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PREFACE

Hedge funds have become some of the most sought-after places to work within
the financial markets. Yet, as popular as they are, in many ways hedge funds are still a
mystery—both in how they bring on new people and in how they invest their capital.
This book focuses on demystifying the first part of the equation—how hedge funds
hire. As we do that, we also outline the skills funds look for in candidates. We, of
course, want you to be excited and will encourage you to pursue your dream job,
yet we would be remiss if we didn’t caution that getting a job with a hedge fund is
extremely difficult. There are simply many more people who want to work at hedge
funds than there are openings. In that scenario, the hiring firms can afford to be very
selective and bring on only those people who they believe have precisely what it takes
to succeed.

Although hedge funds differ significantly depending on their investment style, the
goal of all of them is to produce superior risk-adjusted returns for their investors. To
work at one, you should ideally be passionate about investing. At some funds, you may
be able to get away with just being interested in investing, but it will not set you apart
as much from other candidates. You need to be able to thrive in a pressure-packed
environment and work as part of a close-knit group of highly skilled professionals in
which the performance of each investment can be measured on a daily basis. If that is
the world that you want to be a part of, then this book is for you.

Our aim is to help you best position yourself to improve your chances of getting a
position at a hedge fund. To do that, we thought this book should contain more
than just our views. As recruiters, we have access to two groups that can help you—
the people who have successfully landed positions and the hedge funds that are
doing the hiring—and we felt it would be vital to incorporate their views into this
guide. The stories of past job candidates whose paths you are looking to follow are pre-
sented in the form of case studies. Reading these case studies will give you firsthand
accounts of what backgrounds are attractive to hedge funds, what worked and didn’t
work for these individuals, and what the interview process was like. Although these case
studies are anonymous, we feel they still offer unique insight into the job search process.
Some of these individuals also agreed to let us publish their resumes. We are grateful
to all who shared their stories with us. In addition to the case studies, throughout the

text you will also find insight from various senior-level people working in the industry.

ix
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X DPreface

Some of these are incorporated into the text and others are presented as sidebars that
we call Insider Tips.

As you read this book you will quickly learn that hedge funds take a different
approach to hiring than do most other parts of the financial services industry. Don’t
get us wrong; hedge funds are just as demanding (if not more so) as investment banks,
private equity funds, and traditional money managers. The difference lies in the often
haphazard way they hire. Although we have seen a growing number of the larger
hedge funds moving to a more “on-cycle” system of hiring—meaning they interview
in the summer and fall for positions that start the following summer—there are some
that have unpredictable needs when looking for entry-level support and thus may hire
for immediate starts rather than the traditional summer start dates favored by invest-
ment banks (when they hire out of undergraduate and business schools) and private
equity firms (when they hire out of investment banking and consulting programs).
Note: To learn more on private equity hiring, see The Glocap Guide to Getting a Job
in Private Equity. If you interview at a hedge fund, you should be aware when your
start date would be and how that would affect your current job or training program.
Depending on how you look at it, this type of hiring can make your search either
easier or harder.

Although there is a chapter on getting into hedge funds later in your career
(Chapter V), this book is not designed for the very seasoned professional. Rather, it
focuses primarily on entry-level roles for investment professionals, traders, and select
noninvestment positions. Chapters Il through IV outline the more common entry
points for research analysts and traders—directly out of undergraduate school, a few
years out of school (pre-MBA), and out of business school. Because hiring is different
for some of the other roles at hedge funds and at a fund of hedge funds, we present
separate chapters for fund marketers (Chapter VI), risk managers (Chapter VII),
operations professionals (Chapter VIII), accountants (Chapter I1X), and people look-
ing to get into fund of funds (Chapter X). Finally, there are chapters that outline how
to put together a solid resume, what to expect in the interview process, what the latest
compensation levels are, and how to get the most out of recruiters.

What this book does not do is take a textbook look at the hedge fund industry.
Chapter I, Getting Started, presents a brief look at hedge fund basics and reviews
some of the major hedge fund strategies, but that’s about as far as we go. We pur-
posely do not take a detailed look at the history of hedge funds, their legal structure,
or the regulatory environment in which they operate. If you want to learn more about
how Alfred Winslow Jones formed the first hedge fund in 1949 or feel the urge to
know how hedge funds invest, we list sources to get that information in Appendix A.
Instead, this book focuses on what we do best: counsel qualified job candidates on
how to break into the industry.

Throughout this book we mention hedge fund styles wherever possible. We do that
because the specific strategy employed by a fund goes a long way to determining the
culture of the fund and the skills that will be sought. Although we point out the most
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appropriate backgrounds for each investment style and how to prepare for interviews,
we do not offer any guaranteed strategies for getting a job in hedge funds. There may
be things out of your control that you should be aware of; for example, if a major
hedge fund implodes it can affect the entire market. We want you to understand the
elements that are within your control so you can put your best foot forward, because
that is what you are going to have to do. We can give you all the advice in the world,
but at the end of the day getting a job will be up to you, your skills, your knowledge,
your professional and academic background, and how you present yourself. If you have
the right mix of qualifications and can communicate that effectively, you will be in

good shape. Good luck!
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Chapter |
GETTING STARTED

Consider this your pregame pep talk. Before you take the field and
set out on your search for a hedge fund position, there are several
fundamental things you must know. You should at least be familiar
with what hedge funds are, how they make money, and the role they
play in the financial markets. In addition, you will need a solid under-
standing of the different investing styles. Once you know these things,
you will be better equipped to begin your search.

The hedge fund market has grown exponentially over the past several years. Although
estimates vary, most agree that there are close to 10,000 funds in operation worldwide.
According to Hedge Fund Intelligence, global hedge fund assets hit $2.48 trillion at
the end of the first half of 2007. Other sources indicate that as recently as 2001, there
were approximately $600 billion in total hedge fund assets, whereas 10 years earlier, in
1991, the number stood at $221 billion.

Even more notable than the growth in sheer numbers of funds and assets under
management (AUM) is how the industry has evolved into a significant force in the
global economy. To say that hedge funds have developed from a cottage industry into
one that plays a major role in the financial markets would be a tremendous under-
statement. Although $2.48 trillion is a staggering number, that figure dramatically
understates hedge funds’ influence. When the amount of leverage used by hedge funds
and the frequency of their trading are factored in, their net impact is even greater. By
managing such large amounts of capital, hedge funds have become major players on
many of the world’s public markets.
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BIGGER AND BIGGER

A semiannual survey of U.S. hedge funds by Absolute Return magazine (see Table 1.1
and Table 1.2) found that the four largest hedge fund firms each had more than
$30 billion in AUM. In addition to those firms, there were 76 hedge fund firms
managing $5 billion or more and 372 with more than $1 billion in AUM. Of those
$1 billion+ funds, 246 are based in the United States. And the big funds keep get-
ting bigger. The top five firms—]JPMorgan Asset Management (which includes
JPMorgan Asset Management and Highbridge Capital Management), Goldman
Sachs Asset Management, D. E. Shaw Group, Bridgewater Associates, and Och-Ziff
Capital Management—all increased AUM significantly during the 12 months end-
ing July, 2007.

In terms of hedge fund styles, there are more different types of hedge funds oper-
ating today than ever before. Some may be considered extremely risky and not
for the faint of heart. Others can be more risk averse and just as dependable as a
major mutual fund (in select cases some funds have begun acting like mutual funds
by charging only management fees). Despite some notable collapses—Amaranth
Advisors in 2006 being one of the most noteworthy—most foresee continued growth

for the industry.

Table 1.1 Top Ten Single-Manager Hedge Fund Firms (as of July 2007)

Firm LocATioN AUM (BLNs)
JPMorgan Asset Management? New York $56.20
Goldman Sachs Asset Management New York $39.98
D. E. Shaw Group New York $34.00
Bridgewater Associates Westport, CT $32.10
Och-Ziff Capital Management New York $29.20
Renaissance Technologies Corp. East Setauket, NY $29.20
Farallon Capital Management San Francisco $26.06
Barclays Global Investors San Francisco $23.00
Man Investments Limited London $21.13
Tudor Investment Corporation Greenwich, CT $20.96

Source: Absolute Return magazine, used with permission by HedgeFund Intelligence. Copyright 2007.

2Including JPMorgan Asset Management ($19.50 bin) and Highbridge Capital (§36.70 bin).
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NuMBER oF AUM (BLNs)
City BiLLioN-DoLLAR FIRMS (Jury 2007)
New York, U.S. 139 $881.00
London 79 $316.00
Connecticut, U.S. 32 $200.00
California, U.S. 24 $109.00
Massachusetts, U.S. 14 $83.00
Texas, U.S. 1 $45.00
Australia 8 $28.00
New Jersey, U.S. 8 $20.00
Paris 7 $24.00
Hong Kong 7 $12.00
Singapore 6 $7.00
lllinois, U.S. 5 $28.00
Japan 4 $7.00
Bermuda 3 $9.00
Russia 3 $5.00
Sweden 3 $8.00
Minnesota, U.S. 3 $17.00
Wisconsin, U.S. 3 $18.00
Norway 2 $4.00
Florida, U.S. 2 $7.00
Georgia, U.S. 2 $13.00
Virginia, U.S. 2 $4.00
Others 14 $48.00
Total* 381 $1892.00

Source: Absolute Return magazine, used with permission by HedgeFund Intelligence. Copyright 2007.

*Includes nine firms with more than one headquarters.

WHAT IS A HEDGE FUND?

As someone interested in this industry, you probably know that a hedge fund is a
privately managed investment vehicle that has the ability to invest in a wide vari-

ety of securities. Unlike mutual funds, hedge funds can use aggressive and advanced
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strategies to make investments (for example, selling short and using leverage). Most
hedge funds have high minimum investment amounts, limiting them to wealthy indi-
viduals and institutional investors.

Investors in hedge funds are limited partners (LPs), and because their capital may
be locked in for a predetermined time period their investments are relatively illiquid
compared to other types of investments. In a hedge fund, the general partner (GP)
is typically the person or entity that created the fund and oversees its trading activi-
ties and operations. In addition to investment professionals—traders and research
analysts—hedge funds (depending on their size) can have large teams of non-
investment professionals made up of accountants, operations specialists, legal and
compliance professionals, and support staff.

Technically speaking, the primary aim of most hedge funds is to reduce volatility
and risk while preserving capital and delivering positive returns in all market condi-
tions. To put it more succinctly, the goal of all hedge funds is to make money—both
for themselves and for their investors.

Hedge funds make money for themselves in two ways. First, they charge inves-
tors an annual management fee. This fee is typically between 1% and 2% of assets
under management. Second, hedge fund managers also receive a percentage of the
fund’s annual profits. This performance or incentive fee can fluctuate from 10% to
as high as 50% in a few cases, but usually ranges between 15% and 30%, with the
norm being 20%. The remaining profits go to the LPs. Here’s how it works: Take a
$1 billion fund with a 2% management fee and a 20% performance fee (often called
“2 and 20”). Right off the bat, the fund takes in $20 million from the management
fee each year, which is typically used to pay salaries and overhead. If the fund is up
10% in a given year (a $100 million profit) it will earn an additional $20 million in
performance fees (20% of the profits) that can be used to pay bonuses to the fund’s
employees.

In Figure 1.1, we have created an organizational chart for a typical hedge fund.
Of course, hedge funds all operate quite differently, and you should refer to the chart
as a general guide only. You will find that the organization of a specific hedge fund

Founder/Portfolio Manager/President

Head of Risk Management Chief Operating Officer (COO)

Chief Financial
Officer (CFO)

Chief Technology Head of Marketing/

Officer (CTO) Legal/Compliance Investor Relations

Figure 1.1 Hierarchy of Typical Hedge Fund
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depends on, among other things: the size of the fund, if the fund is organized by
industry, and whether it is a single profit and loss (P&L) structure or a multi-strategy
fund. You will find organizational charts for single P&L and multi-strategy funds in
later chapters.

HURDLES AND HIGH-WATER MARKS

Not all funds make money as neatly as in the example just given. It’s very possible
that a fund can produce stellar returns one year, but be in negative territory the next.
To protect LPs, whose money is locked up, some funds have safeguards in place to
make sure their own executives are not getting wealthy at the expense of the LPs. In
some cases, if a fund is flat or loses money the hedge fund executives will receive little
or no monetary rewards, and that’s because of the presence of hurdle rates and high-
water marks.

Although hurdles are not used too often, the idea is to only reward the hedge fund
managers for a return that is greater than an investor could have gotten in a more
secure type of investment. Funds that have hurdle rates do not collect a performance
(or incentive) fee unless the performance eclipses a predetermined benchmark—
the hurdle.

Hedge funds with high-water marks do not receive incentive fees unless the
value of the fund tops the highest net asset value previously achieved. For example,
if a fund had a net asset value (NAV) of $1 billion at launch and finishes the first
year at $1.2 billion, it would collect a performance fee on the $200 million profit, or
20% return. If in the second year the fund loses ground and falls to $1.1 billion, it
would not collect a performance fee. If the fund rebounds and rises to $1.4 billion in
the third year, LPs would pay a performance fee, but only on the difference between
$1.2 billion and $1.4 billion—in this case $200 million. In essence, high-water marks
limit hedge fund managers from entering overly volatile trades that allow them to col-
lect a high performance fee one year only to lose LPs’ money the next.

HEDGE FUND STYLES

To follow are descriptions of some of the more popular investment strategies (with
many of the definitions provided by Lipper Hedge World). This list is not meant to be
exhaustive. Trading styles (see Table 1.3) come and go as the markets in which they
invest evolve (or dissolve). The strategy of the fund will dictate not only the culture
of the fund, but the skills sought when hiring. While some strategies have changed
over the years (for example, emerging markets funds used to be purely long only but
are now more complex), others have stayed the same, and new ones are just develop-
ing as we write this guide. There are also many styles that overlap.
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Table 1.3 Instruments and Styles

CommoNLY Usep INSTRUMENTS Hepce Funp STYLES

Public Equities Long/Short Quantitative

Fixed Income Long Bias Event-Driven/Special Situations
Currencies Short Only Value

Commodities Arbitrage Trading Oriented
Derivatives/Futures Market Neutral Global Macro

Private Equity Industry Focus Multi-strategy

Convertible Bonds Distressed Geographic Focus

Arbitrage Strategies

There are various types of arbitrage strategies, and all seek to exploit imbalances
between different financial markets such as currencies, commodities, and debt. Some
of the more popular hedge fund arbitrage strategies are convertible fixed income, risk,
and statistical arbitrage.

Conwvertible Arbitrage

This strategy is identified by hedge investing in the convertible securities of a com-
pany. To do this, a hedge fund manager would buy the convertible bonds of a company
while at the same time selling (or shorting) the company’s common stock. Positions
are designed to generate profits from the fixed income security as well as the short sale
of stock, while protecting principal from market moves.

Fixed Income Arbitrage

Risk Arbitrage

A fund that follows this strategy aims to profit from price anomalies between related
interest rate securities. Most managers trade globally with a goal of generating steady
returns with low volatility. This category includes interest rate swap arbitrage,
U.S. and non-U.S. government bond arbitrage, forward yield curve arbitrage, and
mortgage-backed securities (MBS) arbitrage. The mortgage-backed market is primarily
U.S.-based, over-the-counter (OTC), and particularly complex. Note: Fixed income
arbitrage is a generic description of a variety of strategies involving investments in
fixed income instruments, and weighted in an attempt to eliminate or reduce exposure
to changes in the yield curve.

Sometimes called merger arbitrage, this involves investment in event-driven situations
such as leveraged buyouts (LBOs), mergers, and hostile takeovers. Normally, the stock
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of an acquisition target appreciates while the acquiring company’s stock decreases
in value. Risk arbitrageurs invest simultaneously in long and short positions in both
companies involved in a merger or acquisition. As such, they are typically long the
stock of the company being acquired and short the stock of the acquirer. The princi-
pal risk is deal risk, should the deal fail to close. Merger arbitrage may hedge against
market risk by purchasing Standard & Poor’s (S&P) 500 put options or put option
spreads.

Statistical Arbitrage

Stat arb funds focus on the statistical mispricing of one or more assets based on the
expected value of those assets. This is a very quantitative and systematic trading strat-
egy that uses advanced software programs. Note: These funds typically hire PhDs,
mathematicians, and/or programming experts.

Emerging Markets

This strategy involves equity or fixed income investing in emerging markets around
the world. As emerging markets have matured so too has investing in them. Whereas
until recently most emerging markets funds were long only, some of these same funds
may now incorporate the use of short selling, futures, or other derivative products
with which to hedge their investments.

Equity Strategies

Long/Short Equity

There are several types of hedge funds whose strategies focus on investing in equities.
While some of these may use seemingly more traditional strategies, others are quite
complex and require very specific skills.

This strategy involves equity-oriented investing on both the long and the short sides of
the market. Funds aim to take positions in companies that they believe are underval-
ued and are therefore trading below their perceived value. Managers have the ability to
shift from value to growth, from small- to medium- to large-capitalization stocks, and
from a net long position to a net short position. Managers may use futures and options
to hedge. The focus may be regional, such as long/short U.S. or European equity, or sec-
tor specific, such as long and short technology or healthcare stocks. Long/short equity
funds tend to build and hold portfolios that are substantially more concentrated than
those of traditional stock funds. Note: This is the most common hedge fund strategy
and dates back to the original funds developed in the 1950s. The ultimate goal is to
have longs outperform during bull markets and shorts outperform during bear markets.
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Dedicated Short Bias

Short bias managers take short positions in mostly equities and derivatives. The short
bias of a manager’s portfolio must be constantly greater than zero to be classified in
this category. Note: Dedicated short sellers were once a robust category of hedge
funds before the long bull market rendered the strategy difficult to implement. A new
category, short bias, has emerged. The short bias strategy is to maintain net short as

opposed to pure short exposure.

