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A F M THE ABSOLUTE FUND
Monthly Report – August 31st 2003

In what proved to be another challenging month for some hedge fund strategies and for many of our peers, we are 
pleased with performance ranging from 0.86% to 0.98% (depending on share class) in August.  Two thirds of the way 
through the year, cumulative gains stand at 3.9% for investors in the Absolute Fund’s US$-denominated shares, 5.2% 
for investors in the £-denominated shares and 4.5% for investors in the €-denominated shares, equivalent to annualised 
returns of 5.2%, 6.9% and 6.0% respectively.  We hope that actual gains for the whole of 2003 will be even higher.

Most of August’s performance came from the equity long/short half of the portfolio, providing further reward and 
vindication for our decision to persevere with a significant allocation to equity–based hedge funds after the high 
opportunity cost we paid last year.  For the third month in succession, Japan was the most profitable component of the 
Fund and, in underlying composition, must rival our collection of ‘distressed’ funds as the jewel in the Absolute Fund’s 
crown.  Having described July’s gain of 3.4% as ‘exceptional’, we are not quite sure of which adjective to use for 
JLS3’s performance last month! JLS3’s manager has timed the expansion of his fund’s total and net exposure to 
Japanese shares to perfection.  However, we are mindful that the fund could now be vulnerable to a sudden snap-back 
in the Japanese stock market and we have told him so!  We have always regarded JLS3 as the most aggressive of our 
Japanese funds and none of the others (including JLS5) allowed their net exposure to rise above 30% during August.  
All five Japanese funds delivered profits in August and the ‘worst’ achieved a gain on ‘only’ 2.4%.  The Absolute Fund 
also benefited from a full house of profitable funds in the US and only in Europe are we dissatisfied with our present 
fund selection.  The short bias insurance trimmed about 0.15% from overall performance which we regard as an 
acceptable premium to pay in a month when equity markets continued their ascent.

In contrast, August was the third bad month in a row for convertible bond arbitrage, diminishing overall performance 
by about 0.2%.  The problem has continued to be both the imbalance of new supply over demand which has tended to 
depress prices and the lack of stock market volatility which has starved practitioners of profits they earn from re-setting 
equity hedges. Convertible bond valuations are now generally cheap and we anticipate better performance over the 
autumn months which traditionally see an increase in stock market volatility.  However, we remain concerned about 
the extent to which the convertible bond universe is owned by, and therefore dependent on, hedge funds and we have 
submitted redemption requests which will reduce exposure to the strategy from 15% to about 10% by the end of the 
year.  17 of the other 18 funds in the ‘Arbitrage & Other’ half of the portfolio were profitable in August.  
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Manager’s Track Record & Summary Statistics (for Class A US$ shares)
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NB: The monthly returns in the shaded portion of the ‘Manager’s Track Record’ table are those of a portfolio previously managed by the Investment 
Manager of the Absolute Fund. Together with other almost identical portfolios, it was the forerunner of the Absolute Fund in terms of both 
investment strategy and procedures and its investments have been absorbed into the Absolute Fund. Returns prior to October 2001 have been adjusted 
to reflect the Absolute Fund’s scale of fees. Figures from October 2001 onwards are for the Class A (Principal series) shares of the Absolute Fund.
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The FT World Share Index posted its fifth consecutive monthly gain in August as confidence in a global 
economic recovery led by the US and Japan strengthened.  From its nadir on 12th March, the Index has risen by 
30% and is now up by 15% since the beginning of the year.  A gain of just a further 48% from here will see it 
recapture its all-time peak set in September 2000!  Since that date, the Absolute Fund and its predecessor 
portfolios have provided a gain of approximately 10%.

The current euphoria in equity markets is reminiscent of the late 1990s when investors came to expect 20% 
annual returns as the norm.  With negligible overall market exposure, the Absolute Fund is simply not designed to 
provide these sorts of returns and unflattering returns with the FT World Share Index are inevitable, as they were 
in 1999.  We welcome and have no fear of economic recovery (especially if it proves to be self-sustaining and not 
just a short-lived fix prompted by loose fiscal and monetary policy).  However, equity markets are ultimately 
driven by corporate profits.  With consumers burdened with high levels of debt and fears about employment and 
companies with spiralling pension and healthcare costs and a near-total absence of pricing power, we think that it 
is simply unrealistic to expect profits to grow sustainably by more than 10% p.a.  This magnitude of return is 
eminently achievable within the Absolute Fund and, as we have proved, with substantially lower risk of loss.

Given that we regard August as a very satisfactory month for the Absolute Fund, readers might deduce that we 
have hedged out so many variables as to make a 1% return month unattainable.  This is not true!  Just one strategy 
(Japan) accounted for almost all of August’s return, two strategies (convertible bond arbitrage and short bias) 
produced significant losses and all the other strategy components of the Fund made only modest contributions to 
performance.  We are sensible and experienced enough to realise that our diverse range of strategies will never 
perform well at the same time.  However, we can easily reach a 1% return if just two or three strategies do just 
half as well as Japan in the same month or if we can eliminate or limit the impact of losing strategies.  We believe 
that we have made significant improvements to the asset allocation and fund selection so far this year. We are also 
genuinely excited about some new funds we have found and intend to add over the next few months.

As always, please don’t hesitate to contact us if you have any questions or concerns.



General Information

Risk Warning

The Absolute Fund Ltd. (the “Company”) is not a recognised collective investment scheme for the purposes of the Financial 
Services and Markets Act 2000 (the “Act”).  This document is issued by Absolute Fund Management Ltd. (“AFM”), which is 
regulated by the Financial Services Authority and is being communicated only to persons (each a “permitted recipient”) of the 
kind to whom both (1) the Company is permitted to communicate financial promotions pursuant to The Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2001 (the “Order”) and (2) AFM is permitted to communicate financial 
promotions relating to the Company or otherwise promote the Company under the Financial Services and Markets Act 2000 
(Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “CIS Order”).  It may not be passed on or 
communicated by the recipient to any other person.  Such permitted recipients include existing shareholders of the Company, 
authorised persons and other investment professionals under Article 19 of the Order and Article 14 of the CIS Order.  It does 
not and is not intended to constitute an offer or solicitation to purchase shares of the Company which may only be made on the 
basis of the latest private offering memorandum of the Company and the risk and other disclosures made therein.  Persons who 
do not have professional experience in participating in unregulated collective investment schemes should not rely on the 
information contained herein.  The rules made under the Act for the protection of private customers do not apply and the 
Financial Services Compensation Scheme will not be available for investments in the Absolute Fund.  Past performance is not 
necessarily a guide to  future  performance and the value of an investment can go down as well as up. Investors may not get 
back the full amount originally invested. The value of overseas investments may be influenced by changes in exchange rates.

AFM is authorised and regulated by the FSA

Size of Fund: US$67m
No. of Holdings: 46
Share Classes: US$, £, €
Basic Fee: 1%
Incentive Fee: 15% of gains between 6% and 24% 

p.a.
High Water Mark: Yes
Dealing: Monthly (with 35 days notice for 

redemptions)
Min. Investment: US$100,000
Fund Domicile: Cayman Islands
Listing: Irish Stock Exchange

Investment Absolute Fund Management Ltd.
Manager: 4, Arlington Street

London   SW1A 1RA
Telephone: +44 (0) 20 7307 0000
Website:  www.absolutefund.co.uk
Contact: Christopher Aldous

Administrator: International Fund Managers 
(Ireland) Ltd.
IFSC House
International Financial Services 
Centre
Dublin 1
Telephone: +353 1 670 0660

Contact: Andrew Martin
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