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CQS (US), LLC 
152 West 57th Street, 40th Floor 

New York, N.Y. 10019 

Tel: 212-259-2900 

Fax: 212-259-2699 

Website: www.cqs.ch 

February 11, 2013 
 
 
 
 
This  brochure  provides  information  about  the  qualifications  and  business  practices  of 

CQS (US), LLC, an investment adviser registered with the United States Securities and 

Exchange Commission (the “SEC”).  If you have any questions about the contents of this 

brochure, please contact us at compliance@cqsus.com.  The information in this brochure 

has not been approved or verified by the SEC or by any state securities authority. 

 
Additional information about CQS (US), LLC. Is also available on the SEC’s website at 

www.adviserinfo.sec.gov. 
 
Registration with the SEC or with any state securities authority does not imply a certain 

level of skill or training. 

http://www.cqs.ch/
mailto:compliance@cqsus.com
http://www.adviserinfo.sec.gov/
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Item 2  Material Changes 
 

This is the firm's "Disclosure Brochure" with the SEC.   Future Disclosure Brochure filings will address 

"material changes" since the date of this filing concerning CQS (US) LLC, which will either be delivered 

or offered for delivery, to clients.  A copy may also be downloaded from the Securities and Exchange 

Commission website, www.sec.gov. The below items reflect material changes since our last annual 

update dated March 31, 2011. 

 
In 2011, CQS (US), LLC terminated its advisory agreement with CQS (UK) LLP in respect of the CQS 

Distressed Value Opportunities Fund, a sub-fund of CQS Global Funds (Ireland) p.l.c. 

 
CQS also terminated its advisory agreement with CQS Cayman Limited Partnership and entered into an 

advisory agreement with CQS Cayman Management Limited, a subsidiary of CQS Cayman Limited 

Partnership. 

http://www.sec.gov/
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Item 4  Advisory Business 
 
Description of Advisory Firm and Principal Owners 

 
CQS (US), LLC (“CQS”, the “Adviser”, “we”, “us” or “our”) is an investment advisory firm founded in 

February, 2008.   CQS is controlled by its managing member, CQS Cayman Management Limited (“CQS 

Management”), a Cayman Islands limited liability company.  CQS Management is 100% owned by CQS 

Cayman  Limited  Partnership  (“CQS  Cayman”),  a  Cayman  Islands  limited  partnership,  which  is 

effectively 100% owned by Michael Hintze. The CQS group is headquartered in London, with a presence 

in Australia, Hong Kong, New York, Luxembourg, Geneva and Jersey (Channel Islands) (the “CQS 

Group”).  The organization is a multi-strategy global asset manager founded by Michael Hintze in 1999. 

CQS Group has over $11 billion of investor capital under management and over 200 staff located 

globally; approximately 75 are specialist investment professionals. 

The CQS investment staff consists of experienced investment professionals with strong backgrounds in 

asset-backed securities (including mortgages), distressed and deep value investments and Latin American 

equities.   CQS investment professionals formulate investment ideas and recommend certain investments 

based on specific strategies.    The investment team operates under the overall supervision of a Chief 

Investment Officer and the Senior Investment Officer (“SIO”), who are based in the London office of the 

CQS Group. 

 
Advisory Services 

 
CQS Cayman is the investment manager to several master funds and feeder funds formed as exempted 

companies under the laws of the Cayman Islands and the state of Delaware (collectively, the “CQS 

Funds”). Under an investment advisory agreement with CQS Management (the “Cayman IMA”), CQS 

provides investment advisory services to several CQS Funds. 

 
CQS provides discretionary investment services exclusively to CQS Funds which are privately offered 

offshore pooled investment vehicles.  We advise these CQS Funds in relation to investments in asset- 

backed securities, distressed and deep value investments and Latin American equities.  In pursuing the 

investment strategy and objectives of the CQS Funds, we will take long and short positions in securities 

either as a directional trade or for hedging purposes.  Item 8 below discusses these investment strategies 

in greater detail. 

 
Tailored Advisory Services 

 
CQS tailors its advisory services to the specific needs of its clients based on client imposed guidelines and 

limitations operating under the collective guidance of the investment team. 

