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CANADIAN STOCKS S&P/TSX close

Daily, millions of sharesTSX weekly volume in millions of shares

US STOCKS DJ Industrial Average close

FINANCIAL POST INDEXES Balanced

COMMODITIES CRB Index close

THE DOLLAR Canadian dollar in US cents close

BONDS Scotia Capital Bond Index close

Daily, millions of sharesNYSE weekly volume in millions of shares

LAST WEEK THIS WEEK

LAST WEEK THIS WEEK

LAST WEEK THIS WEEK

LAST WEEK THIS WEEK

LAST WEEK THIS WEEK

LAST WEEK THIS WEEK

Net 52W 52W Yr over yr
Index/commodity Close Previous chg high low net chg

Net 52W 52W Yr over yr
Currency Close Previous chg high low net chg

Yield Previous 52W 52W
Index Close Previous % % high low

Net % 52W 52W —Yr over yr— —Yr to date—
Index Close chg chg high low net chg % chg net chg % chg

Net % 52W 52W —Yr over yr— —Yr to date—
Index Close chg chg high low net chg % chg net chg % chg

Net % 52W 52W —Yr over yr— —Yr to date—
Index Close chg chg high low net chg % chg net chg % chg

S&P/ TSX Comp 7100.77 +58.07 +0.82 7401.05 5678.28 -298.06 -4.03 +486.23 +7.35
S&P/ TSX 60 402.44 +2.95 +0.74 415.37 318.42 -10.44 -2.53 +29.29 +7.85
S&P/ TSX Mid 456.68 +4.79 +1.06 491.13 374.21 -34.45 -7.01 +28.56 +6.67
S&P/ TSX Small 462.51 +5.42 +1.19 518.92 385.94 -56.35 -10.86 +18.33 +4.13
S&P/ TSX Income 103.97 +1.13 +1.10 104.23 92.62 +4.44 +4.46 +7.48 +7.75
S&P/ TSX-VEN 1104.42 +6.24 +0.57 1200.02 887.29 -92.10 -7.70 +30.34 +2.82

DJIA 9183.22 +128.33 +1.42 9733.39 7197.49 -334.04 -3.51 +841.59 +10.09
S&P 500 997.48 +12.64 +1.28 1040.83 768.63 -16.12 -1.59 +117.66 +13.37
NYSE Comp 5646.77 +82.40 +1.48 5870.54 4418.62 -118.77 -2.06 +646.77 +12.94
Nasdaq Comp 1646.02 +18.35 +1.13 1684.06 1108.49 +148.84 +9.94 +310.51 +23.25

FPX Growth 1579.80 +9.23 +0.59 1613.22 1396.69 -27.35 -1.70 +58.62 +3.85
FPX Balanced 1665.80 +6.20 +0.37 1665.80 1495.50 +41.18 +2.53 +72.65 +4.56
FPX Income 1755.39 +2.34 +0.13 1755.39 1579.92 +123.08 +7.54 +95.20 +5.73

C$ 1 = US¢ 73.9973 73.4484 +0.5489 74.3882 62.5782 +8.9186
US$ 1 = C$ 1.3514 1.3615 -0.0101 1.5980 1.3443 -0.1852
euro 1 = C$ 1.5869 1.5900 -0.0031 1.6561 1.4497 +0.1284
British pound 1 = C$ 2.2534 2.2489 +0.0045 2.5359 2.2070 -0.0099
Japanese yen 1 = C$ 0.01150 0.01160 -0.00010 0.12800 0.01140 -0.00080

Scotia Capital Universe 527.72 529.18 4.19 4.14 529.18 463.82
Scotia Capital Short-term 429.94 430.53 3.44 3.40 430.53 394.01
Scotia Capital Mid-term 539.61 541.37 4.30 4.25 541.37 466.50
Scotia Capital Long-term 662.16 665.14 5.28 5.24 665.14 553.43
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Hedge funds are gaining in ac-
ceptance, says Robert Parnell,
president of Tremont Investment
Management Inc. 

