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The Allianz Structured Alpha Case

How Altered Risk Reports Hid the Portfolios Investors Actually

Owned

A risk report is only evidence if the people it describes cannot edit it.
Structured Alpha had stress tests, option Greeks, and performance records
that looked precise, and portfolio managers who could change the numbers

before investors saw them.
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Allianz Global Investors U.S. marketed Structured Alpha to pension plans, universities, charitable organisations, and
other institutional investors. The strategy operated through 17 private funds and served about 114 investors. By
December 2019 the funds held approximately $11 billion in assets under management. Investors paid more than $550

million in fees during the period later examined by the Securities and Exchange Commission.

The funds carried the institutional features expected of a sophisticated investment product. A major global asset
manager operated them. Experienced portfolio managers ran the trading strategy. An affiliated risk unit produced
stress reports. Investors received performance records, option sensitivity measures, and descriptions of the

positions intended to protect the portfolios during a market decline.

These controls created an appearance of precision. The strategy used traded instruments with observable terms.
Risk models calculated the effect of market shocks. Client agreements set return targets and risk limits. The portfolio

team could explain its approach through strike prices, volatility assumptions, and option Greeks.

The later regulatory record showed that the live portfolios differed from the version described to investors. Protective
options sat further from the market than marketing materials indicated. Certain client risk limits were not followed.
Portfolio managers altered stress tests, performance records, and option sensitivity figures before investors received

them. The funds carried one set of positions while investor reporting described a safer structure.

| How Structured Alpha Generated Returns

Each Structured Alpha fund combined a base portfolio with an options strategy. Allianz called the base portfolio the
beta component. Depending on the fund, the base exposure could consist of equities linked to the S&P 500, Treasury

instruments, or another portfolio selected by the investor.

The options strategy pursued an additional annual return known as the alpha target. A fund might combine S&P 500
exposure with a target of five percent above the base return. Another fund might hold Treasury instruments while

targeting ten percent through options.

Structured Alpha generated much of this additional return by selling put and call options. The fund collected
premiums from option buyers. During stable markets, many of those options expired without requiring a large

payment from the seller. The repeated premium income produced a steady return stream.

The risk changed as markets moved outside the expected range. A sold put option can create increasing losses as
the underlying market falls. Rising volatility can increase the option's value at the same time, making the position
more expensive to close. The fund may also face margin calls because brokers require additional collateral against

the growing exposure.

Protective put options were intended to reduce these losses. A protective put gains value when the market falls

toward and below its strike price. Its usefulness depends on the strike price, size, maturity, and relationship to the



options sold by the fund.

A put positioned close to the current market begins responding during a smaller decline. A put positioned far below
the market costs less, but offers limited protection until the decline becomes much larger. Hedge placement
therefore affects both ordinary returns and crash losses. Cheaper protection improves performance during calm

periods while leaving a wider range of losses unprotected.

| The Hedge Structure Investors Were Shown

Allianz marketing materials described long put options with strikes positioned approximately 10 percent to 25
percent below the market. The materials said these positions were intended to protect the funds against a rapid

market decline of roughly 10 percent to 15 percent over fewer than five days.

That description gave investors a defined protection range. If the S&P 500 fell sharply, the long puts would gain value
and offset part of the losses from the options the funds had sold. The hedge ladder suggested that protection would

begin responding before the market had fallen far enough to threaten most of the portfolio.

The actual positions offered weaker protection. The SEC found that, beginning in February 2018, the strike prices of

the tail risk hedges averaged approximately 30 percent to 50 percent below the market.

A put positioned 40 percent below the market provides little immediate help during a decline of 15 percent or 20
percent. The short option positions can lose substantial value while the protective option remains far from its strike.

The portfolio continues absorbing losses before the hedge begins to respond with force.

The distant options also cost less. Lower hedge expenses left more premium income inside the funds and supported
stronger reported returns during stable markets. This improved performance came from a portfolio carrying a larger

unprotected loss range.

HEDGE PLACEMENT - STATED VS ACTUAL

How far below the market the protection really sat

MATERIALS SHOWN TO INVESTORS

10% to 25% below market

ACTUAL POSITIONS, FROM FEBRUARY 2018

30% to 50% below market

0% 10% 20% 30% 40% 50%+ below market

Source: SEC Administrative Proceeding File No. 3-20855. Distances shown as approximate ranges per SEC findings.

