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( : onquest Capltal, an affilllate of
Camelot Partners, Is managed
by Marc Malek, the former

head of Global FX Exotic Dertvatives

for UBS, and Richard Sibver, the for
mer head of Global FX Proprietary

Trading for UBS. Camelot Partners

currently manages $230 million in

four furds and a managed account,
$80 million of which s managed by

Conquest Capital.

Conguest Capital's trading phifoso
phy can be summed up In theee key
principles: Recurrent patterns can be
profitably exploited in highly liguid
markets; systematic, disciplined trad
ing Is superior to non-systematic trad
ing as a way to explolt these patterns;
and extersive human trading expen
ence Is necessary to design and trade a
superior program. Conquest Capital
therefoce believes that there are two
critical elements to its success: the
experience and judgment of s princ
pals and the quality of #ts trading pro
prams.

Managing Partners

Mr. Malek and Mr. Stlver worked

together at UBS prior to founding

Conquest Capital. Rich Silver is a
graduate of Wharton and began his
career as a floor trader on the PHLX
and the CME for O'Connor and
Aszociades, 2 premier derivatives bou
tique in Chicgoe, evertually becoming
ane of the lead portfolio mamagers In
the currercy derivatives business. In
1990, he pined Bankers Trust where,
as co-head of FX derivatives, he
merged disparate operations In New
York, Tokyo, and London into a global
partfolio and seamless trading opera
ticn. From Bankers Trust, Silver was
hired in 1985 to bulld a smilar opera
tion at the Uron Bank of Switzerand,
and by 1897 commanded one of the
Largest and most peofitable currency
option partfolios in the world.

Marc Malek started his career In
1992 at Salomnon Brothers in New Yook
as a firancial analyst In the Financal
Strategy Group. From Salomon, he
was hired In 1993 to KB Currency
Advisars ("KB"), a $400 million hedge
fimd and fnancial advisory firm. For
the next two years, Malek traded
currency optlons and worked on
developing proprietary trading pro
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grams. He joined UHS in 1985, where
he was the worldwide head of the
Exotic FX Derivatives Group; and by
the time he left the bank in 1998, held
the post of Executive Director In
charge of FX Propcictary Trading in
Europe. Malek graduated with
Honors from Caltech with 2 BS in

BARCIAY MANACID Fooos RagowT &

S e 8 wewSecheyCop oom



Engineering and Applied Science, and
holds a BA in Mathematics from Reed
College. While at Caltech, he did
extensive research on Neural
Networks and Decision Support
Systems, and was awarded a grant
from the Pentagon through the
Caltech Summer Undergraduate
Research Fellowship to conduct
research on computer-based decision
systems.

The partners have built and man-
aged proprietary trading businessesin
foreign exchange and derivatives mar-
kets in the U.S., Europe, and Asia,
which have generated over $200 mil-
lionin annual revenues and employed
120 people globally.

A freeexchangeofideasand infor-
mation has developed from the part-
ners’ long experience working togeth-
er. This open communication enables
Conquest Capital to incorporate the
insights gleaned from the principals’
years of trading experience.

The Program

The Conquest trading program is
based on three broadly defined trad-
ing models: short-term opportunistic,
medium-term trend following, and
short-term counter-trend. The models’
positions are completelyindependent
of each other (the average correlation
between the models’ returnsis.20),
and their weights are carefully bal-
anced to provide the best risk-adjust-
ed portfolio returns.

While the models look fordifferent
opportunities across different time
frames, the common thread is their
use of underlying volatility as an indi-
cator for trade entry. All of the models
enter positions after a period of con-
tracting volatility, and benefit from its
subsequent expansion. “As price con-
solidates around a point and volatility
comes off, it usually means the market
is positioning for amove. We have
found that the biggest and most vio-
lent portion of a price move occurs
directly after this period of relative
quiet, during the first portion of its
breakout,” says Marc Malek. “In
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addition, entering positions atlow-vol
minimizes the risk of being knocked
out of the trade by marketnoise. This
strategy allows the Conquest program
toreplicate along option portfolio,
and thereby providesinsurance to

—
“As price consolidates

around a point andvolatility
comes off, it usually means
the market is positioning for
a move. We have found that
the biggest and most violent
portion of a price move
occurs directly after this
period of relative quiet,
during the first portion
of its breakout...”

- Marc Malek

portfolios in shock environments orin
times of general market uncertainty.”
“It’s important to realize that the
trading program is not a substitute for
experienced human judgment,” says

Rich Silver. “The program can do
nothing on its own. Experienced
traders need to review and monitor
the program and are interposed
between the program and actually
executing orders. The programis a
tool to enable us to do our jobs more
efficiently and to force us tomaintain
thediscipline thatiskey tosuccessful
trading.”

Malek concurs, “The program dis-
tills years of our experience trading a
wide variety of markets. As we con-
tinually improve our own trading
skills, we continually improve the pro-
gram.”