“There is increasing recognition
that they are more conducive to
successful active money-manage-
ment than is traditional money
management,” he says. 

After the severe bear market, in-
stitutions are realizing that when
you give hedge fund managers
greater lattitude and discretion,
they can produce “excess returns
or alpha,” says Parnell. 

His firm manages $200-million
in assets and is part of Tremont
Advisers, which has been in the
hedge business for almost 20
years. The parent specializes in
funds of funds and has assets un-
der management of US$8.5-bil-
lion globally.

Jim McGovern, managing di-
rector and chief executive of Ar-
row Hedge Partners Inc. in
Toronto, notes that the global
hedge industry has grown dra-
matically, particularly in the last
10 years. Alternatives such as
hedge-fund products, have, for
the most part, generated steady
rates of return, typically with low
levels of volatility and with low
correlation to stocks and bonds
over the long haul and this has at-
tracted investor attention. 

A former mutual fund CEO, Mc-
Govern founded Arrow Hedge in
December, 1999, to offer a range
of fund of funds and single man-
ager hedge funds. Arrow Hedge
has $150-million under manage-
ment. 

There is a need for some caution
at present, says Peter Puccetti,
chief investment officer of Good-
wood Inc., which is a long/short
hedge-fund manager which man-
ages some $170-million in assets.
The long-run trend clearly
favours hedge funds, he says. But
so far this year you would have
done better in most equity mutu-
al funds, as long-only strategies
that avoid shorting stocks have
done well. 

Puccetti, who co-founded Good-
wood some six and a half years

ago, says that investors are ex-
pecting the overall equity market
to generate modest returns for a
long time to come and “we agree
with this.” 

But there can be periods,
“maybe multi-year periods,”
where there are strong upward
movements in stock prices and it
could be difficult for many hedge
funds to outperform during those
periods.

Market-neutral hedge fund
manager John Schmitz, presi-
dent of SciVest Capital Manage-
ment Inc., which manages $150-
million, says that while the
prospect of superior long-run re-
turns are a key advantage of
hedge funds, another major ad-
vantage is lower volatility. 

“When you add hedge funds as
an asset class to stocks and bonds
and real estate and virtually any-
thing else, you can lower the
volatility risk of the overall port-
folio,” he says. The addition of a
hedge-fund product, will, he pre-
dicts, be a strategic asset-alloca-
tion decision in almost everyone’s
portfolio — retail, pension funds
and high net-worth individuals. 

It must be remembered, says
David Fawcett, founder and part-
ner in Epic Capital Management
Inc., which is another long/short
manager, that there is a signifi-
cant alignment of the hedge-fund
manager with the portfolio’s re-
turns, perhaps more so than is
the case with traditional fund
managers. 

“Hedge-fund managers make
money from performance,” says
Fawcett, whose firm is two and a
half years old and has assets un-
der management of $50-million.

Warren Irwin, president of
Rosseau Asset Management Ltd.
expands on this. 

“In the case of myself and many
of the managers around this
table, you will find that the bulk
of our net worth is in our hedge
funds,” he says. This certainly
aligns the interest of the manager
with the investor more closely, he
says. “We are joined at the hip.”

See HORVITCH on Page IN3

THE LONG AND
THE SHORT OF
HEDGE FUNDS

YVONNE BERG / NATIONAL POST

Money manager Peter Puccetti, seen with Robert Parnell in the back-
ground, says the long-term trend clearly favours hedge funds. W elcome to the new

Goldilocks, the updated
version of the not-to-hot, not-too-
cold, just-right version of the
Goldilocks economy of the mid-
1990s that helped foster the
longest U.S. economic expansion
in history and the greatest bull
market.

Goldilocks 2003, a few grey
roots showing through the gold
locks and some facial lines in cry-
ing need of Botox treatments, is
finding porridge that’s too cold,
but that’s no problem. The bears
have purchased a fancy new Fed-
ware microwave – no payments
till 2005 – and the porridge can
be heated to whatever tempera-
ture Goldilocks needs.

