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The contents of this document and related product/offering documents or information provided by the issuer have 
not been reviewed by the Hong Kong Securities & Futures Commission (“SFC”), the Monetary Authority of Singapore 
(“MAS”) or any regulatory authority in Hong Kong or Singapore, and you are advised to exercise caution in relation 
to this document and related product/offering documents or information. If you are in doubt about any of the 
contents of this document and related product/offering documents or information, you should obtain independent 
professional advice. 

This document may involve complex funds, which may involve derivatives and/or loss absorption features, etc. In 
particular, please take note that funds that mainly invest in, or whose returns are closely linked to the performance 
of, bonds with loss absorption features (i.e. underlyings) are high risk and complex products, as the circumstances 
in which these underlyings may be required to bear losses are difficult to predict and ex ante assessments of the 
quantum of loss will also be highly uncertain. Investors should exercise caution in relation to the products. Do not 
invest in it unless you fully understand and are willing to assume the risks associated with it. Prior to entering into 
a transaction or investing in any product, investors should fully understand the terms, conditions and features of 
such product as well as the risks and merits of entering into the transaction/investing in such product, and consult 
their own legal, regulatory, tax, financial and account advisors before making the investment. Where past 
performance information is provided, such past performance is not indicative of future performance. If you are in 
any doubt about the risks involved in the product, you should seek appropriate professional advice. 

Where any products described herein may be authorized by the SFC, such authorization does not imply official 
recommendation or that SFC authorization is not a recommendation or endorsement of any product nor does it 
guarantee the commercial merits of any product or its performance. Notwithstanding other provisions in this 
document, products described herein may not be authorized by the SFC and may be offered in Hong Kong only to 
"professional investors" within the meaning of the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong 
Kong) and any rules made thereunder. Products described herein may not be authorized by the MAS and may be 
offered in Singapore only to "accredited investors" within the meaning of the Securities and Futures Act, Chapter 
289 of Singapore.  

Each product described herein is not equivalent and should not be treated as a substitute for a term deposit. It is 
not a protected deposit and is not protected or insured under the Deposit Protection Scheme in Hong Kong and the 
Deposit Insurance Scheme in Singapore. 

THIS DOCUMENT CANNOT DISCLOSE ALL POSSIBLE RISKS OF THE PRODUCTS. 

Terms may be defined differently under specific issues. Investors should read and understand the relevant 
brochures, as well as the termsheet, prospectus (available upon request) and all other offering documents 
(together, the "Documents"), in particular the risk factors, for further details. 

HEALTH WARNING 

JU 866 

INVESTMENT ALTERNATIVES  
TO HIGH RISK PRODUCTS 

Some hedge funds may be illiquid alternatives and carry a higher risk than the others. 

Investors may consider other lower risk liquid alternative funds with similar investment strategies as investment 
alternatives. 

This product is not intended to be offered, sold or otherwise made available to and, should not be offered, sold or 
otherwise made available to any retail investor in the European Economic Area (“EEA”). For these purposes, a retail 
investor means a person who is one (or more) of: (i) a retail client as defined in point (11) of Article 4(1) of Directive 
2014/65/EU ("MiFID II"); (ii) a customer within the meaning of Directive 2002/92/EC (IMD), where that customer 
would not qualify as a professional client as defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified 
investor as defined in Directive 2003/71/EC (as amended including by Directive 2010/73/EU) and any relevant 
implementing measure in a relevant Member State of the EEA. Consequently no key information document required 
by Regulation (EU) No 1286/2014 (the "PRIIPs Regulation") for offering or selling this product, or otherwise making 
this product available to retail investors in the EEA has been prepared and therefore offering or selling this product 
or otherwise making this product available to any retail investor in the EEA may be unlawful under the PRIIPs 
Regulation. 
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The first hedge fund was created in 1949  
by Alfred Winslow Jones to offer protection  
against financial market downturns. In over 
half a century, this management strategy has  
weathered various crises and greatly gained  
in importance to become an essential part of 
diversified asset allocation for private investors  
as well as for institutional investors. 

Hedge funds, often subject to prejudices, form  
a vast, heterogeneous and sometimes complex  
universe having its own specific advantages  
and risks. 

BNP Paribas Wealth Management 

Hedge funds are 60 years old! 

“ 

” 
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Untraditional and often little-known, hedge funds may give rise to a  
priori. Accepting such prejudices would mean forgetting that this is a  
vast universe – there are thousands of hedge funds – and therefore  
heterogeneous. So, what should one believe? 

 
Popular belief n°1 

hedge funds are opaque black boxes 
Hedge funds are vehicles often registered offshore, a status affording  
them considerable freedom of action on the markets and giving them  
more flexibility in their management. Nonetheless, all hedge funds are not  
to be considered as black boxes, since the majority of their management  
companies are registered with their local financial authorities, such as  
the SEC in the United States or the FSA in the United Kingdom. 

The degree of transparency provided by hedge funds varies from  
one management company to another. Many hedge fund managers  
regularly send reports to their investors detailing their management, 
their investment decisions, intermediary performance forecasts and the  
strategies that they are using. Furthermore, the increase in allocations  
by institutional investors to hedge funds is continually improving the  
transparency of hedge funds. 