 
Assets under management 

 
CQS currently manages regulatory assets under management of $1,321,667,000 on a discretionary basis 

for seven accounts. 
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Item 5  Fees and Compensation 

 
How CQS is Compensated 

 

The specific terms of compensation for CQS are dictated by the investment advisory agreement in place 

with CQS Management.  We receive an annual advisory fee as agreed under the arrangement with CQS 

Management that may change from time to time. We do not earn a management fee based on assets under 

management or a fee based on performance.  The fee is currently based upon a cost-plus structure paid in 

arrears directly by CQS Cayman. 
 

 
 

Other Types of Fees and Expenses 

 
In addition to paying advisory or  investment management fees, CQS Funds also pay other investment 

expenses such as custodial charges, brokerage fees, commissions and related costs, interest expenses, 

taxes, duties and other governmental charges, transfer and registration fees or similar expenses, costs 

associated with foreign exchange transactions, other portfolio expenses, and costs, expenses and fees 

associated with products or services that may be necessary or incidental to investments or accounts. 

Investors in pooled investment vehicles are typically invested in master-feeder structures.  Feeder funds 

bear a pro rata share of the expenses of the master fund.  In addition, CQS Funds incur brokerage and 

other transaction costs. Please refer to Item 12 for a discussion of brokerage practices. 
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Item 6  Performance-Based Fees and Side-By-Side Management 

 
As described above in Item 5, CQS does not receive performance fees.  However, CQS Funds may pay 

performance fees or an incentive allocation (“Incentive Compensation”) to an affiliate, each of which is 

tied explicitly to the performance of the relevant CQS Fund.   Investment personnel are typically 

compensated on a basis that includes salary and a discretionary bonus.   Some of these investment 

personnel share in the Incentive Compensation.  In addition, certain CQS Funds may have higher asset- 

based fees or more favorable Incentive Compensation than others.   When CQS and its investment 

personnel provide advice for more than one CQS Fund, a potential conflict exists for CQS Fund to be 

favored over another CQS Fund.  As an example, we may have an incentive to favor the CQS Fund that 

pays the higher Incentive Compensation when allocating promising or profitable investment opportunities 

or trades, and may avoid allocating less promising or unprofitable investment opportunities or trades to 

the CQS Fund that pays the lower Incentive Compensation. 
 

CQS Group has adopted and implemented policies and procedures intended to address conflicts of interest 

relating to the management of multiple accounts, including accounts with multiple fee arrangements, and 

the allocation of investment opportunities. CQS, operating in cooperation with CQS Group’s compliance 

department, reviews investment decisions for the purpose of ensuring that all CQS Funds with 

substantially similar investment objectives are treated equitably.  In addition, procedures relating to the 

allocation of investment opportunities require that similarly managed accounts participate in investment 

opportunities pro rata based on asset size and risk tolerance.   Procedures also require an objective 

allocation for limited opportunities (such as initial public offerings and private placements) to ensure fair 

and equitable allocation among accounts.  These areas are monitored by the CQS and CQS (UK) LLP’s 

(“CQS UK”) compliance officers. 

 
In addition, all fund investments and portfolios fall under the supervision of the SIO, operating out of 

CQS Group’s London office. 
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Item 7         Types of Clients 

 
We provide investment advice only to certain CQS Funds, which are privately offered offshore pooled 

investment vehicles. As described in Item 4, Advisory Business, we provide investment advisory services 

to the offshore private funds. 

 
For each pooled investment vehicle, initial and additional subscription minimums are disclosed in the 

offering memorandum, placement document or prospectus for the pooled investment vehicle offered by 

CQS Cayman. 
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Item 8         Methods of Analysis, Investment Strategies and Risk of Loss 

 
Methods of Analysis 

 
CQS seeks to achieve the investment objective of the CQS Funds that it advises by sourcing, constructing 

and trading a global portfolio using fundamental and/or quantitative analysis, employing a range of 

investment styles including directional, relative value and arbitrage and applying these techniques in 

trading asset-backed (including mortgage-backed), distressed and deep value securities and Latin 

American equities.  Investing in securities involves risk of loss that clients and investors should be 

prepared to bear. 