We got to recalling and re-
thinking the good old
Goldilocks economy yesterday
as more details emerged ahead
of the Federal Reserve’s next
monetary  policy meeting ap-
proaches June 24 to 25. The full
picture of what chairman Alan
Greenspan and his policy-mak-
ing colleagues will be looking at
is becoming complete, the de-
tails, such as they are, being
added day by day as the reports
pile up.

As Wall Street looked at the
latest evidence yesterday — the
Fed’s own “beige book” survey of
regional economies that is more
anecdotal than statistical — it
was clear that the Federal Open
Market Committee will vote to
cut interest rates for the 13th
time in the easing odyssey that
began all the way back on Jan. 3,
2001. All 22 economists sur-
veyed by Bloomberg expect the
overnight fed funds rate of
1.25% to be cut, with 14 expect-
ing a quarter-point move and
the rest half a point.

The beige book further bol-
stered the rate-cut view, noting
that the U.S. economy expanded
at a “subpar” pace, which
sounds good if you’re a golfer,
but is jockfedspeak for lacklus-
tre. Though the economy ap-
pears to have stabilized follow-
ing the Iraq war, the stronger
growth that the stock market
appears to be anticipating has
so far proved elusive, with re-
ports from other regional banks
that growth was “sluggish” and
“subdued.”

And that suits the Street just
fine. When the beige book was
released at 2 p.m. Eastern time
yesterday, stock prices headed
higher, building on modest ear-
lier gains. 

See HANLEY on Page IN2

This Goldilocks 
a stirring tale 

for stocks, bonds

When 
too cold
is just
right

M A R K E T E Y E

In a climate where investment returns from most
asset classes are likely to be modest and the stock
market is expected to remain highly volatile, should
investors consider hedge funds? Questions on peo-
ple’s minds range from the actual performance of
these funds, in comparison with traditional stock
portfolios, to the types of funds available to Canadi-
an investors. Today, in the first instalment of a two-
part Buy & Sell Roundtable on hedge funds, leading

industry figures address these key questions, as posed by Buy & Sell
columnist Sonita Horvitch. Tomorrow, the hedge-fund portfolio
managers share their strategies and their longs and their shorts. 

Sonita Horvitch

B Y S T E V E M A I C H

With all the talk about natural
gas shortages, and a hot summer
set to further strain the tight bal-
ance between supply and de-
mand, gas-weighted energy com-
panies could be set to turn out
some big earnings surprises.

Despite seeing gas prices double
over the past year, analysts say
there’s still plenty of room for fur-
ther gains, and that could send
ripple effects through several sec-
tors, according to analysts at BCA
Research in Montreal.

“Market sentiment on natural
gas is well below the extreme
readings reached during the 2001
spike in prices, despite a glaring
supply/demand imbalance, un-
derscoring that there is little

downside risk to prices,” BCA
said yesterday. 

While that might put some sting
in home heating bills, increased
exploration and fuel switching
could mean a surge in business
for everyone from well services
companies, drillers, and even rail
lines as companies switch to
cheaper alternatives such as coal.

But fears that natural gas sup-
plies are in a long-term down-
ward spiral, sending prices in the
opposite direction, are overdone
says Chris Theal, analyst at Tris-
tone Capital.

See DESK on Page IN2

Gas firms set for blazing profits
FURTHER PRICE GAINS SEEN

T R A D I N G  D E S K

NOAH BERGER / NATIONAL POST

AIM’s Roger Mortimer.

B Y S C O T T A D A M S

Income trusts usually don’t make
good trades for institutional
shareholders. Trading volumes
are low and if unit values rise,
they tend to only crawl higher.

But this may be changing. AIM
Funds Management Inc. portfo-
lio manager Roger Mortimer, for
instance, is holding a basket of
trusts in the AIM Canadian First
Class Fund, hoping they’ll jump
in value in the not-too-distant fu-
ture.

Trusts have two problems now
that have confined them to niche
status in the Canadian market:
unlimited liability and lack of in-
clusion in indexes.