Dedicated Long Bias

There are funds that hold only long-term equity positions, much the way a mutual
fund invests. By definition, these funds will not short stocks. Practitioners of this style
use fundamental bottom-up analysis of a company, technical analysis of the move-

ment of a stock price, or a combination of both.

Equity Market Neutral

This investment strategy is designed to exploit equity market inefficiencies and usually
involves being simultaneously long and short matched equity portfolios of the same
size within a country so that the return of the fund is uncorrelated with the market
return. Market neutral portfolios are designed to be either beta or currency neutral,
or both. Well-designed portfolios typically control for industry, sector, market capi-
talization, and other exposures. Leverage is often applied to enhance returns. Market
neutral equity funds, which invest equally in long and short equity portfolios generally
in the same sectors of the market, are not correlated to market movement.

Event-Driven Strategies

These strategies are used in equity-oriented investing designed to capture price move-
ment generated by an anticipated corporate event such as a merger, takeover, bank-
ruptcy, or the issuance of debt or equity. Event-driven strategies seek to reduce risk by
being uncorrelated to the markets. There are several subcategories within event-driven
strategies. These include distressed securities, opportunistic, special situations/value,
and Regulation D. Risk arbitrage and high-yield investing are also considered event-
driven. Since they overlap with other styles, we give their definitions in the Arbitrage
Strategies and Fixed Income Strategies sections, respectively.

Distressed Securities

Fund managers invest in the bank debt, corporate debt, equity, or trade claims of compa-

nies undergoing some type of corporate restructuring, reorganization, or distressed sale.
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The securities of companies in need of legal action or restructuring to revive financial
stability typically trade at substantial discounts to par value and thereby attract invest-
ments when managers perceive a turn-around will materialize. Note: The performance
of these funds typically does not depend on the direction of the markets. Rather, they
aim to profit from the market’s lack of understanding of the true value of the deeply
discounted securities and because the majority of institutional investors cannot own
securities rated below investment-grade.

Special Situations/Value

Fund managers invest in event-driven situations such as mergers, hostile takeovers,
reorganizations, or leveraged buyouts. The securities of the target companies are
often out of favor or under-followed by the Wall Street research community, but are
believed by these funds to be selling at deep discounts to what they believe is their
potential worth. Hedge funds that employ this style may simultaneously purchase
stock in companies being acquired and sell stock of the acquiring company, hoping
to profit from the spread between the current market price and the ultimate purchase
price of the company. These funds may also utilize derivatives to leverage returns and
to hedge out interest rate and/or market risk. Because they invest in special situations,
the performance of these funds is typically not dependent on the direction of the pub-
lic stock market. Note: This is primarily an equity-based style.

Fixed Income Strategies

Convertible Bonds

There are many different fixed income funds that invest in various types of debt
instruments, including mortgage-backed securities (MBS), collateralized debt obliga-
tions (CDOs), collateralized loan obligations (CLOs), convertible bonds, high-yield
bonds, municipal bonds, corporate bonds, and different types of global securities.
There are diversified funds that may invest in a combination of these securities and
also arbitrage funds that seek to profit by exploiting pricing inefficiencies between

related fixed income securities while neutralizing exposure to interest rate risk.

Convertible bond funds are primarily long only convertible bonds. By definition, con-
vertible bonds are fixed-income securities with the added attraction of giving holders
a stock option to buy shares of the underlying company. As the underlying stock rises,
the value of the convertible bond should also rise. Investors are protected on the
downside, because even if the stock falls, the bond will simply fall to the level where
it is in essence a straight bond.
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High-Yield

Mortgage-Backed

Global Macro

High-yield managers invest in noninvestment-grade debt of companies that show
significant upside potential. Objectives may range from high current income to acqui-
sition of undervalued instruments. Managers focus on assessing the credit risk of the
issuer. Some of the available high-yield instruments include extendable/reset securi-
ties, increasing-rate notes, pay-in-kind securities, step-up coupon securities, and split-

coupon securities.

Mortgage-backed funds invest in mortgage-backed securities. Many funds focus solely
on triple-A rated bonds. These can include government agency and government-
sponsored enterprise securities, private-label fixed-rate or adjustable-rate mortgage
pass-through securities, fixed-rate or adjustable-rate collateralized mortgage obligations
(CMOs), real estate mortgage investment conduits (REMICs), and stripped mortgage-
backed securities (SMBS). Funds may look to capitalize on security-specific mispric-
ings. Hedging of prepayment risk and interest rate risk is common. Leverage may be

used, as well as futures, short sales, and options.

Global macro managers carry long and short positions in any of the world’s major
capital or derivatives markets. These positions reflect their views on overall mar-
ket direction as influenced by major economic trends and/or events. The portfolios
of these funds can include stocks, bonds, currencies, and commodities in the form of
cash or derivatives instruments. Most funds invest globally in both developed and
emerging markets. Note: These funds seek to profit from changes in global economies,
which are typically triggered by changes in government policy. These changes can
affect interest rates and in turn may impact currency, stock, and bond markets. Global
macro funds depend on their own fundamental macroeconomic research and often
employ a top-down global approach.

Managed Futures

This strategy invests in listed financial and commodity futures markets and cur-
rency markets around the world. The managers are usually referred to as Commodity
Trading Advisors (CTAs). Trading disciplines are generally systematic or discretionary.
Systematic traders tend to use price- and market-specific information (often tech-
nical) to make trading decisions, while discretionary managers use a more judgmental
or fundamental approach.
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Multi-strategy investing uses various strategies simultaneously to realize short- and
long-term gains. Rather than making dramatic shifts between styles, multi-strategy
funds are more apt to reallocate managers within their selected strategies based on the
performance of the managers.

Quantitative Strategies

Quantitative funds, which use systematic trading, are highly model-driven and usually
rely on detailed software programs to determine when to buy and sell. While most
quantitative funds invest in equities, others target fixed-income securities, commodi-
ties, currencies, and market indexes. These funds, some of which have billions of
dollars in assets, can move the markets in which they invest when an internal buy or
sell order is triggered. While quantitative strategies have sometimes produced stellar
returns, there have also been some well-known failures of funds using this strategy.
Some examples of funds that use quantitative investing strategies are statistical arbi-
trage, options arbitrage, fixed-income arbitrage, convertible bond arbitrage, mortgage-
backed security arbitrage, derivatives arbitrage, equity market neutral, managed
futures, and long/short funds.

Sector-Specific Funds

Some hedge fund managers may use any of the aforementioned strategies, but in doing
so would focus investments on a specific sector of the market. Managers of these funds
usually have both long and short equity positions. As with the strategies discussed ear-
lier, the popularity of sector-specific funds can rise and fall with the markets—one year
energy funds may be hot and outperform, and the next they will be out of vogue and real
estate may be the sector of choice. Some sectors currently in fashion are energy; finan-
cial services; metals and mining; health care/biotech (including medical devices and
pharmaceuticals); telecom/media (including fiber optics, telecom services, cable services,
entertainment, programming, and broadcasting); real estate; and technology (which

may include hardware and software, semiconductors, and networking companies).

DEVELOPING YOUR SEARCH

The market for hedge fund professionals—at both the pre- and post-MBA levels—
is as strong as we have seen it in several years, and much of that is a direct result
of the tremendous growth of the industry. In fact, we’ve seen total employment in
the hedge fund industry increase each year over the past 10 years. In addition to the
growth in assets under management (which has led to more people being needed
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to invest the capital), there are other factors that have led to increased hiring: The
industry overall has become more competitive—there are fewer obvious ways to make
money—so it takes more resources (people) to discover investment opportunities;
the operational infrastructure of hedge funds has become more sophisticated, creat-
ing new functions such as risk management, compliance, fund marketing, operations,
and accounting; and many firms have gone global and have hired more people to staff
overseas offices.

As the hedge fund industry has grown and matured, so too have the hiring prac-
tices of individual funds. Whereas several years ago a large majority of hiring was
accomplished through personal contacts and networking, hedge funds are now doing
more proactive recruiting, and this is especially evident at the junior level. Hedge
funds now actively use search firms to source pre-MBA hires and conduct their own
on-campus recruiting at business schools, much like their private equity brethren have
done for the past 10 years.

Although the hiring process is more developed than it was just a few years ago, in
many ways it is still evolving. The industry still lacks specific hiring cycles and a sys-
tematic interview process. Some funds hire new people each year, whereas others hire
more sporadically. This book will help point out the similarities that we have noticed
across the hedge fund industry. Despite the increased hiring, there is still no typical
trajectory for a hedge fund professional. However, once you are in, there may be noth-
ing pushing you out (unless of course the fund closes or blows up). If you are success-
ful, you can make a career out of one hedge fund, start your own fund, go to business
school, make a move to another area of financial services, or leave the industry alto-
gether. It’s really up to you.

Once you have a solid understanding of hedge funds and hedge fund styles, you
should be ready to proceed with the meaty part of your job search. Headhunters
intermediate quite a lot in this business, so getting in touch with a recruiter that spe-
cializes in hedge funds early in the process would be beneficial (Chapter XIV goes
over in more detail our tips for how to work with a recruiter). One of the first things
we do when someone tells us they want to work at a hedge fund is gauge their interest.
Thus, before you even reach out to a recruiter or contact a hedge fund on your own,

there are several things you should be asking yourself, including:

® Do you have what it takes to work at a hedge fund? (Do you even know what it
takes?)

¢ What are your reasons for wanting to work at a hedge fund?

® What style is appropriate for your skills and background?

¢ What investment ideas do you have?

If you choose to work with a recruiter, you will likely have a preliminary meeting
before being sent on an interview with a hedge fund. In that case you will be expected

to be able to answer questions such as:



Who Gets In?

Getting Started 13

e Why are you interested in hedge funds?

e Have you ever invested on your own before? If so, could you present an invest-
ment idea? (This could be your most successful or least successful investment,
your most recent one, or your very first one. The actual investment idea is not as
important as your ability to explain succinctly why you invested and what your
thought process was.)

¢ [f you have not invested on your own before, could you walk through an
investment that you would have made if you had had the time and money?
(Maybe you didn’t have enough money, had student loans to repay, or were
restricted from investing by your employer. You should at least be able to walk
through an investment that you would have made if you had the time and
money. You should be thinking as a potential investor regardless of your current
limitations.)

e What type of hedge fund are you interested in? Why? (You should know the
differences between the strategies.)

e [f you are in an investment banking program or have investment banking experi-
ence, you should be prepared to talk about the deals listed on your resume. That
includes every detail, including the drivers of the deal.

In addition to looking inward to determine your interests and skills, we recommend
reading as much as possible about the subject. In addition to getting you well versed
in the vernacular of the hedge fund industry, reading magazines, newspapers, and web
sites will keep you up-to-date with the themes in the market and the events that are
affecting it. Being well read will also help you prepare for your initial recruiter inter-
views and those with hiring firms.

We often find ourselves dispelling one of the common misconceptions about
hedge funds: that they are all the same. Unfortunately, when most people think
of hedge funds they envision a trading fund that places large bets on stocks, curren-
cies, bonds, and various commodities and use lots of leverage when making invest-
ments. They see a fund that has a penchant for risk and can be very volatile. However,
all hedge funds are not alike, and only a small number are what we would call trading
firms. As pointed out earlier, there are many different types of hedge funds, and each
can differ significantly from the others. In fact, nearly one-third of all hedge funds are
long/short equity funds and, as such, the research they do is very similar to that of any
publicly traded mutual fund. They may purchase bigger stakes and some may even
take active roles in the direction of the company, but as long-term investors they are
not the trading firms that some imagine.

As you read this guide, you will notice that the advice we give doesn’t differ much for
the various entry points. Hedge funds are aware that analysts coming out of banking
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and consulting programs will be less experienced than individuals with advanced
degrees and that those hired out of business schools will be more experienced. In all
cases, however, the type of individual coveted by hedge funds is pretty similar. As
recruiters, we can easily spot the person who has the personality, skills, academic and
professional background, and other intangible factors that appeal to specific types of
hedge funds. And, just as important, the professionals at hedge funds can sense very
quickly if a candidate has what it takes.

Senior Hedge Fund Analyst

“Long/short funds want people with investing experience, credit funds
want fixed-income experience, and quant funds want mathematicians/
programmers. We have one super stat arb group, and unless you are a PhD
you shouldn't think about working there.”

Insider

Tip >

You will also notice that it is hard to give blanket advice for all hedge fund styles,
because they are all so different from each other. Some funds will accept candidates
out of undergraduate school, while others want only PhDs. Some are open to hiring
MBAs, while others never tap business schools for talent. There are funds that insist
candidates have an intricate understanding of the public stock markets, and there are
others that seek individuals with strong math and programming skills only. Instead of
going into detail about the skills sought by each specific strategy, we will point out the
most common traits that all hedge funds desire.

No matter the investing style, the candidates who will typically draw a lot of
interest are those who are absolutely passionate about the markets and are driven,
hardworking, thoughtful, and analytical individuals. These are the people who enjoy
investing. Not only do they read the Wall Street Jowrnal (and may have been doing
so from a young age) and other financial publications, but they have their own port-
folio, know how to track it and can talk intelligently about their investments. They
can recite what is happening in major financial markets because they are interested
in them, not because facts were memorized for an interview. These individuals already
know the different hedge fund styles and which is a fit for their skills.

Senior Fund Executive

"If you are looking for a junior role, you need to communicate that you
are smart and understand an investment process and how it relates to a
specific fund's clients. By that | mean if you go into a growth shop you will
need growth ideas and if you go into a value or emerging market shop you
cannot go in with quick trading ideas.”
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Why Investing Is Important

You will read many times in this guide about the importance of investing, and for
most hedge funds that means you will need an intimate knowledge of the public
markets. How better to get that than to be an investor? A candidate who has been
investing will immediately have an advantage. If you have not been investing (even a
paper or mock portfolio), we recommend you start.

Those who never bought a stock and never followed the markets should

Glocap think long and hard about why they want to work at a hedge fund. If it's
because you have a friend who works at a hedge fund, that will not get you
far. This type of person will draw little interest. Have you ever read a book
about hedge funds?

Insight

Some investment banking analysts tell us that they can’t invest because they have
no money. And, even if they had the funds, they insist they have no time and the
regulations of their banks prohibit them from investing in the markets. All of that
may be true, but it’s not an excuse. If you interview at a long/short equity fund you
will be at a distinct disadvantage if you have no investing experience, so we strongly
suggest that you get some. Of course, there are exceptions. For example, for those who
have knowledge of credit derivatives it is not as important to have been investing in
the public equity markets, as they will likely be recruited by a credit-oriented fund.
Similarly, for quantitative funds investing experience is not as relevant as are math-
ematics and programming skills.

The Analyst Role

Even though the situation differs from fund to fund, as the market has become more
competitive most hedge funds have decided they need more analytical horsepower,
not less. So, analysts have increased in popularity at hedge funds in the past few years,
and that has created more of a typical pyramid structure. Many funds hire analysts
as generalists, but as they attract more capital and become larger they also tend to
develop a traditional forward path for advancement.

Anyone hired at a junior level would come in as an analyst and would provide
leverage for a more senior member of the firm. In the beginning, most analysts at
smaller funds are generalists. That means helping analyze companies and coming up
with ideas, but more typically as an analyst you would do research for a senior member
of the firm. You might be told something like: “Here’s an idea—go take a look at it.”
That includes analyzing a potential investment, breaking it down, modeling it, visiting
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the business, and talking to some suppliers. Analysts are basically doing the analytical
work that goes into making decisions—research analysis.

Pre-MBA versus Post-MBA

Throughout this guide you will read about pre-MBA and post-MBA jobs. Although
these sound like they revolve around business school, they do not and should not
be taken literally. We separate jobs into “pre-MBA” and “post-MBA” to distinguish
between the experience needed to get the jobs and the type of work that will be done.
We define pre-MBAs as those people who have generally been out of undergraduate
school for five years or less regardless of whether they plan to go to business school. It
may be easier to think of this simply as a more junior role at a hedge fund. Post-MBAs
are those candidates with anywhere from five to 15 years of total work experience and
could include individuals who never went to graduate school.



Chapter ||

OUT OF
UNDERGRADUATE SCHOOL

As someone in college you're probably thinking about the first step
of your professional life after graduation. You may have watched hedge
funds grow into a $2 trillion industry and want to know if you have a
chance to be a part of it.

There are some select funds that are open to hiring undergraduates. We have also seen
some global macro funds take people directly out of undergraduate school, as those
types of funds do not use a bottom-up approach to picking stocks and can therefore
bring on people without financial modeling experience. Quantitative funds have also
been known to hire undergraduates, but would focus exclusively on individuals with
exceptional mathematics and programming abilities. Some funds that may need
execution-only traders could also be willing to bring on and train a raw person. The
thinking is that traders don’t need the same skills as researchers—for example, how to
build a discounted cash flow (DCF) model—and therefore wouldn’t necessarily have
to go through an investment banking program.

Notwithstanding the types of funds mentioned, when bringing on junior staff most
firms focus on individuals with some investment banking and/or investing experience.
Remember, most hedge funds are smaller organizations as compared to investment
banks and don’t have the infrastructure to train graduates themselves. Unfortunately,
the general perception among hiring firms (and the one mentioned in many of the
case studies in this book) is that someone coming out of college doesn’t have the right
skill set to make it in hedge funds, and we therefore tend to encourage undergraduates
to take the appropriate measures to improve their chances of getting into a hedge fund
later on once they have acquired more skills. To us that means taking the right under-
graduate courses, continuing to hone your investing expertise (or developing it if you
haven’t invested before), targeting the right summer jobs, and working toward the

17
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ultimate goal of getting into a top investment banking—or even consulting—program
once you graduate. We do include a case study of one person who got into a hedge
fund directly out of undergraduate school (Case Study 22), but he benefited from a
family contact and even he admits that what he did is rare.

