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the deterioration of underlying
mortgage assets. That's a plus for
the exchange approach.

Then again, exchange-traded
products tend to be less custom-
izable — an argument made in
favor of bespoke transactions
for a specific, legitimate market
though CD options’
smaller trading increment would

purpose

let users match them more ac-

curately against their exposures.

For now, at least, the CD option
cx]fu“lti:m dates £o out unl) as far
as December, whereas CDS can
expire in several years,
According to Kenneth Heinz,
president of

Hedge Fund
search, hedge funds are most

likely to make use of CD options
with such strategies as fixed-in-
come as:

corporate,
value and event-driven arbitrage.
“They're using the liquidity of
credit default contracts to more
tactically address their exposures
and hedge the risk of long, fixed-
income positions,” Heinz says

Points in Their Favor

The CBOE reels ofl" a list of at-
tributes that should draw |iql|idil)
o CD options, such as no need
for standard ISDA (International

Swaps and Deriv:

tion) documentation. There is
an immediate and defined pay-

ment following a default trigger,
rather than having to wait for a
CDS auction to determine the
settlement price. CD optic

are
triggered simply by bankruptey,
rather than by one of three credit
events for CDS. And, according
to the CBOE, they're marginally
cheaper to execute.

But no matter how attractive
the product appears on paper,
there has not been enough in-
terest to create a viable market.
R&'pn'n('lll;lli\l'n of several |ll'(|g‘('
funds that rade CDS told Risk
Professional  they

enough 2

didn’t  know

bout the product, and

two brokerages said demand had

to emerge among professional

Enforcement

By Hotline

By JuLieTTE FAIRLEY

s the US. prosecution
of hedge fund man-
ager Raj Rajaratnam
unfolded, bringing in-
sider trading and securities fraud

charges into focus, Kenneth
Springer saw a busi opportu-

nity - an ethical one.

Springer, a former Federal Bu-
cau of Investigation agent and
president of New York-based
business investigation and com-
pliance consulting firm Corpo-
rate Resolutions, belie

well managed employee hotline
program can deter bad behavior
like that alleged of Rajaratnam’s
Galleon Group. Springer’s com-
pany has provided an Ethics Hot-
line service to private equity firms

and other corporations for six

WWw.garp.org

vears, and in March it announced

one targeted for hedge funds.
“Galleon  Group
may have known there was in-

employees

sider trading going on, but they
didn’t have a telephone number

or names of people to report it
0,”

ys Springer, who is also co-
author with ‘]m'llt' Scott, (:nr‘p()-
rate Resolutions’ director of busi-
ness intelligence, of “Digging for
Disclosure: Tactics for Protecting
Your Firm's Assets from Swin-
dlers, Scammers and Imposters”
(FT Press, 2011).

Springer acknowledges there
are no
“Implementation of an Ethics

guarantees, but says,
Hotline gives hedge funds a set of
eyes on the inside and may be the

best option for deterring such be-

havior. Besides the
prevention  aspect,
it can demonstrate
to pension  funds,
funds of funds and
other investors in
their due diligence
(see page 20) that
hedge funds strive
for ethical trans
parency. A hotline

would go  beyond

Kenneth Springer

traders,

Craig Iseli, a partner at Chica-
go proprietary trading firm Spi-
derRock Trading, points to the

arbitr

ge relationship  between
the credit-default-instrument rate
and the value of the underlying
equity. A deep out-of-the-money
put option can also be used to
hedge credit default risk, but
those options series tend to be

costly and not actively traded.
“A liquid CD option might
be a cost-effective way o h('([g(‘

downside tail risk in the equity,
there

Iseli says. But, he add
enough fundame;
partic
make it generally liquid?”

lly interested

n such an instrument to

and “there is no
suggestion of im-
propriety . . . In
addition to being
a preventive mea-
sure, whistleblow-
er hotlines  also
help  companies
from a public rela-

tions perspective,”
even  enhancing

their value to pro-

the letter of the law

in s where hedge funds do

not fall under Securities and Ex-
change Commission jurisdiction,
whereas other corporations have
fallen under whistleblower pro-
visions of laws such as Sarbanes
Oxley, the American Recovery
ment Act of 2009
s Dodd-Frank Act.

and Reinve:

and last ves

Openness Encouraged

Springer’s book cites several whis-
teblower case studies and makes
a case for his brand of Ethics Ho-
tine: “Employees are encouraged
hird party,

fre

Lo spe v’ o a
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spective acquirers.

Occupational frauds are far
more likely to be detected by tip
than by any other means, aceord-
ing to the 2010 Report to the
Nations on Occupational Fraud

& Abuse published by the As-
sociation of Certified Fraud Ex-
aminers (ACFE). Of L
enumerated in the study, tips led
to 40.2%. Next
management review, 13.9% by
internal audit, 8.3% by accident,

frauds

ame 15.4% by

6.1% by account reconciliation,

5.2% by document examination,

1.6% by external audit, 2.6% by
surveillance, 1.8% by pn]ic e, 1%

1
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by confession and 0.8% by IT
controls.