Controlling Risk

“Limiting losses is key to superior
long-term returns,” says Malek.
Conquest uses a number of strategies
to controlrisk. First, Conquest trades
only in highly liquid markets. In addi-
tion, Conquest trades a wide variety
of markets, including over 30 foreign
exchange and futures markets. The
foreign exchange portfolio consists of
tenmajor currencies and currency
crosses. The futures portfolio consists
of the most liquid fixed-income, ener-
gy, metal, and stock index futures, half
of which are traded on international
exchanges. Besides decreasing overall
portfolio volatility, international diver-
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sification allows Conquestto mitigate
therisk of news-driven price shocks
by being able to take offsetting posi-
tionsinany market sector atany time.
Finally, Conquest firmly controls
risk by running tight stops on all posi-
tions at all times. As Malek explains,
“The programs are designedto calcu-
late stop losses for every position, and
we make sure they are executed.”

Volatility

While Conquest wins slightly less
often than it loses (about 42% of trades
are winners), profitable trades are
more than twice the P&L of losing
trades. Every so often Conquest sees
many of itsbets winin abig way, usu-
ally when several markets have simul-
taneous violent moves to new equilib-
ria. Conquest runs along volatility
strategy, unlike many funds, such as
mortgage funds and relative value
funds, which are implicitly short
volatility. As aresult, Conquest is
positioned to benefit from a dramatic
expansion in volatility; and when this
occurs, Conquest achieves outsized
returns. This tends to make the return
stream more volatile.

Malek doesn’t think this is a bad
thing. “This is the kind of volatility we
like. Investors shouldn’t care about
upside volatility as long as we can
control downside volatility and have
proven an ability to take money off

the table and guard our profits, anoth-
er advantage of our short-term focus.
Ifyoureally wanttolook atriskinthe
CTA world, you shouldfocus on
downside volatility, or even better,
look at a program’s propensity for
drawdown (the classic problem of

“It’s important to realize
that the trading program is
not a substitute for
experienced human
judgment. The program can
do nothing on its own.
Experienced traders need to
review and monitor the
program and areinterposed
between the program and

actually executing orders.”
- Rich Silver

CTAs after they see big profits).
Measuring return on a risk-adjusted
basis is valuable, but only if you are
looking at a true representation of
risk.”

Peer Group Comparison

In Figure 1 (previous page) we
compare the rolling 12-month
risk-adjusted returns for Conquest
with those of its peer group, which
consists of 145 diversified technical
CTA programs. Risk-adjusted returns
are calculated by dividing the
12-month rolling average of the
monthly returns by the 12-month
rolling average of the standard
deviation. Since its inception in May
1999, Conquest has exceeded the
risk-adjusted return averages generat-
ed by its peer group, oftentimes by
very significant margins, in all but
two of the thirty time-periods.
Additionally, Conquest has never had
alosing 12-month period. Its worst
absolute 12-month rolling return since
inception was positive 2.21%, while its
best absolute 12-month period return
equaled 43.4%.

The risk-adjusted comparison is
evenmoreimpressive taking into
account Conquest’slow average
15.5% margin-to-equity ratio, which
allows it to scale up its absolute
returns based on investor preferences
without any borrowing costs. In
addition to its main program,
Conquest offers a three times
leveraged program based on the same
investment strategy. ¢

This reprint is provided as a courtesy from the Barclay Managed Funds Report. Conquest Capital, the trading advisor to the
Conquest Fundsis wholly owned by Camelot Partners. For more information on the Conquest Funds, please contact us directly:

Conquest Macro Funds:

¢ Single Leverage Onshore
¢ 3XLeverage Onshore

* Single Leverage Offshore
¢ 3X Leverage Offshore

Contact Information:
Jeffrey Nash
Camelot Partners, LLC

540 Madison Avenue, 18th Floor

New York, NY 10022
212-759-8777

jnash@camelotpartnersllc.com
www.camelotpartnersllc.com
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THISINFORMATIONAL DOCUMENT DOESNOT CONSTITUTE AN OFFER TOSELL, OR THE SOLICITATION OF AN OFFER TOBUY, ANINTERESTIN ANY FUND ORPARTNER-
SHIP.SUCH AN OFFER OR SOLICITATION MAY ONLY BEMADEBY DELIVERY OF A CONFIDENTIAL MEMORANDUM THAT CONTAINS AMORE DETAILED DESCRIPTION
OF ALLTHEMATERIAL TERMS OF SUCH AN INVESTMENT, INCLUDING A DISCUSSION OF CERTAIN SPECIFIC RISKFACTORS AND OTHER MATTERSRELEVANT TO ANY
PROSPECTIVEINVESTOR. BEFOREMAKING SUCHANINVESTMENT, ALLPROSPECTIVEINVESTORS AREREFERRED TOTHERESPECTIVEFUND’SORPARTNERSHIP’SCON-
FIDENTIALMEMORANDUM, WHICHWILL BESENT TO THEM UPON REQUEST. THISDOCUMENTISNOT INTENDED TO CONSTITUTE LEGALORTAXADVICEANDISNOT
ANINVESTMENT RECOMMENDATION. THISDOCUMENT IS CONFIDENTIAL, ISINTENDED ONLY FOR THE PERSON TO WHOM IT HAS BEEN DELIVERED AND ITS CON-
TENTS MAY NOT BE DISCLOSED TO ANY OTHER PERSON.
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