BE AN INVESTOR

Many of our clients tell us they want to see people who have demonstrated sincere
interest in the public markets. Thus, having a history of investing will improve your
chances of getting into a hedge fund no matter when you break in. You should have
your own individual portfolio and be trading it. The dollar amount is not important—
it can be $2,000, $5,000, or $10,000; it’s more important that you are actively eval-
uating stocks, making choices, and trading. If you don’t have enough real money to
invest, at least set up a mock portfolio, as that will demonstrate a genuine curiosity
in investing and will give you a leg up, especially for hedge funds whose strategy involves
stock picking. (Note: This is true at all entry points into hedge funds, not just out of
undergraduate school.) We also recommend joining your school’s investment club (if it
doesn’t have one, think about starting one). Being part of an investment club will show
your enthusiasm for investing (and starting one will demonstrate a lot of initiative).

HIT THE BOOKS

If you're reading this as a sophomore or even a junior, you still have time to take
additional steps to make yourself attractive to hedge funds (and investment banking/
consulting programs), and part of that includes taking the right academic courses.
If you’re not already doing so, you should be studying economics and accounting, as
hedge funds will want you to be able to work your way through a balance sheet. We
suggest targeting a degree in business, economics, or anything quantitatively oriented
such as mathematics, engineering, or sciences. Hedge funds often believe that if you're
quantitatively oriented you can figure out financial modeling and balance sheets.
We’ve seen some global macro funds that were willing to look at undergraduates with

degrees in economics, mathematics, engineering, sciences, and computer science.

THE FIRST STEP: AN ANALYST PROGRAM

From our experience, working as an analyst in an investment banking program is the
most straightforward first step to breaking into a hedge fund, and thus much of the dis-
cussion in this chapter revolves around what it takes to get into such a program. Even

though your perception of a hedge fund may be that of a trading firm, as we discussed
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earlier many are long-term equity holders and, therefore, there is a heavy valuation
component to the due diligence they do. Many aspects of hedge fund investing are
about looking at stocks and constructing financial models. It won’t matter if the fund’s
strategy is event-driven or long/short; junior staffers will most likely be digging into
financials as they analyze potential investments. Since very few (if any) hedge funds
are prepared to teach you how to construct financial models, they value the financial
modeling skills that you would learn in an analyst training program. In short, hedge
funds know what they’re getting with someone who has gone through a top banking
program—a candidate who is skilled in financial modeling, knows accounting, and is

comfortable reading a company’s balance sheet and financials.

. Hedge Fund Analyst
In51der “If someone still in undergrad told me they wanted to work at a hedge
T. % fund, the first thing | would do is ask why. And the answer has to be con-
lp vincing. You can't just show a passing interest in what hedge funds do.

Funds can easily tell when someone is faking interest. If you're truly inter-
ested in investing, then it will be something you think about all the time.
You may be walking down the street and see a little market and think to
yourself, ‘'l wonder how much they pay in rent, how much food spoilage
they have, what their payroll is, and so on." Telling me you follow stocks on
Yahoo! Finance is not showing as much interest in investing as is saying
you enjoy diving into business models and analyzing what makes compa-
nies run. The second thing | would do is recommend spending two years in
investment banking, all the while looking at and assessing business models.
That will be the clearest channel to the best funds.”

POSITIONING YOURSELF FOR AN ANALYST PROGRAM

We estimate about 2,000 to 2,500 undergraduates are hired each year into
midsize to large investment banking and consulting programs in the United States.
All the major investment banks have such analyst training programs, as do most of
the regional and middle-market banks and the leading consulting firms. (Note: The
largest or most elite investment banks are typically referred to as “bulge-bracket”
banks.) Based on our own research, in 2007 alone the leading investment banks,
including Bear Stearns, Citigroup, Credit Suisse, Goldman Sachs, JPMorgan Chase,
Lehman Brothers, Merrill Lynch, and Morgan Stanley, combined brought about 900
first-year analysts into their U.S. offices. On the consulting side, about 400 first-year
analysts were on the payrolls of such firms as Bain & Company, Boston Consulting
Group, McKinsey & Company, and the Monitor Group.

Securing a spot in an investment banking or consulting program is not easy,

especially if the firms do not recruit on your campus. But, taking the right courses
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in school and getting the right summer experiences will put you on the right path.
The analyst programs value strong summer work experiences, so we strongly suggest
making optimal use of your breaks. In particular, we recommend targeting a formal
banking internship during the summer after your junior year of college. Getting one of
these internships can play a pivotal role in securing a spot in a banking or consulting
program after graduation. In fact, we've seen candidates enter their senior year of col-
lege with an offer in hand for a position in an analyst training program from the same
firm at which they interned during the summer, thus saving them from going through
the formal interview process. Wouldn’t that take some of the stress off your senior
year! And who knows? There could even be a hedge fund that may look at you and
say, “Ok you spent three months putting together financial models, so at least you

have a clue,” and offer you a position once you graduate.

Hedge Fund Analyst

"l quickly found that the best thing one can do to get into an investment
bank after college is to do investment banking in the summer. Spending the
summer at an accounting firm can also make you attractive to an invest-
ment bank."

Getting a banking internship following your junior year will be easier if you have
previous hands-on finance experience. We recommend starting as early as the sum-
mer following your sophomore year. In particular, we advocate getting some type of
position that will expose you to finance—be it at an investment bank or the finance
division of a public company. Another summer option is a job with a long-only
asset management firm. Such a position will expose you to the public stock markets
and serve as a good introduction to life on the buy side. These summer jobs are not
mandatory requirements, but they are helpful and banking/consulting programs look
favorably on those who have used their summers wisely.

HEDGE FUND INTERNSHIPS

It’s fine to go after a summer position at a hedge fund; however, be aware that these
opportunities are few and far between. If this is your goal, we suggest checking with
alumni from your school who may have started a hedge fund. Why not offer to work
for free? At least it will get you some experience. Even if you do land a position,
though, there is no guarantee the fund will invite you back for a full-time role after
you graduate. Remember, most funds are small groups; so, while they may welcome
the summer help, they may simply have no room for a full-time hire. Nevertheless,

spending a summer at a hedge fund will certainly be seen as a plus when you apply to
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a banking/consulting program after college. It will also show you are passionate about
the industry, and that could be useful two years down the road when you get out of

your analyst program.

OTHER OPTIONS

If you are a senior and did not use the prior summer to your advantage, you may have
to play catch-up by widening your search of investment banks or nonbank alterna-
tives that will accept you. If you don’t get into an investment banking or consulting
program, all hope is not lost. Accounting firms have transaction and valuation groups
that also involve heavy financial modeling and can be a lead-in to hedge funds. We
know of some funds that are open to consultants.

CHOOSING THE RIGHT BANKING GROUP

Once you are accepted into an analyst program, the group in which you are placed
could determine how attractive you will be to hedge funds. Your goal should be to get
into a group that will teach you the skills most translatable to working at a hedge fund.
In our opinion, these include the investment banking group, mergers and acquisitions
(M&A), and leveraged finance. Working in an industry-specific group could also ben-
efit you if you want to stay in that same industry at a hedge fund. We go into more
detail about which groups appeal to the specific hedge fund styles in the next chapter.

WHAT IF I GET AN OFFER!?

If you do get into a hedge fund straight out of undergraduate school, you should think
hard about whether it is the right choice for you at this point in your career. It sounds
good to skip a banking program and go straight to a hedge fund, but it may be hard for
you to transition to another fund later on. We're not saying you should turn down an
opportunity; just think about its merits. Remember, a hedge fund could go under or
close down, or you may just feel it is time to move on—maybe the fit is not what you
thought it would be. No matter the reason, if you want to stay in the industry other
funds will want to know what you learned and may wonder about the extent of your
training if it was all in-house. Think about it. You may have proven you can work at a
fund with six or seven people, but you may not have been trained to work in another
environment. Most likely you have not been making stand-alone investment deci-
sions and therefore have no track record to pitch to other funds. If you worked at a

$50 million shop, another $50 million shop may be willing to bring you on, but it’s
doubtful that a $5 billion fund will.






Chapter Ill
PRE-MBA

When hiring at the pre-MBA level, most hedge funds focus exclusively
on candidates in analyst programs at investment banks and consulting
firms. However, we have also seen hedge funds hire slightly more sea-
soned analysts out of private equity (PE) firms. This chapter outlines the
pre-MBA recruitment process and presents case studies of people who
made it in at this stage. Note: Pre-MBA is a term that we use to denote a
more junior role at a hedge fund suitable for someone out of undergrad-
uate school for five years or less, and doesn't necessarily mean that all
candidates at this level eventually attend business school.

As the hedge fund market has grown and become more institutionalized, firms have
had more of a need for junior talent and have become more aggressive about hiring
at the pre-MBA level. We estimate that as recently as three years ago only 20% of the
recognizable hedge funds hired at this level. Today, we estimate that closer to 75% of
those same funds bring on junior staffers. This is a new and still-evolving phenom-
enon that we expect will continue to impact the hiring process at this level.

Although most hedge funds have no real hiring cycle, we have noticed that some
have begun to make systematic year-on-year hiring plans the way leveraged buyout
(LBO) funds do, but those are still a distinct minority. Instead, many do what we call
on-demand hiring. In essence, they wake up in the morning and say, “I need more
people and I want them now,” and that is quite evident at this level. Anyone target-
ing hedge funds will have to understand and work with that haphazard process.

OUT OF AN ANALYST PROGRAM

From our experience placing candidates into hedge funds, coming out of an invest-
ment banking analyst program is the number one point of entry. Hedge funds see
these junior professionals as prescreened candidates who have a good work ethic,
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possess finance skills, and are still junior enough to be managed and molded into the
types of investors they want. If you are currently in one of these programs, you should,
however, take nothing for granted and would be wrong to expect that hedge funds
will roll out the red carpet for you. If you haven’t guessed it already, you will soon see
that the competition is fierce. Hedge funds know how badly people want to work for
them and can therefore be extremely picky. They look for the very best talent and
have rigid standards for the candidates they choose to interview. You will be subjected
to multiple rounds of interviews in which you will be scrutinized and picked apart by
many people before an offer is extended.

Glocap
Insight

Insider

Tip =

Most hedge funds are looking for people with good interpersonal skills who
went to a top-tier school, worked at a bulge-bracket bank, achieved good
grade point averages (GPAs) and solid SAT scores, legitimately invested

in the markets, and currently actively follow the markets. They want top-
ranked analysts and want people with raw talent. To us, those people would
be no-brainer hedge fund placements.

Although there are no specific figures on the number of analysts hired each year
out of banking programs, we can safely say that there are many more candidates than
there are positions available (as we mentioned earlier, our own research shows that
about 2,000 to 2,500 undergraduates are hired each year into midsize to large invest-
ment banking and consulting programs in the United States). The question becomes
how many of those candidates can meet the stringent requirements of hedge funds.

For all candidates, funds will examine every aspect of your background while
paying particular attention to undergraduate GPAs, SAT scores, and what school you
went to, and will want to see excellence in job performance throughout. When look-
ing for research analysts, most funds target analysts at top-tier bulge-bracket invest-
ment banks and want star performers, meaning those in the top bucket for annual
bonuses (people in that group know who they are). If you are a top banker in your
class, you can expect recruiters to begin contacting you as early as midway through
your first year.

Hedge Fund Executive

"We have the pick of the litter, so, on top of everything else, you have to be
a 'run-through-the-wall’ type of guy. Every person on the sell-side wants

to work at a hedge fund, and every person on the buy side wants to work
at a hedge fund; at least that's what we think, because there is no lack of
candidates for us to look at.”
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Given the unsystematic nature of hedge fund hiring, we recommend that banking
and consulting analysts get ready as early as the middle of the first year of their
programs. That means having your resume ready, reading about the industry, learn-
ing the different hedge fund styles, practicing your interviewing skills, and monitoring
(and, ideally, investing in) the public markets—all the advice we gave in the previous
chapter. You may have to find ways to drop what you are doing at work to go on inter-
views. That may be uncomfortable, but it will be a necessary part of your search,
because if you're not willing to do it you can bet someone else is.

We recommend working through the same peer network that helped you get your
current position. You should also get in good with your superiors, as they may have
relationships with hedge funds and may often be called and asked, “Who are your best
people?” You want to be on that list.

Whereas hedge funds used to almost exclusively hire for immediate start dates,
meaning analysts were forced to leave their banking programs early, many funds are
now hiring for future start dates. That means a hedge fund may lock in a candidate
for a start date 12 to 18 months into the future when the banking programs ends. As
someone interviewing for a position, you should know at the outset if the fund is open
to a flexible start date or would expect you to begin work almost immediately. Maybe
you don’t want to leave your program early. If leaving early is out of the question,
then our advice would be to tell the fund before you get far into the interview process
and not string them along. In our opinion, staying in your program for a year is a bare
minimum. In fact, most funds will not want to meet you until you've completed a full
year, or close to it. The thinking is that you cannot learn enough in less than a year
to help a hedge fund, and the fund will not take the time to train you in financial
modeling and so on.

BEING IN THE RIGHT GROUP

We have found that hedge funds target candidates from specific banking groups
depending on their investment style. For example, there is a definite preference for
analysts in groups such as M&A, leveraged finance, financial sponsors, and corpo-
rate finance, as they are typically the ones that involve detailed financial modeling,
discounted cash flow (DCF) analysis, and accounting and balance sheet work. A fund
that invests in CDOs, CLOs, or distressed debt is going to prefer someone from high-
yield or leveraged finance. Candidates from these groups usually have the skills to go
into a value-oriented or stock-picking hedge fund—whether that is event-driven,
long/short, or fundamental value.

Some of the larger hedge funds may have separate industry groups. In such a fund
there may be a health care portfolio manager, a senior analyst, and a junior analyst. If
you are in an industry-specific group such as health care, biotechnology, energy, finan-

cial services, metals and mining, or telecom/technology, you could be attractive to a
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Small to Medium-Sized Hedge Fund
Single P&L Model
Generalist Model

Portfolio Manager/Founder/
Chief Investment Officer (CIO)

Senior Analyst Analyst/Senior Analyst Analyst/Senior Analyst Analyst/Senior Analyst

Analyst

Large Hedge Fund
Single P&L Model
Generalist Model

Portfolio Manager/Founder/

Chief Investment Officer [ ~~v- 7] 1-2 Traders

Senior Analyst Senior Analyst Senior Analyst Senior Analyst

Analyst Analyst Analyst Analyst Analyst

If these funds were organized by industry, the analysts would have specific areas of sector coverage, for example
consumer/retail or financial institutions.

Figure 3.1 Organizational Charts: Single P&L Model

fund that has that same focus. If you have an undergraduate degree in biotechnology
or premed or have some science degree and then worked in a healthcare group at an
investment bank, you may be in a stronger position than a generalist analyst to get a
position as a junior healthcare analyst at a hedge fund that is organized by industry
type. (See Figure 3.1 for a single P&L model organizational chart.)

TRADERS

As we've stated earlier, one of the misconceptions about hedge funds is that they are
all the same—namely, active trading firms that take short-term positions in a variety
of securities. Most hedge funds are in fact long-term equity investors, and, while they
have in-house traders, they do not have much of a need for day traders who have

worked at proprietary trading firms. Those individuals are used to moving in and out
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of positions at a furious pace and making their own decisions. Most hedge funds have
portfolio managers and investment professionals who are making those decisions and
are therefore not looking for traders to do the investing. Instead, they seek execution
traders to put on and take off the positions and to help monitor Wall Street news in

the portfolio’s positions.

We have been told by some hedge funds that they can't hire someone who

Glocap has never bought a stock in his or her life. Others don't care as much, with
the thinking being that as a junior hire the individual will not be picking
stocks on their first day at work.

Insight

The majority of hedge funds want execution traders who can come in and complete
a trade, and thus, from our experience, most traders brought on at the junior level are
execution traders. These are not people who come in with ideas and have their own
accounts. As you will see in Case Study 6 later in the chapter, the sales and trading
programs (be it fixed income or equity) are good training grounds for traders. Equity
or debt capital markets also provide exposure to the markets and can be good feeders
into a trading position. At a more senior level, traders who have worked on the pro-
prietary trading desks at investment banks would be desirable, as these desks function
in a very similar way to hedge funds. Although many traders are content-executing
trades, we have seen junior traders groomed into more value-added traders.

For the more trading-oriented hedge funds there may be more opportunities
for sell-side traders, as they have experience trading based on information flow and
momentum. Sell-side traders, such as those in investment banks, are historically in

that flow of information, making them more valuable to a hedge fund.

OUT OF PRIVATE EQUITY

A new trend that we have seen developing recently is hedge funds hiring out of
private equity funds (see Case Study 8). These individuals have typically completed
investment banking or consulting programs and are in the middle of a two- to three-
year stint at a private equity fund. Instead of continuing on the traditional path to a
career in private equity—which would mean going on to business school and then
reentering private equity once they have their MBAs—we’ve seen these pre-MBA
analysts making themselves available to hedge funds, which see them as more sea-
soned investors than those straight out of banking programs. This is particularly true
with long/short fundamental equity shops, which value the ability to thoroughly
analyze potential investments. In general, hedge funds put less of a premium on MBAs
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than do LBO funds, meaning a candidate who has done his/her two years in a bank
or consulting firm and two years at an LBO shop can join a hedge fund and be on a

career track without first getting an MBA.

CONSULTING

Some consulting firms have corporate finance groups—these can also be good feeders into
hedge funds. If you are in a consulting program, it is imperative that while you are there
you keep up with the markets and invest on your own. While some funds will be open to
consultants, they will still want to see a solid understanding of finance and investing. As
the person did in Case Study 5, we suggest you do what you can to learn finance as well

as emphasize how your style of strategic thinking can work in a hedge fund setting.

Glocap
Insight

Our advice to those currently in private equity shops or consulting firms is
not different from what we tell investment banking analysts: invest on your
own, follow the markets, know the different investment styles, and know
what you bring to the table.