 
Asset-Backed (including mortgage-backed) Strategies 

 
Asset-backed strategies utilize fundamental analysis supplemented by various quantitative and statistical 

techniques in selecting and building a portfolio of securities.  CQS seeks to exploit inefficiencies in the 

pricing of credit and related risks in the markets for asset-backed securities and other instruments that 

arise from a number of factors. These may include, for example, failure by market participants to 

correctly price the credit risks, interest rate risks, prepayment risks, third-party agent principal risks 

and/or liquidity risks relating to a pool of receivables. We also seek to invest in fair value strategies where 

we  believe volatility is  likely to  be  lower, either through asset selection alone or  with the  aid  of 

appropriate hedging strategies.   Further, we seek to build portfolios that have relative value positions 

between asset-backed securities and originators, servicers and/or issuers of asset backed securities. These 

types of positions often include the use of derivatives.  CQS evaluates and takes advantage of valuations 

within the capital structure of asset-backed securities. We also evaluate cash flow arbitrages between the 

income yield of individual asset-backed securities and the financing cost of leveraging the securities. 

 
CQS uses its investment, research and trading experience to seek to identify securities and other financial 

instruments, at all levels of the capital structure of an issuer, which are believed to have attractive risk- 

adjusted return characteristics through the opportunity for income and/or capital appreciation.  Securities 

analysis may include: 

 
• Collateral analysis: historical performance is analyzed for many attributes including delinquencies, 

losses, geography, loan type, etc.  In addition, macroeconomic conditions are utilized to perform 

certain stresses on the collateral 

• Interest rate analysis: several scenarios are analyzed including current rates, forward rates and other 

term structures 

• Cash flow analysis: various scenarios are  analyzed. Inputs often include constant default rates, 

constant prepayment rates and interest rates 

• Financial statement analysis: this includes quarterly and annual financial statements of counterparties, 

issuers and other financial institutions 

• Market technical analysis: this generally involves more quantitative items such as supply and demand 

and liquidity 

 
A wide range of derivative instruments may be used for investment and/or hedging purposes.  We may 

execute  trades  using  derivatives  including,  but  not  exclusive  to,  credit  default  swaps  referencing 

individual and/or indices of asset-backed securities, issuers of asset-backed securities and/or financial 

institutions.  We do not seek to hedge against all risks and may elect not to establish hedges to mitigate 

the impact of events that are not anticipated to be plausible or probable or where the cost of hedging is 

detrimental to the success of the expected hedge. CQS may retain cash or invest in cash equivalents 

pending reinvestment if this is considered appropriate to achieve the investment objective. 
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Distressed and Deep Value Strategies 

 
Distressed and deep value strategies include long-biased portfolios of debt, equity and other securities, 

including derivative instruments, which are expected to be or have been impacted by potential and/or 

existing reorganization, restructuring and/or insolvency of the issuer. We seek to exploit inefficiencies in 

the pricing of credit and related risks in the markets for corporate securities that arise from a number of 

factors. These include failure by market participants to correctly price credit, bankruptcy and insolvency 

risks, the inability of some market participants to hold low-rated and/or defaulted corporate securities and 

the anticipated effort and expertise required to complete a restructuring of a company’s balance sheet. 

 
When investing in the securities of a distressed company, we give consideration to several factors 

including, but not limited to, the degree of information transparency, strength of the management team, 

potential inter-creditor conflicts, capital structure, asset quality, robustness of cash flow, industry sector 

specifics, range of potential outcomes, ability to exercise rights and remedies, nature of the required 

financial restructuring, bankruptcy or other processes, and potential exit strategies. We generally perform 

or utilize available legal and financial due diligence in order to appropriately identify and quantify these 

investment risks. 

 
CQS uses some or all of the following techniques when analyzing distressed and deep value securities: 

 
• Business  analysis:  developing  a  thorough  understanding  of  the  business  model,  management's 

strategy and its various risks to understand how the company obtains profitability 

• Management  Assumptions  Analysis:  examining  in  detail  the  reasonableness  of  management 

assumptions 

• Management assessment: evaluating the quality of management, including their industry experience 

and comprehension of the business 

• Financial statements analysis: judging the potential strength and weakness of the business and its 

capital structure 

• Process analysis: studying the process risk, if any, associated with the investment, including, for 

example, legal risk associated with the bankruptcy process 

 
Latin American Equities Strategies 

 
Latin American equities strategies seeks to buy and sell short publicly listed equity and equity-related 

securities that, in our opinion, are underpriced or overpriced on a historical absolute and/or relative basis. 

