative risk exposure, 564-565
stand-alone, 85-90
structured products on
call options, 592-593
capital protected notes, 594-595
collaterized obligation, 610-613
notes and certificates, 593-594
swaps, 591-592
and technology stock bubble, 19
vs private equity funds, 395-397
HedgeSelect Index™, 66
HedgeTrust Exchange, 586
Hennessee Group LLC, 496
Hermitage Fund, 317-319
high low moving averages (HLMAs), 359
high net worth individuals (HNWIs), 2, 18, 34, 62
High Risk Opportunity Hub Fund, 15
high-water mark, 30
histograms, 434-439
Hohn, Chris, 180
holding period return, 415-417
Honeywell International, 256-258
Hong Kong Exchanges and Clearing Ltd., 135
Hughes Electronics, 258
hurdle rate, 30
hybrid funds, 397

I

Icahn, Carl, 178, 316

Icahn Group, 178

Icelandic krona, 342-343

ICE Team. See Internet Compliance and

Enforcement Team

IIC de IIC de Inversién Libre, 80

illiquid markets, 3

IMEF, 15

incentive fees, 30-31, 92, 116
inequitable allocation of, 406—407

indexed notes, 593

indices, types of
ABN Amro, 490
Altvest, 491
Channel Capital Group Inc., 495-496
CISDM/Zurich/MAR, 491-492
CSFB/Tremont Index LLC, 492-493
Evaluation Associates Capital Markets

(EACM) index, 493-494

HedgeFund Intelligence, 497
Hedge Fund Research (HFR) index, 494-495
Hennessee Group LLC, 496

LJH Global Investments, 498
Morgan Stanley Capital Indices (MSCI),
498-500
Standard and Poor’s, 500-501
Van Hedge Fund Advisors International, 501
Zurich Capital Markets (ZCM), 501-503
Ingersoll bond-pricing model, 273
initial public offering (IPO) lock-ups, 398-399
inter-dealer quotation system, 44
International Finance Corporation (IFC), 311
International Financial Services Centre (IFSC), 78
International Harvester, 243
International Monetary Fund (IMF), 228, 344
International Swaps and Derivatives Association
(ISDA), 380
derivative documentation of, 592
internet and hedge funds, 81-84
Internet Compliance and Enforcement Team, 84
intrinsic value, of stocks, 170-171
inventory management process, 132
investment adviser, 48
non-US advisers, 49
requirements of, 51
Investment Advisers Act (1940), 39, 48-50, 55
Investment Advisers Registration Depository
(IARD), 50
investment company, definition of, 46
Investment Company Act (1940), 39, 4648, 56,
386-387
investment manager, 92
Investment Tax Act, 67-68
Irish Financial Services Regulatory Authority
(IFSRA), 78-79
Irish Stock Exchange, 80, 107
Issuer Safe Harbour, 42
categories of securities by, 43
Italian treasury bonds, 304
IT&T, 244

J
J. Crew Group Inc., 235
Janus Capital, 387
Jensen, Michael, 463
Jenson alpha
CAPM, 460-462
generalization of, 467-468
market model of, 462-463
statistical significance of, 466
vs Sharpe ratio, 466467
vs Treynor ratio, 466467
“J” factor, 232
Jobson and Korkie test statistic, 459
Jones, Alfred Winslow, 7, 14, 18, 163, 197, 615
investment model of, 8—10
J. P. Morgan Global Government Bond Index, 66
junior claimholders, 229
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junk bond market, 216, 218
JWM Partners, 155