CASE STUDIES

To follow are several case studies of people who got into hedge funds at the pre-MBA
level (remember that grouping doesn’t mean they are destined to attend business
school). The first four are of people who came out of banking programs and got an
analyst position at a hedge fund. We also have an example of someone who made it
into hedge funds with a consulting background. There are two stories of individuals
who became traders, and one of someone who got in with a private equity background.
Some of these people permitted us to reprint their resumes, and they can be found in
Appendix B. As you read these case studies and review the resumes, take note of the
candidates’ backgrounds, what they studied, and how they prepared for their entrance
into hedge funds. We also recommend paying careful attention to the description that
each gives about the interview(s). In addition to outlining the process, many of these
former candidates in whose footsteps you want to follow give specific details about the

questions they were asked and the scenarios they were presented.

Case Study 1: Bulge-Bracket Banker Lands at a Distressed Debt Fund

This person comes from a more diverse background but was able to get into a distressed debt
fund. Although he did not major in finance as an undergraduate, he made good use of his
summers and that helped him get into a top analyst training program.
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I came from a varied background (not purely finance), which, I believe, helped me in
the end, but made me a little nervous along the way. I graduated from an Ivy League
school in 2005 with a major in public policy. At first I was a biology major, but after
[ had done two years of premed course work, I realized I had no desire to be a doctor.
I had taken a lot of math in high school and some economics courses. I continued
with both in college even while I was premed, and found that I particularly enjoyed
€Conomics.

After my sophomore year | stayed on campus and did economics research for
a professor. At the time I was thinking maybe I’d get a PhD in the subject, since
[ enjoyed coming up with theory and seeing if it worked out in the real world.
However, I quickly learned that life as a professor can be a grind, where you aren’t
always able to sit around and theorize all day with unlimited resources, and, frankly,
most research wasn’t necessarily all that fun. It was at that point that I noticed a
number of my friends were going into investment banking.

After learning about banking through some daylong seminars I attended during the
winter of my junior year, | tried to get a summer analyst position at an investment
bank, but, despite making it to a few final rounds, came up empty-handed. I remember
being asked if I had taken any finance or accounting courses. Unfortunately for me,
the answer to both questions was no. Instead, [ landed a summer financial analyst
position at a major automotive company. I have always loved cars, and it was a great
summer, but working there also convinced me that I didn’t want to pursue a tradi-
tional corporate finance position. My friends who had gotten summer investment
banking jobs seemed to be doing more exciting things, and it seemed like they had
greater commitment to their work.

Luckily for me, the summer post I did get paved the way for me to get into an
analyst program at a top-tier investment bank after graduation. In fact, I was accepted
to more than one program and chose one that was group-specific and got me into
the mergers and acquisitions (M&A) group. I consider myself very quantitative and
M&A seemed tailored to that strength; I also knew it would give me a lot of options if
I wanted to leave investment banking, as M&A analysts are the most highly recruited
analysts out of i-banking analyst programs.

Even though I liked investing (I had been trading on my own during school and
continued to do so a bit during my analyst program), I didn’t know much about hedge
funds. That soon changed as I saw the second-year analysts in my program going to
private equity and hedge funds. My intrigue about hedge funds grew as I started to get
the sense that the people on the buy-side (my bank’s clients) were the ones making
decisions that mattered. As a banker you’re not putting your money on the table;
rather, you're trying to get your models done as quickly as possible because the client
needs them. As an investor you're more on the line, and I loved the idea of taking risk
and being rewarded for good ideas and decisions. Now, I had the impetus I needed to
learn about the different hedge fund styles and figure out what my skills were good for.

I began to think about leaving my program in February of my first year as an

analyst. A friend of mine who was also a first-year analyst had left to join a macro
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hedge fund around that time, and I saw there were opportunities out there and there
was no reason to wait. | ruled out large-cap private equity because I felt the first two
years at a big PE shop would be mostly grunt work, and then I would be spit out and
have to go to business school. I had taken tons of finance and accounting my senior
year, business school-level classes to make up for my initial deficiency, and saw no
reason to go back to school and take the same courses over again.

[ also noticed a distinct difference between the culture of a PE fund and that of
a hedge fund. I got the sense that many PE firms were the types of places that could
have a few guys and each would be in a separate office, whereas a typical hedge fund
may have 20 people all sitting together on a trading floor. It was like comparing a
team in a locker room at halftime, figuring out how to improve upon their first half,
to a bunch of guys who all wanted to be the coach and analyze plays on their own.
I liked the collegial atmosphere of hedge funds, and it made a lot more sense to me.
The office environment of many PE funds eerily reminded me of the closed-doors
world of banking again.

My first order of business was to explore the different hedge fund strategies. After
that it was a simple process, as recruiters tend to approach analysts in banking
programs. They would ask if I wanted to come in for an interview. I always said yes,
since | wanted to give myself the widest possible net to find opportunities. Once I met
them, they would ask if | was interested in PE or hedge funds. I told them I was open to
PE but preferred hedge funds, and I made sure to have reasons to give them. In addition
to the collegial nature of hedge funds, I said I liked that hedge funds had the ability to
take short- or long-term positions without constraints. I found that having a specific
answer to the “Why a hedge fund?” question was important and knew that I should
not be wishy-washy. My philosophy is you've got to know what you want and then
you have to say it firmly. Don’t just say you want hedge funds—say you want X type of
hedge fund and explain why you have the skills for that style. In my case [ had zeroed
in on distressed debt and was able to show that my mathematical background and my
experience doing due diligence on and performing financial modeling for potential
investments made me suited for that style.

I interviewed at several different funds—some big ones (more than $2 billion in
AUM) and some not so big ones (less than $1 billion in AUM). At first the process
was pretty daunting and I didn’t make it past the first rounds. One place was a long/
short shop and they asked for a ton of investment ideas. I had some, but was work-
ing 100-hour weeks and didn’t have as many as they wanted. Still, it was a learning
experience and helped me with my other interviews.

The interview process at the firm where I am now began with a super Saturday.
About 100 candidates were brought in. We rotated out of a single conference room into
one of two offices and were interviewed for about 30 minutes each. One thing I can say
about my experience interviewing for a hedge fund versus the interviews I had had for
an i-bank about a year earlier is that I felt more confident. After all, I had come from
one of the most quantitative groups on the Street and felt that my modeling abilities
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and knowledge of how to look at investments were as good as any other candidate’s, in
contrast to when [ was coming from a nonfinance background in college and interview-
ing for finance jobs against finance and business majors.

During the first 20 minutes at the hedge fund, my interviewer, a partner with
whom [ now work closely, focused on getting to know me and I was not asked a single
finance question. Rather, he asked things like: What school did you go to? Did you
like it? What activities did you do there? Did you like your investment bank? Why
are you leaving? (It would not be a good idea to answer that by saying you didn’t like
working 100 hours a week or because you wanted to make more money.) Are you a
social person? What do you do on the weekends? Like many other interviewers, he
asked me about some of my more interesting hobbies and things that we had in com-
mon (for instance, we both really like hockey).

The last 10 minutes were when he asked for investment ideas. You must be pre-
pared with a view. The people interviewing you want to see your thoughts and logic.
They may challenge your assumptions, so it’s important to keep your cool. And,
if they point out something to you that you didn’t know, it’s okay to say something
like “I never thought of it that way,” but try to make this new idea align with your
overall viewpoint. I always had one trading idea ready that I knew inside and out and
also two backups that I could speak about. For the first I could rattle off historical rev-
enue and earnings before interest, taxes, depreciation, and amortization (EBITDA)
figures for three years and my investment’s macroeconomic drivers. I knew what was
going on in my company, its industry, and its competitors, and any major changes that
had occurred in the past couple of years. I could speak about whether the company
was in or near bankruptcy (this was a distressed debt fund, after all). For my backup
ideas I would make sure to pick companies in different industries

“My philosophy is you've got

to know what you want and
then you have to say it fumly.
Don’t just say you want hedge
funds—say you want X type of
hedge fund and explain why you

in case my interviewer didn’t know my company’s business well.

On the Monday or Tuesday after super Saturday the recruit-
ers with whom I was working told me the hedge fund wanted
me to come back for a second round. This round happened a
week or two later. Basically, they wanted me to meet everyone
at the firm, so in this round [ met about seven people. Some

asked only personality questions and others focused on finance

’ ”
have the skills for that Styl& ones. Needless to say, the sheer amount of interviews was pretty

grueling.

[ had made a point during the first round to ask about the entire process so nothing
would take me by surprise. That’s how I knew the last round would include a finan-
cial modeling test. About five of us from the first group of about 100 candidates were
brought back for a third round, and I knew I was close to an offer. For the exam I was
given a company, had to download financial statements from Capital IQ, and then had
to do a full model with the three major statements—the income statement, cash flow
statement, and balance sheet. I was told to take as long as | needed and was done in
two hours—and that included some mini interviews from people who came in while
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I was modeling. After my work was checked, I was interviewed some more by the senior
analyst I currently work with the most, and then [ met the founder of the firm for about
20 minutes. After [ spoke to the founder, the senior analyst voiced some concerns about
me. Specifically, he said that coming from banking they were concerned I might not be
ready to be an investor and take risk. I answered that I had traded both during school
and while I had been a banking analyst (for less than a year). I'd had success and failure
trading in the past and could point to that as my ability to be an investor and take risk.

[ didn’t get much flak for leaving my banking program early, since my former group
adheres to the “two years and out . . . at the most” banking principle, and doesn’t
promote very many analysts to the associate level. And there was not much the bank
could do to counter anyway since I had already signed a contract with the hedge fund.

Going through the process the way I did, I would say that if you definitely want
to work in a hedge fund you should find out what you’re good at, what you like, and
pursue that. If you want to do distressed debt, then you should go into your recruiter
interview and say you want to do it and give good reasons why. After all, you want to
work in an environment where you fit in and enjoy what you do, or else you can never
really be successful or happy.

See Resume A in Appendix B on page 163.

Case Study 2: Getting In from a Second-Tier Bank

Here is an example of someone who got a position as a hedge fund analyst coming out of a
second-tier bank. While in his analyst program he applied himself, read about investing, and
created a mock portfolio. He furst encountered hedge funds through a summer position.

[ got a taste for hedge funds through an internship during the summer before my sen-
ior year of college. I was fortunate to get the interview for this position through some
personal contacts | had. This was a small fund with a niche focus investing in small-
cap high-yield bonds and distressed debt. If I had wanted to come back and work at
this fund after graduation they probably would have hired me, but honestly, I don’t
think I would have been ready to work full-time at a hedge fund. As an intern I was
fine, but [ thought I would be better off getting banking experience.

I graduated from an Ivy League university in 2005 with a degree in political science.
[ also took some economics courses. When I got back to school for my senior year I
focused on investment banking programs. Given that I took very little finance in school,
the fact that I did a summer at a hedge fund helped me get into a banking program, as
they all want to see some interest in finance—be it from course work or internships.

Although I wasn’t in a bulge-bracket program, I felt my bank was up-and-coming
and had a strong leveraged finance group. In my program (and I suspect with most
others) the learning curve was weighted toward the first six months of the program.
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Since the finance was new to me, | benefited from working on deals, learning to
model, helping to draft the screening and leverage finance memos, and going on road
shows.

In my free time I dedicated myself to following stocks and learning as much about
the philosophy of investing as I could. In addition to reading Security Analysis by
Benjamin Graham and David Dodd, The Intelligent Investor by Benjamin Graham,
You Can Be a Stock Market Genius by Joel Greenblatt, and strategy papers of Michael
Mauboussin (the head strategist at Legg Mason), I read investing/market blogs and
any articles and research papers I could find. I had invested on my own in college,
but was restricted from doing much during my analyst program. I knew that it would
be important to have something to talk about during interviews, so I created a mock
portfolio and followed the market. Having that portfolio along with an understanding
of different investing strategies allowed me to ask better questions during interviews.

Otherwise, you end up sounding like an investment banker who just likes to model.

I was contacted by headhunters about 10 months into the first

“In my free time I dedicated year of my analyst program and went on my first interview early

myself to following stocks and
learning as much about the phi-
losophy of investing as I could.”

in the summer. Although I had my sights set on hedge funds,
[ went on some private equity interviews as well. I liked that
hedge fund investing allowed for more freedom—you can short a

company that you don’t like, buy puts or calls, and so on. In pri-

vate equity, it seemed that if you like a company, you have to bid
against other funds. If stocks are expensive then you have to either do a bad deal or sit
around and wait for the markets to improve. Within hedge funds I focused my atten-
tion on funds that did value investing, special situations, and/or high-yield instruments.
These were the styles that appealed to me once I had done my research and to which I
thought my background was best suited.

The first rounds of most interviews were usually pretty informal, with some finance
questions mixed in (if you were required to bring a stock pick or take a test, they usually
informed you ahead of time so you could prepare). I was always asked why I was inter-
ested in hedge funds and why I wanted to work at the particular fund where I was being
interviewed. Sometimes first-round interviews can get a little more complex. During
the first round at one fund I was given two investment options; one had an IRR (inter-
nal rate of return) of 20% and the other had an IRR of 30%. I was asked if there was
any reason not to invest in the one with the higher IRR. In this case, the fund wanted
me to understand what IRR meant at a deeper level and to know that a lot depends
on how much you can invest and how long you can keep it invested. I was often asked
what my weaknesses were (and each time was told not to say that I work too hard).

The next rounds got more specific in terms of the deals I worked on and were
also when I got the proverbial case studies, was asked for investment ideas, and got
some brainteasers. Several funds required written case studies for a second round. At
one fund I was given a case study in which I was told to evaluate a company and
choose where to invest. The company had three tranches of debt as well as equity.
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I had to write up my answer, and that’s how it was determined who got to the final
round. In the final round I was asked more questions about my answer.

Opverall, there is very little standardization among questions asked during hedge
fund interviews. I've been asked everything under the sun. I'd say it’s important to
know the various hedge fund styles and which suits your background. If you go into an
interview and are not interested in or knowledgeable about what the fund invests in,
your interviewer will see it and pick up on it, meaning if you're interested in equities
and find yourself interviewing at a fund that specializes in debt, your interviewer will
pick up on your ambivalence and lack of knowledge about the fund.

The fund where I am working now is a smaller value-focused/special situations shop
that will also invest in some high-yield instruments. This fund’s style meshes perfectly
with my interests and I was prepared with lots of questions about the fund’s strategy.
At one point | asked my interviewer (the head of research) if he had read Greenblatt’s
book, as it seemed to pertain to the fund’s strategy. Ironically, he told me he was going to
require whoever got the job to read it, so [ scored some points and made a good impres-
sion. During the second round at this fund I met with the partners, who asked me some
technical accounting questions. They also asked what I thought about the market and
what stocks I followed. The final round was a written test that asked accounting ques-
tions and for my opinions on a specific company, based on the financial statements pro-
vided. I found the test pretty fair and doable compared to ones I had taken during other
interviews. None of the questions were too crazy and there were no brainteasers.

[ got an offer in November of my second year, left my analyst program, and began
my hedge fund career. I didn’t get much flak for leaving my program early. Most people
just wished me luck. Since I was not in a bulge-bracket training program, I faced a lit-
tle more of an uphill battle and may not have gotten some of the same opportunities
as if, say, I was coming out of a Goldman Sachs. If | had been at one of those firms, the
funds might not have cared what stocks I followed.

My advice to those interested in hedge funds would be to find out what type of hedge
fund style is best for you. Most funds will ask why you want to do this type of investing, so
your answer had better be convincing. Read as much as you can. If you are applying to an
equity shop, then you must have a list of stocks that you follow, that you have invested in,
and that you can talk about. You will be asked your opinion, so you have to have one.
The banking programs provide very useful skills, but extra work has to be done to be pre-
pared for many hedge fund interviews (especially equity funds).

See Resume B in Appendix B on page 164.

Case Study 3: Making It with a Liberal Arts Degree

This person only had limited exposure to finance before getting into a boutique investment
banking program. What he did have, however, were an aggressive attitude, an insatiable
appetite for reading, and an enjoyment of investing on his own.
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Coming from a liberal arts background, I was at a disadvantage in getting into
finance and pursuing a career on Wall Street. Although I graduated with an Ivy
League degree (class of 2005), I had taken no finance and had very little exposure
to accounting. My curiosity about finance began to take shape during my sophomore
year when I became friendly with a group of students who were very familiar with
and knew from an early age that they wanted to work on Wall Street. These friends
of mine seemed to know all about the intricacies of the world of finance and Wall
Street in general. They knew which banks and private equity funds they would work
for and how their finance careers would evolve. [ knew none of that and had never
actively followed the stock market. Being around these friends, I grew curious as to
what they were talking about. An avid reader, I grabbed the closest copy of Benjamin
Graham’s The Intelligent Investor and read it thoroughly. This was my introduction to
investing and finance in general, and it helped open my eyes and spark my interest
in investing.

Despite my newfound interest in finance and Wall Street, I had a hard time getting
an appropriate investment banking summer internship after my junior year. It didn’t
help that my previous summer [ had a nonfinance position with a non-governmental
organization (NGO) and | had taken no finance courses whatsoever. In fact, I was
denied by every firm I applied to except one bank that saw | had a genuine interest in
the public markets and was able to look past my lack of finance and accounting expe-
rience. [ was placed in the equity capital markets group, which was great because I got
a real introduction to the markets and how they operate, but on a practical level it
was not a place to acquire the tools necessary for a career in finance.

Completing my banking internship made me realize that I needed a work envi-
ronment where [ would acquire and hone the corporate finance skills 1 lacked in
a short period of time. When I returned to school for my senior year I focused my
efforts on getting into an analyst training program at a smaller boutique M&A and
restructuring shop. Since small shops are known for giving more responsibility to
analysts, I felt I would have to force myself to learn what I needed to know. I was
successful in landing a position in a New York-based boutique and was able to learn
finance, accounting, and modeling. [ also began investing on my own while I was
in the program. I didn’t put down large sums of money, since I didn’t have any, but
[ found I enjoyed the process of seeking out companies and discovering absolute value
or a possible short.

