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14.41.9Convertible Bond Arbitrage2.9CBA1
13.23.2Convertible Bond Arbitrage2.9CBA4
5.00.8Event-driven3.0ED2
4.41.5Multi-strategy3.6MS3
4.02.2Distressed Securities3.7DHY2
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Biggest  5 Holdings as at 31st January 2003

Best 3 Funds in January Worst 3 Funds in January

4.83.3Multi-strategyMS1
10.44.3Japan Long/shortJSL6
10.14.5Conv. Bond Arb. CBA6
2002JanuaryStrategyName of Fund

8.4(3.0)European Long/shortELS9
(3.2)(3.4)US Long/shortUSLS10
(2.7)(4.3)US Long/shortUSLS5
2002JanuaryStrategyName of Fund

*The FT World Share Index in the currency of the respective share class – Source: FT/Bloomberg †1st October 2001

In a month in which the FT World Share Index fell by 3.0%, 5.0% and 5.2% in dollar, sterling and euro terms 
respectively, we can hardly be disappointed with gains for investors in the Absolute Fund of between 0.66% and 0.84% 
(depending on share class).  However, we must admit to mixed emotions because all of the profit and more was 
contributed by the arbitrage and debt-related half of the portfolio whilst the other half of the portfolio which is invested 
in equity long/short funds frustratingly made a negative contribution to overall performance once again.

19 of the 21 funds in the ‘arbitrage & other’ half of the portfolio were profitable in January and the two funds which 
were down lost less than 0.5%.  The two most successful strategies were distressed securities and convertible bond 
arbitrage, both benefiting from the solid performance of corporate bond markets in January and the latter also from 
stock market volatility which remains high by historic standards.  Mindful that traditional ‘long only’ investment in 
distressed securities can give rise to lumpy and volatile returns, we favour managers who, at the same time, also take 
short positions in the debt of other companies which they expect to experience financial difficulties. Alternatively, they 
may simultaneously take long and short positions in different parts of the capital structure of the same company, a 
practice sometimes affectionately known as ‘garbitrage’.

Whilst helpful for convertible bond arbitrageurs, the trendless volatility in equity markets continued to make life 
difficult for equity long/short managers with just half of our 24 funds delivering profits in January. We have long 
regarded our combination of European equity long/short managers as one of the jewels within the Absolute Fund but, 
in evidence of the challenging conditions, 5 out of 7 of them lost money last month.  Even our dedicated short sellers 
struggled to make much money in January as the 5% surge in the FT World Share Index in local currency terms in the 
first three days of the year triggered risk management controls prompting them to reduce exposure and therefore 
capture only a part of the market’s subsequent decline.  

Our own risk management controls mean that time has run out for two of the Absolute Fund’s US equity long/short 
managers, USLS10 and USLS5, both of which have breached our internal peak-to-trough drawdown limit.  Both of 
these managers are showing signs of being in denial, persevering with, and in the case of the former, increasing net 
long exposure despite their recent losses.  Both may make big gains for their investors at some time in the future but 
there is no guarantee when this will be and their tolerance of pain is clearly greater than our own.  On a more positive 
note, however, we are encouraged that the two new investments we made on 1st January in USLS11 (US equity 
long/short) and DHY7 (distressed) delivered gains of 1.4% and 2.1% respectively in their first month.



Outlook

Asset Allocation by Strategy (as at 31st January 2003)
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Manager’s Track Record & Summary Statistics
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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 possibility of war in Iraq is being widely cited as the reason why equity markets remain in the doldrums.  
However, we believe that the situation in Iraq is an excuse for the poor performance of equities rather than its principal 
cause.  Share prices may rally by 10% or more when the matter is resolved, one way or another, but this may turn out 
to be the catalyst for just another bear market rally which proves as short-lived as the ones in July/August and 
October/November.  The high and rising levels of government and personal debt in the US and UK, the increasingly 
obvious flaws in the Fiscal Stability Pact and the folly of a one-size-fits-all monetary policy in Euroland and Japan’s 
seemingly never-ending banking and deflationary crises are home-grown problems which will not be cured in the 
Middle East.  They also have potentially long-lasting economic consequences. 

Share prices are ultimately determined by corporate profits.  Notwithstanding the uncertain economic background, 
recovery and growth in corporate profits is also being restrained by the general absence of pricing power, the squeeze 
on margins caused by rising commodity prices and the weakening dollar.  As we have said before, we would not be 
surprised if equity market indices are little changed from current levels in five years time.  With interest rates and bond 
yields also at forty-year lows, we therefore believe that the Absolute Fund potentially offers a compelling profile of 
return and risk.  

It is now just up to us to make sure that we deliver on that potential!  As most of the Fund’s investors and other regular 
readers of our monthly reports are aware, the Fund’s allocation to equity long/short managers, with the notable 
exception of our short-sellers, has so far yielded disappointing results and, indeed, been a drag on overall performance.  
Of course, 2002 was a year without precedent in equity markets, not so much in terms of the magnitude of their 
declines but the magnitude and duration of the volatility.  Equity markets do not need to be in an upward trend for our 
equity long/short managers to make money but they do need share prices to reflect individual companies’ prospects, 
good or bad.  A resolution to the Iraq crisis will certainly be helpful in this respect. 

Arbitrage and debt-related funds will always comprise a substantial part of the Absolute Fund, hopefully providing 
steady but modest returns.  However, it is the allocation to equity long/short funds which should enable us to meet our 
objective of providing a 10% annualised rate of return over the medium term without the use or risk of significant 
leverage.  As always, we welcome any comments, questions and suggestions.



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$58.9m
No. of Holdings: 45
Share Classes: US$, £, €
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: 33, St. James’s Square

London   SW1Y 4JS
Telephone: +44 (0) 20 7661 9342
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

www.absolutefund.co.uk
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