“A lot of what comes through
on an internal ethics tip line are
\'(>m|)|;1in1s about cafeteria food,

wilting flowers at the reception
desk or a co-worker’s strong per-

fume,” comments Allan Bach-
man, education manager of
ACFE in Austin, Te “But, for

the most part, tips are proven to

be very valuable.,”

The hard part of an internal
anonymous Iip system is that al-
legations have to be investigated
and proven. “If you find fraud

you

from an internal audi

ly have some of the

documentation you need to pro-
ceed,” says Bachman. The fact
that “false tips are called in just

o get |)l'u|)|(' into
trouble” is another
downside.

Reward System
Under Section 922
of the Dodd-Frank
bill, the SEC will

pay a reward to in- | TACTICS FOR -
© YOUR FIRM ASSETS TROM SWINDLIRS.
| SCAMMIRS. AND IMPOSTIRS Z

di

vide original infor-

luals who pro-

mation that results
in  sanctions ex-
ceeding $1 million.
The award will range from 10%
to 30% of the amount recouped,
at the discretion of the SEC.

“If you tak
the SEC, you'r
the whistleblower under that stat-

our tip directly to

acknow |l'(|g('(i as

ute, and you get a cash reward,

Belmont of UBS
Joins Commonfund

By JerFrey KUTLER

ommonfund, the Wil-
ton, Connecticut-based
investment  manager

for pensions, endow-
ments and other long-term-ori-
ented institutions, has hired veter-
an UBS executive David Belmont
as chief risk officer. The position
had been held from 2008 through
2010 by William Martin, who is
now CRO of the Abu Dh
Investment  Authority.  (Martin
is also chairman of the GARP
board of trustees.

Citing Belmont’s “over

rs of successful risk mar

ent - experienc
im risk management oversight

and giving

¥
1
I

of all of its investment programs,
Commonlund Group announced

the ‘.l|J|Jnint|lll'|ll
in April. Belmont
has two reporting
lines, to president
and CEO Verne
Sedlacek and the
board ol trust-
ees” audit and risk

management com-

mittee, while also
sitting on  Com-
monfund’s  invest-
ment policy and

asset alloca

n committee.

Sedlacek termed it “important
news” that the firm, which man-
ages $26 billion for more than
1,500 clients, was “able to hire
somebody with David’s techni-
cal and practical skills and proven
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R DISCLOSURE g
e ' (PA) College’s $60

David Belmont
I

but when you call a
firm’s internal hot-
line, you give up the
ys Jim
Hoover, trustee and
chief

bonus,”

outsourced

investment  officer

ING

Elizabethtown

million endow-

ment. “To me, the

KENNETH §, SPRINGER
l\i}!lk ScoTT

whole intent of the
Dodd-Frank law is
as an inducement
for employees, investors and oth-
ers to come forward where there’s
fraudulent behavior occurring.”

's it is un-

Hoover, howe

]1kl'|_\' that endowment or |)|'llsi|)n
fund managers would uncover
fraud at a hedge fund as long as

track record. His deep quantita-
tive knowledge, combined with
his experience with leading insti-
tutional investors, brings a wealth
of knowledge to Commonfund
and our clients.”

Belmont was previously global

head of hedge

fund credit  for
UBS  Investment
Bank, overseeing
an  international
team ol 45 risk
managers and

analysts  dealing

with  hedge fund

and managed fund
exposures, He was

also managing di-

rector-risk  man-
agement for UBS

Prime Services, leading a team

W

of eight responsible for market,
credit and operational risk man-
agement in the Americas prime
brokerage business. He served on
the UBS prime brok

tive committee, exchange-trade

rage e

they lack enough transparency of
their trading to reveal question-
able patterns. It’s not something
we have,

he s:

When stumbling across insider

trading that defrauds the govern-
ment, tipsters could call both the
SEC and their company’s inter-
nal ethics hotline. “Monetary re-

ward

e not always the |

l‘ll"\'
d and

motivator to report f

abuse,” says Bachman. “Tipsters
are often hard-working employ-
ees who hate to see their com-
pany being taken advantage of.”

The ACFE 46% of

frauds were committed by lower:

found

level employ a medi-
an loss of $30,000. Another 36%
committed by managers had a
median loss of $150,000.

°S, Causl

deri

tives risk committee, prime
services risk committee and prime
services risk board.

From 2004 to 2007, Belmont
was CRO of

wealth fund

ngapore sov l'I'('i.!:I]

emasck Holdings.
He evaluated risks of potential
and ongoing investments and

was responsible for firm-wide risl
management and risk-capital al-
location

systems,  stress-lesting
protocols, portfolio modeling and
t Sep-
tember, Gregory Curl, a former
Bank of America CRO, became
president of Temasek. See the
October 2010 Risk Professional.)
With a BA degree from Bow-

capital budgeting. (As of la

doin College and an MBA and
MSc in in

from Yale

ional relations

University, Belmont

has also worked as a sovereign
risk underwriter at Citicorp, re-
gional risk manager with Black
River Asset Management, and
director and founder of Anders-
en LLPs

maodity risk consulting pr

financial and com-

clice.
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