We invest in equity-related securities of Latin American companies which are listed on exchanges or 

traded by brokers in markets that are often located in the Latin American region. 

 
The investment team tries to identify factors or perceptions that cause a particular security to be 

undervalued or overvalued and expects that the investment strategy it employs will result in a 

concentrated portfolio. CQS looks for companies with the best combination of: 

 
• Competent and transparent management teams with a proven track record 

• Alignment of interests between controlling and minority shareholders (good corporate governance) 

• Value proposition 

• Catalyst(s) that will unlock value 

• Good stock liquidity 

• Well recognized investor relations program (access to management, good disclosure practices) 
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In valuing and analyzing Latin American equities CQS employs some or all of the following techniques: 

 
•   Financial and operational due diligence 

•   Discounted cash-flow models; Price/cash earnings multiples 

•   Return Over Capital Employed (ROCE) and payback period for new projects 

•   Comparable valuations relative to international peers 

•   Economical and political scenario for the country in which the company operates 

 
CQS may sell short equities, options and index products listed on exchanges outside the Latin American 

region. 
 

 
 

Risk of Loss 

 
Investment in fixed-income and debt securities such as bonds, notes and asset-backed securities expose 

clients’ portfolios to the risk that the value of these securities will decline because of rising interest rates. 

Similarly, portfolios that hold these securities are also exposed to the risk that the portfolio’s income will 

decline because of falling interest rates. Investments in these types of securities will also be subject to the 

credit risk created when a borrower or debt issuer fails to pay interest and principal in a timely manner, or 

that negative perceptions of the issuer’s ability to make interest payments will cause the price of that debt 

security to decline.  Investments in lower rated or unrated debt securities also have the potential risk of 

lower liquidity than higher rated securities because issuers of lower rated debt securities are (a) not as 

strong financially and are more likely to encounter financial difficulties and (b) are more vulnerable to 

adverse changes in the economy. 

 
In the event of default, collateral, if any, that secures the debt securities may not be sufficient to repay the 

debt and may not be available at all as more senior classes of securities may have rights to the collateral. 

Also, securities of distressed companies are generally more likely to become worthless than the securities 

of more financially stable companies.  The principal market risks related to distressed investing include 

changes in credit spreads, recovery rates, equity prices and foreign exchange rates. 

 
Mortgage-backed  securities  are  vulnerable  to  credit  risk  associated  with  the  performance  of  the 

underlying mortgage properties.  Factors such as consumer spending habits, local economic conditions, 

housing prices and mortgage delinquencies and defaults may adversely affect the value of mortgage 

backed securities.  In addition, the value and future income streams of these securities can be adversely 

impacted by prepayment risk.  Some securities have a structure that makes their reaction to interest rates 

and other factors difficult to predict, making their value highly volatile. 

 
In certain periods, asset-backed and distressed securities may have no readily available market or third- 

party pricing.   Reduced liquidity may have an adverse impact on market price and our ability to sell 

particular securities when necessary to meet liquidity needs or in response to a specific economic event 

(for example, the deterioration of creditworthiness of an issuer).   Reduced liquidity in the secondary 

market for certain securities may also make it more difficult for us to obtain market quotations based on 

actual trades for the purpose of valuing a portfolio. 

 
The bankruptcy or default of a counterparty also poses risk of loss.  Should a counterparty default,  we 

may experience delays in liquidating underlying securities which may lead to losses including (a) declines 

in value, (b) income levels below expectations, (c) lack of access to income and (d) expenses of enforcing 
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our rights.  Additionally, the failure of a prime broker could lead to the loss of cash held by the prime 

broker and loss of securities that the prime broker has rights to borrow, lend or take legal and beneficial 

ownership. 

 
When trading in developing markets, investments may be subject to risks such as inadequate investor 

protection, contradictory legislation, incomplete, unclear and changing laws and ignorance or breaches of 

regulations on the part of other market participants. 

 
Trading in foreign markets expose investors to foreign exchange risk.  CQS may or may not partially or 

fully hedge such risk. 