Beyond the popular beliefs  
concerning hedge funds 

Thus, in a universe as complex and mixed as that of hedge funds, it is  
essential for investors to make a rigorous selection of the funds in  
which they wish to invest. 
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Popular belief n°2 
hedge funds are extremely risky 
One of the main objectives of hedge funds is to offer a satisfactory risk/  
return for a given investment period, or in other words to protect the  
capital invested by minimizing volatility, which constitutes a certain  
measure of risk. 

The size and diversification of the hedge fund universe (USD 1,648 billion  
worth of assets as of end of June 2010) means that different levels of risk  
and performance can be offered. 

 

 
Risk can be adjusted by playing  
different aspects, such as 
the hedge fund’s investment  
strategy or the choice between  
a single hedge fund and a fund  
of hedge funds. 

Popular belief n°3 
hedge funds are highly leveraged 
Hedge funds have recourse to borrowing to  
enhance their positions through the creation of  
leverage. The level of debt varies, particularly  in 
relation to the investment strategies used:  
whilst certain strategies call for little or no debt,  
other strategies – such as arbitrage – depend on  
leverage. 

 
 

Consequently, affirming that all  
hedge funds are very deep in  
debt is not exact: according to  
an IMF survey1, the total debt  
level of hedge funds represents 
1.4 times the capital paid in by  
investors as of October 2008. 

1 Source: International Monetary Fund – Global Financial Survey Report – 2008 

Past performance is no guarantee for future performance 
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Popular belief n°5 
hedge funds disrupt and manipulate the markets 
Whilst hedge funds may contribute to the loss in value of certain securities via the many transactions they carry out,  
they do not trigger fundamental market trends: their assets represent only slightly more than 1% of the world’s  
outstandings in bonds and equities1. 

On the contrary, hedge funds are beneficial for the financial markets on several counts, for example by improving  
liquidity or by exploiting valuation anomalies. 

Popular belief n°4 
hedge funds always end up bankrupt 
Whilst hedge funds do go bankrupt and whilst such  
bankruptcies are sometimes spectacular or get far too  
much media coverage (such as LTCM, Amaranth or Bear  
Stearns) hedge funds do in fact have a very low default  
rate that remains stable over time. At the same time,  
the number of hedge fund closures is not impeding the  
industry’s dynamism, since there are regularly more  
funds opened than closed every year. 

It is important to distinguish between the  
liquidation and the bankruptcy of a hedge fund:  
whilst hedge funds that go bankrupt pay back nothing  
to their investors, those that liquidate their positions  
often do so because of the lack of satisfactory  
performance and return money to their client. 

Change in number of annual hedge fund  
openings / closures 

Sources: Hedge Fund Research, data as of end of December 2011 

1 Source: Bank of France – Review of financial stability – April 2007 

In a universe as complex and varied as that of hedge  
funds, rigour and expertise are essential for selecting  
players of quality: that is the role of BNP Paribas  
Wealth Management. 
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What is a hedge fund? 

The first hedge fund was created in 1949 by a  
private investor, with a view to protecting his  
investments from financial market changes  
via a hedging system combining buying shares  
and a new technique, short selling shares. 

The principle of short selling allows hedge fund  
managers to post a profit in bearish markets, or  
at times when assets (equities, bonds, forex ...)  
are overvalued, by selling and then buying  
back a security that they have borrowed. 

Unlike traditional funds, hedge funds can  
make the most of all market phases, provided  
that they anticipate the changes. 

Beyond this principle, in order to benefit  
from market inefficiencies and volatility, and  
to optimize their investments, hedge funds  
exploit a whole range of specific techniques,  
such as the use of derivatives or forex. 

A hedge fund uses specific techniques  
to protect itself from ups and downs 
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A hedge fund aims to cushion  
financial market upheavals 

The main aim of hedge funds is to preserve the capital invested over a given investment horizon whilst delivering a  
performance independent of that of the markets. 

The widest 
hedge  fund 
index (HFRI  
Fund of Funds  
Composite)  
shows that 
such 
funds usually  
provide 
positive  
returns over a  
given 
investment  
horizon. 

Funds of hedge  
funds can enable  
investors to  
cushion 
upheavals  on 
the financial  
markets. 

Cumulative returns of hedge funds, equities and bonds (Government and Corporate)  
indices from January 1990 to December 2011 

Hedge Funds 
HFRI Fund of Funds  
Composite Index (USD) 

Equities 
MSCI World Index  
(USD) 

Bonds (Government and Corporate) 
JPM Aggregate Bond Index (USD) 

Sources: HFR / Bloomberg, figures as of 31/12/2011 
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Also known as alternative funds, hedge funds  
have some unique characteristics 

Alternative does not mean marginal 

 
Did you know  
that? 

 
Historically, hedge  
funds were first  
subscribed by 
private  clients. 

Today, investors 
have  become 
diversified,  and 
institutionals, in  
particular, are 
tending  to increase 
their hedge  fund 
allocation. 

Source: Hedge Fund Research 

They are investment vehicles that are generally not  
listed on the stock exchange and are frequently  
registered in jurisdictions where regulations are  
flexible. 

They are relatively illiquid1 and sometimes have high  
entry tickets. 

The managers generally invest a significant amount  
of their own capital and are remunerated according  
to the fund’s performance: their interests are the  
same as those of their investors. 

Change in the outstandings of hedge funds and funds of hedge funds (in USD billions) 

They have a very big leeway as to the investment  
strategies they implement and can, for instance, use  
embedded derivatives or debt. 

