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GLOBAL MANAGED INVESTMENTS MAY 2010 

Hedge Funds: Investing through Managed Accounts  
Hedge fund managed accounts continue to surge in the near term; some operational risks remain 

Summary Opinion 

During the tumultuous period that characterised 2007- 2008, the market upheaval resulted 
in several casualties, amongst them many hedge funds. As they suffered and investors sought 
liquidity, many hedge funds limited redemptions by utilising gates or suspension 
mechanisms. This fuelled investors’ frustration at not being able to access their capital and 
liquidity became a key concern. The fraud permeated by Madoff which came to light in 
December 2008, also resulted in a significant push towards the need for increased 
transparency and better due diligence on hedge funds. In this environment, managed 
accounts (“MACs”) surged in popularity.  

The objective of this Report is to enhance the understanding of managed accounts and their 
key benefits and challenges, to discuss the impact of MACs on the hedge fund landscape and 
to ascertain the kind of operational risks associated with MAC programmes. 

The main highlights of the report are the following: 

» MACs through the major platforms now make up approximately $41billion or 2% of 
the hedge fund industry; 

» Growth in assets under management is being driven by the larger established platforms  
and primarily in the less liquid strategies, which shrank the most during the crisis; 

» We expect sizeable growth in the short term, but as risk appetite returns, barring a 
market shock, investor focus should shift back onto performance net of costs and hence 
growth in MACs in medium term will likely be subdued;  

» We expect some fee pressure on the MAC platforms as competition intensifies; 

» Although many of the platform providers are based in Europe, MACs are global in 
nature; 

» MACs offer various advantages such as control and ownership of assets but also present 
challenges given the costs involved and monitoring requirements;  

» The MAC structure reduces certain elements of operational risk but does not eliminate 
all the risks. 
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1. MAC Characteristics 

MACs are not a new concept, having been around since the 1990s. Their growth prior to the crisis was 
hindered by some of their perceived disadvantages (mainly cost and operational complexities, covered 
in more detail below), that made them unattractive for hedge fund managers (HFMs). However, 
MACs surged in popularity after the recent crisis as many investors felt at the mercy of those HFMs 
who had imposed liquidity restrictions, effectively preventing them from accessing their funds. This 
proved fertile ground for the benefits that MACs offer such as access to liquidity and ownership of 
assets. 

Before talking about the impact of MACs on the hedge fund landscape, it is important to first define 
what MACs are and discuss their key characteristics to better understand the mechanics behind this 
structure. There are several definitions that have been put forward; one of the defining attributes of a 
MAC structure is that the HFM is an investment advisor who is granted the authority to trade on the 
account, while the account holder has ownership and control of the underlying assets.  

Types of MAC structures 

There are two primarily different types of MAC structures: the single MAC with a HFM and the 
MAC platform. The characteristics of each one are discussed below.  

(a) Dedicated MAC with HFM (often called Separate Managed Account or SMA) 

In this structure, a single investor opens a MAC with the HFM. This account may be designed as a 
bespoke strategy or to track a specified fund, while the investor retains control of the assets. The 
investor has an account in their name1

 

 at the prime broker and has the ability to dispose of the HFM 
and then hold/liquidate the assets. It is important to note that the investor owns the actual assets in the 
MAC portfolio, and is not simply a “shareholder” or “limited partner” in a pool of assets as is normally 
the case in a traditional hedge fund structure. The terms and conditions under which the MAC 
operates are negotiated between the investor and HFM (in an Investment Management Agreement; 
IMA). The HFM has responsibility for trading, portfolio construction, has the authority to trade on 
behalf of the MAC but does not have ultimate control over the assets. 