It is Mr. Mortimer’s hope that
when these two issues are re-
solved that income trusts will be-
come more credible and that
more investors will realize that
trusts make better investments
than a lot of high-risk dividend
stocks.

“We believe there will be more
buyers for trusts,” Mr. Mortimer
said.

Last month, the Ontario gov-
ernment started to unwind the
unlimited-liability issue. Cur-
rently, income trust shareholders
could face unlimited liability if
the trust runs into legal prob-
lems. But the Ontario govern-
ment has started passing legisla-
tion that will limit liability and if
this is finalized soon, then other
governments, particularly Alber-
ta and British Columbia, are ex-
pected to follow. 

This should lead to the next step
in credibility for trusts: inclusion
in the S&P/TSX 60 and compos-
ite indexes. National Bank Finan-
cial’s recent quarterly report on
trusts listed 40 trusts that could
qualify for inclusion in the
S&P/TSX composite. 

The largest trusts would likely
be considered first, such Canadi-
an Oil Sands Trust, Enerplus Re-
sources Fund, RioCan Real Es-
tate Investment Trust, Pen-
growth Energy Trust, ARC Ener-
gy Trust, PrimeWest Energy
Trust, Pembina Pipeline Income
Fund and Superior Plus Income
Fund. Each has a public float
worth more than $1-billion.

There is also certainly room in
the composite index for more
tradable issues, as 12 stocks were
deleted this week due to lack of
liquidity, takeovers, conversion to
trusts and other issues, while just
one company qualified to be
added.

If income trusts are added to in-
dexes, this will boost demand for
trusts from index funds. Institu-
tional shareholders have also
generally been discouraged or
prevented from owning trusts be-
cause of the unlimited-liability is-
sue, so if this problem is eliminat-
ed then it should also boost de-
mand for trusts. 

All the improved liquidity
should in turn attract more  insti-
tutional investors.

Michele Robitaille, business
trust analyst for National Bank,
said Mr. Mortimer isn’t alone in
his interest in the Ontario gov-
ernment’s initiative to eliminate
the unlimited liability issue.

See INSIDE on Page IN2

PLAYING THE LIQUIDITY GAME

Trusting 
in the big
breakout

I N S I D E  T H E
M A R K E T

W I L L I A M H A N L E Y

B U Y &  S E L L R O U N D T A B L E

CRB Index 237.98 237.62 +0.36 251.20 200.69 +37.85
GSCI Index 243.46 242.53 +0.93 278.57 191.96 +53.46
Gold (Comex) US$ per oz. 355.50 352.20 +3.30 379.00 302.50 +35.80
Oil (W. Texas) US$ per bbl. 32.36 31.73 +0.63 37.83 24.64 +8.24
Natural gas US$ per mm btu 6.21 6.33 -0.12 9.58 2.66 +3.08
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HORVITCH
Continued from IN1

As special situations hedge fund
manager, Rosseau Asset Manage-
ment which has $50-million under
management, looks to maximize
returns, while taking prudent
risk/return bets in a concentrated
portfolio, says Irwin. “In our partic-
ular strategy, we try not to get too
fussed whether the market is going
up or down.” Irwin founded
Rosseau in June 1998.
Q: What is the background to the
hedge fund industry?
McGovern: If you go back to the
origins of hedge funds in 1949 with
Alfred Winslow Jones, most of the
money was from high net worth in-
vestors looking to protect their
wealth from the vagaries of the eq-
uity market. These investors want-
ed more than to put their money in
treasury bills and other low risk se-
curities, so they looked for alterna-
tives, which included hedge funds.