It is due to this freedom of action that hedge funds  
can aim at absolute performance over a given  
investment horizon, by selecting the products and  
markets in which they wish to invest. 

The hedge funds industry has experienced very strong growth since its birth. From small structures at their  
beginning, hedge funds have changed into genuine finance companies over the years. Nowadays, the biggest funds  
have hundreds of employees and manage several billions of USD. 
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1 Early termination / exit: Please refer to the termsheet / product documentation on early termination features 
(if any) and applicable penalty, fees, charges and/or commission for early exit (if any).  



The hedge fund universe comprises two main families: single hedge funds  
and funds of hedge funds, funds of funds made up of a portfolio of single  
hedge funds. 

Single hedge funds and funds  
of hedge funds: what are 
the differences? 
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Different performance  
and diversification targets 

 
Single hedge fund 

 
Funds of hedge funds 

Low: a single manager, but  
diversification possible through  

strategies 

 
Generally more aggressive than a fund  

of hedge funds 

Significant minimum investment  
threshold required – often more than  

one million US dollars 

Low: restrictive subscription /  
redemption schedule and investment  

periods (lock-up clauses) 

 
Investment diversification 

 
Risk / return 

 
Minimum investment amount 

 
Liquidity 

 
Diversification over several managers  

and/or strategies 

 
Generally more conservative than a  

single hedge fund 

 
Investment threshold lower than  

that of a single hedge fund 

 
Often better 
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What investment strategies  
do hedge funds use? 

The variety of management strategies  
used by hedge funds is considerable. 
Together with a whole gamut of techniques  
and instruments, these strategies are aimed 
at potentially making the most of markets and market cycles. 

The investment strategies adopted by hedge funds can be broken down  
into four major categories. Some managers may combine several: these  
are known as multi-strategy funds. 
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Directional strategies 
Investment managers who follow directional  
strategies aim at maintaining buy and/or sell  
positions, according to their forecasts regarding the  
evolution of global financial markets (stocks, bonds,  
currencies, commodities and derivatives). 

Neutral strategies 
These strategies aim at making profit from valuation  
discrepancies between multiple securities. Thus,  
arbitrage strategies take place independently of  
market conditions. 

Multi-Strategy 

Long / Short Equity Relative Value 

Global Macro Event Driven 
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ke 
Hedge funds invest in a range 
of strategies that allow them to ma  
the most of all market opportunities 

 
Within the four major categories described above, a whole set of 
sub-strategies exists, each one offering a particular risk/return profile.  
Here is an overview of these sub-strategies. 

Examples of sub-strategies 

Global Macro 
The investment process of Global Macro managers consists of analyses of  
global macroeconomic trends that are translated into directional investment  
through diverse types of instruments: equities, bonds, currencies, commodities  
and/or derivatives. Investments are often enhanced through the use of  
leverage. 

Macro / Discretionary By opposition to systematic trading, the 
discretionary strategy  refers to a process in which investments are 
selected by managers, on the basis of their  outlook on given markets 
and/or sectors in particular. 

CTA (Commodity Trading Advisors) / Systematic trading Systematic 
managers invest  in futures and forward markets on commodities, 
currencies or any other financial 
instrument. Investment decisions are taken using quantitative models 
developed by the  hedge fund. 
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Event Driven 
Event Driven managers invest in securities of companies involved in  
corporate events of a wide variety: restructurings, mergers, spin-offs, debt  
exchanges, etc. This strategy generally has a low exposure to market trends. 

Long / Short Equity 
This strategy combines buying positions (called “long”) of undervalued  
equities and selling positions (called “short”) of overvalued equities. 
It provides the investment manager with a great flexibility, allowing him to  
adjust his net exposure to the market, depending on his positive or negative  
view of the future. The manager is generally specialized in a given market  
segment, by geographical area or by market capitalization. The use of  
leverage is frequent and makes it possible for the manager to reinforce his  
positions. 

Examples of sub-strategies 

Long / Short Financials Example of a manager whose expertise is 
focused on a specific  market segment (here, the banking sector). 

Long / Short Asia In this example, the manager is specialized in a given 
geographical area,  allowing him to benefit from an in-depth knowledge 
of the local markets and of their  characteristics, such as the regulation. 

Short Sellers These funds are only active on the short side of the market, 
thanks to short  selling. They are looking for overvalued securities and 
therefore anticipate their downturn.  Their principal stock-picking 
criterion is the deterioration in an issuer’s fundamentals. 

Examples of sub-strategies 

Activists Activists buy a share of the equity of a company and intervene 
in the company’s  governance and strategy by imposing their views and 
experience. They hope that this  strategy will maximize shareholder 
value. 

Distressed Securities Distressed managers invest in securities, in 
particular debts, whose  price was strongly discounted because of 
bankruptcies or rescue plans. This strategy is  mostly found in the 
United States, where the regulation is favourable. 

Merger Arbitrage This strategy aims to take advantage of the valuation 
moves caused by  the realisation of a takeover bid or a merger. To do so, 
the manager generally takes a long  position in the target company and a 
short position in the acquirer before the execution of  the deal. 
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Multi-Strategy 
Unlike single-strategy funds, multi-strategy hedge funds diversify  
their investments through different investment strategies. As with any  
diversification, the use of different strategies is intended to smooth the 
performance of each strategy. Therefore, multi-strategy funds are generally  
less risky than single-strategy funds. 