 

 

 

 

 

                                                                        
1 That is, the account is in the name of the MAC, of which the investor is the owner. 

In a MAC, the investor 
has ownership of the 
assets  

Managed Accounts versus Segregated Accounts 

It is important to make the distinction between a managed account and what is often referred to as a 
“separate account” or “segregated account” or “single investor fund” which is a separate, customised 
investment mandate for an investor typically in a stand-alone fund. While there can be some 
flexibility and customisation in a segregated account (as negotiated between the investor and the 
HFM), the account is under the HFM’s control, in the HFM’s name and the legal structure is created 
and controlled by the HFM. This is not the structure we refer to when we discuss SMAs in this 
report. 
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In terms of legal structure, there can often be a special purpose vehicle (an SPV; typically a Limited 
Liability Company (LLC)) in a tax and regulatory efficient structure; it is generally similar to a typical 
hedge fund structure such as a Cayman Island entity or Jersey unit trust. Investors can then access the 
MAC by investing into a share class or making a capital allocation.  

FIGURE 1 

SMA Structure with Hedge Fund Manager  

 
 
 

In a SMA structure, as assets are in the MAC’s name (that is, the investor’s name), all the legal 
agreements with third parties (such as ISDAs, custody agreements, administrator agreement) are also 
in the investor’s name. While the HFM may facilitate the process, it remains up to the investor to 
ensure that the terms of each agreement meet their needs.  

(b) MAC platform 

In this case, investors invest in a hedge fund MAC, but they do so through a third party MAC 
platform, in effect “outsourcing” the operational side of their investment to an independent third 
party. The platform provider (or sponsor) has certain back and middle-office responsibility such as 
verifying NAVs, risk management and monitoring, ensuring that the HFM complies with their 
mandate, which therefore results in fiduciary responsibility for the MAC. The platform is generally the 
official Investment Manager which outsources the trading/portfolio management to the HFM (i.e. 
“investment/trading adviser”).  

In terms of the mechanics of this structure, a HFM effectively replicates a specific fund into a MAC on 
the platform. Capital from different investors is pooled into the MAC (i.e. fund) which is in the 
platform’s name.2 There are several MACs on the platform, which are generally investible through 
standardised terms offered to external investors; all investors in the MACs rank pari passu and if one 
investor redeems his investment, in theory this should not affect the operation of the MAC. As the 
majority of MACs on platforms are in such commingled or pooled accounts3

                                                                        
2  Some platform sponsors also offer “white-labelling” capabilities and therefore offer their infrastructure and technology to other providers/distributors. 

, the concept of 

3 Since the Madoff affair, some platforms have seen interest from large institutional investors who attracted by the premise of MACs, but lacking the infrastructure (and 
wanting to be sole investors), have been interested in “renting” the platform’s infrastructure. These are SMAs but the infrastructure for the investment is provided by the 
third-party platform provider (the levels of service provided are subject to negotiation). 
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segregation is important to clarify (i.e. the MAC investors are segregated from the HFM, but not from 
one another).   

The legal structure for these MACs can be set up within different umbrella vehicles such as Segregated 
Portfolio Companies (SPCs) or LLCs depending on the domicile chosen by the platform provider for 
their MAC infrastructure. The MACs themselves may be set up as separate companies or cells in the 
SPC/LLC which can thus facilitate segregation of the cells and non-recourse (to the other cells). The 
HFM has an IMA with the SPC/LLC for the relevant MAC and each MAC within the SPC will have 
separate legal agreements with third parties such as administrators and custodians. All the requisite 
legal documentation, including the negotiation of key terms such as rehypothecation, margining 
agreements, prime brokerage accounts and counterparty agreements are handled by the platform 
provider.  

FIGURE 2: 

MAC Platform Structure  

 
 
 

In the platform structure, investors can often “pick and choose”, allocate between the funds available 
on the platform, switch between funds and create their own more customised portfolios. Advantages of 
this structure include that platforms may have access to HFMs that investors would not be able to 
otherwise invest in and may be in a strong position to negotiate more favourable terms and conditions 
with the HFM and other third parties (other advantages are covered in the next section). 
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Differences between traditional hedge fund investments and investments through MACs 

TABLE 1: 

Simplified overview+ of differences between channels of hedge fund investments: 

 

TRADITIONAL HEDGE FUND INVESTMENTS INVESTMENTS THROUGH MANAGED ACCOUNTS 

 