This industry went through fits
and starts through the ’50s and
’60s. It grew quite rapidly in the
’60s, but collapsed in the 1969-70
bear market period. This is because
hedge fund managers who suppos-
edly hedged, actually did not. They
were leveraged long managers [tra-
ditional money managers that
added borrowed funds to the funds
gathered from investors] and got
caught in a vicious bear market.
The ’70s were more dominated by
the macro hedge fund managers
like George Soros, who placed big
bets, for example, on currencies.
That has given way through the late
’80s and early 90s, to a more re-
fined market place. In part, this is
the result of the institutions invest-
ing money in this area. 
Q: Time for the portfolio man-
agers around the table to talk
about their strategies and their re-
turns. Let us start with the
long/short strategy.
Puccetti: At Goodwood, we have a
net long bias approach to picking
stocks, which means we tend to be
more long than short. Although in
the six-and-a-half year history of
the fund, there have been a couple
of periods where our shorts and our
long positions have been equal. Our
discipline is very much bottom up
value driven. We are looking for
triggers within a company that
could result in a material revalua-
tion of the share price. It is more
similar to Warren’s special situa-
tions fund than John’s market neu-
tral approach. With a net long bias,
it is tougher for us to do well when
the market is down sharply, be-
cause you are fighting that tide. The
Goodwood fund originally started
on October 31, 1996. We look to do
20% or better per annum, net of
fees over a reasonable time frame.
So far we have done a little bit in ex-
cess of that. Our main fund has
grown at about 21% net of all fees
per annum compound for about six
and a half years v. an S&P/TSX
composite index that has grown by
4.5% to 5% per annum. During
that period, there have been at least
five major market selloffs. We have
been up substantially four out of
five of those times. For the most re-
cent period, that was not the case. 
Fawcett: Epic Capital is also in
long/short equity hedge fund man-
agement focusing on Canadian in-
vestments. We also use a bottom up
value style and use intensive com-
pany and industry fundamental
analysis. We are looking superior
risk-adjusted returns. We are try-
ing to return 15% to 20% net to in-
vestors. Epic has been in business
for two-and-a-half years, we are up
72% net to investors. On an annu-
alized basis, we have returned 20%
to 25%.We look to concentrate our
portfolio, with some 20 to 25 posi-
tions, where we want our stocks to
matter. Capital preservation is im-
portant to us. In the 30 months we
have been in business, we have only
had one down month and it was a
modest decline. 
Q: John, please explain to us what
a market neutral equity manager
does?
Schmitz: The objective is to totally
insulate our returns from what is
going on in the equity markets.
Whether they are going up or
down, it should not matter to our
returns. We do that by being totally
neutral on our longs v. our shorts. If
we are $100 long, we are $100
short. We tend to balance our long
and short positions in industries,
sectors and countries. We view risk
management as our key goal. We
hold more than 370 positions, with
no position representing more than
2% of the fund. 

We are fundamental stock pickers
using quantitative analysis and
computer modelling. We are trying
to pick stocks on the long side of the
portfolio that outperform those on
the short side of the portfolio in an
up market and in a down market,
thereby producing a spread return

between our longs and our shorts. 
In order to deliver a true market

neutral portfolio and covering
thousands of stocks as we do, the
only way to do it is to harness the
power of computers and high quali-
ty data bases that are available. We
launched our core SciVest retail
fund on May 1, 2001, and through
April 30, 2003, we had a com-
pound annual return net to in-
vestors of 15.3% per annum. We
produced that
return with an
a n n u a l i z e d
volatility that is
less than half
that of the S&P
500 index over
that time peri-
od. We hope
over the long-
term to deliver
annual returns
in the 13% to 16% net to investor
range with volatility that is signifi-
cant less than the S&P 500 Index.
Q: What about special situations
management, Warren? 
Irwin: I have been in special situa-
tions management for eight years.
In June of 1998, I started Rosseau
Asset Management Ltd., and we
have some good successes. We have
just under a five-year track record.
Our average compound rate of re-
turn is about 30% per annum.
What is neat about the group
around this table, such as Peter, is
that a number of us have gone
through some pretty hairy markets
in 1999, 2000, 2001 and 2002
through the crazy run up in 1999,
the two crashes in the Nasdaq in-
dex, Sept. 11, 2001 and the big stock
market meltdown last summer. 

