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KEY HEDGE
FUND TERMS

Hedge fund management has
its own distinct vocabulary.
Listed below are frequeanthy
= used terms that you should
know, if you are new 1o this

field.

ACCREDITED INVESTOR

SEC terminology to refer to an investor who makes $200,000 5
yaar, or one who has nat worth of $1million or an antity with 55
miillion in invested assets. Individuals, banks, insurance companias,
emphayes benefit plans and trusts can all be considered accrodited

astors.

ABSOLUTE RETURN m
The ratum to a portfolio
+ over and above that of

an appropriate S—

benchmark partfolio

ATTRIBUTION ASSET MIX

ARBITRAGE

Ay strategy that invests Tha procass of

long in an asset and short “attnbuting” returns to

inaralated asset, thaoir sources, like stock ‘-
hopang to prafit F ' sabsction, Gl

from a temporary ndustry/sector over-

pricing ' or under-weighting or

discrepancy. factor weighting.

Measure of systematic - non-diversifiable risic. The goalisto
crumantify o much systermatic risk is baing taken by the fund
manager vis-i-vis differant riok factors, so that one can estimata
thi alpha on & risk-adjusted basis. IF XY has a bata of 1.5, it wall
suppasadly move 1.5 parcant for evary | parcent move intha

market

BASIS POINT

Imvastmaent returns ane maasured in bass

: BUSTED CONVERTIBLES
points. Ona basis point equals 1100 of a

parcant. For axample, 75 basis pomnts

(bps) eqquals 0.75%.
CONVERTIBELE BONDS CORRELATION
Bonds that can ba convarted into a Measurg of how strategy returms
fixed number of shares. These are ' mowe with one anathar, ina rangeof
hybrid securities with features of =110 +1. A correlation of -1 imphas
both bonds and stocks. Therefore, that the strategies move inopposite

their valuations reflect both types of directions, whike a +1implies paralisl

mstruments mesament.

DIRECTIONAL

EXPOSURE

( ) DURATION

The amount of risk an unhedged position
faces in the markat, as compansd to the
net exposure of positions invalving kong

and short hedged refationships.

DRAWDOWN
Tho parcantage koss from o
DELTA HEDGE
| fund's highest value to its

lowast, over a particufar time

HEDGING How the price of an option

will respond to the | frame. A fund's "maximum
| .
movement in thepricecf | dramdown” is often looked at as

tha underlying stock i a moasura of potential risk.

d B S—

I FUND-OF-FUNDS

By making n singe investment i & fund-of -funds, mvestors obtain
access to s numbaer of different hadge funds in which, because of
the high minimum investment required by each, they normally
could not invest in as an ndwidual

HURDLE RATE HIGH WATER MARK

HEDGE RATIO

The number of shares of common

This requires a managor to attan

parformance above the highost previous
stock that amanager sells short out of

: kevel, before eaming additional incentive
tha total number possible.

feas, to ensure that the investor does not

pay for covening the same ground twice,

LONDON INTERBANK OFFERED RATE (LIBOR)

| A claily reference rate, based on the mterest rates atwhich banks offer to lend unsecired
||| funds to othar barks in the London wholesale maney market. it is commonly usod an a prosy
|]J Il for tha nsk-free rate of return,

.oll

INCENTIVE/

=
PERFORMANCE FEE
LIQUIDITY
The hadge fund manager's share in the
It refers to the periods during which

fund's profits. Typically, 20% is charged
mvestors can redeem their investments

aach yaar, in additon ton stanckand
managemant foa. “ and have their money retumed from tha
fund (monthly, quarterly, etc.).
- LEVERAGE

[l
'

MANAGEMENT FEES

itis basad on a percentage of the assetsin the
fund, usually 1% or 2% per year, This also

includes asdditional incentive foes,

* igme —. —— —

LOCK-UP PERIOD
NET MARKET EXPOSURE

Thia thrre A mvestor mMLsT remarm
ivves ted in the portiolio bafore his or
har imastmont can be rodeer ed.

The percentage of the portfolio exposed to market fluctuations because long positions are

not matched by equal dollar amounts of short positions.,

VAN )

OPTION ADJUSTED SPREAD

The spraad relative to Treasurios that equates
the prasent value of asenes of uncertain cash

MARKET NEUTRAL

PORTFOLIOS

They consistof

approsimately egual dhollar
amounts of affsetting long NEUTRAL HEDGE
and shart ecquity postions,
£0 total net exposure is flows of an instrumant to its current market price.

closa o Tero.

Itis often used with mortgage-backed securitios.

PORTFOLIO SIMULATION

Involves testing an irvastment strategy by “simulating” it with a

database and analytic software. The simulated returns of the
stratogy aro compared to the benchmark bo see if it con beat that

l benchmark.

OPPORTUNISTIC
PAIRS TRADING

Raters to a long/short strategy wisara ore
stock 15 bought long and a similar stock =

soid shart, often within tha same industry

RUN ON THE FUND RISK ARBITRAGE

This iswhena

hadge fund .
GUALIFIED PURCHASER
{mcos
Erowing Is an individual or family company holding at least
amount of $5 million in inves iments or an entity that owns and
redlemption invests on a discrationary basis at least $25 million
requests ininvestmaents,
e T —— —'.i'._ —_—
|J| R-SQUARED
|‘ Maasura of how closely a portfolio’s performance varies with the
@ :I performance of a banchmark, and thus a meassura of what porton
&R of its parformance can be explamaed by the performance of tha

II overall market or index.

SHORT EQUITY SHORT INTEREST REBATE

Refers toan equity position sold short, or

=short stock,”

I The difference between the
Thia practsc e of Dorrowng o stock |
- yields of two comparable or
o Cllataral amnd Iminmaediatedy) | . |
D related securitios. Spronds ano II
salling it on the market with the i

intention of buying it back later at

| maasured in basis points. The F
}

i " micrerisky the securiy, the SIGNIFICANT
a lower price after tha market i
' larger the spraad. |
corrects itsalf. 'T B CORPORATE EVENTS

— | Mapor pulbhic evants, such as

margers, bankruptcses and

STANDARD DEVIATION spin-offs, that have the
TRANSPORTABLE

potential to dramatically changs

The maasire of aver desiation from
ALPHA age a company’s makeup anc, asa
an expectod result. The brger the
rasult, tha valuation of its delst
and aquity nstruments.

SHARPE RATIO

RISH A measure of risk-adpusted retum, computed by dviding a fund's

ristunn cver the risk-froe rate by the standard deviation of returns.
The ickaa is to understand how much risk was undartaken 1o
generate the alpha,

LONG-ONLY, INVESTING TRANSPARENCY

Long-only managars purchasa what
thery perceive to ba underalusd
sacurities with tha hope that the

VALUE AT RISK

statistical analysis of historical market trends amd
violabilities to estimate the likelihood that o spacific
portioho’s lossas will exceed a certan amount, Itis

securities’ value will appreciate in order used by risk managers i order to maasure and

to achievea profit. control the level of risk which the firm undertakes.

stockstwe trade
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