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Account segregation is proving increasingly attractive for nervous investors

This represents more than 40% of global FoHF
assets.

HFMWeek: What managed account platform
products or services have you seen introduced
over the last year? How has the economic situ-
ation affected or altered roles they perform?
JG/RD: The most significant change in dynamic
for MAPs is the use of internal segregated MAPs
by the large allocators in place of outsourcing to
the investment bank operated platforms.

The use of highly complex risk aggregation
devices and automated exception reporting
systems has enabled large scale allocators to in-
house MAPs to deal with the large quantities of
data that result, as well as enable them to meet
the enhanced risk monitoring implied within
the structures.

The administration community has been

developing its product offering to meet the de-
mands of such in-house MAPs.
NB: In 1998, SocGen had a need to get exposure
to hedge funds through a secured framework
and the Lyxor managed account platform was
created. In 2002, we had the vision that this
managed account framework could be of in-
terest to a range of investors, and in 2008, this
vision became a need for an even larger group
of well established and sizeable investors on a
global basis.

Now, in reaction to growing demand for man-
aged account solutions, the concept of a dedi-
cated MAP has evolved as a new generation of
investment solution. This involves structuring
a range of managed accounts (30-50 or more)
with managers selected by the investors, where

such managed accounts are not co-mingled with
other co-investors. It protects the investors from
the selling pressure generated by co-investors
redemptions.

It must be emphasised that structuring and

running such a dedicated platform requires
adequate staffing, technology, legal infrastruc-
ture, counterparty network and service provid-
ers. Such a platform cannot be implemented
overnight and we believe experience matters
to be successful. Therefore, platform providers
should be the preferred route as opposed to the
internal route.
GB: Gottex Solutions Services was launched ear-
lier this year to provide clients with outsourced
middle office services, including integrated
risk monitoring and document management,
a hedge fund managed account platform and
work-out services.

Gottex launched Gottex Solutions Services
as a separately incorporated and independently
managed service company, ensuring client con-
fidentiality and no conflict.

HFMWeek: What are the advantages of man-
aged account platforms? How can they help
provide transparency, liquidity and segrega-
tion especially at a time of economic crisis?
JG/RD: A well constructed MAP enables the
managers to execute their strategy as normal
but provides full information and ultimate
control to the MAP operator on behalf of the
investors. Separation of custody and valuation
from the trading function are the keys to good
governance.

The advantage for transparency is that the
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MAP operator gets full position level reporting
- having a process for turning such data into a us-
able format that aides risk monitoring and port-
folio decisions is a necessary requirement. It is
the collation of the aggregate data on a daily basis
into portfolio exposures that is truly valuable.

Well-constructed MAPs present the opportu-
nity to match liquidity to the actual liquidity of
the underlying, without any false intervention
by managers.

The segregation benefits of a MAP are to

some extent compromised by co-mingled MAP
platforms, only single investor MAPs can pro-
vide truly pure segregation where there will be
no impact from potential mismatches between
the needs of different investor groups.
GB: Managed accounts provide key benefits to
investors, such as: non recourse vehicles struc-
turally and contractually, asset verification, in-
vestor friendly governance, defined termination
events with manager, prime broker and ISDA
counterparties, complete management of serv-
ice provider relationships, full position recon-
ciliation and transparency at the platform level,
daily NAVs, with independent pricing policy,
risk reporting and monitoring and incentives
paid as an in-character allocation of income.

Whilst managed accounts do not provide li-
quidity that is superior to the liquidity of the as-
sets held in the managed account, they do pro-
vide more investor-friendly governance, likely
to severely restrict the ability for a manager to
suspend or gate redemptions.

With respect to segregation, typically, the
platform operator needs to negotiate proper
financing agreements which minimise the as-
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¢Investors should
consider managed
accounts as a
structural way of
investing, as an
advanced managed
account solution
provides the five key
benefits to investors,
irrespective of where
we are in the market
cycley»

Nathanaél Benzaken, HFRS

set’s exposure to the risk of default by financing
counterparties.

NB: Investors should consider managed ac-
counts as a structural way of investing, as an
advanced managed account solution provides
the five key benefits to investors irrespective of
where we are in the market cycle. These are the
segregation of assets from managers, independ-
ent valuation, independent risk management,
independent, detailed and enhanced transpar-
ent reporting and enhanced liquidity.

Market and economic downturns usually
behave in a volatile way. When it goes well it
moves up and down slowly but when market
participants realise it is not going well, then it
spikes up brutally leading to investors’ squeeze.
Hedge funds are no different, as evidenced by
the 2008 crisis.

HFMWeek: In what way can a managed
account platform help transfer control back to
investors?

GB: A managed account platform helps transfer
back control to investors through, firstly; the in-
dependent role played by the neutral platform
operator and, secondly; the governance of the
managed account, which severely limits the
manager and/or the board to make arbitrary de-
cisions which may be adverse to the interest of
particular investors.

JG/RD:A multi-manager portfolio becomes very
difficult to optimise for governance and infor-
mation consistency without centralising the key
functions.

Utilising global service providers for admin-
istration and custody enables the investor to de-
fine the standards for valuation, reporting, risk
control and custody. Policies on issues such as
re-hypothecation or gating can be applied uni-
formly in the interests of the investors.

Possession of daily position level reporting
creates the ultimate due diligence tool — the

knowledge that the investor side can see all will
always be powerful protection against misap-
propriation or misrepresentation.

The ultimate weapon in investor control

which wields the greatest power is being able to
terminate the power-of-attorney under which
the manager trades and keeping ownership of
the assets.
NB: A MAP turns a bipartite relationship (man-
ager — investor) into a tripartite relationship. In
a difficult situation, when investing direct into
hedge funds, the manager does control inves-
tors” assets. In the case of the Lyxor MAP, Lyxor
controls the assets and the managers act solely
as trading advisors. By construction, investors’
interests come first in this set up, especially
when they need to raise cash or reduce risk ex-
posure. Platform providers just have to make
sure redemptions do not impact the other inves-
tors in the fund.

HFMWeek: Once the markets stabilise, will
managed account platforms continue to be
such an integral part of fund servicing?

GB: Whilst managed account platforms are nota

panacea, we expect them to become an integral

part of the hedge fund investment landscape for
the multiple reasons I have discussed earlier.

NB: We genuinely believe the current trend to-

wards managed account is a structural one. The

evidence is as follows:

IMany very large investors (funds of funds
together with institutional investors from all
continents) were quite vocal about their inten-
tion to transition towards managed accounts

ISuch transition requires a significant invest-
ment from them, notably in terms of the time
required to execute it. Engaging the reverse
gear is much more complex than simply post-
ing a redemption with a hedge fund.

1 Some investors just cannot afford to participate
to hedge fund fraud or blow up. As mentioned
earlier, even a due diligence as sophisticated as
it can be cannot protect against it.

'We experienced a paradigm shift in the mar-
ket coming from a bull, low volatility market,
abundant and cheap leverage to a high vola-
tility, uncertain market, expensive and scarce
leverage. Expect more blow ups, fraud, man-
ager attrition.

1 Last but not least, this trend is now supported
by established managers.

JG/RD: The shift in the use of MAPs away from
investment banks and their increased focus on
liquidity and greater risk limitation, which is
geared towards the new user group who are fo-
cused on the infrastructure utility as a method
of resolving governance issues, is definitely a
sustainable trend.

With institutional investors becoming an
ever more dominant element of the investor
community, suspension of normal governance
standards as applied to traditional investing will
no longer be tolerated. This will result in MAPs
becoming the default structure of choice. M
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