SHAREHOLDER 
IN A FEEDER 

FUND 

SINGLE INVESTOR 
FUND/SEGREGATED 

ACCOUNT 
SMA WITH 

HFM 
PLATFORM MAC 
(COMMINGLED) 

PLATFORM MAC 
(SMA) 

Control of assets HFM HFM Investor Platform Investor/Platform 

Can be subject to 
gates/suspensions Yes Yes No Yes No 

Type of investor ownership Share of fund Entire account Underlying 
securities Share of MAC Entire MAC 

Segregation of trading 
assets No Partial Yes Yes Yes 

Segregation of investors No Partial Yes No Yes 

Transparency Subject to HFM 
discretion 

Customised reporting 
subject to negotiation 

Customised 
reporting 
subject to 

negotiation 

Customised 
reporting, generally 

more granular 
dependent on 

platform 

Customised 
reporting, generally 

more granular 
subject to 

negotiation 

Customisation of 
investment mandate* No Some  flexibility Yes Yes Yes 

Negotiation of legal 
documentation with 3rd 
parties 

HFM HFM HFM/Investors Platform Investor/Platform 

Risk management 
responsibility HFM HFM Investor Platform Platform 

Responsibility for back and 
middle office functions** HFM HFM Investor Platform Platform 

* Subject to HFM discretion. 
** In most cases, an external administrator is used to perform these services, but ultimate control does not lie with the administrator. 
+ It is inevitable that compressing complex information into a table is an over-simplification. Please refer to the body of the report for further details and 
clarifications. 

Different types of MAC platforms 

There are different types of platforms which can be grouped into two main categories: investment 
bank platforms and non-bank platforms (or the independent or Fund of Hedge Funds “FoHFs”  
platforms). 4

» Bank platforms 

  

These platforms are owned by investment banks and were originally set up to support the 
structured products business of the banks in the alternative investment arena. These platforms 
typically have an established network of service providers such as custodians, prime brokers and 
administrators, some which can be part of the same banking group although legally separate 
entities, which is an important consideration when investors select a MAC platform. Investors 
invest either directly by investing in the MAC on the platform or through  derivative instruments 
(e.g. swaps) with the bank’s trading desk.  

» Non-bank platforms (independent or FoHFs platforms) 

These platforms are those not affiliated with a bank. Some were set up as fully independent service 
offerings and others were, and may still be, part of the offering of a FoHFs manager. The services 
that they offer are similar to the bank platforms with some variations depending on the platform.  

                                                                        
4 It can be argued that each type of platform has specific advantages and disadvantages, but this is beyond the scope of this report. 

There are different 
types of MAC 
platforms 
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2. MAC benefits and challenges 

MACs present certain advantages for investors, which at a high level can be summarised into the below 
points. However, it is important to also note that certain attributes will vary depending on the MAC 
structure as not all MACs are identical and as such, the challenges/disadvantages will vary.  

TABLE 2: 

Key Benefits of MACs 
BENEFITS SMA PLATFORM 

Liquidity 
Dependent on investments but cannot be 
“gated” or “suspended” 

Typically better but varies by investment 
strategy and platform* 

Transparency Customised investor reporting Generally more granular reporting but varies by 
platform** 

Segregation of 
assets 

No commingling with other investors and 
segregation from the HFM's fund 

Assets are segregated from the HFM's fund (but 
may be commingled with other investors in the 
MAC) 

Ownership and 
control 

Investors have ultimate ownership of the assets, 
can cease the relationship with the HFM, take 
control of assets and liquidate the portfolio  

The platform provider (not the investors) can 
cease the relationship with the HFM, take 
control of the assets and liquidate the portfolio  

Third party 
oversight 

Investors may have an administrator, access to 
direct reporting from Custodian(s)/Prime 
Broker(s). They may also be selected by the 
investors 

The platform provides back and middle-office 
services and manages third party relationships 
and ensures the HFM complies with its mandate  

Risk of fraud is 
lessened 

Investor/platform has control over cash movements and full transparency over the MAC. They can 
therefore ascertain whether the returns and trades are “genuine”. Hence, the potential for 
misrepresentation by the HFM is lessened. 