K

Kairos Partners, 75

Karsten, Karl, 7

Karsten Statistical Laboratory, 7
key man clause, 119

Kmart Corp., 233-234, 396
Krispy Kreme Doughnuts, 235
KT&G, 316-317

kurtosis distribution, 437

L
Lampert, Edward S., 233-234
Lamp Technologies, 83
Landesbank Baden-Wuerttemberg, 65
Lazard, 179
lead series shares, 409
learning algorithms, 208
legal counsels, 103—-105
legendary managers, 1, 10
lending fee, 164
Leu Prima Global Fund, 77
leverage, 151-152, 156, 164, 234, 259, 510. See
also Long Term Capital Management
(LTCM)
Levy, Gustave, 243
Lichtenstein, Warren, 316
limited liability company (LLC), 40, 86
limited partnership, 86
agreements of, 119
limited partnership (LP), 40
Lipper Analytical Services, 483
Lipper Convertible Arbitrage, 100
liquidation risk, 232
liquidity risk, 129, 232, 289
Liquid Yield Option Notes (LYONs), 271
listing sponsor, 107-108
Litton, 244
Livermore, Jesse, 203
LJH Global Investments, 498
Local currency bonds, 319
lock-up period, 29
Loeb, Daniel, 177
London Eurobond market, 63
London Inter-Bank Offered Rate (LIBOR),
145-146, 148, 286-287, 304-305, 375, 381,
509, 591-592
London Stock Exchange (LSE), 179-180, 396,
491
long/short equity funds
historical performance of, 181-185
investment approaches for
activist strategy, 176-181
equity non-hedge strategy, 175-176

quantitative strategy, 175
sector specific strategy, 174—175
valuation based strategy, 170-174
mechanics of
disadvantages of, 169—-170
single position, 163—-165
sources of return and feasible portfolios,
165-169
Long Term Capital Management (LTCM), 2, 33,
37,304, 308, 347, 404, 517, 525, 615
background of, 152
bail out process of, 155
collapse of, 15
initial years of, 153
lock-up period of, 29
long and short positions of, 16
portfolio losses under, 154
rescue of, 17
“look through” method, 115
Loomis, Carol J., 10
loss standard deviation, 442
LTV, 218, 244
Lugano, 75
Lupus Alpha, 69

M
Maastricht treaty, 330
maintenance margin, 134
Malaysian ringgit, 337
Managed Account Reports (MAR), 351
Managed Account Reports Trading Advisor
Qualified Universe Index, 351
managed accounts, 112-114, 365
Managed Funds Association, 54
managed futures, 351
future of, 370-372
historical performance of, 366-370
styles of
discretionary vs systematic, 352-354
fundamental vs technical, 354
source of returns, 354-355
timeframe for trades, 355
systematic trading rules of
back-testing and calibration, 365-366
investment vehicles, 365
moving average convergence/divergence
(MACD), 355-361
portfolio construction, 363
signals in trading, 361-363
temporary/regulated black boxes, 363-365
timeframe of, 355
managed futures funds, 365
management fees, 116
and absolute return target, 32
clawback clause, 31
as deferred incentive compensation, 32
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proportional adjustment clause, 31
and Ritchie Capital Management, 31
side-effects of performance fees, 32
manager risk, 26
mandatory conversion securities (MCS), 271
Manhattan Investment Fund Ltd., 97-98, 100
Man Investment Products, 65
Man Investments AHL Group, 355
Manske, Sandra, 12
margin call, 124, 126, 134-135, 154
Maricopa family of funds, 98
Market Dynamics Study Group (MDSG), 15
market risk, 129
Markets in Financial Instruments Directive
(MiFID), 64
Markowitz, Harry, 537, 588
master-feeder accounting, 109
master-feeder structure, 109-111
Masterfoods Holding, 256
McDonnell Douglas, 246
mean absolute deviations (MAD), 431, 450
mean neutrality, 199-200
mean-variance optimization, 539
Medallion fund, 210
median fund return, 419
merger arbitrage funds
arbitraging principles of
complex offers, 252-254
stock-for-stock offer, 250-252
tender offer, 247-250
historical performance of, 263268
historical perspective of, 243-246
risks in, 255-262
“merging for oligopoly”, 244
Merrill Lynch, 18, 34
Merrill Lynch Asset Management, 180
Merton, Robert C., 561
Merton, Robert K., 152, 154, 272, 555
Microsoft Corp., 251
Milan Stock Exchange, 76
Milken, Michael, 216-218, 245
Miller, Merton, 538
mirror funds, 108-109
Mittal Steel, 260-262
MLM Index™. See Mount Lucas Management
Index (MLM)
Mobil, 246
Mobley, David, 98
Model Portfolio Theory (MPT), 198
Modigliani, Franco, 468
Modigliani, Leah, 468
Monte Carlo simulations, 273
Monti, Mario, 258
Moody’s Investor Services, 60, 219
average cumulative credit loss rates
(1983-2005), 225

average default rates (1983-2005), 223
average rate of transition matrix (1983-2005),
222
average recovery rates (1983-2005), 224
Morgan Guaranty, 12
Morgan, J.P., 130
Morgan Stanley Capital Indices (MSCI),
498-500
Mount Lucas Management Index (MLM),
360-361
MSCI Emerging Markets Index, 311-312, 316
MSCI Europe, Australia and Far East (EAFE)
Index, 521
multi-class/multi-series funds, 115
Miintefering, Franz, 1
mutual fund arbitrage
and ethics, 386-387
forward pricing mechanism, 383
loopholes in, 384-386
timing scandal in US, 387-388
mutual fund industry and UCITS directives,
59-61
mutual fund timing scandal, in US, 387-388