 
Our investment mandates allow us to utilize leverage to help achieve investment objectives.  Leverage 

creates an opportunity for greater return but also increases the risk of capital losses and interest costs are 

incurred.   The effect of the use of leverage is to increase the investment exposure which, in adverse 

market conditions, results in greater losses than if leverage were not used. 

 
CQS may take concentrated positions on behalf of CQS Funds.  In these instances, a CQS Fund could be 

vulnerable to significant losses if it holds a large position in a particular investment that declines in value. 

 
We may seek to mitigate risk through the use of hedging strategies.  There can be no assurances that a 

particular hedge is appropriate, or that certain risks are measured properly.  Further, while we may enter 

into hedging transactions to seek to reduce risk, these efforts may result in worse performance and 

increased (rather than reduced) risk than if we did not implement any hedging transactions. 

 
Our investment strategies include short selling.  Short selling transactions expose CQS Funds to the risk 

of loss in an amount greater than the initial investment, and these losses can increase rapidly and without 

effective limit. There is the risk that the securities we borrowed to create a short sale position would need 

to be returned to the securities lender on short notice.  If a request for return of securities occurs at a time 

when other short sellers of the same security are receiving similar requests, a “short squeeze” can occur. 

A short squeeze at the time we are compelled to replace the borrowed securities could cause a significant 

or total loss. 

The foregoing does not purport to be a complete explanation of the risks involved in trading securities or 

with respect to  any investment strategy.   There can be no assurance that a  client will achieve its 

investment objective or that the strategies pursued and methods utilized will be successful under all or any 

market conditions. 
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Item9 Disciplinary Information 

 
Neither CQS nor any of its employees has been involved in any legal or disciplinary events. 
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Item 10       Other Financial Industry Activities and Affiliations 

 
Material Relationships and Affiliations 

 
CQS has relationships and arrangements that are material to CQS’ advisory business with the following 

types of related persons: 

 
CQS Cayman, as described in Item 4, “Advisory Business”, serves as investment manager to the CQS 

Funds. We advise several of these funds. Our discretionary advisory services are provided in accordance 

with an investment advisory agreement with CQS Management.  CQS Cayman is registered with the U.S. 

Commodity Futures Trading Commission as a commodity pool operator pursuant to Rule 4.7. 

 
We operate in a manner where there is regular and continuous communication among employees of the 

CQS Group.  CQS Group serves as the provider of portfolio risk management and includes an operations 

team that interacts among the CQS Group entities to ensure a straight through process of all transactions 

recommended and implemented by each of the affiliated sub-advisers in the CQS Group on behalf of the 

relevant CQS Fund. 
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Item 11       Code of Ethics, Participation or Interest in Client Transactions and Personal Trading 

 
Code of Ethics 

 
CQS has adopted a Code of Ethics (the “Code”) that obligates CQS and its related persons to put the 

interests of CQS’ clients before its own interests and to act honestly and fairly in all dealings with clients. 

All of our personnel are also required to comply with applicable federal securities laws.  Clients or 

prospective clients may arrange to review the Code by contacting Jeffrey Lindenbaum (Chief Compliance 

Officer) by email at jeffrey.lindenbaum@cqsus.com, or by telephone at 1-917-206-4000.  See below for 

an overview of the Code. 
 
In the course of our investment management and other activities (e.g. creditor committee participation), 

we may come into possession of confidential or material non-public information about issuers, including 

issuers in which we or a related person has invested or seek to invest on behalf of clients.  We are 

prohibited from improperly disclosing or using this information for our own benefit or for the benefit of 

any other person, regardless of whether the other person is a client.  CQS maintains and enforces written 

policies and procedures that prohibit the communication of material nonpublic information to persons 

who do not have a legitimate need to know and to assure that we are meeting our obligations to clients 

and remains in compliance with applicable law.   In certain circumstances, we may possess certain 

confidential or material, non-public information that, if disclosed, might be material to a decision to buy, 

sell or hold a security, but we will be prohibited from communicating the information to the client or 

using the information for the client’s benefit. In these instances, we will have no responsibility or liability 

to the client for not disclosing material non-public information to the client (or the fact that we possess 

this information), or not using material non-public information for the client’s benefit, as a result of 

following our policies and procedures designed to provide reasonable assurances that we are complying 

with the law. 
 