Once recruiting season came around at the end of my first year, it seemed that
everyone in my banking program wanted to go into private equity, and it didn’t
take long for recruiters to begin calling. I began my program in July 2005, and I'd
say recruiters started calling around May of 2000, not even a year into my program.
With all the recruiters pushing private equity and hedge funds, I made it a point to
learn as much about each as possible. I read Barbarians at the Gate, Liar’s Poker, When
Genius Failed, Benjamin Graham’s Security Analysis, Peter Lynch’s Beating the Street,
excerpts from Warren Buffett’s annual letters to his shareholders, and George Soros’
The Alchemy of Finance. The more I read, the more I realized that private equity was
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not for me. I wasn’t interested in the process of using tons of leverage to buy businesses
and enter the institutional world of private equity. Private equity, like banking, is very
structured, and it seems like everyone does their two years, then they go to business
school, and then they return to the PE shop they left. I wanted to invest in the public
markets and have the opportunity to be more entrepreneurial. I wanted to gain the
skills that would allow me to eventually invest on my own, and I felt being at a hedge
fund would pave the way for me to do that.

[ told the recruiters that I only wanted to target multi-strategy hedge funds because
it was too early in my career to begin specializing in one specific strategy. I made sure
each fund had both a credit and an equity focus in order to ensure exposure to both.
Unfortunately, I completely bombed my first interview—mainly because I was unpre-
pared. I remember being asked: “In your daily life, where do you find value?” I had
absolutely no answer, which was extremely frustrating. I had never thought that way
before. After reflecting on the interview, I realized they wanted to know where I found
value in everyday items like the price of lunch, rent for my apartment, and so on. That
line of questioning made me look more deeply at my own thought process, and the
experience helped me prepare for subsequent interviews. Again, [ read more—Trading
to Win by Ari Kiev and Learn to Earn by Peter Lynch. To refine my thought process
[ also started to apply what I was reading in my daily life. I began thinking more about
where | found value. What everyday items did I buy, and which did I choose not to
buy? Did I take a taxi, and why or why not? Thinking about things in this way helped
my own investing and prepared me for other interviews. More than just seeing that
you have invested, hedge funds want to see that you're interested in investing and
that you have a thought process with regard to the positions you take.

In all my interviews [ was asked if | invested and what the motivation behind my
investments was. Was [ putting money to work just because I had too much in savings
or because my dad had told me to put some money in a mutual fund? Were there other
reasons? Of course, they wanted to hear that I was truly interested in the markets and
finding undervalued companies. I got into a debate at one interview when I told them
I had a personal investment and was bullish on a company the fund had shorted. They
couldn’t believe my reasons for why the stock was undervalued and the debate became
pretty heated, but I held my ground. (Note: The stock has gone up 20% since I inter-
viewed with them.)

Once | answered the “Do you invest?” question positively, my interviewers would
typically jump right in and bombard me with questions about my analysis and the
specifics of each investment. What do you invest in? Why did you buy that stock?
Where is it trading? At what price did you buy it? What do the horizons look like for
the next five years? What is your price target? It seemed like the more answers I had to
their questions, the more questions there were and the more deeply they probed into
my answers.

All together [ interviewed at five to seven places and had my share of technical
and personal/fit type questions. Some of the technical questions were case studies.



TRADING SOFTWARE

FOR SALE & EXCHANGE

www.trading-software-collection.com

Subscribe for FREE download more stuff.

Mirrors:

www.forex-warez.com
www.traders-software.com

Contacts

andreybbrv@gmail.com
andreybbrv@hotmail.com
andreybbrv@yandex.ru
Skype: andreybbrv
1CQ: 70966433



http://www.trading-software-collection.com/
mailto:andreybbrv@ya.ru?subject=Subscribe
http://www.forex-warez.com/
http://www.traders-software.com/
mailto:andreybbrv@gmail.com
mailto:andreybbrv@hotmail.com
mailto:andreybbrv@yandex.ru

Pre-MBA 37

In one, I was given two hours to examine the financials of a company and told to
pretend I owned every part of its capital structure. I was then asked what I would do
with the different securities of the company and the company itself. I hadn’t worked
much with bank debt and couldn’t come back to them with a specific decision on
what I would do with this company’s debt or its convertible bonds.

[ronically, the fund that eventually extended me an offer focused mostly on per-
sonality questions. I remember being asked: What's your favorite movie? What music
do you like? Where did you grow up? What do your parents do? How did that affect
your personality? Why did you write what you wrote (for a senior thesis)? How do you
define whether something is expensive?! | met everyone at this firm, from the head of
investor relations to one of the secretaries. The technical questions and brainteasers
came later once it was apparent there was a personality fit. They asked me to walk
them through an LBO and dissect a company’s financial statements. They asked my
opinion of a company I had never heard of before. I knew they wanted to find out
how I thought and formulated my investment ideas. I'd say 90% of the hedge funds
out there are looking to see how people analyze problems and show they can approach
a situation from both a micro and a macro level.

The whole interview process can be pretty overwhelming, grueling, and frustrating.
At almost every interview | had I was forced to think in new ways that were com-
pletely alien to me. Although this was frustrating, I realized that being a professional
investor forces one to continuously think in novel ways, and in order to succeed in an
environment like that, one has to be flexible and innovative in one’s thought process.
Until I realized this and was comfortable with it, the interview process seemed like it

was going to last forever.

[ began interviewing at the firm that eventually extended me

“Although this was frustrating,
I realized that being a profes-
sional investor forces one to
continuously think in novel
ways, and in order to succeed
in an environment like that, one
has to be flexible and innovative
in one’s thought process.”

an offer in June, and got an offer in late September. You have to
do all of this at the same time you are working 110-hour weeks
at your investment bank, which presents interesting conflicts.
At the beginning of the process [ had to invent a lot of reasons
why I was leaving the office (there were a whole lot of doctor
appointments and my sister came to town a few times). As the
processes dragged on it became harder to lie to my supervisors.
Luckily for me, the firm at which I got an offer is an excep-

tion to the norm that hedge funds demand you drop out of your

banking program early. At a specific point I had to tell my man-
aging directors that I didn’t plan to come back for a third year and was looking for
a new job, but they gave me references once I told them that I was focusing on a
position that would start the summer after I completed my two-year commitment.
Leaving a banking program early may be good for some (it gets them into the hedge
fund of their choice), but not as beneficial to others who feel they have more to
learn. In my case, I was fortunate that the partner at the hedge fund thought I would
get a lot out of the final year of my program, so I didn’t have to worry about burning
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any bridges, which was my main concern. He felt that if I stayed longer I would be
put on more complicated deals and that would benefit his fund in the long run.

I was successful in landing my current position because I believe I showed a
genuine interest in the public markets and investing in general. Especially after my
first interview, I tried to be extremely thorough and complete in my preparation for
the interviews; I would try to anticipate all the questions they could ask me about my
investments and my investment theses. It’s also important to remember in applying
for these jobs that personal fit is an important component because the vast majority of
hedge funds are very small shops. In a place where there are few people responsible for
investing vast sums of money, getting along with your co-workers and inducing a posi-
tive working environment are very important.

If seniors in college came to me today and said they wanted to work at a hedge
fund, I would ask why. If their motivation is to be a multimillionaire when they hit 30,
then I would tell them they are doomed to fail. [ would ask if they invest. If the answer
to that is no, I would also ask, why not? If you really think hedge funds are for you,
then you should start investing and read about investing. In my case, I like looking for
value; that makes me excited, and it has to turn you on as well. For many people who
work at hedge funds, investing was a hobby that turned into a profession. Sure, you do
a lot of technical analysis, but at the end of the day you have to decide if you are going
to put money into a specific investment or not and you have to have a thoroughly
thought- out investment thesis as to why you want to take a particular position.

See Resume C in Appendix B on page 165.

Case Study 4: A Typical Banking Hire

This candidate came from a strong finance background, had the appropriate summer jobs during
college, got into a top banking program, and stayed there for three years. He networked his way
nto a hedge fund interview, but after that he was scrutinized as any other candidate would be.

[ came out of a fairly typical background—Ivy League undergraduate degree in
finance—and broke into hedge funds in 2003. At that time hedge funds were not as
popular an option as they are today. Now, I know it’s very competitive to get in and
there is more of an emphasis on prior investing experience. Fortunately, I got in with-
out too much hands-on investing.

My two summer jobs during college—working at a brokerage firm after my sopho-
more year and as a summer analyst in an investment bank in Asia following my junior
year—helped pave the way for my first job after graduating. Leading up to my graduation
in 2000 [ interviewed at investment banks and top-tier consulting firms. I wasn’t even
thinking about hedge funds. At the time everyone wanted to do banking, and I followed

suit, landing a spot in an analyst training program at a New York—based investment bank.
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I was fortunate that going into the program I knew I wanted to be in the M&A
group and I got what I wanted. Since I had studied finance, my aim was to work in
a group that would allow me to put some of the things I had learned into practice,
such as building models. 1 also knew I wanted to work on live deals. Without an
industry preference I didn’t mind being a generalist.

[ stayed in the M&A group for two years and then switched to the industrial group
for the third. I thought it would be a good chance to learn more about capital raising
and high-yield debt issuance. Finally, after three years of banking I wanted to move
on. | found banking to be a very client-driven culture and thought I would be stuck
doing what clients wanted. I was more interested in doing analysis from a decision
maker’s perspective.

My job search was broad-based and unstructured and included looking at private
equity and corporate development positions. Eventually my networking paid off, as a
friend of mine put me in touch with the partner/head trader of a small risk arbitrage/
event-driven hedge fund with whom he had studied. Although I had gotten in the
door, I still had to go through a lengthy interview process. This fund was looking for a
junior trader, but after meeting me they thought I could be an analyst.

My first discussion with the partner was a simple conversation. He asked if
[ invested in stocks, and I had to respond that I basically had zero investing experi-
ence on a professional level and very little on a personal level. I told him that I was
restricted from investing in companies that I knew well and that I didn’t have enough
money to invest in others. | knew that my lack of investing probably didn’t help me,
but it was the truth. On a scale of 1 to 100 (100 being the highest), I was probably a
25 to 30 in terms of being passionate about the markets. Nevertheless, the fund was
looking for a fairly junior analyst out of a banking program and I fit that bill.

In addition to meeting the partner, I met three other people. I was asked why I was
interested in hedge funds and not private equity. My answer was that [ didn’t want to
sit at a firm for three years working on one deal. I knew the investment evaluation
processes of hedge funds and private equity funds were much different and preferred
the former.

During the second round of interviews I met with the fund’s portfolio manager, and
it was apparent that he was looking to see if there was a personality fit. You can’t get
around the fact that if the people at a fund don’t like you they won’t hire you. In
addition to judging whether they liked me, I think the people I met were trying to
determine if I could learn their style of investing. No one really does risk arbitrage in
a training program, so if you join such a fund the people there know they are going to
have to teach you that style. They want to know that you are smart enough to absorb
things quickly. My background seemed well suited to risk arb—I could build models,
had done deals, had good financial statement analysis skills, and was a generalist.
[ know now that a lot of the value in risk arbitrage/event-driven investing is the
ability to assess a situation quickly. You have to be able to take a view of a given
event. Everyone is racing and trying to arrive at an answer while at the same time
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the stock price is moving. I used this round of interviews to ask questions about the
firm—ijust like a good investor will have questions for a company, I had a list of ques-
tions to ask my interviewers, and they liked my curiosity. Before going on my first
interview | Googled risk arbitrage/event-driven hedge funds and learned as much as
[ could. When they asked me if [ knew what the style was, [ was able to give the short,
textbook answer, and I was able to tell them that | wanted to learn more about it.

The third round of interviews was when I was given a case study. I was presented
with a situation, something like: Here’s company X; a well-known investor is propos-
ing to buy company X and merge it with one of his other holdings. I was told to take a
look at the stock price and, using the financials, give my view on company X’s valua-
tion. This exercise took half a day and was done in the fund’s offices.

[ was left in the lurch for about a month before I was asked to come back for some
more interviews. | was then given two more case studies, which took the better part
of a day to finish. I didn’t mind doing these, knowing they wanted to see that I knew
what drove stock prices. I guess I met their expectations, because I got an offer.

[ was fortunate enough to interview with easygoing people, so although you get a
little nervous during any interviews, for me it was a fairly smooth process. My advice
to those interested in hedge funds in today’s hiring environment would be to learn the
various hedge fund styles. There’s a valuation component at the core of every strategy,
so learning that is paramount.

See Resume D in Appendix B on page 166.

Case Study 5: A Consultant Gets In

When this person’s visions of using his math skills to join a quantitative fund faded, he took
the unusual step of going into consulting and still got into a hedge fund.

[ may have been different from other hedge fund candidates in that I decided somewhat
early on—first or second year in college—that I was pretty sure that [ wanted to work
at a hedge fund. I was always into math, and a quant fund sounded like it would be a
fascinating, potentially lucrative direction to take. I did what I could to position myself
for this but encountered a couple of obstacles along the way—first, none of my profes-
sors had faith in quant-based trading, and second, by the time I graduated I was more
interested in leading a business than in statistics-based arbitrage. I graduated in 2004,
though, at the top of my class with a degree in mathematics from a West Coast college.
On graduating, 1 took a job in the San Francisco office of a leading strategy con-
sulting company. Consulting was great and I learned quite a bit, but I needed some-
thing more than that and did almost everything I could to position myself for a role
that would better fit my personality and ambitions. Private equity had its allure and

I knew that it was hard to get in from consulting, but I tried to give it a go anyway.
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From my perspective, people working at private equity funds didn’t have to deal with
the mundane tasks of consulting (ugh, PowerPoint slides!), and they were investing
with and earning real money.

[ gave myself an intensive course in finance. This was in addition to the 60 to 70
hours a week I spent at my consulting job. It was intense; I threw away my social
life for the better part of a year. It was a little demoralizing when the private equity
recruiting process came and went without my getting an offer from any of the big
shops with which I had interviewed, but in retrospect the results of the recruiting
process made complete sense. | tend to be a contrarian, I question a lot, and I have
never had great respect for authority—I think there is clearly a private equity attitude
and I certainly did not have it. Coming from technical roots, I didn’t want business
school to be my only ticket up. In addition, I saw that the career trajectory in private
equity seemed, to me at least, to be too slow and definitely not fitting my personality
or long-term career goals.

I was working with a recruiter who had been trying to get me to interview with
this one hedge fund for months but I had kept putting her off—I didn’t know much
about the fund and was still set on completing the next $20 billion LBO deal. I finally
capitulated and agreed to interview with them.

This fund (I later learned) takes a fundamental/value-based approach to public and
private investments. I began trading stocks on my own when I was 10 years old. It
wasn’t very sophisticated investing, but I understood the markets and grew to enjoy
investing. The experience of researching companies from an early age made this style
of investing attractive to me. Since it was located in another city, my first round of
interviews was over the telephone. I was given some logic problems and we talked
about stocks—I was asked to name a few companies in which I would consider invest-
ing or not and to explain why. I was also asked a lot of corporate finance questions.
That part was pretty intense. | told them I had studied by myself and I think they
wanted to see how I did, because they were asking me stuff that no consultant in his
or her right mind should know.

[ did some research before the on-site interview and found out more about this
fund. The more I discovered, the more interested I became. Once I was there they
grilled me for about an hour on corporate finance and then they gave me an IQ test.
I think they wanted to see how I was under pressure, because they just printed some-
thing off the Internet and gave me 10 minutes to complete it on the spot. I found my
interviewers to be very nice and very intellectual and I felt very comfortable. Another
person asked me about books I had read, and he had read every one I mentioned—
even the autobiography of an obscure mathematician. We also talked about some
financial mathematics and option pricing that [ didn’t know too well. I wasn’t asked
about my consulting, but I was given a modeling test. I think they were a little sur-

prised at how slow I was at modeling out a cash flow statement compared to a banking

candidate, but I did it.
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On the personal side, I was asked what books I read and to name a few of my favorites.
I’'m an avid reader, but I didn’t have any answers prepared so I think my responses came
out as very honest. I was asked if | wanted to live where this fund was located and I said
[ would consider it.

I didn’t get much feedback during or right after my interview. A couple of days later
the firm called with some follow-up questions and to see if [ was sincere about moving
to their city. It took a month before I finally got the offer. They checked with, liter-
ally, eight of my references. Before accepting I had them fly me back to their offices so
I could get a final feel for the firm.

[t wasn’t until I took the offer that I found out the group I was interviewing with
was a large part of one of the biggest hedge funds out there. My job there is amazing—
I have more responsibility than I ever thought would have been possible with my level
of experience. I couldn’t have imagined a better place to work. All the work I had
done to teach myself finance had definitely paid off.

Everyone else who works at this fund came out of a banking program, and
I was told that the reason they don’t normally hire consultants is that consultants
typically don’t have any idea about finance. I believe I was able to make a case for
myself because I knew the theory behind finance and had also taught myself the
technical aspects. A lot of bankers know the technical part of finance and are
Excel experts, but they don’t have the business intuition that consultants do. In
my view, and I'm biased, I'd say a consultant who can understand yield curves, do a
DCEF analysis, and build a cash flow statement is in great shape to be a hedge fund
candidate.

My primary advice to someone aspiring to work at a hedge

“People have to understand
what each fund does before just
saying that they are interested in

hedge funds.”

fund is to work to be at the top of your consulting or invest-
ment banking analyst class. Taking the time to invest in pub-
lic securities will be a major differentiating factor. After that,
if you can discuss the rationales of two or three investments

you’ve made, are comfortable with finance, and understand

the macro issues affecting the markets, you will be in good
shape. At my fund having an undergraduate GPA above 3.7 is a must. We want
to see that candidates excel at everything they do, and having a low GPA shows
that you either screwed around during college or didn’t have the commitment to
do well.