N

naked short transaction, 128

NASDAQ, 18, 128, 251, 385, 518, 549

National Association of Securities Dealers
(NASD), 123, 192

National Futures Association, 364

National Securities Market Commission
(CNMYV), 80-81

National Securities Market Improvement Act
(1996), 46

National Securities Markets Improvement Act
(NSMIA), 55

N-day criterion, 361

Nestlé S. A., 249-250, 256

net asset value (NAV), 3, 116, 382

and arbitrage with quoted price, 388-390
assessment of
annualizing, 417-418
consequences for performance calculation,
414-415
continuous compounding, 419-421
crystallization, 406
equalization, 406
equalization factor/depreciation deposit
approach, 410414

free-ride syndrome, 407-408
holding period return, 415-417
incentive fees, 406-407
lack of information, 404—406
multiple hedge fund aggregation, 418-419
multiple share approach, 409—410
multiple share classes, 406
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net asset value (NAV) Cont.
on-shore vs off-shore funds, 408
single equalization, 414
calculation of, 99-100, 102
equalization calculations of, 406
equalization factor/depreciation deposit
approach to, 410414
of hedge fund at time t, 555
and holding period return, 415-417
of mutual fund scheme, 383-384
vs quoted price, 388-390
net long exposure, 164
New York Stock Exchange (NYSE), 53, 123, 128,
141
normal distribution, 435, 443
normalized price series, 204-205
normalized stock prices, 206
Normandy Mining Management, 348
Nova Fund, 210
1/N rule, 588-589

(0]
Oaktree Capital Management, 234
Och, Daniel, 243
OECD countries, 80
financial action task force of, 88
offshore funds, 28, 88, 408
non-authorized, 78
offshore master-feeders, 111
offshore transaction, 42
“off-the-run” securities, 301-303
onshore hedge funds, 68, 99, 408
onshore master-feeders, 111
“on-the run” securities, 301-303
OPCVM, 70-71, 73
open-end fund, 383
optimal trading, 206
options, 145
Orange Revolution, 377
OTC bilateral agreement. See credit default swap
(CDS)
OTC derivatives, 113
over-the-counter (OTC) market, 144

P
airs-trading, 203-206
strategy of, 205
Pan Am, 218
passive foreign investment company (PFIC)
rules, 89
pension funds, 18, 60, 132, 299
percent gain ratio, 448
percentiles, 430—431
performance fee rule, 52
Perry, Richard, 243
Perry Capital, 396