Investing in Securities Recommended to Clients 

 
Under the Code of Ethics, employees of CQS may buy or sell for themselves securities that CQS also 

recommends to its clients. However, employees are not permitted to trade in a security if the employee 

has knowledge at the time of a transaction that the security is being purchased or sold, or is being 

considered for purchase or sale, for an account advised by CQS. In addition, employees acting as 

portfolio managers are not permitted to buy or sell a security for their personal accounts within seven (7) 

calendar  days  before  or  after  trades  are  executed  in  a  security  for  an  account  advised  by  CQS. 

Employees may not take any action, including the purchase or sale of securities, options, commodities or 

futures contracts that could cause even the appearance of unfair or improper action.  No transactions may 

take place in a security on our restricted securities list. 

 
Furthermore, all employees are required to pre-clear transactions in their personal accounts (and that of 

certain family members or other accounts they have discretion over or in accounts in which they have a 

beneficial ownership) from the CQS Chief Compliance Officer. 

 
In addition to the above restriction, all employees are required to submit quarterly brokerage statements 

and sign a certification that they have informed CQS of all personal trading activity.   All employee 

personal trading activity is reviewed by CQS compliance, operating under the direction and overall 

supervision of  the  Chief  Compliance  Officer,  which  are  compared  to  pre-cleared  transactions  and 

analyzed for trading patterns that may result in a potential conflicts of interest. 

 
The CQS Chief Compliance Officer reports issues that arise under the Code of Ethics to the Board of 

Directors of CQS Management, at least annually. 

mailto:jeffrey.lindenbaum@cqsus.com
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Conflicts of Interest Created by Contemporaneous Trading 
 

CQS or a related person, may from time to time, recommend securities to clients, or buy or sell securities 

for CQS Funds, at or about the same time that CQS or a related person buys or sells the same securities 

for its own account.  In addition to the restrictions imposed above on personal trading activity of CQS 

personnel, CQS and the CQS Group maintains an aggregation and allocation policy in order to minimize 

the conflicts stemming from situations where the contemporaneous trading could result in an economic 

benefit to CQS or a related person to the detriment of the client. Under our policy and procedures, we are 

required to demonstrate that the aggregation and allocation among clients is fair and equitable and that no 

one client is systematically disadvantaged. When allocating an aggregated transaction, we are required to 

create and keep a record of the date of the allocation, identity of the security, identity of the accounts 

involved, counterparties and the amount allocated to each account. Where an account does not receive the 

same price in an allocation, the proposed trade is cleared through CQS compliance prior to execution. 



16  

Item 12       Brokerage Practices 

 
Selection of Broker-Dealers 

 
CQS is granted discretion over the selection and amount of securities and other investments to be bought 

or sold without obtaining prior consent or approval from its clients. CQS considers a number of factors in 

selecting a broker-dealer to execute transactions (or series of transactions) and determining the 

reasonableness of the broker-dealer’s compensation.   These factors include price, reputation, financial 

strength and stability, market knowledge, efficiency of execution and error resolution, systems and 

reporting.  In selecting a broker-dealer to execute transactions (or series of transactions) and determining 

the reasonableness of the broker-dealer’s compensation, CQS does not need to solicit competitive bids 

and does not have an obligation to seek the lowest available commission cost.  Our policy is to negotiate 

the lowest possible commission when executing orders on behalf of CQS Funds.  It is CQS’ practice to 

negotiate commission rates with brokers-dealers for execution services only.  These “execution only” 

brokers-dealers are not full service brokers and do not provide CQS with research or any other types of 

services.  However, non-execution only brokers-dealers, or full service broker-dealers, do provide CQS 

with research.  Therefore, a client may be deemed to be paying for research, brokerage or other services 

provided by a broker-dealer which are included or embedded in the commission rate.   CQS makes 

investment decisions and arranges for the placement of buy and sell orders and the execution of portfolio 

transactions on behalf of its clients’ accounts.  In arranging for the execution of portfolio transactions on 

behalf of CQS Funds, we use our best judgment to choose the broker or dealer most capable of providing 

the services necessary to obtain the most favorable execution. The full range and quality of services 

available is considered in making these determinations. In those instances where it is reasonably 

determined that more than one broker or dealer can offer the services needed to obtain most favorable 

execution, consideration may be given to those brokers or dealers that supply investment research, 

economic, market and statistical information and brokerage services to CQS. We may deem certain of 

these services useful in the performance of its obligations to its clients. 
 