[ would also advise those interested in hedge funds to make sure they know the
industry. I think a lot of candidates have the wrong impression of hedge funds.
The biggest misconception is that these are risky, shadowy organizations. My fund
is first and foremost a value investor. Our returns will almost always be more stable
than the S&P 500 or almost any other equity indexes. We take long/short positions
in public stocks and also have positions in private companies. When people ask me, I
don’t even say I work at a hedge fund. I just say I work at an investment firm. People

have to understand what each fund does before just saying that they are interested in

hedge funds.
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Case Study 6: Breaking into Trading

This person benefited by being in the sales and trading program of a major sell-side frm. He also
had buy-side experience, giving him a good perspective of both sides of the trading spectrum.

As a trader, | found breaking into hedge funds to be a little different than it would
have been had I pursued a research analyst position. I graduated in 2004 from a
small liberal arts college on the West Coast with a double major in economics and
psychology. While in school I had two internships that introduced me to the world of
money management. First, following my sophomore year | interned at a small money
manager/financial adviser in my hometown. Then, just prior to my senior year I had
an internship at a major West Coast fixed income fund.

In addition to solidifying my interest in investing, the second internship offered
me a full-time job, which gave me the luxury of going through my senior year with an
offer in hand. I interviewed at several investment banks and ended up with four offers
from traditional two- to three-year investment banking or sales and trading analyst
programs on the West Coast and one in New York. The advice I received was that if
I wanted to forge a career in finance I should start out in New York, so I took that
position. The job in New York was an equity sales and trading program, not the typi-
cal banking one, and this gave me the training I would need to go into trading.

[ started my training program in July 2004 and rotated among different groups.
[ spent time doing trade modeling, developing commission reports, and learning
the language of trading on the floor of the New York Stock Exchange. After about
12 months I began trading my own pad under a senior person at the firm. Although
I was happy, I started to send my resume to headhunters, knowing that at the end of
the two-year program I would either be promoted to an associate or spend a third year
as an analyst. Because | was content | wasn’t very aggressive with my search.

[ always knew I wanted to go to the buy-side, and that was made even more
apparent during my time in the trading program. From my experience, as a sell-side
trader you are not adding much fundamental investing value, and for me, as some-
one who was just executing orders, it seemed the job I was doing wasn’t capitalizing
on my intellectual capacity and educational background. I knew that private equity
funds were drawing more candidates from banking rather than trading programs, so
[ focused on hedge funds. I believe my experience prepared me to make an easier tran-
sition to a hedge fund (I didn’t have the valuation background to do research). I was
also attracted to hedge funds because of the potential to trade more freely and use dif-
ferent types of trades other than the plain-vanilla ones used by mutual funds.

When it became time to interview, the headhunter with whom I was working sent me
to a small multi-strategy fund. This fund had 25 people and I literally had to meet every
investment professional at the firm—17 in all. Except for the fact that I ended up going
to the fund’s Connecticut office seven or eight times, the actual interview process wasn’t
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as difficult as it is for research analysts, who are typically given very in-depth projects
that require them to analyze and present a potential investment opportunity to the firm.
Although not all of the people with whom I met were ones I currently work with, every-
one wanted to see if my personality was one that would fit in with the firm. It felt like a
fraternity where everyone has to like you before you are asked to join.

In terms of questions, there were some of the typical brainteasers. | was asked what
degrees are in the hour and minute hands of a clock if it is 3:30, and to count by pow-
ers of 2. I was also asked the standard questions about myself and hedge funds, but most
of all they wanted to know my trading/investment process. | walked them through the
process of committing capital to the buy-side. I was never asked to value a company.
Looking back, the overall process was pretty informal. Each

“It felt like a fraternity where time I returned to the office to meet more people I would meet

everyone has to like you before
you are asked to join.”

with the COQO as well. Along the way | was constantly getting
feedback via the headhunter. “Okay, that guy likes you. They
want to keep the process going.” It went on like that for about a

month until I had met everyone.

[ agree with the common belief that it’s important to spend a couple of years or
more at a bulge-bracket investment bank before joining a hedge fund. Those types of
firms have the resources to teach you how to trade and learn the business on a macro
level. In my case, the fund wanted someone with two to four years of experience. They
wanted someone who knew the basics and weren’t going to train a neophyte. Now,
when I talk with traders on the sell-side they appreciate that I spent time on that side
of the business and understand how they work. I do not doubt someone could do this
job straight out of college; however, I feel an individual’s potential upside career devel-
opment could be dampened by the lack of experience. If someone does get into a fund
out of undergraduate school they will have a totally different type of role.

Case Study 7: Swapping the Sell Side for a Long/Short Fund

This person benefited from his own trading background and knowledge of options to land a
trading position.

I graduated in 2002 from a small liberal arts college with a double major in economics
and computer science and then got a master’s degree in economics with a concentra-
tion in statistics and finance. I definitely wanted to get into finance and thought that
a cosci/econ degree, combined with my highly mathematical background, would be a
good match for the new Internet economy.

Following graduation, I had offers for full-time associate positions from a few
banks and others from the structured finance divisions of some accounting firms.

Nevertheless, I ended up going into an analyst training program even though [ was
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the only one with a master’s degree. I liked it because it was a rotational program and
gave me exposure to different areas, including derivatives, options, asset management,
and capital markets.

[ began thinking of my next step practically on the first day of my analyst program
and began to focus on hedge funds. I had been trading on my own since my sopho-
more year in college and had taught myself options. [ was able to arrange my schedule
so I had enough free time during the later years of school to dedicate the time to some
long-term investments as well as actively day trading. Even when I lost money it was
a great learning experience and it convinced me that I wanted to trade and manage
money.

[ began to think hard about a change about a year into my program. At the time I was
in the equity-linked origination group and knew that I preferred trading to structuring
products. I spoke to the proprietary trading desk at my bank, but they couldn’t commit
to me so | ventured outside.

My first strategy was to contact headhunters. Then I contacted hedge funds
directly. In some cases I was able to go on the web sites, find the job postings, and
write an e-mail to the head of human resources. I focused on styles that would suit my
background—equity, quant, and derivatives. Finally, a headhunter got in touch with
me about a firm that was thinking about starting an options practice.

My initial interview was with the CFO/CIO. Following that I met with four of the
investment professionals, including the head trader and the portfolio manager. After
that they gave me a project to do. I was told to structure some options trades. When
[ came back to present the trades I was there for an entire day. I also spent time in a
casual setting with the people there, which helped them get to know me better. From
start to finish I'd say the process took a few months, and it was pretty exhausting.
I ended up starting at the hedge fund one month after I got the offer, which meant
leaving my banking program after about 18 months. The bank wanted me to stay on
and looked at other possibilities for me, but just couldn’t come up with something

attractive.

I'm convinced that my math background and the fact that

“Without a doubt I'd [ had been trading on my own during my banking program

recommend investing in the
markets. I learned more doing
that than I did in any class.
Being modest and not arrogant

is always good.”

helped me. Nevertheless, I wouldn’t have gotten the offer if there
hadn’t been a good fit in terms of personality. I am more of a
reserved person and by nature not very loud, and this hedge fund
has a very professional atmosphere. There are no high-strung
egos as there are in some other funds, and that helped me fit in.
[ also think that being in the earlier stages of my career helped,

because the fund was just starting to get more active in options
and [ was learning how hedge funds and the investment process worked. I think they
thought that we (the fund and I) would evolve together at a reasonable pace.

My advice to would-be hedge fund candidates is to make up your minds about what
you want to do. Do you want to trade? Do you want to be a research analyst? When



46

Getting a Job in Hedge Funds

I was interviewing, most hedge funds were looking for analysts. I'd add that learning
derivatives helps a lot, as do, I discovered, rotational programs where you learn about
many things. Without a doubt I'd recommend investing in the markets. I learned
more doing that than [ did in any class. Being modest and not arrogant is always good.
Many hedge funds already have strong characters and may not be looking for another.
Reading is a must, and keeping on top of the Economist and BusinessWeek will teach
you a lot and show you know what’s going on in the world.
See Resume E in Appendix B on page 167.

Case Study 8: Making the Switch from Private Equity

Here’s an example of someone who was on the path to a career track position in private
equity. He had completed a banking program and was working at a major LBO shop, but
joined a hedge fund rather than go to business school.

I graduated from college in 2001. At that time I don’t think I even knew what a hedge
fund was, or for that matter a private equity firm. I was an economics major and had
always thought I would eventually pursue some type of career in business. I'd watched
many of my older Ivy League acquaintances go off into banking or consulting, and
once they came back to campus to recruit for their employers, they pitched their cur-
rent jobs as a stepping-stone to the next big thing. I followed suit.

To prepare for my life after college, I spent the summer between my sophomore and
junior years working for a company in Europe. Eager for some exposure to finance, the
next summer | worked on the trading floor of a major Wall Street firm. Even though I
wasn’t actively trading, | was in a finance environment for the first time and was able to
watch and learn a lot. At the end of the summer [ was invited to join this bank’s sales
and trading program after graduation. That was a nice offer to have and took some of
the stress off my senior year. | interviewed at other banks, but ended up accepting the
offer to return, albeit in the investment banking division. I had met a lot of nice people
there and felt I fit in with the culture of the firm. I chose to join the industrials group,
where I thought I would be exposed to not only many different types of companies but
also each of the banking products (debt, equity, and M&A). Still, this was 2001 and
it was a tough time for deal flow. I was busy during my first year really only pitching
deals. It wasn’t until my second year that activity picked up and I managed to close
five or six deals. By working closely with my bank’s financial sponsors group, I became
involved with several private equity firms advising them on M&A and putting together
debt financing packages in support of their buyouts.

After about two and a half years in the analyst program [ began to think about
moving on, with my first choice being private equity. At the time, hedge funds did very
little recruiting out of analyst programs. My bank wasn’t quite in the first tier of targets
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for headhunters, and I don’t recall getting any inbound calls from headhunters (the
same was true for other analysts in my group). [ was in my third year, and fortunately
a colleague in our firm’s financial sponsors group was willing to help me out. I also
contacted 15 to 20 firms on my own with varying degrees of success. Finally I was
interviewed and accepted into the telecom and media group of a major LBO fund.

[ went into my next job thinking I would stay a couple of years and then go to busi-
ness school. Unfortunately, | was wait-listed at the only two MBA programs to which
[ had applied. Being wait-listed forced me to think about what I wanted out of busi-
ness school (and life afterwards). I began to wonder if I could get a job now similar to
what I'd want to do after business school. If I could, why wouldn’t I take it?

I enjoyed many of the analytics I'd learned in private equity, although I hadn’t
done any investing in the public markets on my own or in a professional setting.
I came from a large LBO fund where there are many layers of professionals and a good
deal of hierarchy and process generally, so I wanted a place where junior people were
more directly involved. I worked with three headhunters and told them I was willing
to look at small private equity funds that would take me in a post-MBA position. It
was also at this point that I began to hear of some hedge funds looking to break into
private equity investing.

I began to interview with a few hedge funds, and at first [ was turned off by the hard-
nosed trading mentality of the three hedge funds at which I interviewed. This could
have been isolated to those specific funds, but it stressed to me the importance of find-
ing a place with a good fit for my personality. As a general rule, I had found my original
private equity interviews to be relatively technical: Interviewers would typically ask me
to walk them through a DCF model, explain how a pay-in-kind (PIK) security works,
and answer other private equity/banker types of questions. Hedge fund interview-
ers tended to ask more nuanced questions, focusing on my opinions regarding specific
investments and gauging my ability to present a case for or against a certain company.

At the hedge fund where I eventually got an offer, I went into my interviews expect-
ing more technical questions, but didn’t get them. It’s possible they assumed that I
knew my stuff after two years in private equity at a well-known shop. They focused
more on qualitative/fit/personality questions, and the tone throughout was more con-
versational. For instance, they wanted to know what I liked to do outside of work.
Since [ was coming from a relatively large team and would be working with only two
people at this hedge fund, they asked how I would handle doing my own research and
probed my ability to generally be a self-starter. The process overall felt pretty informal.

One difference about this particular fund’s interview process was that I was given
an hour-long written test during the first round. The test focused on my knowledge of
valuation metrics, a couple of technical questions on option math and balance sheet/
cash flow workings, and some straightforward logic questions at the end.

The second round consisted of a series of interviews with various people at the firm.
These tended to focus on my roles on old deals and how I thought about the particular
investment. They also asked what I was looking for out of a job at their firm. Following

all this was a case study. I was given the name of a company and told to return in
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one week with a presentation in memo form of around 10 pages giving my views on
investments in the company’s debt and equity securities. [ originally expected to present
my thoughts to a small group of four or five people, so when I returned a week later I was
surprised to see the entire firm in the main conference room waiting for me. I think
more than anything else in this process, it’s important to take a strong view (either posi-
tive or negative) on a potential investment—in this case, [ held nothing back in telling
them the company was troubled.

After the case study I met with the head of the firm.
The first thing he did was turn to the last page of the writ-

“My adwice to those interested
in hedge funds is that starting
off in a banking program is the
most direct route to take.”

ten test | had taken at the outset of my interviews and point
out that I had answered three-quarters of the logic questions
incorrectly. He also chided me on my relatively low SAT math
scores. Fortunately, I had been on a lot of interviews—both for

banking programs and at PE firms—so | was comfortable being
asked tough questions (or at least questions designed to be harsh) and had responses
ready. At this point, I was slightly worn out by the interview process and not much
fazed me. In addition, I had been asked to stay on at my private equity firm and that
added to my generally relaxed and confident feelings. I think the head of the firm
was looking for a calm and well-reasoned reaction, because pretty soon thereafter he
began selling the firm and the position to me.

My advice to those interested in hedge funds is that starting off in a banking
program is the most direct route to take. Within banking, there are several options
in terms of which groups give you the best experience. My own view is that leveraged
finance groups, in which analysts work to present the credit case of a company to a
bank, are great places to get modeling experience and learn solid due diligence tech-
niques (and how to think critically when meeting with company management). Once
you begin interviewing, you should, of course, have a couple of good investment ideas

ready and know the deals that you’ve worked on well.



Chapter |V
OUT OF BUSINESS SCHOOL

You’re in business school. Maybe you have previous banking,
consulting, private equity, or industry experience. Or perhaps you lack
finance experience altogether. In any case, you want to know what you
can do to increase your chances of getting a hedge fund job when

you graduate.

As someone currently in business school, you have a better shot at landing a job at

a hedge fund than you did just a few years ago. And that’s because over the past few

years, hedge funds have stepped up their on-campus recruiting at business schools.

The increased recruiting has coincided with the tremendous growth in the hedge

fund industry and the heightened need for people to help invest the capital that has

been raised. As the hiring needs of hedge funds have increased, they have come to see

MBAs as a preselected, identifiable pool of qualified, experienced candidates who are

eager to work.

Similar to pre-MBA recruiting, when targeting MBAs, hedge funds seek candidates

with skills that match their specific investment style. Since it’s rare that new skills are

acquired during business school, the hiring firms will typically focus on candidates’
work experience at the pre-MBA level. One MBA candidate explained that the hedge
funds that recruit on campus tend to be those that value fundamental research, not

the pure trading shops. Hedge funds are aware that MBAs typically have broad ana-

lytical skills that allow them to analyze an individual company and a specific market

as well.

49
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Insider

Tip >

Recently Hired MBA

“When looking at MBAs, hedge funds don't want simply a great college
student who had a high GPA, worked at a top investment bank or a lead-
ing private equity fund, and then went to one of the best business schools.
You'd be surprised how many of those people get dinged. From my experi-
ence, hedge funds worry about the person who shows up and is a worker
bee and says, ‘Okay, now what?' Hedge funds don't give you companies to
analyze like investment banks do. They want people who have personality
and desire and will seek out the companies in which to invest.”

As pointed out in Case Study 11, not all funds exclusively target those MBAs with
investment banking backgrounds. As you research the funds that interest you, it’s impor-
tant to find out the backgrounds of the people who work there. We recommend targeting
a fund that has hired people with similar backgrounds to yours. While some funds insist
on previous investing or private equity experience, there are others that specifically don’t
want people with that background because they believe it will be harder to get them to
conform to their style of investing. Those funds may be open to candidates with more
varied backgrounds. There are also funds that are open to people who have experience at
long-only asset management firms and others that will bring on sell-side equity research-
ers. There’s no doubt that the network you are building in business school is a valuable
asset. A strong network means information, and information can mean investment oppor-
tunities, and that is what most hedge funds are ultimately looking for. (See Figure 4.1.)

The director of human resources (HR) at a major fundamental long/short hedge
fund explained that funds like his have to look at MBAs because there “simply are not
enough i-banking analysts to go around.” He points out that there has been a growing
interest among hedge funds for MBA talent. “A portfolio manager who has an MBA
and went to XYZ business school will be more inclined to hire out of that same school.”

The HR director adds that funds know very well the differences between pre-MBA
hires and those who have gone through business school. “With a 24-year-old you
are getting a candidate who is fundamentally sound, can do research, and may know

some companies, but not in depth. With a business school grad you are getting a more

Founder/ | Trader
Chief Investment Officer (CIO)
Trader (— Portfolio Manager—Style A Portfolio Manager—Style B Portfolio Manager—Style C
Senior Analyst Senior Analyst Analyst Senior Analyst
Analyst Y Analyst Y Y ¥

In this model, each portfolio manager would focus on a specific style; for example, event-driven, distressed debt, or long/short.

Figure 4.1 Organizational Chart: Multitier, Multi-strategy P&L Model
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experienced, more mature individual. An MBA needs less training and may have a
history in a specific sector and some contacts as well.” Finally, he notes that the roles
are not interchangeable, so a lot of the hiring at the MBA level will come from funds

looking for a more polished investment professional.