Pershing Square Capital Management, 177

phantom position, 128

Philip Anschutz, 234

Plan d’épargne en actions, 60

PlusFunds.com, 586

portable alpha, concept of, 563-564

portfolio construction, 175, 539-541

portfolio manager, 174

portfolio theory, 9, 167, 546

precious metals, 1

preferred equity redemption cumulative stock
(PERC), 271

President Clinton, 55

price momentum effect, 207

price to book value (P/B) ratio, 201

price to earning (P/E) ratio, 201, 208

Primitive Trend Following Strategies (PTFSs),
360

private adviser exemption, 48

private equity, 1

private fund, 49

private investments in the public equities (PIPEs)
funds, 397-398

private placement memorandum (PPM), 118

Professional investor funds (PIF), 79

“pro rata” method, 115

protected cell company (PCC), 114

protection buyer, 147

protection seller, 147

“prudent man” rule, 35

put—call parity, 274

put option, 145

Q

quadratic utility function, 545

qualified dividend income (QDI), 111

qualified purchasers, 47

Qualifying investor funds (QIF), 79

Quantum Fund, 14-15, 17, 76, 331, 335, 345, 487
quartiles, 430431

R

railway stocks, 215-216

Ralston Purina Company, 249-250
range, 430-431

real estate securities, 174

realized volatility, of stock price, 283
recall risk, 129

recordkeeping rule, 52

Regal Cinemas, 234-235

registrar, 106

Regulation D, 4041, 46, 398
Regulation S, 41-42, 189
Regulation SHO, 132-133

relative frequency histogram, 423
relative strength index (RSI), 361
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Renaissance Institutional Equity Fund, 210
Renaissance Technologies, 209-210
Resale Safe Harbour, 42
residual specific risk, 201
return distributions, 434-439
return statistics, calculation of, 423-429
reverse positions, 259
rho measures, 279
risk adjusted performance measures
based on downside risk
Burke ratio, 474-475
return on VaR (RoVaR), 475-476
Sortino risk, 472-473
starting ratio, 474-475
upside potential ratio, 473-474
Graham-Harley measure, 470-472
Jenson alpha, 463-465
CAPM, 460462
generalization of, 467-468
market model of, 462—463
statistical significance of, 466
vs Sharpe ratio, 466467
vs Treynor ratio, 466—467
M2 performance measure, 468—470
M3 performance measure, 468470
Sharpe ratio
definition and interpretation, 455-457
as a long/short position, 457
statistics of, 457-460
Treynor ratio
CAPM, 460-462
generalization of, 467-468
market model of, 462-463
statistical significance of, 466
vs Jenson alpha, 466-467
Riskmetrics™, 406
risk neutrality, 199-200
risk premium, 25, 462
risk statistics, of hedge funds
assessment of
histograms, 434-439
per-entiles, 430-431
quartile, 430-431
range, 430-431
return distributions, 434—439
risk, concept of, 430
volatility, 431-434
z-scores, 434439
downside assessment of
draw down statistics, 446447
semi-deviation, 440-442
semi-variance, 440-442
shortall measures, 443
values, 443445
from volatility to risk, 439440
Ritchie Capital Management, 31

Robertson, Julian, 13-14, 17-18, 32, 161, 259,
347, 487

Rothschild Capital Management, 579

Royal Canin, 256

R-square, 466

Rubin, Robert E., 243

Russian Federal Immigration Law, 319

Russian financial crisis, 15-17, 100

S
Sapin, Michel, 1
schedule 13D form, 176
Scholes, Myron, 152, 155
Scientific Forecasting (book), 7
Sears Roebuck, 396
sector neutrality, 200
Securities Act (1933), 39-43
Securities and Exchange Commission (SEC), 8,
27, 38-39, 41, 4849, 81-83, 102, 176, 245
advisers under, 50-55
survey of, 10
Securities and Futures Commission (SFC), 81
Securities Exchange Act (1934), 39, 4447
securities laws, 38
security market line (SML) equation, 461
Separate Trading of Registered Interest and
Principal Securities (STRIPS), 300
shareholder activism, 176-181
Sharpe, William, 538
Sharpe ratio, 470, 475, 520, 555
and Gibbons, Ross and Shanken test, 459-460
and Jobson and Korkie test statistic, 459
as long/short position, 457
statistics of, 457-458
shortfall risk measures, 443
short selling and securities lending, of hedge
funds, 8
alternatives to securities lending, 140-142
and 9/11 attack, 141
benefits of, 139-140
in different countries, 137-138
example of, 134-135
mechanics of, 127-134
restrictions on, 135-139
short squeezes, 132, 188
side-by-side structures. See mirror funds
side letters, use of, 119-120
side pockets, 116-117
Simons, James H., 209
simple gross return, 415
simple net return, 415
Sinclair Global Macro Fund, 77
single-hedge system, 8
“sister stocks”, 203
skewness distribution, 436
societd di gestione del risparmio (SGR), 75
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“soft dollar” payments, 4446

Solv-Ex, 190-191

sophisticated alternative investment vehicle
(SAIV), 62

Soros, George, 14-15, 17, 161, 327, 331, 347,
487,517, 615

Sortino, Frank, 472

Sortino ratio, 472-473

sovereign debt restructuring, 320-321

special purpose vehicle (SPV), 117

split strike conversion, 380-382

spot transactions, 149

Springer Investment Management, 53

Standard and Poor’s 500 index, 12, 14-15, 23,
185, 192-194, 207-208, 211-212, 219, 289,
293, 295, 385, 448-449, 470, 489, 500-501,
518, 525, 580, 582

