The monthly TrimTabs/BarclayHedge Survey of
Hedge Fund Managers finds that hedge fund
managers’ optimism on US stocks hit the highest
level this year in November, while bearish
sentiment fell to a seven-month low. Bearish
sentiment on the US dollar index dropped to the
lowest level since January 2011. Sentiment on 10year US treasuries remained mostly neutral.

Hedge funds gain 0.79% in November
Hedge funds gained 0.79% in November, according
to the Barclay Hedge Fund Index compiled by
BarclayHedge. The index is now up 3.47% in 2014.
“A continuing recovery in the US, along with
increased monetary stimulus in Japan and possibly
Europe, served to drive global equity prices higher

in November,” says Sol Waksman, founder and
president of BarclayHedge. Overall, 15 of Barclay’s
18 hedge fund indices had gains in November.
The healthcare and biotechnology index was up
2.62%, global macro gained 2.34%, European
equities were up 1.97%, the multi-strategy index
added 1.39%, and equity long/short gained 1.22%.
“After having declined roughly 20% since midJune, crude oil prices dropped another 10% in
the first trading session after OPEC announced
its decision not to cut oil production,” says
Waksman. “Crude oil prices fell 18% in November
and global macro funds were well positioned to
profit, enjoying its best one-month gain since
September 2010.”

The equity short bias index gave up 0.78% in
November, distressed securities lost 0.65%, and
emerging markets were down 0.58%. Year-to-date,
the healthcare and biotechnology index leads all
BarclayHedge indices with an 18.35% gain. Fixed
income arbitrage is up 5.89%, multi-strategy has
gained 4.75%, equity market neutral is up 4.41%,
global macro has gained 3.74%, and the equity
long bias index has added 3.40%.
It has been a difficult year for hedge fund
managers committed to shorting the equity
markets. After 11 months, the equity short bias
index has lost 13.61% in 2014. The Barclay fund of
funds index gained 1.23% in November, and is up
2.67% for the year. THFJ

Fraudulent Cash Transfers
Prevention and detection
AMBER PARTNERS

R

ecent news of a large-scale embezzlement
by a controller at a Greenwich-based
distressed debt hedge fund with
approximately $4 billion in assets under
management highlights the continued importance
of reviewing cash controls as a standard part of
operational due diligence. The movement of cash
is a potential area of vulnerability to fraud in most
organizations; consequently, a robust cash transfer
policy is a key consideration when seeking to
mitigate a firm’s operational risk. Approximately
75% of the funds that fail Amber Partners’
operational risk reviews are due to failures to
implement cash transfer controls that effectively
mitigate the potential risk of fraudulent movement
of fund assets.
Whilst it is encouraging to see the involvement of
third parties in the cash transfer process (such as
independent administrators), the use of thirdparty electronic cash transfer platforms, standard
settlement instructions and dual signatory
requirements, Amber Partners has found that,
in practice, the design and construction of cash
transfer policies is typically subject to a wide
degree of variation from firm to firm. In addition,
it is not unusual to see significant divergences
between policy and practice and unintended
loopholes that could allow for the circumvention of
controls.

For example, we recently performed a review of
a fund, whereby a hedge fund manager’s cash
transfer policy stated that any two signatures
of the five senior operations personnel listed
were required to move cash. Yet, upon further
questioning, it became apparent that the online
banking platform which was used for 90% of all
transfers required only one signature from this
list alongside that of another more junior staff
member. In essence, a dual signatory policy was in
place, although not quite in the same form as that
presented to investors.
In a separate review, a hedge fund manager
presented us with an internal cash transfer policy
which had a standard dual signature requirement.
Yet, when reviewing the original account opening
documents with the fund’s main custodian, it
was very clear that only a single signature was
required to move cash or to change signatories.
It is essential to tie the manager’s policy to the
actual instructions in place at each custodian/
administrator involved in the process.
The term ‘cash transfer controls’ may also
incorporate a number of distinct workflows
and accounts, each of which may have its own
nuances. Particular attention should be paid to
‘special purpose’ entities, which may have their
own administrators or custodians and unique cash

transfer procedures. The consequent variations/
reductions in service levels, quality of operational
or IT infrastructure (i.e., reliance on faxed or
scanned instructions), staff quality/experience
and the risk ‘culture’ within the administrator or
custodian may create weak points in the overall
cash transfer control framework that may not be
immediately apparent to someone performing an
operational risk review of the controls in place at
the primary fund entity level.
Finally, although a sound cash transfer policy
is a preventative measure against fraud, and
should be designed to prevent the unauthorized
movement of cash before a transfer can take
place, even a robust policy may be vulnerable to
circumvention (by collusion or forgery). Therefore,
the mechanisms for identifying unauthorized cash
movements, once they have taken place, should be
a key consideration when designing effective cash
transfer controls. A robust policy should include
retrospective checks on cash transfers, such as
the use of timely call-backs, email alerts to groups
of authorized signatories, daily cash movement
reports distributed to management, as well as
daily cash reconciliations. Although the latter are
detection (rather than prevention) controls, they
may stop a successful circumvention of controls
from continuing over an extended period of time
and also act as an effective deterrent.
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