In addition, multi-strategy hedge funds are free to adapt their strategic  
allocation to the economic situation: they can therefore exit a strategy that  
has become less profitable in order to seize new opportunities. 

Relative Value (Arbitrage) 
Arbitrageurs use markets’ imperfections in order to generate performance.  
They try to identify differences in terms of price or return, that are not  
justified by the economical situation of the issuer, and enter the market to  
take advantage of these discrepancies. 

Examples of sub-strategies 

Fixed Income Arbitrage These funds capture valuation discrepancies 
on bond markets.  The use of derivatives is essential in this strategy 
and thus makes it difficult to analyze  the risks and/or to evaluate the 
leverage used. 

Equity Market Neutral Market neutral investment managers aim at 
minimizing market  risk, by balancing long and short positions, in 
order to get a net exposure close to zero. 

Convertible Bond Arbitrage Convertible bond arbitrage funds realize an 
arbitrage  between a convertible bond with a position that is generally 
long and the corresponding  equity, generally with a short position. 
Depending on his forecasts, the manager can  choose to hedge or to 
maintain some exposures (stock, rate, volatility and credit) related  to 
his position. 
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Investment in funds of hedge funds allows some of the  
risks described hereafter to be limited through: 

Greater liquidity 

A more conservative risk/performance ratio  

A medium-term investment horizon 

Who can invest in hedge funds? 

Hedge funds are therefore for investors: 

Wishing to add real diversification to their portfolios 

Having good knowledge of advanced investment  
techniques and willing to assume the risks of  
such techniques, since the capital invested is not  
guaranteed 

Equities: MSCI 
World  Index 
(USD) 

Hedge funds: HFRI 
Fund  of Funds 
Composite  Index 
(USD) 
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Sources: HFR / Bloomberg,  
data as of 31/12/2011 

Hedge fund products are intended for sophisticated investors who understand and accept the ensuing risks.  
The investor must be ready to invest in a fairly illiquid product having a medium- to long-term investment  
horizon. 

-2.3% 

-9.9% 

-2.8% 

-8.8% 

Why invest in hedge funds?  
Who can invest? 

Past performance is no guarantee for future performance 

Invest in hedge funds to limit losses in bearish markets 

One of the objectives of hedge funds is to reduce their sensitivity to equity markets, particularly when such markets  
are on a downward trend. Thus, by looking at the 10 worst months for the MSCI World (equity index), it can be seen  
that the HFRI Funds of Funds Composite Index resists better: 
 

Hedge fund performances in the 10 worst months for the MSCI World since 1990 
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Market risk 

The net asset value of a hedge fund  
may vary significantly under the  
influence of various factors, such  
as the performance level of the  
underlying assets, volatility, and 
variation in interest rates or in forex  
rates. In extreme cases, investors  
may lose a substantial part or even  
all of the capital they invested. 

Liquidity risk 

Hedge funds have very variable  
degrees of liquidity. In certain  
cases, their liquidity may be limited,  
particularly for single hedge funds.  
In addition, in some cases so-called  
“lock-up” clauses define a minimum  
investment period that must be  
respected before any stakes can be  
sold. 

Leverage risk 

Leverage that may be attached  
to the product – a position taken 
(with borrowing) for which the total  
amount is higher than the capital  
invested by investors – may greatly  
increase both the return and the risk  
on the product. 

Since hedge funds are complex vehicles, they comprise  
several types of risk 

Our teams accompany  
you in a universe where  
there are specific risks 
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Risks relative to  
changes in investment  
strategies 

Hedge funds have complete  
management freedom, which may  
lead them to change strategies in  
the case of multi-strategy funds. 
A change in investment strategy may  
entail a significant increase in risks. 

Risks relative to the use  
of derivatives 

Hedge funds can use many  
instruments in which they are  
specialized, such as derivatives.  
The value of derivatives is difficult  
to forecast, since it depends on the  
change in the value and volatility  
of the underlying asset(s) as well  
as on the duration of the operation. 

Limited transparency,  
evaluation and reporting 
The strategies applied by hedge  
funds often lack transparency.  
Furthermore, the net asset value  
is not always certified by statutory 
auditors (an elimination criterion for  
our selection) and is not generally  
known when the investor decides to  
make a subscription or purchase. 

Please refer to page 28 for further details of general risks of investing in funds and risks of investing in hedge funds. 

Investing in hedge funds / 20 



•Diversify your  
portfolio and  
reduce the overall  
risk 

•Remain master of  
your investment  
decisions 

• Invest in hedge  
funds via  
innovative media 

•Combine  
dynamic asset  
allocation, risk  
diversification  
and flexibility 

Our selection of funds of hedge funds 

In order to assist you with investments in complex 
instruments, we have  selected for you a range of funds of 
hedge funds on the market – both 
in-house and external funds, both single-strategy and multi-
strategy funds. 

Their advantages: performances maintained over time, their risk 
control,  their rigorous selection of single hedge funds in which 
they invest and, for  some of them, the opportunity they offer to 
invest in single hedge funds that  are closed to new subscriptions. 

Our offering of structured products on 
hedge funds 

You wish to combine investment in hedge funds with a 
flexible and  diversified product. 

Our range of structured products can enable you to find the 
product  corresponding to your risk and performance targets 
as well as a possible  capital preservation. 