We are fundamental analysts who
focus on special situations such as
corporate bankruptcies, restructur-
ings, breakups, liquidations. With-
in these situations, we invest across
the capital structure of the compa-
ny. Sometimes we get substantial
risk-adjusted returns, by buying the
debt instead of the common stock.
Given the amount of research we
do, we keep it concentrated around
our 15 best ideas. We do, from time
to time, to keep some shorts to shel-
ter us in certain industries.
Q: What are the other strategies
that fall under the hedge fund
banner?
Parnell: The Canadian hedge fund
industry is very long/short equity
driven at this relatively nascent
stage in its evolution, but globally
the industry is more diverse and
complex and includes things like
macro hedge funds, convertible ar-
bitrage, mergers and acquisitions,
mortgage backed securities and
fixed income arbitrage. Tremont’s
approach is to recognize that when
you put those strategies together,
you can significantly reduce the risk
of a hedge fund portfolio. 
McGovern: There are as many
styles as there are hedge fund man-
agers. Peter, as a long/short manag-
er, approaches his portfolio quite
differently from David who also
employs this strategy. Hedge funds
can use leverage quite differently,
there are different levels of portfo-
lio concentration and they focus on
different geographic emphasis.

Some may use derivatives.
Parnell: In our fund of funds ap-
proach, we look at the big economic
picture and then choose the strate-
gy. That is typically true of fund of
funds managers. Once we have
made the strategy allocation, then
we look within the strategy and
identify from several hundred
managers, one or two who we think
do well in their category. For exam-
ple, we manage the Mackenzie Al-
ternative Strategies Fund which is
diversified fund of funds. The port-
folio has done well over the last
number of years because we have
kept our long/short equity expo-
sure less than might typically be the
case historically. We have empha-
sized the global macro strategy, this
is a very flexible style. We also allo-
cated significant money to man-
agers of distressed securities, that
have lower credit ratings than junk
bonds. These funds have been up
22% in the past six months. We also
direct the management of a strate-
gy focus portfolio, the Mackenzie
Long/Short Equity Fund. This is
still a multi-manager portfolio. 
Q: Time to talk about the perfor-
mance of the fund of funds man-
agers.
McGovern: We run a series of sin-
gle manager hedge funds, too, that
are represented here today —Good-
wood and Epic. They have both
stated their returns. There are oth-
ers we have on offer. Our two fund
of funds which this have reached
their required number of managers
are our Arrow Global Long Short
Fund which has eight managers
and our Arrow Multi Strategy Fund
has about 20 managers. So far the
Long/ Short Fund is up slightly for
the year and the Multi Strategy
Fund is up about 3%. 
Parnell: Of the three funds we
manage in Canada, the Mackenzie
Alternative Strategies Fund, which
has been around two-and-a-half
years, and is up about 4% annual-
ized and cumulative about 10% in a
U.S. equity market which is down
30% over that period. The Macken-
zie Long/Short Equity Fund, which
is intended to be a little more ag-
gressive, has been down slightly
since inception, which is about a
year-and-a-half. It is down 3.6%
annualized, again in a market that
is down double digits since the
launch of the fund. We also run the
Tremont Capital Opportunity Trust
(TTun/TSX) which is just coming up
to its first month of valuation.
Q: Rob, please tell us about
Tremont’s index.
Parnell: In association with Credit
Suisse First Boston, Tremont has
developed the CSFB/Tremont
Hedge Fund index, the only major
asset weighted index for the global
industry. Its long term perfor-
mance has been modest double
digits 10% to 11% annualized over
the past slightly more than nine
years. 