* Liquidity provided by the platforms will vary ranging from weekly to quarterly. Additionally, platforms can also gate, suspend redemptions. 
** Some platforms provide position level information. In some cases, they also provide customised reporting to investors. 
 

The use of MACs may also present some challenges to investors. We have highlighted below some of 
the non-operational challenges (operational challenges will be covered in the next section) that MACs 
present: 

 

TABLE 3: 

Key Challenges of MACs  
CHALLENGES SMA PLATFORM 

Cost 

Typically subject to higher minimum 
investments. There may be additional fees such 
as custodian fees, legal fees etc., depending on 
the third party providers that the investors 
choose 

Platform fees can vary from 30bp-85bp (over 
and above the HFM’s fees) and there may be 
additional fees such as administration fees, audit 
fees to take into account 

Monitoring 
requirements 

Responsibility for ensuring that the HFM is line with its mandate, that assets are being managed pari 
passu, that risk monitoring is comprehensive and therefore monitoring performance differences lies 
with the investor/platform  

Trade 
allocations  

Investor/platform providers need to ensure that MACs are treated fairly relative to direct hedge fund 
investments and that the fee incentives are aligned so that HFMs are not incentivised to prioritise 
their fund vs. the MAC (and vice versa) 

Tracking error  
There can often be considerable tracking error with the underlying funds the MACs were meant to 
shadow, due to a variety of reasons including timing differences and variations in the performance 
fee structure 
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3. Impact on hedge fund landscape 

Market analysis 

As we have often pointed out, it is very difficult to draw general conclusions about the hedge fund 
industry, because of its complex, diverse and often fragmented nature, which makes it difficult to even 
gauge the exact size of the industry. However, according to some widely used sources, the size of the 
industry in terms of assets under management (AUM) is estimated to be around $1.7 trillion.5

A recently published report

 Trying 
to establish how much of this consists of MACs is even more challenging given that other than the size 
of the platforms’ AUM, there is little information available on MACs.  

6

FIGURE 3: 

 estimates that the top ten MAC platforms now exceed $40 billion AUM. 
Using this as a gauge, this suggests that MACs make up 2% of the industry’s AUM and 8% of the 
total number of funds/accounts. 

Estimated size of Top Ten MAC Platforms relative to Hedge Fund Industry  

 
Source : IFSL 2009  estimates and HFMWeek, 11-17 March 2010 
 

According to the aforementioned report, the top three largest players, namely Lyxor Asset 
Management, Man Group and Deutsche Bank dominate the market accounting for over 60% of total 
AUM. However, even within the top ten, the assets trail off very quickly after the top three, as per the 
below chart.  Some of the smaller, more niche players differentiate themselves by providing investors 
with more flexibility when investing such as a wider choice of service providers or specific value added 
services. Most, if not all, of the platforms saw significant growth in AUM in 2009. 

                                                                        
5  According to Hedge Fund Research as at 1Q2010. 
6  According to HFMWeek, March 14, 2010. 
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FIGURE 4: 

Top Ten Managed Account Platforms – Assets Under Management (US$ billion)  

 
Source : HFMWeek, 11-17 March 2010 
 

While some of the leading players are industry veterans (the likes of Lyxor and Innocap launched their 
respective platforms in the 1990s), there have been some more recent entrants in the MAC segment, 
such as established fund of funds group Gottex, launching MAC platforms alongside their traditional 
offerings. We expect that these entrants will lead to more competition amongst providers and may 
contribute to fee pressure as well as enhanced product offerings and technological improvements for 
better differentiation.   

A lot of the criticism leveled at MACs is that they are more geared towards highly liquid strategies such 
as CTAs and long/short equity funds (which also benefit from lower tracking error). Looking at the 
below chart7

It is difficult to be definitive about the growth picture as there are several moving parts to consider 
including the effects of the crisis and investor/fund turnover on the platforms. However we can make a 
number of observations: with the exception of CTAs/Managed Futures

, we can see that this is indeed the case with CTA/Managed Futures at the top of the list 
(platforms such as Alphametrix have been virtually dedicated to this strategy historically). It is 
interesting to note that long/short equities did not grow as much as the others.  