Our offering enables you to benefit from the hedge fund universe, whilst  
satisfying your objectives regarding performance, the associated risk and portfolio  
diversification. Whether you wish to delegate the management of your alternative  
investments or whether you wish to manage your investments yourself on the  
basis of expert advice, BNP Paribas Wealth Management has a solution for you. 

How to invest in  
hedge funds 

Your  
objectives 

Your  
objectives 
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•Choose an  
investment that  
integrates funds  
of hedge funds as  
a complement to  
other classes 

• Invest in a  
diversified hedge  
fund allocation 

•Entrust the  
management of  
this investment to  
experts 

•Seek a more  
aggressive risk/  
return ratio than  
that of a fund of  
hedge funds 

•Diversify your  
investment 

•Remain master of  
your investment  
decisions 

Discretionary portfolio management mandates 

The alternative management mandates offered by BNP Paribas Wealth  
Management allow you to delegate the management of your 
investments by  relying on the competences of our experts. 

Among the different management mandates that we can propose to 
you,  depending on your profile risk, are some that integrate a funds of 
hedge  funds asset allocation. You therefore benefit from increased 
diversification  of asset classes. 

The alternative management mandate: comprising funds of hedge 
funds  for a proportion ranging from 80% to 100%, this management 
mandate  allows diversification of both the style and management 
strategy in  total transparency. Under this mandate, reports on the 
performance and  investment decisions are sent to you monthly. 

Building a portfolio of single hedge 
funds for a high investment amount 

In order to enable you to reconcile diversification with a high 
performance  target, our experts will select the hedge funds that 
correspond to your  requirements and will build a portfolio of single 
hedge funds that will be  diversified, selective and coherent at the 
same time. 

Your  
objectives 

Your  
objectives 

Investing in UCITS-compliant hedge funds 
In parallel, we are implementing a UCITS* hedge fund selection: these funds generally offer increased liquidity 
and respect different  constraints in terms of investments and operating requirements. However, whilst the 
UCITS label alleviates some of the risks related to  hedge funds, it does not eliminate them altogether. 
This is why we remain prudent and very selective in order to propose the best of this universe to you. 

Your private banker is at your disposal to present all  
the variations of this wide and adaptable offering 
in your country, and to discuss all these investment  
opportunities with you. 

* UCITS (Undertakings for Collective Investments in Transferable Securities) refers to a harmonized European legal instrument 
for collective investments. 
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Determining a hedge fund  
allocation means firstly  
selecting the strategies in  
which to invest, depending 
on  their risk/return profile, 
the  macro-economic 
context and  your objectives 

In a constantly changing  
industry and market, active  
management is a must, both  
for monitoring portfolio risk  
and for seizing opportunities 
as  and when they arise 

In a universe as vast as that  
of hedge funds, it is vital to  
identify the best managers  
through a very rigorous  
selection process 

Once the investment 
universe  is defined, it is a 
matter of diversifying the 
portfolio and  optimizing its 
construction via hedge fund 
managers or strategies 

1 
Select the  
strategies 

2 
Identify the best  

managers 

3 
Diversify  
allocation 

4 
Manage  

portfolios  
actively 

How to compose your  
hedge fund allocation 

Since hedge funds are complex instruments, the question of their allocation is  
essential. How can the range of strategies and types of hedge funds be put to  
the best use? Here is our approach. 
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By selecting the investment strategies  
to be used 
History shows that it is best to be invested in an average hedge fund favouring a high-return  
strategy than in a reputed fund which adopts a strategy that does not correspond to the  
economic environment of the moment. 

1 

Cumulative returns by strategy type: 

Our  
expertise 

It is by adapting the studies and forecasts of BNP Paribas economists to the alternative  
management universe that we back up our convictions and identify medium- to long-  
term opportunities. 

We can thus highlight promising strategies, recommend funds of hedge funds  
corresponding to these choices, or constitute a strategic allocation of single hedge funds  
by creating a portfolio. 
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The hedge fund universe is very vast, complex and heterogeneous all  
at the same time. This is why investing in hedge funds calls for a prior 
selection of the best managers, who know how to make the most of market  
opportunities whilst keeping their risks under control. 

In several stages, we identify the best players in a universe of thousands of  
hedge funds and funds of hedge funds. 

By identifying the best managers 

Our  
expertise 

A very rigorous  
selection process 

Several assessment criteria,  
including risk control 
 
At the same time, constant  
monitoring of our fund selection 

2 

Having an in-depth knowledge of the managers of the funds that we are going to  offer 
you is required. For this, in addition to our studies and our continual contact with  
selected management companies, we rely on in-house or external partnerships. 
For instance, the selection of the funds of hedge funds constituting our range is made by  
FundQuest, a BNP Paribas Group entity. 
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By diversifying portfolios,  
then managing them actively 

Diversification is intended to reduce the risks of an investment and  
therefore constitutes an essential stage in portfolio construction. 

By combining several asset classes and various strategies, hedge funds offer  
investors numerous diversification opportunities, particularly through the  
following: 

 
Investment strategies  

Asset classes  

Management companies  

Liquidity 

Number of underlying single hedge funds 

Our  
expertise 

4 3 

Our range emphasizes the diversification offered by its products, such as by the funds of  
hedge funds that we recommend. 