The volatility of the strategies
comprising that index has been
substantially lower than that of
conventional equity indexes. Last
year is a good example. In a horren-
dous bear market, the overall hedge
fund industry was up about 3% net.
There are subsectors in this index

for the different strategies. The
long/short strategy has produced
about 12% net per annum over
nine years. Global macro strategies
are a little higher than that at 14%,
but generally with more risk than
some of the other arbitrage and
market neutral strategies. When
you asset weight the returns, the re-
turns are not as strong as some oth-
er indices might lead you to believe,
but it is still a compelling story. 
McGovern: On the long/short
strategy, the HFRI index  from the
start of 1992 to the end of April has
generated a compound annual re-
turn of 16% to 17%. The HFRI in-
dex is produced by Chicago-based
Hedge Fund Research Inc. The
volatility is a little higher than some
of other strategies because of the
net long bias, nevertheless it is
much lower than the market. So
you are getting a pretty good return
from these long/short funds and a
lower risk. Last year, the long/short
index was down 6%, with a net long
bias you can lose money in any giv-
en year, but relative to the market
the overall performance is still
good.
Q: Are hedge funds only for the
wealthy investors and institu-
tions?
McGovern: Our view is that a fund
of funds or any individual hedge
fund is suitable for any investor. If
you are going to buy a multi-strate-
gy fund, you are looking for trea-
sury bills plus a percentage above
that, typically it is an additional 4%
to 7% over T-bills. 

In Arrow Hedge’s open end trusts,
there is a $25,000 minimum,
which is high relative to the mini-
mums for most mutual funds, but
you also have to be an accredited in-
vestor. You have to have $1-million
of liquid net worth or be making
$200,000 a year and be able to
prove this. What has happened is
that a lot of structured products
have been introduced for smaller
investors. We are currently offering
Arrow Multi-Strategy Notes with a
minimum of $5,000.

Investors are guaranteed a princi-
pal repayment backed by BNP
Paribas (Canada), wholly owned by
BNP Paribas, SA in France. It is a
note that has for its return stream

the return from our multi-strategy
fund. The note has a life of eight
years and liquidity on a monthly
basis, so people can redeem it. 
Parnell: The Mackenzie Alterna-
tive Strategies Fund and the
Mackenzie Long/Short Equity
Fund target high net worth in-
vestors. They are private place-
ments and the minimums are
$150,000, unless you are accredit-
ed. If you are accredited, then the
minimum here is $25,000. We
wish that we could structure our
products for retail investors, but
regulations do not currently  permit
it. The only qualification that an in-
vestor should have in order to in-
vest in a hedge fund product, is a
tolerance for risk, appropriate for
the investment.
Q: Peter, what are your mini-
mums for your hedge funds?
Puccetti: The Goodwood hedge
fund minimum is $150,000, unless
you are an accredited investor. This
accredited investor rule says that if
you make $200,000 a year, or you
and your spouse combined make
$300,000 a year and/or you have a
net worth outside of your principal
home of $1-million, this is for an
Ontario resident, then you can in-
vest just $25,000 in a private place-
ment that would otherwise require
a $150,000 minimum. The irony is
that the only people who qualify for
accredited investors, are the people
who can afford to give us $150,000.
Parnell: This all means that if your
entire net worth is $150,000, the
regulations allow you to put every
penny of it in a hedge fund private
placement. 
Q: Time to talk about fees and in-
centives.
Puccetti: My partner, Cameron
MacDonald, and I have a large
amount of our own money invested
in the capital we run, so we have,
like Warren, have considerable in-
centive to do well. The fees depend
on which fund of ours you buy, but
call it a 2% base fee, plus a perfor-
mance fee equal to 20% of profits.
In our original fund, it is 20% over
10%, so we have to do 10% a year
net of the 2% management fee and
then we get 20% of returns above
the net 10%.
Fawcett: Our minimum is
$150,000. Our fees are 2% of the
asset under management and 20%
of all performance. 
Irwin: We should introduce the
concept of the high-water mark
clause. It is important  for investors
in hedge funds to know that when
you pay a performance fee, the
manager has to break through that
unit value level on the upside, be-
fore the manager is paid a perfor-
mance fee again. Our fees are a 2%
flat fee on assets under manage-
ment, a 20% performance fee, just
like David’s fund. We also have a
high-water mark and our mini-
mum investment is $500,000. Our
target market is high net worth in-
dividuals as well as institutions.
Our typical investor is a young indi-
vidual, often an entrepreneur, who
has made a lot of money and wants
a bit more octane in his/her portfo-
lio, is willing to handle a little more
risk and have a longer-term hori-
zon.The other high net worth
group are older investors seeking a
little more octane. They often give
us a small amount of their total
portfolio. Our product is not suit-
able for a core of anyone’s portfo-
lio.The institutions like us for the
same reasons.
John: SciVest Capital’s minimum is
similar to everyone here. They are
$150,000 in Ontario is not an ac-
credited investor and $25,000 if ac-
credited. Our fees for the retail
products are 2.5% plus a 20% per-
formance fees above Canadian
three month T-bills, with a high-
water mark. 
Q: How do the fund of fund man-
agers around this table, Jim and
Rob, go about selecting fund man-
agers and what are their fees?
Parnell: Fund of fund managers
can charge another 1% or 2% on
top of the fees charged by the port-

