Ingrid Vancas

Due Diligence and Risk Assessment of
an Alternative Investment Fund

Diplomica® Verlag GmbH



Contents

Contents i
Charts I
Tables w
Abbreviations vV
1. Agenda 1
1.1 Intreduction 1
1.2 Purpose and structure 2
1.3 Risk 4
1.4 Alternative Investment Fund 6
1.5 Due Diligence 8
2. Investment Philosophy and Due Diligence 10
2.1 lInvestment policy, strategy and mandate 10
2.2 Management team qualities 12
2.3 Performance screening of an Alternative Investment Fund ............... 18
2.4 Chapter sum up on the example of JWM Partners LLC.................... 22
3. Relative Value and Market Neutral Strategy Risk 26
3.1 Relative Value and Market Neutral Strategy Risk 26
3.1.1 Fixed Income ArbIitrage .........co.oooieiiiniiciiec e 27

3.1.2 Convertible ATbitrage ........coccoooviiieinieriiicer i 30
3.1.3 Equity Market Neutral ... cccinen e ceireeenene 31

3.2 Strategy Risk Level Aggregation. 33
4. Event Driven Strategy Risk 35
4.1 Event Driven Strategy Risk 35

4.1.1 RisSK ArDItrage ....coooe ettt eeneee 30
4.1.2 Distressed SECUTIHES ...teiiiiiieiiiieeeeictiiee et ietias e e et eesesenenres 38
4.2 Strategy Risk Level Aggregation ....cooocivcvceicinnecnenceincinii e 41

5. Opportunistic Strategy Risk 44
5.1 Opportunistic Strategy Risk 44
5.1 Global MaCTO ..ccociiiieiiciii i st e veene 45
5.1.2 Emerging Markets ......cccovvvieieiiiiiieiiciticnieiecannecesiosione s recsoinsnnas 47
5.1.3 Long/Short EQUILY ....c.ccoiiiiiieii et eerece i ecee s 49

5.2 Strategy Risk Level Aggregation. 51




6. Internal and External Risk Factors

6.1 Internal Risks

6.1.% Hubris..

6.1.3 Operational risk...

6.3 External Risks

7.2 Case LTCM

7.3 Conclusive reflexion

74 Closing remarks

.54

54

6.1.2 The attlrude the structure dnd the busmeqs cycle rlsk54
6.1.4 The fund’s size, the tundlng dnd the leverage ................................... 58
6.1.5 Interpersonal relationship, transparency and reporting........................ 60
6.2 Internal Risk Level Aggregation 60
62

6.3.1 Industry shape, structure and evolution...........cccveecenneciciniienicnnee. 62
6.3.2 INduSty MIVAIIY ..ot e e O3
6.3.3 Trends and NeW SIFAtERIES .....eeeveeiiereerirersiieeeeeeeneseseeaaeeeenensaresrens 65
6.3.4 MaCrOCCONOMIC SCCNATIOS 1.vvetierevreirrresrsiaeisiraesecsenseseessonsenssnsarseressesnosas 66
6.3.5 Investment process and research......o.coooviivvecviciciien e, 68
6.4 External Risk Level Aggregation 69
7. Due Diligence framework, conclusive reflexion and closing remarks........ 70
7.1 Framework for assessing the fund’s risk profile 70
71

72

74

78

Bibliography




