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HFs with at least $150 million in assets under management (AUM) must register with the SEC 
and report various activitie
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Arbitrage Strategies 

Arbitrage strategies seek to exploit observable price differences between closely related 
investments by simultaneously purchasing and selling them. When properly used, arbitrage 
strategies produce consistent returns with low risk. However, because price inefficiencies 
between investments tend to be slight, arbitrage funds must rely heavily on leverage to obtain 
significant returns. Due to heavy use of leverage, some arbitrage firms have suffered extreme 
losses when pricing differences unexpectedly shifted. 

Fixed income arbitrage seeks to exploit pricing differences in fixed-income securities, most 
commonly by taking various opposing positions in inefficiently priced bonds or their derivatives, 
with the expectation that prices will revert to their true value over time. Common fixed-income 
arbitrage strategies include swap-spread arbitrage, yield curve arbitrage and capital structure 
arbitrage. 

Convertible arbitrage seeks to profit from price inefficiencies of a company’s convertible 
securities relative to its stock by taking long positions in the convertible securities while 
simultaneously taking a short position in the common stock (or vice versa). The increased 
popularity of convertible arbitrage has had the effect of diminishing available price 
inefficiencies, making it difficult to achieve significant returns without using leverage. 

Relative value arbitrage, or “pairs trading,” involves taking advantage of perceived price 
discrepancies between highly correlated investments, including stocks, options, commodities 
and currencies. 

Risk Parity Strategy 

A risk parity strategy defines “risk budget” as the amount of risk a portfolio manager is willing 
to take on in order to pursue a target return. Volatility is an important input in determining the 
risk of an asset. 

Risk parity diversification focuses on risk allocation
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owned by the insurer, and that do not meet the criteria of SSAP No. 40R—Real Estate 
Investments, are initially valued at cost with periodic adjustments for gains and losses. Other 
long-term investments in Schedule BA that do not meet the SSAP No. 48 requirement must 
follow SSAP No. 21R—Other Admitted Assets. 
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Key Terminology 

Commodity Pool Operator (CPO) 
The GP of a commodity pool is typically registered as a CPO with the Commodities Futures 
Trading Commission (CFTC) and the National Futures Association (NFA). 

Commodity Trading Adviser (CTA) 
Manager hired by a CPO to manage a commodity pool. 

Drawdown 
The percentage loss from a fund’s highest value to its lowest, over a particular time frame. A 
fund’s maximum drawdown and worst historical drawdown is a measure of potential risk. 

Form ADV 
The SEC’s uniform application for investment adviser registration. Form ADV contains basic 
information about a registered investment adviser, including AUM and contact information. 

Gates 
To prevent forced untimely liquidation of 