8

                                                                        
7 This is dataset is based on information obtained from MAC platforms representing a total of $24bn of assets and dated between December 2009 – March 2010. 

, there were severe declines in 
AUM across all strategies in 2008 on MAC platforms, in line with the broader industry; secondly, the 
rebound in AUM in 2009 has been substantial as both performance improved and investors chose to 
invest via MACs and thirdly asset flows were more pronounced in fixed income, event-driven and 
global macro strategies, indicating that the growth is driven primarily by improved market conditions.  

8 CTA/Managed Futures appear to have remained popular throughout the crisis but subsequently experienced slower growth in 2009. 
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FIGURE 5: 

Hedge Fund Strategies – MAC Platforms  

 
Note: This is dataset is based on information obtained from MAC platforms representing a total of $24bn of assets and dated between December 2009 – 
March 2010. 
 

The majority of investors in MACs are institutional, followed by funds of funds. Since the crisis, some 
platforms have seen interest from large institutional investors who attracted by the premise of MACs, 
but lacking the infrastructure (and wanting to be sole investors), have been interested in “renting” the 
platform’s infrastructure.9

Sizeable growth expected in the short term, moderating as investor risk appetite returns 

 FoHFs also have been looking at the MAC route in order to mainly reduce 
the risk of fraud and have improved liquidity terms; in some cases, they have also set up funds of 
MACs.  

We expect substantial growth in the short term primarily on the larger MAC platforms. In 2007-8, 
many platforms delivered on their promise of providing liquidity (and thus saw substantial outflows as 
investors sought liquidity) and this will likely remain an attractive feature in the near term, particularly 
for very risk-averse investors. Based on discussions with some platforms, the pipeline for investments is 
solid, in many cases driven by larger institutions, particularly fund of funds and pension funds with 
sizeable tickets. Given the strong performance of the hedge fund industry since the crisis, net 
allocations to hedge funds are once again positive. However, the more risk averse investors, that is 
those who are more likely to invest through MACs, have increased the length of their due diligence 
process, and therefore time frames for allocations have lagged the recovery10

We believe that although MACs offer some clear advantages, some of their limitations may subdue 
growth levels, once investors’ appetite for risk returns. Direct investments in hedge funds will remain 
the main way of investing in hedge funds in the medium-to-long term for a number of reasons, as 
outlined below:  

 and we expect those to 
materialize in the coming months. 

» Performance and cost. As markets continue to improve and fund performance improves overall, 
barring another economic shock, we believe that risk aversion will likely continue to subside and 
attention will revert back towards performance net of costs. Accompanying this, some studies11

                                                                        
9 These are SMAs but the infrastructure for the investment is provided by the third party platform provider (the levels of service provided are subject to negotiation). 

 

10 In some cases, large pension funds have reportedly have taken one year or longer to make allocation decisions.  
11  A study of 143 MACs versus “parent funds”, shows a propensity for MACs to underperform and highlights the tracking error present in different strategies. Source: 

Managed Accounts and Tracking Error Risk, Olympia Capital Management, September 2009. 
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have highlighted tracking error and underperformance concerns of MACs relative to the HFM’s 
fund and these concerns may dampen enthusiasm for MACs in the medium term. 

» Increased transparency provided by hedge funds. There has been a substantial push towards more 
transparency in the hedge fund sector over recent years12 and in order to attract investors and to 
improve their image, many HFMs have been willing to provide better investor transparency and 
reporting than in the past, a trend which looks set to continue. This in turn, removes some of the 
appeal for investors to invest via a MAC. Related to this transparency point third party opinions 
such as the accounting firms’ SAS 70, operational risk assessments such as Moody’s Operational 
Quality Ratings,13

» Some reluctance from hedge fund managers. While it is certainly true that more hedge fund 
managers are offering MACs either directly or through platforms, MACs are still perceived by 
many as an operational headache and many HFMs remain reluctant.  

 which require the HFM to be transparent with their business, have increased in 
popularity.  