folio managers. Some fund of funds
managers have performance fees
on top their base fees. Tremont
does not. 
McGovern: We have a small man-
agement fee overlaid on top of the
individual hedge fund managers
fees. We do the upfront work on the
manager and then go into partner-
ship with that manager and give
them capital. In return for staying
with them, the managers give us a
rebate on the fees which we can
pass on to our investors.
Parnell: We are more of a standard
fund of funds. We are not forming
partnerships with managers. We
research the industry globally to al-
locate to both strategies and man-
agers that we like. We try to be pa-
tient capital. But if our view
changes on a strategy or of a man-
ager, we have the independence to
change to the portfolio. 
Puccetti: We have not yet noted
that one of the most substantial ad-
vantages that an investor in a hedge
fund should look to vs a traditional
mutual fund is the cap. For exam-
ple,we have committed to our in-
vestors that we are not taking more
than $300-million under manage-
ment in our long/short fund. This
means if we were at $300-million
and had a year where we were up
50%, then we would pay out $150-
million in profit to our unitholders.
This cap keeps us nimble in the
Canadian equity market which is
relatively thin and gives us an ad-
vantage relative to some of the be-
hemoth conventional Canadian eq-
uity mutual funds. 
Fawcett: We are capped at $100-
million for the same reasons. It
gives us an advantage in the Cana-
dian equity market vs funds trying
to run-billions of dollars  and gives
us the opportunity to get more per-
formance from the mid-to-small
cap market where there is limited
liquidity in these stocks. 
Schmitz: Every hedge fund manag-
er should have in mind some form
of cap or capacity level. Most of our
revenue comes from performance
fees and if we become less nimble,
then our performance goes down.
This is different from the mutual
fund community which gets paid
2.5 cents for every dollar under
management every year. So a $10-
billion fund is ten times as good as a
$1-billion fund from its standpoint.
Irwin: I have a substantial amount
of my net worth in the fund. There
is no way that I will grow it beyond
a level that I can earn very good re-
turns. 
Parnell: It is clear that when you
take a manager out of the tradition-
al game which is a volume business
and put them in the performance
game, which is the hedge fund busi-
ness and you strongly motivate
them with performance fees and
they have a substantial amount of
money in their funds, then sudden-
ly the issue of caps, limiting assets
under management is important.
We like to see managers that are
limiting their asset growth. 
Q: We should talk about the regu-
lation of the hedge fund industry
in Canada.
Irwin: When we first started out, it
was not clear whether or not we
had to be registered with the OSC
as an investment councillor/portfo-
lio manager. We decided to go that
route. . It has become clear that you
have to be registered with the OSC,
which has a number of hurdles to
jump through. The players in Cana-
da are subject to audits by the OSC.
The regulatory framework in Cana-
da is part of the reason why our
hedge fund industry has not grown
as fast as the United States. The
OSC requires some experience in
managing money before you can
start a hedge fund, it also favours
designations like the Chartered Fi-
nancial Analysts. 
Puccetti: You can be registered ei-
ther through the OSC or the In-
vestment Dealers Association, but
it is the same set of hoops. 
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