POSITIONING YOURSELF

As someone coming out of business school, you will have to work with (and overcome)
the lack of a hiring cycle. If hedge funds recruit at your school, your interviews may not
happen until the spring of your second year when many of your classmates may have
already been interviewed for and accepted jobs in other industries (if your school is
not targeted by hedge funds, you will have to be more proactive about getting your
interviews). Having said that, if you are committed to hedge funds, don’t get nervous
if you are without a job when January of your second year rolls around.

Our basic advice to MBAs is not too different than what it is for pre-MBAs.
To review, that means:

¢ Read up on hedge funds.

e Understand the different strategies.

e Know yourself—figure out your own strategy and have a seamless story to tell
about why you want to work in a hedge fund.

® Know what you bring to the table and why it sets you apart from others.

® Be genuinely interested in investing and be able to express that interest with
superb communications skills.

® Make good use of your summers.

¢ Join your school investment/hedge fund club.

If you are just beginning business school, there are a few things you can do to help
improve your chances. We strongly recommend doing what you can to get a summer
internship at a hedge fund while in business school. In addition to giving you an intro-
duction to hedge funds, it could pave the way to a permanent position upon graduation.
Many firms post internship openings at business schools. If your school doesn’t get
postings, we recommend using your personal and professional network to land such a
position. Your business school professors could also be a source of contacts in the industry.

Glocap
Insight

We've seen more and more MBAs who had private equity experience before
business school, and therefore would have been destined to join a private
equity fund in a career-track position, choosing instead to join a hedge fund
after graduation. Of those who make that switch, we estimate about 80%
join the hedge fund where they interned for the summer during business
school. It's like they're taking a test drive over the summer to see if they
enjoy it.
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For those who lack finance and/or investing experience, any courses offered by your
school on topics such as hedging, appropriate use of leverage, generalist versus sector-
specific approaches, accounting, financial analysis, and risk would be useful additions to
the standard financial statement analysis courses that you should be taking. There are
some schools—Columbia Business School is one that we know of—that offer courses in
investing taught by adjunct professors from hedge funds. If yours has similar courses, you
would be wise to take advantage of them. (For a typical organizational chart of a multi-
tier, multi-strategy P&L model, see Figure 4.1.)

CASE STUDIES

Interestingly, the authors of these case studies all say they would not have gotten into
hedge funds had it not been for their business school experience. While they had
strong backgrounds, they didn’t have the typical banking/finance experience that
would have made their paths into hedge funds a bit smoother.

Case Study 9: Getting In with a Banking/Venture Capital Background

This person started out in an investment banking program, moved into venture capital (VC),
and then went to business school before landing a hedge fund position.

In my case, business school provided me with access to interviews and firms that |
wouldn’t have had otherwise. I also got to interact with other people interested in
hedge funds, and that helped solidify my own interest.

[ graduated from college in 2000 with a degree in philosophy/economics. 1 was
uncertain of my career prospects and was thinking of academia or perhaps law school.
Fortunately for me, I landed a summer job at a New York-based venture capital fund
following my junior year of college. I had no idea what venture capital was and had
never seen a balance sheet at the time. | worked with an associate who was fresh out
of the business school that I would attend a few years later, and he explained the
industry to me. It was hard not to get excited about venture capital in 2000, and
the experience opened my eyes to investing. | received an offer to return full-time.

Despite the offer of full-time employment, I felt I should learn about finance. So,
[ spent October to December of that year applying to investment banking analyst
programs and was accepted into the M&A group of a bulge-bracket firm. During
my program [ learned modeling, basic/advanced finance, and, just as important, a lot
of professionalism. Times have changed over the past few years. I'm aware that now
some hedge funds approach analysts during the first year of their programs. That wasn’t
the case when I was in the program, as hedge funds did very little recruiting from the
analyst programs. Private equity firms did recruit and I got some offers, but I wanted to
go back to VC investing and accepted a position at another New York—based fund.
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After two years at the VC fund [ applied to business schools. I was stuck and knew
that if [ wanted to be on partner track in venture capital I would need an MBA. I got
into a top business school and spent the summer after my first year at a small private
equity fund. I found private equity to be very deal intensive and much more legal work
than I like. I had a lot of friends who were in hedge funds and they seemed happy, so
[ began researching that industry. By the end of the summer I decided to pursue hedge
funds. My change was influenced by the inherent differences between hedge funds
and private equity. | was interested in the public markets and knew that I preferred
the analysis component of my private equity experience to the deal-making component.
Hedge funds generally don’t do deals—they do more investment analysis. I looked into
the various hedge fund styles in the landscape and learned as much as I could. I concluded
that long/short equity investing with a value bias spoke most to my prior experience and
interests. At such a fund I knew I would be working with companies and doing deep
research focusing on cash flows. I missed the first round of on-campus interviews, but
was able to get interviews with some of the funds that came to campus in October and
November—even though that was a little late in the year to be just beginning.

[ found it tough to distinguish myself during on-campus interviews. Everyone
looks the same. We all had private equity and/or investment banking experience and
wanted to work at a hedge fund. So, I tried to tell my story the best way possible. The
funds that come to campus conduct blocks of interviews with 20 people each day so
you don’t have much time to explain yourself. It’s a lot different from when you would
interview out of an analyst program. At that stage, it’s likely a headhunter has pitched
you to a hedge fund so the fund already knows about you before you walk in the door.
In business school, all they’re going on is a resume. I think my resume was attrac-
tive to hedge funds because of my finance/private equity experience, coupled with my
clear interest in the public markets (I was a member of the investing club).

Although I did only a little investing on my own, I don’t

“From my experience, some
hedge funds don’t seem to care
what you did in the past. Others
want only people with MBAs.

think that hurt me a great deal. I knew I would be asked for
investment ideas during my interviews, so I made sure I had a
few that I was comfortable talking about. I was also given the
prerequisite technical questions and brainteasers. I recall being

given the scenario: You have companies A and B. One has

What they all .want aT? peop le a higher EBITDA and the other has a more levered balance
who can Step' in and hit the sheet. Which situation would you rather have?
ground running from day one. On the personal side I was asked about myself and if I liked

working in a collaborative environment. [ felt that was an
important question because at a hedge fund you spend a lot of time working by your-
self and you have to know that going in. If your expectation is that the environment
will be like private equity, then you will find it difficult to adjust.

I came out of the process with offers from two very large funds and one small one and
went with the small one. All three were research/value-oriented long/short equity funds.

From my experience, some hedge funds don’t seem to care what you did in the past.
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Others want only people with MBAs. What they all want are people who can step in and
hit the ground running from day one. In my opinion, the MBA gives you an edge, but
it’s a longer-term edge. My network is profound. But will people who pick stocks think
it matters? No. [ think the business school network pays bigger dividends in other indus-
tries. I've noticed that few successful hedge fund managers are business school grads.

My advice to anyone looking to get into a hedge fund would be to get intimately
familiar with the public markets and learn how to invest. I would definitely suggest
doing more investing on your own than Idid. The investment banking training is
invaluable. Nevertheless, if you can get a good job without going to an investment
bank you should consider it. It’s all about your risk appetite. Funds can blow up.
If you join a hedge fund without prior job experience and it blows up, then where will
you be? The current landscape is so uncertain/new that it is hard to tell what would
happen to people with hedge fund—only experience in a downturn. It’s unclear if the

skills are in any way transferable.

Case Study 10: Making Up for No Finance Experience

Hawing no background in finance and having worked only in start-up technology companies,
this person used his international experience and MBA to land a position with a fund that
needed someone with precisely his background.

I'm convinced I wouldn’t have gotten a hedge fund job if I hadn’t gone to business
school. Not only did I have a background devoid of any finance and investing, but
before I went to business school I hardly knew what a hedge fund was. I graduated
from an Ivy League school in 1999 with a degree in computer science and followed
that with a master’s in computer science. At the time I wasn’t sure what I wanted to
do—maybe get into business or start my own (2000 was still a pretty exciting time for
start-ups). I didn’t really know what investment banking was except for the long hours
and therefore didn’t pursue that option.

Although I had offers from small and large technology companies, I ended up
joining a seven-person software start-up and spent two years doing a mix of consult-
ing and engineering work. To learn about the business side, I gravitated more to the
company’s [T (information technology) consulting operations. When this company
closed, I had the option of joining one of its client companies (a major media conglom-
erate) or another technology start-up. I chose the latter and spent two years as director
of business development for Asia. While at this company I began to think seriously
about business school (the company was founded by a graduate of the MBA program
that I eventually attended). I was still unfamiliar with finance, and I thought an MBA
would help me become well rounded and maybe get me into venture capital.

[ got into a top business school and while there spent a lot of time evaluating my

career options. I'd say [ was a very confused individual during those two years and
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debated going into finance or sticking with technology and going to a VC fund. My
indecisiveness was helped when I landed a summer research job at a $2 billion long/
short hedge fund. I had interviewed for summer internships with some investment
banks, investment management firms, and VC funds. More than anything, I think
timing had a lot to do with me landing and accepting an internship at a hedge fund.
By the time this hedge fund posted the position on my school’s database it was March
and a lot of my classmates had already accepted summer positions. I was fortunate
that [ had not yet accepted an offer from an investment bank.

Honestly, I didn’t think I had a background that would fit with a hedge fund.
[ had never invested on my own and the work at the hedge fund was very new to
me. [ learned a lot that summer, starting from where to find appropriate information
to how to form investment decisions and execute trades (timing, etc.). At the end
of the summer, I realized that I liked investing and finance and enjoyed the strategic
thinking involved in hedge funds—trying to pick which companies are the winners
and which are the losers. At the same time, I also knew I wanted to stay involved with
technology, so when I got back to school I decided to pursue hedge funds along
with venture capital. Still, those are two different animals with different networks to
tap and it was challenging to pursue both avenues.

There were a good number of hedge funds that recruited on campus, but many
tended to focus on people who had banking, private equity, or investment experience.
My lack of finance hindered my progress with hedge funds. I probably wouldn’t have
even gotten interviews with hedge funds if it weren’t for my summer experience. In
addition, initially I wanted to go home to the West Coast and limited my choices
to funds in my hometown. Unfortunately, that restriction reduced my options. I did
what I could. Hedge funds and VC firms tended to recruit late in the year, so I spent
the first semester preparing for interviews and networking. I even flew home on my
own dime to meet with firms that [ knew weren’t interviewing.

When March rolled around, [ started to get nervous, as many classmates were
either contemplating job offers or had already accepted positions. I knew that the
time frame of recruitment for hedge funds and VCs is much later (some classmates
received offers from VCs in May and June), but not having an offer in March still
bothered me. When a job offer at a hedge fund in my hometown that [ had been pur-
suing for six months finally fell through, I decided to broaden my search by looking at
opportunities in other cities on the West Coast and in the East as well.

[ finally got an offer for a VC job at the end of March/beginning of April and was
close to landing an offer at another VC firm. Then I got a call from a hedge fund that
ironically had gotten my name from another fund at which I had interviewed. The
hedge fund was looking for someone who had an international background, especially
in Asia, and who knew technology. I think my MBA degree and summer experience,
as well as an investment project I did at school, helped round out my credentials.

The interviews focused on my background and new investment ideas. I didn’t get
grilled too severely compared to some of my other interviews. I was able to present

an investment thesis | had done during the previous semester. I had also done a
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project over the summer and used that as well. During my three rounds of interviews
[ met everybody on this fund’s investment team. I'd say that hedge funds do not care
as much about your pedigree as they do about your skill set and ability to form your
own investment theses. Maybe that’s the reason why many investment professionals
at hedge funds do not have a CFA (Chartered Financial Analyst designation), com-
pared to the large numbers that do at brokerage and mutual fund companies. Hedge
funds want someone who can come in and hit the ground running. In my case, I spoke
English, Korean, and Japanese and I had the industry knowledge and network. My
finance background was still not very strong, but this fund traditionally hired people
with industry backgrounds and that benefited me.

For me, business school definitely helped. And the fact that

I went to a top school gave me a strong network that I would
not have had if I had attended a second- or third-tier school. Of

the professionals on my current team, the ones who did go to

“I'd say that hedge funds do not
care as much about your pedi-
gree as they do about your skill

set and ability to form your own ones with a finance background generally have no MBA. I'd say
investment theses.” hedge funds that recruit at business schools look for a level of
maturity that they can’t find in younger, pre-MBA candidates.
And the networks help as well.

business school came from an industry background, as I did. The

[ can comfortably say that, as to operations, hedge funds run very similarly to any
business start-ups. The management does not have time to baby employees but rather
wants to hire entrepreneurial and ambitious/proactive personalities who can learn on
their own and contribute in whatever ways they can. In that sense, when you are meet-
ing with recruiters, you should present yourself as a capable investor with experience
instead of a young person with potential but in need of guidance/development.
Additionally, networking is important. Portfolio managers do not have time to go
through resumes and interview many candidates. Recommendations from colleagues/

friends can make their lives much easier. Knowing people in the industry is invaluable.

Case Study 11: Benefiting from Solid Summers

This is another MBA who had no previous banking or finance experience. To combat that,
he made good use of his summers while in graduate school and showed extra determination to
beat out his classmates who had the backgrounds typically sought by hedge funds.

Although my background was anything but typical, I believe I got a position at a lead-
ing hedge fund because of my determination and persistence. | graduated from an
Ivy League school with a liberal arts degree. Instead of going off to investment banks

and consulting firms as many classmates did, I wanted to do something different and
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decided to spend two years living and working abroad. At the time I thought I could
always go to business school later if | wanted to do something more mainstream.

After returning from living abroad, I applied to several joint degree programs
because I wanted a broad education. Since I didn’t have much business experience,
I got a lot out of the MBA degree. Every class, no matter what the subject, enabled me
to learn about a company’s business model and how to assess it. In particular, strategy,
corporate finance, and accounting classes were extremely helpful. If you are breaking
into investing for the first time, it is imperative to make great use of your summers.
Because I was in a joint degree program, I had more than one summer to gain experi-
ence. | spent one summer in the M&A group of a bulge-bracket investment bank, and
the other in the hedge fund arm of the same bank. One of the differences that I found
between hedge fund recruiting and investment banking recruiting is that hedge funds
typically won’t make an offer unless they know it will be accepted. Whereas some
major banks may bring on 60 to 80 MBAs, a leading hedge fund may bring on only
one or two, so they are not in the practice of extending more offers than the number
of available slots. This translates into it typically taking more time and a greater show-
ing of commitment to secure an offer from a hedge fund. As well, hedge funds seem
to rarely parallel process candidates. This means that, while they may initially inter-
view 15 candidates on campus, they may take only one or two candidates through the
entire process at a time. If they don’t make an offer (or have it accepted), the fund
may then circle back to the initial pool of 15. The single processing means that some-
times it takes weeks for the fund to get back to someone after the first interview.

[ quickly learned that taking a targeted approach to interviews is the best strategy
when seeking a hedge fund job. Although I had learned a fair amount of financial
modeling through my summer jobs, I still didn’t have the finance experience that
many of my classmates did. While I followed companies throughout business school,
[ didn’t do any investing on my own. [ did have a mock portfolio, but my impression
was that funds would rather have seen me investing my own money and feeling the
anxiety of having money at risk, even if it was just a few hundred dollars.

At my business school the hedge funds weren’t usually part of the first wave of
recruiting that occurred from September to December. In fact, many friends who were
going for hedge fund jobs were still looking in May of their final year. It was hard to get
around the fact that most funds wanted people with two years of banking and two years
of private equity experience. These are the people who tend to have the best analytical
experience and may also have had exposure to the public markets. In that environ-
ment [ was a rarity. It took a lot of legwork to get in the door, but I found that due to
my summer experience, funds were always willing to meet me. If I had not had summer
experience in investing, I am really not sure what I would have done.

For the funds that came to campus [ was able to drop my resume and get an inter-
view. For most on-campus interviews the funds usually met with me and 30 others with
the desired background. I had high grades and test scores and had worked at leading
firms, but my experience was slight compared to the banking and private equity guys.
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Rather than defend my career choices or look silly trying to play down the great
experience my classmates had, I tried to play up my passion for event-driven invest-
ing and how my joint degree made me a great fit. | ran a completely targeted search
focusing only on funds that did event-driven investing. I made a point of emphasizing
what [ wanted to do and explaining why, and that resonated with the places where I
interviewed.

At the fund where I eventually accepted a job, the first round of interviews was on
campus. | was first asked a series of personality/fit questions—W hat's your background?
Why are you interested in investing? What style are you interested in? In nearly all of
my interviews it was pointed out to me that I didn’t have an investing background.
Once I was told that, I would typically steer the interview toward my strength by say-
ing something like, “Let me show you my ideas. I think you’ll be impressed by how
much [ know, given my background.” Following the personality/fit questions, | was
grilled to see my thought process. I was peppered with questions such as: What do you
think about XX industry in general?

The next meeting was at the fund’s headquarters and was again split between fit and
investing-specific questions. The fit ones were: Why do you want to do event-driven
investing? Why did you go to business school? Then I was asked: What industries do
you like? What do you think makes a company a good company or a bad one? What
companies do you like? As well, | was always asked to present an investment idea I was
currently most excited about. In addition to these interviews with investment profes-
sionals, I also met with the operations professionals, such as the head accountant and
general counsel. It was important to the firm that I be a good fit with the entire team.
The third meeting was a three-part interview. Some funds can

“The last thing a he dge fun d be tough and try to rattle you. This one was not like that. The

. . first portion of the interview was to see how I look at compa-
wants 1S someone wnh a great

resume who is just waiting for
things to come to them.”

nies. In addition to asking me point-blank questions they also
presented me with some scenarios: “Say you have two manufac-
turing companies. One is big and one is small. In a market down-

turn, what would you want to find out to determine which would
fare better?” For the second part [ was given the financial statements of a company and
asked to calculate 20 different values such as market value, enterprise value, EBITDA,
and free cash flow. Last was a case study. I was given the financials of a company and
two hours to come up with a presentation for the partners.