» Reluctance of hedge fund investors. Some investors are also not willing to pay the extra cost and 
have the additional responsibilities that come with having a MAC. In addition, there are a variety 
of operational issues for investors to consider, which we discuss in Section 4. 

Current product trends 

Based on conversations with several key market participants, we note the following trends:  

» With the number of new entrants on the MAC platform space, which also includes hedge fund 
administrators and large funds of funds, a variety of new products leveraging their sponsor’s 
expertise and capabilities are emerging.  

» Some platform sponsors are also offering “white-labelling” capabilities and therefore offer their 
infrastructure and technology to other providers/distributors, given the popularity of MACs and 
the high barriers to entry. 

» Institutional investors have been showing increasing interest in SMAs through platforms, also 
sometimes referred to as “renting” the platform’s infrastructure.  

» Some platforms previously specializing in one or few strategies are now offering a broader 
spectrum of strategies in order to attract more investors. 

» More established platforms are also linking with other types of providers to offer a wider product 
range.14

» Bank leverage financing is easier to obtain for MAC platforms than for HFMs. 

 

                                                                        
12  This is evidenced by the numerous industry standards that have been published, such as the Hedge Fund Standards, The Hedge Fund Working Group, January 2008, 

Principles and Best Practices for Hedge Fund Investors,  Report of the Investors’ Committee to the President’s Working Group on Financial Markets, January 15, 2009. 
One criticism levelled at MACs in general is that they may represent a step backwards in terms of the industry’s transparency, as while it may provide increased 
transparency for an individual investor, at an industry level, it may ultimately achieve the opposite. 

13  Please see Moody’s Operational Quality Rating Methodology for more details. 
14  For instance, Man Investments and Credit Suisse have a combined product which provides access to Man’s MAC platform and access to Credit Suisse’s structured 

products. 

Hedge funds are 
increasingly 
concerned with 
providing 
transparency 

There are several 
product trends that 
emerging from MAC 
platforms driven 
partly by intensified 
competition  
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Looking ahead 

» The current and expected catalyst of growth in MACs are primarily institutional investors and 
funds of funds, with the larger ones interested mostly in SMAs either from HFMs or from 
platforms.  

» Given the number of platforms and dominance of a handful, this begs the question of 
consolidation. However, there are some mitigating factors namely technology integration, legal 
considerations and operational complexities to act as counterpoints to consolidation, and therefore 
the smaller players will likely struggle once the growth has slowed down. 

» If the market remains fragmented, we expect some fee pressure on the platforms as competition 
intensifies and technology becomes commoditised.  

» Although the largest platforms are located in Europe, given the global nature of the hedge fund 
industry, we expect the footprint of the MAC segment to be in line with the management location 
of global hedge fund assets, which can be split approximately 68% in the US and 23% in 
Europe.15

4. Operational Considerations 

  

Although MACs address certain elements of operational risk, it is not completely eliminated. 
Moreover, responsibility for these risks has largely been transferred into the investor’s/platform’s 
realms.16

(a) SMAs 

 Our view as outlined below is that the use of MACs gives rise to new risks and does not 
reduce the need for thorough due diligence on the part of investors. 

For SMAs, the operational assessment process is very similar to the operational (or due diligence) 
reviews that investors would engage in when making direct hedge fund investments. As such, this 
process would likely entail the key areas underpinning the hedge fund’s infrastructure, namely 
Operations, Valuations, Risk Management Framework, Corporate Services and Service Providers.17

There will be some variations and additional considerations that investors will have to bear in mind 
such as the HFM’s ability to handle the operational complexities which a MAC investment entails. 
Managing a MAC in addition to the main fund means that the HFM will have other individual 
accounts to run, each having different constraints, trade allocation processes, third parties and this can 
put pressure on the HFM’s trading and operational support functions. Additionally with a SMA, the 
responsibility for ensuring that the HFM complies with the stated mandate lies with the investor. 