Soft Dollars 

 
CQS does not use commissions generated from the execution of client orders placed with brokers by CQS 

to pay for third party research or soft dollars.  However, as described above, we place client orders with 

non-executing only brokers for execution.  These brokers (who are generally our prime brokers) provide 

CQS with full service brokerage that at times include proprietary research or other products or services, 

(or financing arrangements) which are built into the commissions (including markups or markdowns) 

charged by the brokers to execute client securities transactions. The proprietary research and potentially 

some of the other services provided by prime brokers is considered to be paid for by the commissions 

charged which falls under the definition of “soft dollars”.  CQS limits the use of commissions and will 

only accept proprietary research and obtain   brokerage services that constitute research and brokerage 

within the meaning of Section 28(e) of the Securities Exchange Act of 1934 (“Section 28(e)”).  These 

services may include, but are not necessarily limited to, research reports (including market research), 

certain financial newsletters, software providing analysis of securities portfolios, corporate governance 

research and rating services, attendance at certain seminars and conferences, discussions with research 

analysts, data services (including services providing market data, company financial data and economic 

data), advice from broker-dealers on order execution and certain proxy services.   Brokerage services 

within Section 28(e) may include, but are not limited to, services related to the execution, clearing and 

settlement of  securities transactions and  incidental functions (i.e.,  connectivity services between an 

adviser and a broker-dealer and other relevant parties such as custodians), trading software operated by a 

broker-dealer to route orders, software used to transmit orders, clearance and settlement in connection 

with a trade, electronic communication of allocation instructions, routing settlement instructions and post 

trade matching of trade information. 
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Since CQS receives full service brokerage, some of which may fall within the definition of soft dollar 

research and other services where the cost is built into client commission, this creates a potential conflict of 

interest because it benefits CQS to not have to produce or pay for the research, products or other services. 

This creates an incentive for CQS to select a broker-dealer to execute client transactions based on our 

interest in receiving those products and services, rather than on our clients’ interest in receiving the most 

favorable execution. The commission rates charged by brokers providing these services tend to be higher 

than when executing without obtaining full service brokerage. 
 

All research or other services CQS may receive from executing brokers is used to service all of our 

clients’ accounts.   We receive broker-generated research reports. Portfolio managers and traders speak to 

brokers regarding certain securities and may receive trading ideas that will be further researched by CQS. 
 

Procedures: 
 

− Best Execution 
 

The CQS Group operations team meets semi-annually to evaluate the prime brokers CQS selects to place 

order with for execution on behalf of clients’ accounts based on the factors described above. No less than 

annually, CQS Group systematically evaluates the execution performance of all broker-dealers used to 

execute client transactions, including commissions charged on all transactions, to determine whether we 

are meeting our obligation to seek best execution. 
 

− Order Aggregation 
 

We often purchase or sell the same security for many clients contemporaneously and using the same 

executing broker.  It is our practice, where possible, to aggregate client orders for the purchase or sale of 

the same security contemporaneously for execution using the same executing broker.  We also aggregate 

in the same transaction, the same securities for accounts when exercising discretion.  The aggregation 

may enable us to obtain for clients a more favorable price or a better commission rate based upon the 

volume of a particular transaction.   In cases where trading or investment restrictions are placed on a 

client's account, we may be prevented from aggregating that client's transaction with others.  In such a 

case, the client may pay a higher commission rate and/or receive less favorable prices than clients who are 

able to participate in an aggregated order. Allocation procedures are described in Item 11 above. 

 
Brokerage for Client Referrals 

 
CQS may participate in capital introduction programs arranged by broker-dealers, including firms that 

serve as prime brokers to our private fund clients’ portfolios, or present these private funds as an 

investment alternative to investors.  This may create an incentive to select these brokers to execute client 

transactions based on our interest in receiving client referrals, rather than on our clients’ interest of 

receiving most favorable execution. 
 