My overall advice to someone in business school who has banking experience would
be to target your search and spend time thinking about the style of investing that inter-
ests you and be able to explain why it does. And, above all, you have to demonstrate
that you are aggressive and hungry. The last thing a hedge fund wants is someone with
a great resume who is just waiting for things to come to them. At a hedge fund, deals
won’t be coming in the door waiting for you to execute them. If you have the right
background a fund will have no doubt that you can build a financial model and do the
finance-related work. What they really want to know is if you think differently than
the hundreds of other people who have a similar background. Will you bring new ideas?



Chapter V

GETTING IN LATER
IN YOUR CAREER

In addition to the increased need for junior staff, we've seen a greater
number of hedge funds seeking investment professionals who can
step in and hit the ground running, and this has created opportunities
for more seasoned people.

Given the absence of an identifiable pool of more senior talent, hedge funds have
sought more experienced talent from other hedge funds, private equity funds, invest-
ment banks, long-only asset management firms, and various other sell-side positions.
As you read the case studies in this chapter, you will see that the requirements to get
into a hedge fund later in your career are not that different from those mentioned
earlier in this book. Hiring firms still want to see that you have a passion for investing.
They will expect that you can flawlessly analyze and value a company and can dissect
all financial statements. And, just as with the more junior roles, they will want to see
that your skills mesh with their investment style; for example, someone from a long-
only asset management fund would most likely not be a fit at a credit fund, nor, most
likely, would a sell-side equity researcher be a fit at a quant shop. The more senior
hires will be expected to have investment ideas and be able to present those ideas
with impeccable communication skills.

Whether you join from an investment bank, a private equity fund, an asset man-
agement firm, or sell-side equity research, as someone who is more senior you will be
expected to bring very tangible experience to the table and be able to hit the ground
running. You may also be expected to show visible proof of your track record. For
people coming from the buy side this can be the performance of your funds, while

for researchers it could be a specific long or short recommendation you made (this
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should outline when you made the call, where the price was, and what happened). As
someone who has been out of school and may be well into your professional career, we
recommend using your personal and professional network to help advance your job
search.

INDUSTRY EXPERTISE

As hedge funds have grown into large, institutional managers, many have adopted
structures that feature investment professionals with industry specializations (for exam-
ple, healthcare or technology) and this represents an opportunity for people with these
skills. One pool of candidates is sell-side equity researchers. These individuals already
follow a specific sector and can continue their coverage while making a move to the
buy side. The need for industry expertise has also created an opening for people with
less traditional backgrounds. For example, someone who worked at a notable technol-
ogy company and has an MBA from a top school can combine that expertise to seek
a position as a telecom/tech analyst. Similarly, someone who was premed or even a
practicing physician could be attractive to a long/short fund looking for a healthcare
analyst, provided that person has some type of business/consulting experience and has
an interest in the public markets. If you have specific industry experience we suggest
approaching hedge funds directly and pitching yourself as someone who can step in

and help research and choose the right investments in your field.

LATERAL MOVES

One of the most obvious places to find a seasoned hedge fund professional is another
hedge fund. Lateral moves are more common in hedge funds than they are in other
industries (in particular private equity) because your long-term equity is not tied up.
Your performance will be evaluated each year, and this is especially true for people
who get a percentage of profits. If you are at a firm where you are paid on your own
profit and loss (P&L), then it will be easy for the next firm to judge you—it’s simply
how you are paid. Junior positions don’t have separate P&L, so it is important to
record your own performance in case you want to show it to someone. We recommend
keeping as detailed a record as possible with the date you made a specific recom-
mendation, the price fluctuations of the stock (or other security you recommended),
and the effect on the fund. You should also show directly or indirectly how you were
paid on your call and why you recommended the investment/sale. This should be a
detailed spreadsheet with reasons attached so you can defend your performance.
Table 5.1 is an example of such a spreadsheet. Note: The candidate whose picks are
reflected in the table was an analyst at a long/short equity fund (the grayed sections

were recommendations that did not make it into the portfolio).
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Table 5.1 Candidate 1-Self-Generated Investment Ideas
Ave. Ave.

INVESTMENT PUT IN Rec. Div. CurreNT UNREALIZED ExiT ReALIzED
STock TyPE PortFoLio  PrICE  YIELD PRICE % GAIN Price % GaIN
Company A Long Yes $46.00 $73.50 59.8% $61.00 33%
Company B Long Yes $11.50 $28.00 143.5% $17.50 52%
Company C  Long Yes $20.85 12%  $24.00 27.1%
Company D Long Yes $32.25 $43.35 34.4%
Company E  Long Yes $8.50 $11.50 35.3% $11.50 35%
Company F Long Yes $13.86 $18.20 31.3%
Company G Long Yes $11.75 $16.40 39.6% $13.75 17%
Company H Long Yes $14.00 $20.32 45.1% $17.00 21%
Company | Long Yes $17.50 $16.89 —3.5% $16.50 —6%
Company J Long Yes $19.50 $21.50 10.3% $16.50 —15%
Company K Long Yes $12.00 $13.23 10.3%
Company L Long No $56.00 $65.32 16.6%
Company M Long No $1.00 16% $12.92 33.5%
Company N Long No $9.60 $14.00 45.8%
Company O Long No $24.00 $34.80 45.0%
Company P Long No $8.25 $16.75 103.0%
Company Q Long No $21.50 $27.44 27.6%
Company R Long No $23.50 $32.59 38.7%
Company S Long No $20.50 $28.00 36.6%
Company T  Short Yes $15.75 $6.10 61.3% $10.50 33.3%
Company U  Short Yes $12.00 $5.05 57.9% $9.00 25.0%
Company V. Short Yes $8.50 $5.39 36.6% $6.00 29.4%
Company W  Short Yes $5.25 $2.30 56.2% $4.00 23.8%
Company X  Short Yes $11.41 $14.50 —271%
Company Y Short Yes $7.00 $5.70 18.6% $5.25 25.0%
Company Z  Short Yes $45.00 $41.00 8.9% $41.50 7.8%
Company AA Short Yes $19.50 $22.45 —15.1%
Company BB Short Yes $40.00 $47.00 —17.5%
Company CC Short Yes $17.50 100.0% $15.00 14.3%
Company DD Short Yes $20.50 $7.35 64.1% $17.00 171%

(Continued)
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Table 5.1 (Continued)

Returns Analysis—Assuming Equal Weighting

Unrealized 37.2%
Total Picks
Unrealized 40.5%
Total Longs
Unrealized 31.3%

Total Shorts

Total Portfolio Returns—Candidate 1 Picks?®

Portfolio 22.6%
Position Longs

Portfolio 16.8%
Position Shorts

Total Portfolio 19.7%
Positions

Total Picks Candidate 1—-Realized + Unrealized®

Longs 30.9%
Shorts 16.8%
Total 25.6%

Total Picks—Not Included in Portfolio 43.4%

Hit Rate Analysis

Up Down % Hits
All Ideas—Realized/Unrealized 25 6 80.6%
All Longs—Realized/Unrealized 17 2 89.5%
All Shorts—Realized/Unrealized 8 4 66.7%

Source: Glocap Search LLC.

ancludes only self-generated ideas that were included in the portfolio (included positions at exit prices).
®Includes positions not included in the portfolio. For ones in the portfolio, included positions at exit prices.

INTERVIEWS

Given a candidate’s work experience, interviews at this stage tend to be more heavily

focused on fit. Hiring firms will also want to see that your investment style is compat-

ible with their own. One individual who made the switch described his interviews:

[ found that once you have already worked at a hedge fund, interviewing for a lateral
move is a less painful process. At this point it was fairly well understood that I could
do the job, so the interviews focused more on personality and how smart they thought
[ was. I knew I would be asked for investment write-ups, so I always had three ready to

give out.
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The interviews at this level can also be pretty quick—and that mirrors how things
will be at the hedge fund, where the predominant requirement can be to work fast

and be thorough. The same person goes on to say:

At this fund I talked with the other analysts. There was some small talk about current
events, but they got right to the point pretty quickly. In addition to the investment write-
ups, they asked what type of information sources I used (Bloomberg, etc.). Did | have a net-
work of bankers to call on deals in the market? [ was asked about past investments such as:
What did you make money on? What did you lose money on? And, of course: Why did you
leave your previous fund? There were no trick questions, brainteasers, psychological tests, or
handwriting analyses. At this point they really want to know your investment ideas.

CASE STUDIES

To follow are case studies of five people who broke into hedge funds later in their
careers. Of the five examples, one joined from private equity, the second moved over
from a family office, another switched from sell-side equity research, a fourth broke in
after working in an investment bank, and the last transitioned in after working at a
long-only asset management firm.

Case Study 12: From Private Equity into Hedge Funds

This person spent a couple of years at a private equity shop before making the transition into a
hedge fund. This is a good example of someone who got into a fund a little later in their career.

Before hedge funds my entire career had been in private equity. Looking back, I think
my background and being able to apply private equity style due diligence to public com-
pany investing helped me make it into hedge funds. My father had been active in pri-
vate equity, so I was familiar with it from an early age. By the time I got to college—class
of 1999 from an Ivy League school with a degree in finance and accounting—I knew I
wanted to pursue private equity. I had done a seven-month internship in the acquisi-
tions department of a major hotel chain during my junior year, and that experience gave
me the basic skill set (financial modeling, etc.) to bypass the banking program that most
undergrads have to go through. Instead, I was hired directly into the merchant banking
group of a major Wall Street firm. My goal had been to eventually own and operate my
own company and, outside of just doing it outright, I thought there was no better way to
learn how to acquire and operate a business than by working at a private equity fund.

[ worked at the merchant bank for three years, during which time I sourced deals;
performed financial analysis, industry analysis, and due diligence; and monitored port-
folio companies. | worked on management buyouts, follow-on deals, mergers, and refi-
nancings. In all, [ participated in the acquisitions of seven companies. | had a chance

to join a private equity fund that specialized in turnaround opportunities. This was
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2003 and the turnaround space was a niche practice and a hot place to be. I worked
on all aspects of identifying, investing in, turning around, and restructuring several
companies. After two years at this fund I got a random call from a headhunter seeking
to fill a position at a hedge fund. I wasn’t thinking hedge funds at the time, so they
had to sell me on the opportunity to bring my private equity experience and apply it
to the public markets. The timing was right as well. My firm wanted me to go on to
get my MBA, but I had no interest in going back to school. The new firm was a multi-
strategy shop that had a carve-out dedicated to the public markets.

Despite my strong background in principal investing, mergers and acquisitions, finance,
and accounting, I was still subjected to a grueling interview process. The first-round inter-
view was an informal hour-long interview. That was followed by a series of interviews over
the course of a few weeks with about a half dozen junior people at the firm. Their ques-
tions were also mostly personality/fit ones, though they all wanted to know why I had left
the merchant bank and why I was looking to leave my current job. Then I was given a
10-hour, on-site case study. I was told to analyze a pending merger between two companies
and to figure out the proper valuation of each company’s stock, and if I would go long or
short. For this exercise it was me and one of the firm’s partners in a room mapping out the
merger on a whiteboard. It was completely interactive and unlike other case studies I had
done. This was a very intellectual shop, and there was definitely a correct answer, which
had to be figured out mathematically. It was an absolutely binary process, as they hired all
three people who got to the right answer. I later learned the case study was given to about
150 people and that the firm had wanted to hire four or five people but couldn’t find any
others to pass the test. Once | had passed the case study, I met the firm’s three partners
(there was no reason for them to waste time meeting anyone who didn’t pass the test).
They mostly asked about my background, growing up, my family, and what I liked to do
with my free time. At this point, I knew I was on my way to getting an offer.

In hindsight, [ wish I had done more of my own due diligence.

“Fit is definitely a two-way
street, and job candidates should
think long and hard about the
people they will be working

with.”

This firm spent many hours and had several people meet with
me to learn about my personality and to determine whether they
thought I would fit in with them. I should have done the same. Fit
is definitely a two-way street, and job candidates should think long
and hard about the people they will be working with. You have to
be just as comfortable working with them as they are with you.

I'd recommend speaking with junior people at the firm
to get an idea of what working at the fund is like. I've found that there is a bond
between junior people across firms—we know each other socially and are often from
the same schools—and therefore we are usually willing to help each other out. The
person with whom I ended up working was very different from how he appeared
when I met him during interviews, and after a year I knew it wasn’t the right place
for me. I had pitched three investment ideas and they didn’t act on any of them. By
sourcing my own ideas I felt I was doing just what they wanted me to, but I was sty-
mied by a personality clash. Finally, after one of my rejected ideas tripled in price
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[ started looking at other opportunities. The people at the firm agreed that the situa-
tion wasn’t working.

In my search for a new position I used headhunters and my own contacts—friends,
fraternity brothers, former colleagues, and so on. I've found that headhunters are
firmly entrenched in the industry and certainly made my life easier.

Once you are being interviewed at the VP level, hiring firms focus more on your track
record. I had five interviews and got four offers. I was still subjected to case studies and
personality tests and was asked for investment ideas, of which I had plenty. At one firm I
was given the name of a company and asked to come back in a week with my investment
opinion. I built my models, wrote an investment memo, and made the appropriate indus-
try calls. At the end of the day I felt the company was overvalued and would not make
a good investment. I came out with a short recommendation. The firm at which I was
interviewing agreed with me, and its own valuation was not much different from the one
I came up with. This proved to me that being intellectually honest with oneself is para-
mount, and this is a piece of advice I give to others. In case studies it may be tempting
to search for and come up with a buy recommendation. But, if you do your analysis and
come to the conclusion that something is not a good investment, then don’t be timid
about saying so. Be true to your convictions and what has worked for you in the past.

A similar thing happened when [ pitched an idea during interviews at my current
firm. Although they said it wasn’t their type of deal, they heard me out and saw my
thought process and must have liked my way of thinking because here [ am. We are a
turnaround PE shop that has recently raised a securities fund. This fund is long only
and applies a PE mentality to the public markets, where we hold positions for three to
five years. I've been here six months and have pitched six ideas, and the firm has put
money to work in four of them.

I would advise anyone who says they want to get into a hedge fund to think long and
hard about what they want. If you want to be a public markets investor, then go to a hedge
fund. If you want to run your own company, then private equity would be a better choice.

In my case, 'm very happy that [ did five years of private equity before joining a
hedge fund. In my experience, it’s easy to switch from private equity to a hedge fund,
but not the other way around.

I wholeheartedly recommend going into a two-year analyst program where one
would get broad finance experience, learn modeling, and work on a high volume of
transactions. Within investment banking I'd suggest getting into leveraged finance,
M&A, or equity capital markets. I would advise against going into a hedge fund
directly out of college. I just can’t see someone being ready to make a meaningful con-
tribution at that point in their career. In addition, it’s a less structured work environ-
ment without a formal training program.

[ would add that the unsystematic nature of the hedge fund recruiting process makes
it more stressful than searching for a position in private equity. Since hedge funds are not
out there recruiting at the same time, there is a lack of structure that can create huge
time gaps between interviews. I'd say the timing issue makes balancing the hedge fund
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recruiting process quite difficult and is something new candidates should know about.
You could receive exploding offers while still going down the road with other shops.

In terms of interviewing, I'd say you should practice enough so your answers become
second nature. Don’t BS your interviewers. Make sure you can speak to everything on
your resume, and don’t list deals that you can’t speak about for at least 30 minutes.
You don’t want to look like an idiot. You should be able to spin any experience that
you’ve had into something that would apply to the job you’re interviewing for.

See Resume F in Appendix B on page 168.

Case Study 13: A Family Office Becomes a Stepping-Stone

This person didn’t focus on a career in hedge funds early on. After completing a banking
program he had two different jobs—one at a firm doing acquisitions and another at a family
office doing public investing.

I was an economics major at a small liberal arts college and had no visions of hedge
funds. Even though I didn’t have a finance background I interviewed at some invest-
ment banks and consulting firms and ended up getting into an investment bank-
ing analyst program. I worked in the leveraged finance group and stayed there for
three years (the bulk of my colleagues began looking for opportunities after about
18 months—mostly in private equity because at the time hedge funds were not as
popular). I knew I wanted to explore opportunities outside of banking, and I looked
around a little but didn’t get excited about much that was out there. I finally joined a
venture-funded education company in Boston doing business and corporate develop-
ment with an emphasis on acquisitions. I ended up working there for about two years
and left soon after the firm was bought by a major media company.

Fortunately, I had stayed in contact with former colleagues from my banking pro-
gram and through someone I met there was able to join the private equity group of an
investment firm that managed the capital of a high net worth individual. During my
time there (almost six years), I was able to work on some public market investments,
which I found I enjoyed more than private equity. This firm was value focused and
maintained a long-term bias with a three- to six-year time horizon.

I wasn’t necessarily looking to join a hedge fund. The opportunity to work at my
current firm really came through some contacts I had kept in touch with. They knew
that I had spent time working on both public and private investments and there-
fore had a unique investing skill set. They recommended me for my current posi-
tion. However, [ still had to go through a lengthy interview process (it lasted several
months). My first meeting was a friendly get-to-know-you session. After that, I was
asked to analyze two specific companies and develop an investment opinion for both.

It was a very busy time at my current job, so I took a couple of weeks to complete
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my work. This was an intense exercise, but I had relevant experience, having worked
in an investing capacity for more than five years. This was a great opportunity for the
team to get a sense of how I thought about investing and vice versa. | prepared a com-
prehensive analysis and presentation outlining my views and recommendations. My
approach was to act as if I were working at the firm and presenting views either to
my fellow investment professionals or to the management team of a company in
which we were considering investing. Since | knew that fit goes both ways, in addi-
tion to trying to make the people with whom I was meeting comfortable with me,
I also wanted to make sure that I would like working with them. Therefore, when I
presented to the team, I made sure that [ had questions for them; we had a very good,
thoughtful conversation as a result. That’s when I knew the fit made sense.

After presenting to the investment team, | received good feedback from the
recruiter. The next step was a dinner with a few members of the investment team.
[ saw this as their opportunity to engage me on a