HOW TO START A HEDGE FUND IN THE US

INTRODUCING PRIME BROKER

Michael J Murray discusses the qualities and assistance which Introducing prime
brokers can provide to their clients and offers some advice to start-up managers

Quality introductions

HFM: What is an Introducing prime
broker?

MM: Of all service providers, the
prime broker is at the core of the daily
operations of every hedge fund. For
that reason, the manager’s selection
of the prime broker will be the most
instrumental decision in the execution
of the fund’s strategy. The basic role of
the prime broker includes a variety of
services including asset custody, trade
clearance and settlement, trading tools,

"It remains a significant advantage to present pag-

important to stress these accounts are
not omnibus or commingled accounts.
The traditional prime broker acts as
custodian and provides the strength of
its balance sheet and its excess SIPC
insurance. It remains a major advantage
to present one of the major, traditional
prime brokers as your custodian when
talking to potential investors.

HFM: What should the start-up man-
ager look for in selecting an Introducing
prime broker?

Certainly

one of the major, traditional prime brokers as you would want to

your custodian when talking to investors”

margin calculations and leverage, short
stock loans and back-office reporting.
Three of the largest and most respected
traditional prime brokers include
Goldman Sachs, Bear Stearns and
Credit Suisse.

Of course the traditional prime bro-
kers look for minimum requirements
from their hedge fund clients. The fund’s
AUM, trading activity, the manager’s
history, the fund’s track record and
the style of trading are all factors that
they will examine. Most start-up hedge
funds do not meet these requirements.
This is the reason the traditional prime
brokers rely on firms such as Shore-
line Trading Group. Shoreline Trading
Group provides prime brokerage servic-
es by introducing our clients to larger
traditional prime brokers. Our special
relationships with the traditional prime
brokers afford our clients access to the
services of these firms without having
to meet specific minimum require-
ments. Each hedge fund client is given a
separate account recorded on the books
of the traditional prime broker. It is
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know what tradi-
tional prime bro-
ker you can be introduced to: that
would be a major consideration. Other
than that, it comes down to whether
the Introducing prime broker firm is
experienced in this niche, if they are
going to invest the time to get to know
you as a client, do they understand your
business, and are they able to anticipate
the information, tools and reports you
need so you can be mostly focused on the
investment process.

The first question the manager
should ask a potential prime broker
is ‘How long have you been provid-
ing prime brokerage?” Obviously you
want to deal with a prime broker who
has a long track record servicing hedge
funds. A retail day-trading firm or
internet brokerage firm typically does
not have this experience. Shoreline
Trading Group has been introducing
brokerage services for 10 years. Hedge
funds are a large portion of our client
base. There are many questions we can
answer regarding situations unique to
smaller funds. We can help avoid many
of the pitfalls that come with starting a

fund. Shoreline Trading Group is com-
fortable with strategies that include
the execution of equities, options and
futures from both long and short sides.
The group we've assembled over the past
10 years has on average more than
15 years’ experience and a variety of
financial backgrounds. Our clients deal
directly with these veterans who make
the time to educate and to explain pro-
cesses. You should not underestimate
the value of that relationship.

HFM: Aside from selecting an intro-
ducing prime broker, what should I do
when establishing a fund?

MM: The barriers to entering the
hedge-fund market are fairly low.
Therefore, to succeed, you need to think
about what you plan to communicate to
your potential investors and how you
are going to eliminate the obvious red-
flag areas which would cause investors
to stay away from your fund.

Before starting the process you'll
want to outline in writing your invest-
ment objective, investment strategy,
risk profile and expected volatility. You
will want to outline why you believe the
objective is achievable, what history or
qualifications you have and what invest-
ment risk controls you plan to put in
place. This is the backbone of what you
will do as the fund manager.

You will then want to plan the net-
work of investors you believe will be
attracted to this type of fund and what
type of potential investors you have in
your personal network. Armed with this
information, others will be able to guide
you into the best structure to meet your
needs and can assist you in putting in
place an infrastructure to support your
business. Keep in mind, you should
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