At the same time, our experts help you to identify the avenues of diversification that are  
open to you and to optimize your portfolio, in order to help you reach your performance and  
risk targets. 

Once constituted, your investment in hedge fund products must be managed actively in  
order to adapt it to market changes. 
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“ More than a mere alternative, we believe that the hedge fund  
management philosophy complements traditional management. 

Its unique characteristics and the diversity of the investment vehicles and  
strategies implemented make it a source of value added that improves the  
diversification of your asset allocation. 

However, given the specificities and the depth of the hedge fund universe,  
it is crucial to call upon specialists. 

That is why our teams place their expertise at your service to accompany 
you with your hedge fund investments. They are also available to present 

you our offering and its opportunities. ” 
BNP Paribas Wealth Management 
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Investors should note that investment involves risks. The risk considerations in relation to funds as set out below are  
not intended to be exhaustive. Investors should refer to the relevant offering documents/ prospectus for details of the  
product features and risk factors. 
 
Principal is at risk 

General risks of investing in funds 
Fund investment is not the same as placing a bank deposit and thus should not be considered as alternative of 
normal time deposit. Different funds involve different risks. Some funds such as hedge funds may be subject to 
additional /  higher risks. 

General risks involved in fund investment include but are not limited to market risk, interest rate risk, liquidity risk,  
political risk and policy risk. The fund which invests in bonds is also exposed to risks involved in bonds, including but  
not limited to default or credit risk, interest rate risk, exchange rate risk and liquidity risk. 

Past performance may not be indicative of or guarantee future performance and the prices of fund may go up as well  
as down. Customers may lose part or all of his / her investment principal. 

For a fund which involves derivatives, investments of the fund are subject to, among other risks, counterparty and  
credit risks of the issuers of such derivatives. Insolvency of and/or default in payment by counterparty in a derivative  
transaction with the fund would adversely affect the value of the fund’s assets and the fund’s ability to meet its  
payment obligations. 

Secondary market and liquidity risk  
Some investments may not have active secondary markets. Investors It may be difficult to sell the units/shares of a 
fund if the fund does not offer a frequent and regular dealing day. Some investments in a fund may become illiquid 
(for example, over-the-counter or unlisted securities), and are subject to lower liquidity. Liquidity risk represents a 
fund not able to sell or buy these investments quickly enough to prevent or minimize a loss in the fund. If a 
transaction is particularly large and the relevant market is illiquid, purchases and sales of the fund may take longer 
than would otherwise be expected and transactions may need to be conducted at unfavorable prices. Investors must 
be prepared to hold the fund for a longer than expected time horizon. 

Interest rate risk 
A fund may carry interest rate risk. Changes in interest rates will impact the performance of the fund. Interest rates  
tend to change suddenly and unpredictably. 

Foreign exchange risk 
A fund may carry foreign exchange risk. Changes in the values between investors’ home currency and the fund’s 
currency,  and changes in the values between the fund’s currency and investors’ local currency may impact the 
performance of  the fund and the investment return. Foreign exchange rates may change suddenly and unpredictably. 

Mark-to-market risk 
The market value of a fund is expected to fluctuate significantly according to various factors including but not limited  
to the financial, political, economic and other events. If the fund does not offer a frequent and regular dealing day,  
investors seeking to sell the fund prior to maturity may be subject to the prevailing market value which may be  
substantially less than the original purchase price. 

Conflicts of interest 
Various potential and actual conflicts of interest may arise from the overall investment activities or the roles of the 
parties involved in any investment product or transaction, their investment professionals and/or their affiliates. In 
particular, the counterparty / issuer / provider or its related entities or affiliates can offer or manage other investments 
which interests may be different to the interest of your investments in that investment product or transaction; or for 
cases where the product counterparty or issuer is BNP Paribas or its related entity or affiliate, BNP Paribas may also act 
as distributor, guarantor, calculation agent and/or arranger of the same product. 

 

Risk Disclosures 
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Equity risk 
Equity markets may fluctuate significantly with prices rising and falling sharply, and this will have a direct impact on  
the net asset value of a fund with equity as part of the underlying. When equity markets are extremely volatile, the  
fund’s net asset value may fluctuate substantially and the fund could suffer substantial loss. 

Risks associated with hedge funds 
Hedge funds operate in a less regulated environment. Hedge funds use alternative investment strategies and the risks  
inherent in hedge funds are not typically encountered in traditional funds. 

Hedge funds are less liquid 
Hedge funds have imperfect transparency and less frequent pricing and reporting (typically monthly) and this makes  
investor due diligence, monitoring, performance tracking and reporting more complicated; some hedge funds may take  
leveraged positions or large positions in risky or less liquid investments which may be subject to significant market  
volatility. 

The risk of any particular hedge fund will vary according to its strategy 

Investors in hedge funds should keep in mind that these products can be highly speculative and may not be suitable  
for all clients. Investors should ensure that they understand the features of the products and fund strategies and the  
risks involved, before deciding whether or not to invest in such products. 

These investments are generally intended for experienced and financially sophisticated investors who are willing and  
able to bear the risks associated with such investments, which can include: loss of all or a substantial portion of the  
investment; increased risk of loss due to leveraging, short-selling or other speculative investment practices; delays in  
tax reporting; prohibitions and/or material restrictions on transferring interests in the fund; and higher fees than 
funds. 

Diversification does not assure profit nor protect against loss in a declining market. 

