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April 24, 2015 

 

Re: MKP Opportunity Master Fund  

 

 
Recommendation: Reduction of the approved allocation to the MKP Opportunity Master Fund for 

the San Jose Absolute Return Portfolios 

 

Albourne supports moving forward with the allocation to the previously approved MKP Opportunity 

Master Fund (“MKP” or the “Fund”) for inclusion in the San Jose Retirement Services Absolute Return 

portfolios but at a reduced size of $5 million for Police and Fire Department Retirement Plan and $7 

million for Federated Employees Retirement System. 

 

 

Summary 

 

MKP is a discretionary macro manager with a fundamental emphasis across global markets.  They were 

originally proposed in March 2014 to be included in the originally “Hedge Fund” portfolios.   Allocations 

of $20 million for the Federated Employees Retirement System and $10 million for the Police and Fire 

Department Retirement Plan were recommended. However, as a result of the restructuring of the San Jose 

hedge fund portfolio and some minor organizational and risk process changes at the firm, Albourne 

recommends smaller allocations of $5 million for Police and Fire and $7 million for Federated.  

 

The drivers behind the proposed reduction include: 1) the restructuring and bifurcation of the “Hedge 

Fund” portfolio and the resulting slight modifications to the return objectives and risk tolerance of the 

“Absolute Return” portfolio; 2) the rotation into the Brevan Howard Master Fund which increases the 

potential overlap between the two funds; 3) the potential for increased risk and drawdown as a result of 

minor adjustments to the risk management process; and 4) Albourne’s one notch downgrade in the 

investment rating conviction. 

 

 

Drivers to Allocation Reduction 

 

1) The restructuring and bifurcation of the hedge fund portfolio and the resulting slight 

modifications to the return objectives and risk tolerance of the “Absolute Return” portfolio 

 

The restructuring of the hedge fund allocation resulted in a more Macro oriented Absolute Return 

portfolio that significantly limits the risk introduced by credit and equity exposures. This 

adjustment reduces the expectation of the beta impact on the return of the portfolio, therefore 

requiring the remaining Macro, and Relative Value strategies to a lesser extent, to generate higher 

levels of uncorrelated return than perhaps originally anticipated.  This allows for incorporation of 

funds into the portfolio that exhibited higher levels of volatility as they seek higher returns. 

Therefore the role of MKP, despite being a high quality fund that is expected to add value, is 

diminished somewhat as funds with slightly higher risk/higher return potential are likely to play a 

more prominent role that previously envisioned.   
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2) The rotation into the Brevan Howard Master Fund which increases the potential overlap 

between the two funds 

 

The rotation from the Brevan Howard Multi-Strategy Fund into the Master Fund increases the 

potential for overlap between Brevan Howard and MKP.  That doesn’t necessitate avoiding MKP 

but it does result in a preference for a smaller allocation. 

 

 

3) The potential for increased risk and drawdown as a result of minor adjustments to the risk 

management process 

 

The implemented changes to the risk process are likely to slightly increase the risk profile of the 

Fund. Although this fits nicely with the restructuring of the hedge fund allocation and the 

Absolute Return portfolio, at a higher volatility level Albourne would recommend a slightly 

smaller allocation to the Fund when evaluated against the current fund composition and the other 

funds that are being assessed for inclusion in the portfolio. 

 

 

4) Albourne’s one notch downgrade in the investment rating conviction 

 

The contracting process was slow and during that delay MKP experienced their largest historical 

drawdown which caused them to examine the risk process and make some minor organizational 

adjustments.   As a result of the changes, Albourne reduced the investment assessment of the 

MKP fund from a B4 to a B3 in September of 2014 to reflect some uncertainty following the 

changes. San Jose took the opportunity to delay the funding until the Staff felt confident re-

underwriting the recommendation.   At a B3 the Fund is not one that Albourne is actively 

recommending to clients. That said though, and although the rating for the Fund has not been 

increased, Albourne is encouraged by the enhancements and the turn-around in performance so 

far in 2015. Given how far along San Jose is in the process with the manager, the continued 

confidence of the Staff, and the reduced recommended sizing, all support continuing to move 

forward with an investment.   

 

 

Due Diligence 

 

There have been no rating changes or issues of note in the operational assessment of MKP since the 

original recommendation was made.  
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IMPORTANT NOTICE 

The information in this document (the “Information”) is for general informational purposes only and is 

provided by an Albourne Group Company. For this purpose, “Albourne Group Company” means Albourne 

Partners Limited or one of its subsidiaries and affiliates from time to time, including Albourne America 

LLC, Albourne Partners (Canada) Limited,  Albourne Partners Japan, Albourne Partners (Asia) Limited, 

Albourne Partners (Singapore) Pte., Ltd., Albourne Partners Deutschland AG, Albourne Partners 

(Canada) Limited and Albourne Partners (Bermuda) Limited (such companies being, collectively, the 

“Albourne Group”). 