CQS may place client portfolio transactions with firms that have recommended the private fund accounts 

we manage or provided capital introduction opportunities, only when it is consistent with the principles of 

seeking best execution.  In no event does CQS select a broker-dealer as a means of compensation for 

recommending CQS or any of the private funds managed by CQS or any other product managed by CQS 

(or an affiliate) or affording CQS with the opportunity to participate in capital introduction programs. 
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Item 13       Review of Accounts 

 
CQS portfolio managers review their positions in each CQS Fund on at least a monthly basis to determine 

whether securities positions should be maintained in view of current market conditions.   This review 

includes specific securities held, adherence to investment guidelines and the performance of the CQS 

Fund.  CQS Funds are also reviewed by other members of the investment team at CQS affiliates as well 

as by CQS Group’s risk management team. 

 
Risk Monitoring 

 
In addition to the portfolio managers, risk is monitored by the CQS Group’s Risk Management and 

Performance Analysis (RMPA) team on a daily basis using techniques including value at risk, scenario 

analysis  and  sensitivity analysis  to  identify  material  risk  concentrations. Market  risk  and  portfolio 

liquidity risks are overseen by the CQS Group’s Trading Management Committee (TMC) which has the 

power to require portfolio repositioning as appropriate and the CQS Group’s Capital & Risk Management 

Committee (CaRMC) which is responsible for the oversight of market, liquidity, counterparty credit and 

operational risk. 

 
While CQS believes that the range of techniques applied are appropriate for identifying material risk 

concentrations, we also accept that these techniques are exposed to subjective assumptions on market 

behavior and are based on available market data.  Therefore, these techniques cannot predict all possible 

outcomes. Although models are used in this assessment process, risk management is primarily a matter of 

judgment based on CQS’ experience. 

 
Account Statements 

 
The underlying investors in the CQS Funds receive monthly reports from a CQS affiliate that indicates 

the prior month’s performance, discusses the drivers of performance and provides certain risk analysis. 

These investors also receive other reports based on the terms of each offering memorandum, placement 

document or prospectus including a monthly performance report from the CQS Fund’s independent 

administrator. 
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Item 14 Client Referrals and Other Compensation 

 
Third-Party Compensation 

 

No person who is not a client of CQS provides an economic benefit to CQS for providing investment 

advice or other advisory services to clients. 
 

Referral Arrangements 
 

CQS does not currently participate in referral arrangements with or make payments to independent parties 

for purposes of referring potential clients to CQS. 
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Item 15        Custody 

 
CQS, as  sub-adviser to certain CQS Funds, does not maintain physical custody of the CQS Funds'  assets, 

nor does CQS serve as the managing member of any CQS Fund or any other limited liability company or 

a comparable position for another type of pooled investment vehicle, or trustee of a trust that gives CQS 

or any of its employees ownership of or access to client funds or securities. 
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Item 16       Investment Discretion 

 
Under the investment advisory agreement appointing CQS as an adviser to CQS Management, CQS has 

investment discretion to manage the assets of the CQS Funds in accordance with the disclosure in the 

each of their private offering memoranda, placement document or prospectus (please see Item 4 above). 
 

CQS has the authority to determine (i) the securities to be purchased and sold for the CQS Fund (in 

accordance with any restrictions on its activities in the investment advisory agreement or that it is 

otherwise advised of) and (ii) the amount of securities to be purchased or sold for each CQS Fund (subject 

to oversight by a CQS Fund’s CIO and/or the SIO).   Because of the differences in client investment 

objectives and strategies, risk tolerances and other criteria, there may be differences among clients in 

invested positions and securities held. 
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Item 17       Voting Client Securities 

 
Where CQS Management has delegated the power to vote proxies to CQS, we comply with our proxy 

voting policies and procedures.  These policies and procedures are designed to ensure that in cases where 

we vote proxies relating to the securities held in our clients’ accounts, the proxies are voted in the best 
economic interest of all clients’ accounts.  Clients may obtain a copy of our proxy voting policies and 

procedures and how proxies were voted on behalf of our clients’ accounts by contacting us at 

compliance@cqsus.com or calling 917-206-4000. 

mailto:compliance@cqsus.com
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Item 18       Financial Information 

 
We  do  not  require  or  solicit  prepayment  of  fees  six  months  or  more  in  advance.      CQS  has  not 

experienced any financial condition that is reasonably likely to impair its ability to meet contractual 

commitments to its clients. 