Risks associated with funds that invest in financial derivative instruments 
Investors should note the risks associated with investments in financial derivative instruments. Investors should NOT  
invest in the fund unless they fully understand and are willing to assume the risks associated with financial derivative  
instruments. The fund investing in financial derivative instruments is exposed to the credit, potential contagion and  
concentration risks of the counterparties who issued the financial derivative instruments, and the market value of any  
collateral held by the fund may have fallen substantially when the fund seeks to realize such collateral; and (ii) the  
fund may be exposed to higher liquidity risk if such financial derivative instruments do not have an active secondary  
market. 

Risks associated with funds that invest in or are linked to bonds with loss-absorption features 
Funds that invest mainly in, or whose returns are closely linked to the performance of, bonds or debt instruments (i.e. 
underlyings) with features of contingent write-down or conversion to ordinary shares on the occurrence of (1) when a 
financial institution is near or at the point of non-viability (PONV); or (2) when the capital ratio of a financial 
institution falls to a specified level, are considered as loss absorption products and would be subject to additional 
risks.   

Investors should take note that such underlyings are subject to the risk of being written down or converted to 
ordinary shares (as the case may be). For Tier 1/Tier 2/Tier 3 bonds as underlyings, the loss absorption mechanism is 
triggered at PONV, whereas for Coco bonds as underlyings, the loss absorption mechanism is triggered with a 
mechanical trigger as specified in the prospectus or at PONV.   

Regardless of the triggering mechanism in respect of the underlyings, it may potentially result in substantial losses to 
your investment.  Please note that the priority of claims for reimbursement depends on the subordination hierarchy of 
the various capital and financing buffers in respect of the underlyings,a at which for example, the holders of 
subordinated debts are only repaid after the holders of senior debts have been fully reimbursed. Please take note that 
investing in underlyings with loss absorption features may potentially result in substantial losses. Accordingly, 
products investing in or are linked to such underlyings are high risk and complex, as the circumstances in which such 
products may be required to bear losses are difficult to predict and ex ante assessments of the quantum of losses will 
be highly uncertain.  Such products are generally not suitable for retail investors. 
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Disclaimer 
 

This document is provided in Singapore by BNP Paribas, acting through its Singapore branch, and in Hong Kong by 
BNP Paribas, acting through its Hong Kong branch.  BNP Paribas, acting through its Hong Kong branch is a licensed 
bank regulated by the Hong Kong Monetary Authority, a Registered Institution under the Securities and Futures 
Ordinance of Hong Kong (Cap. 571), and registered with the Securities and Futures Commission (SFC) to carry on 
Types 1, 4, 6 and 9 regulated activities in Hong Kong (SFC CE Reference: AAF564). BNP Paribas, acting through its 
Singapore branch, is a licensed bank regulated by the Monetary Authority of Singapore. BNP Paribas Wealth 
Management is the business line name for the Wealth Management activity conducted by BNP Paribas. 

This document is produced for general information only and should not be used as reference for entering into any 
specific transaction, and the information and opinions contained herein should not be relied upon as authoritative or 
taken in substitution for the exercise of judgment by any recipient or the seeking of independent professional advice 
(such as financial, legal, accounting, tax or other advice) by any recipient. This document is not intended to be an 
offer or a solicitation to buy or to sell or to enter into any transaction. In addition, this document and its contents is 
not intended to be an advertisement, inducement or representation of any kind or form whatsoever. BNP Paribas 
reserves the right (but is not obliged) to vary the information in this document at any time without notice and, save to 
the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, BNP Paribas shall 
not be responsible for any consequences arising from such variation.  

The terms set forth herein are intended for discussion purposes only and are subject to the final expression of the 
terms of the transaction, if the investor decides to proceed with the transaction. The final terms of the transaction 
will be set forth in the final term sheet, any applicable agreement and/or confirmation. Please also refer to the 
disclosure and other important information concerning our fees, charges and/or commissions as set out in the Fee 
Schedule.  

Although the information and opinions provided herein may have been obtained or derived from published or 
unpublished sources considered to be reliable and while all reasonable care has been taken in the preparation of this 
document, BNP Paribas does not make any representation or warranty, express or implied, as to its accuracy or 
completeness and, save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your 
account, BNP Paribas shall not be responsible for any inaccuracy, error or omission. All analysis, estimates and 
opinions contained in this document constitute BNP Paribas’ own judgments as of the date of this document, and such 
expressions of opinion are subject to change without notice. Information provided herein may contain forward-looking 
statements. The words "believe", "expect", anticipate", "project", "estimate", "predict", "is confident", "has confidence" 
and similar expressions are also intended to identify forward-looking statements. These forward-looking statements 
are not historical facts but based on the current beliefs, assumptions, expectations, estimates, and projections of BNP 
Paribas in light of the information presently available, and involve both known and unknown risks and uncertainties. 
These forward-looking statements are not guarantees of future performance and are subject to risks, uncertainties 
and other factors, some of which are beyond control and are difficult to predict. Consequently, actual results could 
differ materially from those expressed, implied or forecasted in these forward looking statements. Investors should 
form their own independent judgment on any forward-looking statements and seek their own advice from 
professional advisers to understand such forward-looking statements. BNP Paribas does not undertake to update 
these forward looking statements.  Where investors take into account any theoretical historical information regarding 
the performance of the product/investment, investors should bear in mind that any reference to past performance 
should not be taken as an indication of future performance. BNP Paribas is not giving any warranties, guarantee or 
representation as to the expected or projected success, profitability, return, performance, result, effect, consequence 
or benefit of any investment/ transaction. Save to the extent provided otherwise in Clause 6.5 of the Terms and 
Conditions applicable to your account, no BNP Paribas group company or entity therefore accepts any liability 
whatsoever for any loss arising, whether direct or indirect, from the use of or reliance on this document or any part of 
the information provided.  