The Information is not, nor should it be construed as, an invitation, recommendation, inducement, offer or 

solicitation in any jurisdiction to any person or entity to acquire or dispose of, or to deal in, any security or 

any interest in any fund, or to engage in any investment activity, nor does it constitute any form of tax or 

legal advice and it must not be relied upon as such. The Information does not take into account the 

particular investment objectives or specific circumstances of any person or entity. 

The information is for the use of an Albourne Group Company client or potential client (the “Intended 

Recipient”) who is (i) an “Accredited Investor” as defined in Regulation D under the U.S. Securities Act of 

1933 and a “Qualified Purchaser” as defined in Section 2(a)(51) of the U.S. Investment Company Act of 

1940, (ii) a “Permitted Client” within the meaning of the Canadian National Instrument 31-103, (iii) an 

investment professional, high net worth company or unincorporated association, high value trust or other 

person specified in articles 19 and 49 of the Financial Services and Markets Act 2000 (Financial 

Promotions) Order 2005, or (iv) where lawful in other jurisdictions, a financially sophisticated, high net 

worth and professional investor capable of evaluating the merits and risks of fund investments without 

undue reliance on the Information. If you are not an Intended Recipient, or if in your jurisdiction it would 

be unlawful for you to receive the Information, the Information is not for your use and you should not use 

or rely on it. 

Any Information is also provided subject to: (a) where you are a client of any Albourne Group Company, 

the provisions of your service agreements with the relevant Albourne Group Company, as supplemented 

by any applicable website terms and conditions of access; and (b) in all other cases, the terms and 

conditions of access accepted by you on Albourne’s Investor Portal (as such terms and conditions are as 

supplemented by any non-disclosure agreement or other agreement (if any) between you and the 

relevant Albourne Group Company) or the terms and conditions otherwise agreed between you and the 

relevant Albourne Group Company, in each case in the event of any conflict between such terms and 

those contained in this notice, the terms of this notice shall prevail. 

The Albourne Group makes no representations, guarantees, or warranties as to the accuracy, 

completeness, or suitability of the Information provided. Please note the Albourne Group does not provide 

legal advice to clients or potential clients or otherwise and the Information is not a comprehensive review 

of all legal, regulatory or such developments on the subject discussed herein. None of the Information is a 

substitute for seeking actual legal advice from a qualified attorney and in no circumstances should the 

Information be used to make any investment or other decision. 

This Information may not be reproduced in whole or in part and no part of this material may be 

reproduced, distributed, transmitted or otherwise made available to a third party or incorporated into 
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another document or other material or posted to any bulletin board without the prior written consent of an 

Albourne Group Company. 

To the extent that any third party service provider or fund is referred to in the Information, you should not 

necessarily view this as an endorsement by the Albourne Group of such service provider or such fund. 

The Information may also contain information obtained from third parties which may not be independently 

verified. The Albourne Group makes no representations or warranties, express or implied, as to the 

accuracy or completeness of the Information and disclaims all liability for any loss or damage which may 

arise directly or indirectly from any use of or reliance upon any such data, forecasts or opinions, or from 

the Information generally. 

To the extent that performance information or forecasts are contained in the Information, there can be no 

assurance or guarantee that such performance record will be achievable in the future. Past performance 

is not necessarily indicative of, or a guarantee of, future returns. In the United States, any funds referred 

to in the Information are made through private offerings pursuant to one or more exemptions of the United 

States Securities Act of 1933, as amended. Such funds have not been recommended or approved by any 

federal or state securities commission or regulatory authority. Furthermore, none of the foregoing 

authorities has confirmed the accuracy or determined the adequacy of the Information. 

Additionally, you should be aware that any offer to sell, or solicitation to buy, interest in any funds may be 

unlawful in certain states or jurisdictions. 

You should carefully review the relevant offering documents before investing in any funds mentioned in 

the Information. You are responsible for reviewing any fund, the qualifications of its manager, its offering 

documents and any statements made by a fund or its manager and for performing such additional due 

diligence as you may deem appropriate, including consulting with your own legal, tax, and other advisers. 

ALBOURNE is a registered trade mark of Albourne Partners Limited and is used under licence by its 

subsidiaries. 

© Albourne Partners Limited 2015.  All rights reserved. 

    


