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INTRODUCTION

For over 20 years, Heritage’s Alternative Investment division has been

dedicated to the selection of Hedge Funds, custom portfolio construction and

risk management. Now one of the most established Funds of Hedge Funds

providers in Europe, Heritage’s team of 8 professionals currently manages and

advises above USD 1 billion of client assets invested in Hedge Funds

worldwide.

From the outset Heritage has been a pioneer in developing the concept of

multi-manager alternative investment portfolios. Our experience and longevity,

as well as a unique, diverse investment approach, has led Heritage to the

forefront of the fast-growing industry of alternative investments. The ability to

identify and gain access to the very best Hedge Fund managers across a

broad range of strategies has allowed Heritage to consistently produce stable

results independent of market conditions.
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PHILOSOPHY

Our approach has always been to prioratize qualitative over quantitative criterias:

Our path to success is based on the combination of a broad range of uncorrelated strategies

and the careful selection of managers, active across various universes, styles, techniques and

structures, to fill those strategies.
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MANAGERS 

SELECTION

 Acceptable return (18months 

rolling), volatility and 

maximum drawdown levels are 

determined for each fund and its 

relevant strategy

 Movement outside these 

determined ranges is 

investigated and action is taken 

if necessary

 Managers are benchmarked 

against their strategy, their peer 

group and their own historical 

performance

 Scoring reports are updated on 

Heritage’s proprietary 

database on a quarterly basis.

 Regular contact maintained with 

managers to identify potential 

adverse qualitative factors as 

early as possible

 Detailed analysis of business 

issues as well as investment 

performance
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QUALITATIVE RISK MANAGEMENT

Challenges:

Synthetise a broad amount of qualitative datas in a mechanical manner

Ability to compare fund with its peers of the same strategy/style

Regular reassessment of the product quality

Solution:

Scoring Model
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THE MADOFF CASE : 10 REASONS FOR NOT INVESTING

Performance minus T-Bills: constant

No peers able to duplicate the strategy

 Increase of AuM 1992 (USD 1bn)  and 2008 (USD 26bn) according to our estimates

Fund was represented as closed but always accessible through another feeder fund

Use of OTC options without access to Balance Sheet

Very bad impression during interviews

Rebates distribution across the board

Sales people unconvincing at best

Feederfunds distributors making more money than managers

Very liquid and widely distributed: risk of crowding out

In our scoring model, Madoff products were getting a very low rating compared to other funds 

and on a standalone basis. As a result it was never considered as an investment option.
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CONCLUSION:

=> A stringent Due Diligence process enables us to identify managers with a strong pedigree, a robust infrastructure 

and a strict risk management which are pre-requisite features in order to achieve solid long term risk-adjusted returns.  

=> However, despite the fact that the fraud risk cannot be annihilated, a structured and sound selection and monitoring 

process performed on a regular basis can reduce it substantially  

=> Systems are of great help in our process but above all, experience, judgment and qualitative considerations are the 

main pillars of our Due Diligence and Monitoring processes
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5 ESSENTIAL RISK MANAGEMENT RULES 

1. If the strategy cannot be explained clearly in 45 minutes, do not invest

2. Always meet the principal(s) in person (ideally several times) before investing

3. Understand management motivation: is he a builder or an asset gatherer

4. Beware of exceptional track records: the  biggest drawdown is ahead of you

5. Trust your feeling: would you invest your own money in the fund

In the Hedge Fund Industry, the best risk management tool is GOOD COMMON SENSE
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Banque Heritage SA

Louis-Frédéric de Pfyffer

Stéphanie Rheinboldt

Asset Management

61, route de Chêne

Case Postale 6600

1211 Genève 6

Switzerland

Tel +41 58 2200 774

Fax +41 58 2200 169

l.depfyffer@heritage.ch

srh@heritage.ch

www.banque-heritage.ch 
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DISCLAIMER

The information provided in this document is given for indicative purposes only and has been obtained from sources 

deemed to be reliable. Heritage Bank provides no assurance as to its completeness or accuracy nor the 

reasonableness of the conclusions based upon such information. The content of this document is subject to change 

without prior notification.

This document is not intended to constitute an offer or solicitation for the purchase or sale of an investment program 

or of any one or more of the funds mentioned in the document (“The Funds”). There is no assurance that the Funds 

investment objectives will be achieved and investment results may vary significantly over time. An investment in any 

of the Funds is not intended to be a complete investment program. Performance information contained herein is 

provided for indicative purposes only and it does not guarantee future returns. Past performance should not be 

construed as a guide to future performance or results. 

Sales of the Fund’s shares are made on the basis of their offering memorandum only and are not offered in any 

jurisdiction in which such offer is not authorized. Investment in the Funds may not be suitable for all investors and 

prospective investors should consult their professional advisers as to suitability, legal, tax and economic 

consequences of an investment in the Funds. The Funds are not available for sale in the US or to US persons and its 

sale is restricted in certain other jurisdictions including the UK.