Structured transactions are complex and may involve a high risk of losses including possible loss of the principal 
invested. If any product mentioned in this document is a structured product which involves derivatives, do not invest 
in it unless you fully understand and are willing to assume the risks associated with it.  If you are in any doubt about 
the risks involved in any product/transaction, you should seek independent professional advice. 

Prior to entering into any transaction, each investor/subscriber should fully understand the terms, conditions and 
features of the product/investment as well as the risks and merits of entering into any transaction/investment, and 
consult with their own legal, regulatory, tax, financial and accounting advisors before making the investment. 
Investors/subscribers should fully understand the features of the investment, be financially able to bear a loss of  
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their investment and be willing to accept such risk. Save as otherwise expressly agreed in writing, (a) where BNP 
Paribas does not solicit the sale of or recommend any financial product to the investor/subscriber, BNP Paribas is 
not acting as financial adviser of the investor/subscriber in any transaction, and (b) in all cases, BNP Paribas is not 
acting as fiduciary of the investor/subscriber with respect to any transaction.  

BNP Paribas and/or persons associated or connected with it may effect or have effected a transaction for their own 
account in a product/an investment described in this document or any related product before or after this document 
is published. On the date of this document, BNP Paribas and/or persons associated or connected with it and their 
respective directors and/or representatives and/or employees may take proprietary positions and may have a long 
or short position or other interests or make a market in a product mentioned in this document, or in derivative 
instruments based thereon, and may purchase and/or sell the investment(s) at any time in the open market or 
otherwise, whether as principal or as agent or as market maker. Additionally, BNP Paribas and/or persons 
associated or connected with it may have within the previous twelve months acted as an investment banker or may 
have provided significant advice or investment services to the companies or in relation to a product mentioned in 
this document.  

This document is confidential and intended solely for the use of BNP Paribas and its affiliates, their respective 
directors, officers and/or employees and the persons to whom this document has been delivered. It may not be 
distributed, published, reproduced or disclosed by any recipient to any other person, nor may it be quoted or 
referred to in any document, without the prior written consent of BNP Paribas.  

Hong Kong: This document is distributed in Hong Kong by BNP Paribas, acting through its Hong Kong branch only to 
Professional Investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong 
Kong (Cap. 571). The products or transactions described in this document may not be authorised in Hong Kong and 
may not be available to Hong Kong investors.  

Singapore: This document is distributed in Singapore by BNP Paribas, acting through its Singapore branch only to 
Accredited Investors within the meaning of the Securities and Futures Act, Chapter 289 of Singapore only and is not 
intended for investors in Singapore who are not such Accredited Investors and should not be passed on to any such 
persons. Some products or transactions described in this document may not be authorised in Singapore and may 
not be available to Singapore investors.  

Save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, 
information in this document is for general circulation to the intended recipients only and is not intended to be a 
recommendation or investment advice to recipients hereof. A recipient of this document should seek advice from 
its/his own professional adviser regarding the suitability of the products or transactions (taking into account the 
recipient's specific investment objectives, financial situation and particular needs) as well as the risks involved in 
such products or transactions before a commitment to purchase or enter into any product or transaction is made. 

Please note that this document may relate to a product or products where BNP Paribas is issuer, and in such 
instance this document or certain information contained therein may have been prepared by BNP Paribas in its 
capacity as product issuer (“Issuer Document”). Where an Issuer Document is provided to you by BNP Paribas, acting 
through its Hong Kong branch or BNP Paribas, acting through its Singapore branch in its capacity as distributor, it 
shall also be subject to Clause 6.5 of BNP Paribas Wealth Management’s prevailing Terms and Conditions applicable 
to your accounts (“T&Cs”). To the extent that there are any inconsistency between the terms of an Issuer Document 
and Clause 6.5 of the T&Cs, the latter shall prevail. 

Generally, please take note that various potential and actual conflicts of interest may arise from the overall 
investment activities or the roles of the parties involved in any investment product or transaction, their investment 
professionals and/or their affiliates. In particular, the counterparty / issuer / provider or its related entities or 
affiliates can offer or manage other investments which interests may be different to the interest of your investments 
in that investment product or transaction; or for cases where the product counterparty or issuer is BNP Paribas or 
its related entity or affiliate, BNP Paribas may also act as distributor, guarantor, calculation agent and/or arranger 
of the same product. 

By accepting this document you agree to be bound by the foregoing limitations.  

In case there is a Chinese version of this document and there is any discrepancy between the English and Chinese 
versions, the English version shall prevail. 

© BNP Paribas (2019). All rights reserved.  
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DISCOVER OUR SOLUTIONS AND CONTACT YOUR PRIVATE BANKER: 
 

https://wealthmanagement.bnpparibas/asia/en.html 
BNP Paribas 
Wealth Management 

@BNPP_Wealth 

BNP Paribas Wealth Management 
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