 

(b) MAC platform operational considerations 

As mentioned, although there are a number positives associated with obtaining hedge fund exposures 
through MACs on platforms, many aspects of operational risk are not eliminated but merely 
transferred from the HFM to the platform provider. Moreover, investors who hold several direct hedge 
fund investments have a diversified pool of operational risk, whereas holding several MACs on one 

                                                                        
15  Source: IFSL 2009 estimates. 
16  In fact, it is interesting to note that with such a structure, the HFM’s responsibility has diminished substantially. 
17  See Moody’s Hedge Fund Operational Quality Rating Methodology for more information. 
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platform results in concentrating much of the operational risk into one counterparty/platform. In 
addition, there are a number of operational considerations and risks that arise as a result of the use of a 
platform, as there is an additional party in the structure which results in certain complexities and the 
need for additional controls (see Appendix 1).  

Again, our view is that the principles for operational due diligence on the MAC are very similar to 
those that need to be applied prior to direct hedge fund investments. As such, a full operational 
assessment on each MAC is needed to accurately identify operational risks and, where warranted, the 
assessment should also include the HFM’s characteristics.18

FIGURE 6: 

 However, this is not a practical solution 
and as such most investors will review the platform’s operations and review the operational due 
diligence conducted by the platform provider, on which the investor will then place reliance. In some 
respects, this is akin to the reliance placed on FoHF managers to conduct operational due diligence, 
with the added benefit that the platform itself will have more detailed information of the underlying 
assets and the ability to take custody of the assets should the need arise. 

Operational Assessment of a MAC Platform at a High Level 

 
*See OQ methodology for details of an operational quality assessment for hedge funds and Appendix 1 for more details on platform-specific considerations 
 

Additionally, not all platforms are “created equally” therefore the level of security and other benefits 
offered through a MAC investment will also depend on the type of platform it is, the services offered, 
its expertise, as well as its infrastructure and the way in which MACs are monitored. These are 
therefore important considerations that investors must bear in mind when investing through MACs. 

Overall, it is still too early to determine exactly what will happen to the MAC segment as the market 
recovery is still tentative. At the time of writing, direct hedge fund investment had reportedly already 
picked up, albeit lower than the percentage growth rates of investments through MACs. However, we 
believe that this segment will continue to grow in the near term, but will likely slow-down materially 
in the medium-to-longer term.  

 

                                                                        
18  The importance of the latter point largely depends on the strategy of the fund/MAC and the structure and service offering of the platform. 
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Appendix 1 – Additional Operational Considerations for MAC Platforms 

CATEGORY THEMES DETAILS 

Operations Trade-flow 
processes 

Trade- flow processing happens at both the HFM and the platform and therefore it is important to understand 
which responsibilities fall with which party, and to be able to follow the trade life-cycle from booking to settlement. 
Furthermore, given the additional party (the platform) present in the structure, the control process and correction of 
trade errors may become more complex. It is also important to understand the robustness and independence of the 
trade allocation process between the fund and the MAC and the procedure for resolving any allocation issues. Other 
issues may relate to different prime brokers and counterparties used by the HFM for its fund vs. the platform. 

  Reporting 
capabilities 

Platforms provide various levels of reporting to investors. The source of the information as well as any calculations 
need to be well understood and reviewed by investors.  

 Valuations Valuation 
processes & 
controls 

It is important to understand who is responsible for ensuring that asset prices are as accurate as possible. Typically a 
third party administrator is used, but the NAVs should still be checked for accuracy.19 Valuations should also be 
cross-referenced with the valuations that are obtained for the fund (to which the MAC relates); if discrepancies 
should occur, how are they resolved needs to be clear. 

  Valuation policies 
& documentation 

Consistency of valuation policies and categorisation of assets are important considerations as the MAC provider will 
need their own guidelines which may need to be tied back to the HFMs. 

Risk 
Management 
Framework 

Investor 
concentration & 
composition 

The need to understand investor composition and concentration and what would happen in the event that the 
largest investor redeems is particularly important for the bank platforms which may have internal structured 
products invested alongside other investors. 

