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Macroeconomic conditions have created a perfect storm that has resulted in a 
painful dilemma for pension fund managers: either cut benefits (and increase 
employee contributions) or chase yield in the potentially risky territory of 
hedge funds. 

If investment managers choose the former, they are certain to endure the wrath 
of their customers – whose very livelihoods depend on their defined benefit 
plans. Such wrath can take the form of humiliating lawsuits or sharply negative 
media exposure. 

In light of this agonizing prospect, many pension fund managers opt for the 
latter and invest in hedge funds as a means to fulfill their obligations to their 
organizational mandate. This can also end in catastrophe when hedge funds 
are accused of insider trading, fraud, or other corrupt behavior. 

When hedge funds collapse, pension fund managers are left holding the bag, 
having to explain to their pensioners how they missed the “obvious warning 
signs.” Such a collapse can cast doubt on the integrity and intelligence of even 
the most diligent investor. Thus they find themselves hamstrung in a hostile 
court of public opinion with a jury anxious to skewer someone, anyone. 

This is why, according to Tracy Wills-Zapata, Managing Director at Campbell 
& Co., “Pension investors live in mortal fear of hedge fund collapse due to 
compliance violations and the negative impact it could have on their careers.”1

The reason compliance violations continue to be such a thorny problem in the 
industry is that our method of detecting and preventing them is inadequate.
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The industry’s current way to monitor hedge funds is through audits. But 
financial audits are quite limited in what they reveal because they can only 
reconcile accounts at any chosen point in time. 

As a result of the limitations of a conventional financial audit, investors and 
others have unwittingly and repeatedly placed their trust (and their funds) with 
companies that do not engage in honest trading. A perfect recent example is 
Equinox Fund Management, LLC. In 2016 it was revealed that the firm treated 
investors to misleading disclosures about strategy and asset losses. Moreover, 
it calculated management fees contrary to the method described in registration 
statements for a managed futures fund called The Frontier Fund (TFF), thus 
deviating from its disclosed valuation methodology for some TFF holdings.  
Over a seven-year period, investor losses from excessive management fees rose 
to $5.4 million.2

The other form of audit is a forensic audit. These are currently the only real tool 
for discovering improprieties or irregularities in transactional data. Though 
they do offer a more complete picture of a fund’s transactions over a period of 
time, they will never be adopted as an industry-wide solution because they are 
too expensive, invasive, and impractical to be perpetually operating solutions. 
Therefore, forensic audits are typically begun after mismanagement appears to 
have occurred. They therefore do little to help pension fund managers because  
by the time a forensic audit can warn investors to avoid a fund or can clear a 
manager of charges, a fund’s reputation has long since been diminished.
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INTRODUCING 
T HE BLOCKCHAIN 
INNOVATION
ComplainceGuard’s blockchain allows for tamper-proof transactional data 
records. Although blockchain technology is generally associated with 
cryptocurrencies like Bitcoin, the technology also offers a wide host of tools for 
managing transactional data. ComplianceGuard makes use of just one of those 
components, the tamper-proof nature of the blockchain. This means that the 
ledger that is stored in ComplianceGuard’s blockchain is automatically verified. 
This simple capacity makes hedge funds that adopt our application trustworthy 
in a way that the finance industry has never seen before.
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A blockchain is a way of storing chunks of data, called blocks, in a sequence that 
is immutable, called a chain. Once a new block of data is entered into the chain 
the only way to edit the information in that block is by adding another block of 
data to the chain. This means that all transaction history is permanently stored in 
the chain. With a blockchain system, trust is no longer based on fallible agents. 
The blockchain can empirically verify the claims of market participants. 

The result is that pension funds who deal with firms that have adopted 
ComplainceGuard’s blockchain technology can place an unprecedented trust in 
each transaction, as there is no possibility of fraud, insider trading, or regulatory 
noncompliance.

H O W  B L O C K-
C H A I N  W O R K S
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The value of ComplianceGuard to Pension Fund Managers is its capacity to 
deliver the following three revolutionary features.

Once a transaction happens within the blockchain, the transaction is time-
stamped and irreversibly recorded in real-time. Once entered, no transaction 
can be subsequently altered. The moment a transaction enters the blockchain 
it is authenticated and audited, 24/7. Since there’s no gap of time between 
the transaction and the audit, there’s no possibility of tampering with the 
transaction data at a later date. Because Deloitte has a file with encrypted data 
that summarizes the transactions (though not the specific details) tampering 
with the blockchain at any time would become immediately obvious.

T H E  B E N E F I T 
O F  B L O C KC H A I N 
T O  P E N S I O N 
F U N D  M A N A G E R S

FINANCIAL AUDIT
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ComplainceGuard’s blockchain adheres to a rule-based system that cannot 
be altered. It constantly monitors every hedge fund’s activity to detect any 
compliance violations or irregularities. The blockchain technology utilizes 
advanced algorithms to detect conflicts of interest, custody requirements, 
and violations of all SEC, CTFC, FINRA, and FCA regulations. This 
means that investors are guaranteed that hedge funds that have adopted 
ComplianceGuard will be compliant with all the applicable regulations at all 
times. If they are not, our partner Deloitte will know immediately.

Advanced algorithms alert a chief compliance officer and our partner Deloitte 
to potential allegations of illegal insider trading. This enables hedge funds 
to prepare an immediate defense of the transaction. They can store research 
that informed their rationale for the trade in the time-stamped blockchain. 
This provides the firm with a swift defense of their transactions, should they 
be accused of insider trading.

When pension fund managers place assets with hedge funds that implement 
ComplianceGuard, they gain near-ironclad security. Investment managers 
will be able to honestly claim that they are only dealing with the most 
conscientious firms, and that they are doing everything within their power to 
serve and safeguard their client’s interests.

REGUL ATORY AUDIT

INSIDER TRADING DETECTION
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All market activities require a degree of trust. Trust is the foundation of the 
global market. ComplianceGuard will usher in a new era of trust in hedge 
funds because investors will immediately know that any hedge fund that 
is willing to subject their ledger to this degree of transparency must have 
nothing to hide. This new era of trust is not just a boon for pension fund 
managers. It is also a big win for hedge funds because firms that lack the 
brand recognition of the top 100 firms but that install ComplianceGuard 
will become attractive to pension funds that would have otherwise not 
considered them. 

A  N E W  E R A 
O F  T R U S T
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A B O U T  C G  B L O C KC H A I N  I N C . 

For more information visit cgblockchain.com
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CGBlockchain’s ComplianceGuard is for pension funds, endowments 

and other institutional investors in hedge funds who wish to be proactive 

in their approach to risk.

Our team works together to research, explore and implement new technologies and standards 

that increase transparency and reduce risks in hedge fund investing.