standard deviation, 431-432, 436, 440-442

Standard Oil, 243

statistical arbitrage, 207

Stearns, Bear, 97-98

Steel Partners Japan Strategic Fund, 317

Sterling and Burke ratios, 474-475

Steyer, Thomas, 243

stochastic oscillator, 361-363

St Petersburg paradox, 544

strike rate, 145

Strong Capital Management, 387

S-type corporations, 85

“super-accredited” investors. See qualified
purchasers

swap curve, 304

swaps, 145

swap-spread arbitrage, 304-305

swaptions, 146

Swiss Code of Obligations, 76

Swiss Federal Banking Commission, 76

Swiss Investment Funds Act (1994), 77

“systematic dormant factor”, 206

Systems of Excellence Inc. (SEXI), 189

T

T-bills, 124, 468470

technical analysis, of market, 354

moving average convergence/divergence
(MACD) method, 355-360

technology hedge funds, 174

Telemundo Communications Group, 259

Tempus Group, 258

Texaco, 218

Texas Genco, 396

Thai baht, 335, 337

The Children’s Investment Fund Management
(TCI), 179-181

The New York Times, 392

theta measures, 279

Third Avenue Value Fund, 233-234

third-party service, 45

Tiger Asset Management, 347-348

Tiger Fund, 13-14, 17-18, 347, 487

Tiger Management Company, 342

Time Warner, 178-179, 246

time zone arbitrage, 385

title risk, 232

total return swap (TRS), 591

tracking error (TE), 449450

tracking variance, 203

transactional prices, 100

transaction risk, 255

transfer agent, 106

transparency, 33, 120, 488

travellers, 246

treasuries stripping, 299-301

Treasury-bill rate, 164

treasury bonds, 301-303

Treasury—Eurodollar spread (TED spread),
305-306

Tremont Partners, 12

Treynor ratio
CAPM, 460462
generalization of, 467-468
market model of, 462-463
statistical significance of, 466
vs Jenson alpha, 466467

triple moving averages (TMVs), 359

trustee, of investment fund. See custodian, of
investment fund

Tuna indices, 495-496

two-fund separation theorem, 462

U
UAL Corp., 141
umbrella funds, 114
Undertakings for Collective Investment in
Transferable Securities (UCITS), 60-61,
64-65, 70

III directive, 65, 78

non category of, 79, 81
UniCredito Italiano, 75
Unified Energy Systems, 318
Uniform Securities Act, 55
United Airlines, 238
United Asset Management, 348
United Technologies, 257
unrelated business taxable income (UBTI), 88—-89
unsmooth returns, 555
up capture indicator, 447
up number ratio, 448
up percentage ratio, 448
upside potential ratio, 473-474
US Airways, 236, 348
USA PATRIOT Act, 57
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US Bankruptcy Code, 227
US courts, 28
US hedge funds, laws with
blue sky laws, 55
The Commodity Futures Trading
Commission, 57-59

Employee Retirement Income Security Act,

56
Investment Advisers Act, 48-55
Investment Company Act, 4648
legal structure for off shore funds, 87-90
legal structure for on shore funds, 85-87
National Securities Markets Improvement
Act, 55-56

other regulations, 56-57
Securities Act, 39-43
Securities Exchange Act, 4446

US Internal Revenue Service (IRS), 89

US National Association of Securities Dealers,
115

US Rubber, 243

US Securities Laws, 189. See also US hedge
funds, laws with

US Steel, 243

US T-bill, 305

US Treasuries, 15, 341, 344

US Treasury bond, 298

US twin deficits, 344-345

utility functions, 543

v
value at risk (VaR), 443-445

calculation of, 445

return on, 475-476
Vanderbilt, Cornelius, 129
Van Hedge Fund Advisors International, 501
variable length moving averages (VMAs), 359
vega measures, 279

venture capital, 1

very-high-frequency trading, 208-210

Vinik, Jeffrey, 32

Visio Corp., 251

volatile markets, 3

Von Graffenried Olympia Multi-Manager
Arbitrage Fund, 77

w

Wall Street, 2, 32-33, 154-155, 179, 187, 189,
192, 217, 236, 521

Wall Street Journal, 318, 337, 392

weighted average cost of capital (WACC), 229

White funds, 64

Whitman, Marty, 233

Wilshire and Value Line indices, 14

Wisconsin law, 55

Wishart distribution, 460

World Bank, 228

World-Com, 264

X
Xavex HedgeSelect CertiﬁcateTM, 65-66
Xtra Corp., 348

Y

yield-curve arbitrage, 303-304

yield curves, of fixed income market, 298-299
Yushiro Chemical Industry, 317

Z

zero-coupon bonds, 298, 300, 596, 598-602,
604-605

zero-coupon convertible bonds, 271

zero-plus tick rule, 136, 170

z-scores, 434-439

Z statistic, 459

Zurich Capital Markets database, 483
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