  Liquidity terms MACs, like funds, have specific redemption terms. Also, some platforms are able to gate or suspend redemptions on 
commingled structures20; as such, care needs to be taken to ensure that the investments and redemption terms are 
aligned. 

  Risk monitoring & 
controls 

These are necessary to ensure that the actual risk of the MAC is captured accurately and is managed effectively by 
the HFM. This includes monitoring the MAC’s risk exposure, ensuring that they remain within guidelines, if breaches 
occur how these are managed by the platform, monitoring the tracking error relative to the fund and having 
controls around trade allocations. 

  Counterparty risk 
controls 

The way in which the platform manages the MAC’s counterparty risks needs to be assessed. While custody 
arrangements are commonplace, it remains important to ensure that they are sufficiently diversified and ring-fenced 
for investor protection. 

Corporate 
Functions 

Information 
technology risk  

One key risk is that the IT set-up, back-ups and disaster recovery processes in place are not sufficiently strong at the 
MAC platform level. It is important to ensure adequate integration with the HFM as well as examining the links 
between the platform, custodian and prime brokers. The actual systems used by the platform’s key operational 
processes as well as the back-ups and disaster recovery procedures are important considerations. 

  Legal 
considerations 

Platforms have set prime broker, counterparty and other legal documentation and it is therefore is important to 
ensure that these are robust. The IMAs with the HFMs also need to be robust, investment guidelines/mandates 
should be clear and how adherence to these is actually monitored should also be clear as well as the details around 
the platform’s ability to cut the relationship with the HFM. 

   Human resources The platform’s management of all aspects of human resources is important and at a minimum should be similar to 
that of the HFMs. 

Service 
providers 

Independence, 
reputation & 
appropriateness 

Given the importance of third parties to the structure, it is not sufficient to have third party providers;  it is crucial to 
first of all establish who the third parties are, their reputation and appropriateness given the size of the platform and 
whether there are any conflicts of interest present. 

  Services provided It is important to also review the agreements such as service level agreements to understand how much due 
diligence is carried out by the platform on the third parties. It remains essential to understand what they do, how 
they do it and whether they have the necessary controls in place . 

Other 
considerations 

Risk of platform 
collapsing 

One of the key risks is that of the platform collapsing or disappearing for one reason or another. Platforms being the 
key intermediaries between the investors and the hedge funds, it is important to understand the measures that are 
in place should such an event occur, what would happen to the assets and how easily could investors access their 
capital, particularly given that investors in a MAC platform in most cases are also commingled. 

  Oversight and 
control 

The platform’s governance and control environment needs to comprise a mechanism for oversight of the MAC, 
which may include, for instance, clear escalation procedures in the event of disputes. 

                                                                        
19  In the case of illiquid assets this may be difficult for a platform, where a HFM would have knowledgeable traders which may be able to help establish a credible value. 
20  Evidence suggests that this did not occur in the most recent crises, when many HFMs did in fact suspend redemptions or gate.  
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Appendix 2 – Related Research 

For a more detailed explanation of Moody’s analytical approach regarding hedge funds and related 
entities, please refer to the following reports: 

Rating Methodologies 

» Operational Quality Rating Methodology for Hedge Funds, June 2009 (116772) 

» Moody’s Global Rating Methodology for Asset Management Firms, October 2007 (104923) 

Research 

» Market Turmoil Increases Stress on Hedge Fund Operations, January 2009 (113953) 

» Global Macro-Risk Scenarios 2010-2011, On the “Hook” for Some Time Yet , January 2010 
(112431) 

» Hedge Funds: 2009 Review and 2010 Outlook, January 2010 (122367) 

Other Outlook Reports 

» Asset Management Industry: 2009 Review and 2010 Outlook, March 2010 (123358) 

» Bond Funds: 2009 Review and 2010 Outlook, March 2010 (122565) 

» Money Market Funds: 2010 Outlook, April 2010 (123802) 

» Moody's Weekly Credit Outlook (125349) 

Website 

» www.moodys.com/managedinvestments  

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
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