Allianz did not maintain an effective independent process for comparing the hedge methodology in investor materials

with live broker records. Portfolio managers controlled strike placement and operated with limited daily supervision.



The fund documents described one protection range. The trading book contained another.

| The Largest Investor Negotiated Lower Risk

The largest Structured Alpha investor became concerned about downside exposure and negotiated a separate risk
reduction program. The investor administered retirement plans governed by United States pension law and had

committed substantial capital to the strategy.

The agreement linked the funds' alpha targets to the VIX, a measure of expected market volatility. Lower volatility
required a lower alpha target. A lower target reduced the amount of option premium the portfolio needed to collect

and allowed the managers to take less risk. Higher volatility permitted a higher target.

During periods when the VIX stood below 15, certain agreed alpha targets ranged from 2.5 percent to 4 percent.
Higher VIX levels permitted larger targets. The structure was designed to adjust portfolio risk as market conditions

changed.

The portfolio team did not consistently follow the agreement. During 2018 and 2019, actual alpha targets for some

equity based funds were often 40 percent to 50 percent higher than the levels reported to the investor.

Higher targets required the portfolio to seek more option income. That generally meant selling more options,
accepting greater exposure, or reducing the cost of protection. The investor received reports showing the agreed

settings while the funds operated at higher levels.

The control failure involved reconciliation. Allianz had the client agreement and the trading records, but lacked an
effective process that compared them. A client limit remained inside a document while the live portfolio moved beyond
it.

| Stress Tests Were Altered Before Delivery

An Allianz affiliate called IDS GmbH produced risk reports for Structured Alpha. Allianz described the affiliate as

supporting an independent risk management function.

The reports modelled how the funds might perform under adverse conditions. One scenario assumed a 20 percent
fall in the S&P 500 combined with a 300 percent increase in implied volatility. The scenario resembled the market

conditions surrounding the October 1987 crash.



This combination created severe pressure for the strategy. Falling equity prices increased losses on sold puts. Rising
volatility increased the market value of those options and the cost of closing them. The stress test measured the

interaction between market direction and option pricing.

Some original reports projected substantial losses. Portfolio managers changed the figures before sending them to
investors. The SEC identified more than 200 data alterations across risk reports and found that at least 87 altered

reports reached investors or prospective investors.

WHAT CHANGED BEFORE DELIVERY - DOCUMENTED EXAMPLES

Original figures versus what investors received

ORIGINAL STRESS TEST SENT TO INVESTORS
[¢) [¢)
-25.74% became -9.74%
Projected loss under the crash scenario As reported to investors
ORIGINAL STRESS TEST SENT TO INVESTORS
o, [¢)
_42.15 /O became —4.15 /o
Projected loss, one digit dropped As reported to investors
ORIGINAL DAILY RECORD SENT TO INVESTORS
o, 0,
-18.26% became -9.26%
Daily loss during a stress period As reported to investors
ORIGINAL DAILY RECORD SENT TO INVESTORS
o) o,
+8.37 /O became +1.27 /0
Recovery gain shortly after As reported to investors
ORIGINAL DELTA SENT TO INVESTORS
83.6% became 52.6%
Option sensitivity to market moves As reported to investors

The SEC identified more than 200 data alterations across risk reports. At least 87 altered reports and at least 124 reports with altered Greeks reached
investors or prospective investors. Source: SEC Administrative Proceeding File No. 3-20855.

The risk system had produced results reflecting the live portfolio. The portfolio team controlled the final document
delivered outside the firm. The independent calculation lost its value once the subject of the report could replace the

output.

A controlled process would have distributed the risk report directly from the risk function. Portfolio managers could

have added commentary or explained assumptions, but they should not have been able to edit the underlying results.



Version histories, access logs, and approval records would have shown whether the final report matched the original

system output.

| Performance History and Option Sensitivities

Investors requested daily performance records to study how Structured Alpha had behaved during earlier periods of
market stress. The portfolio managers altered some of those records. A daily loss of approximately 18.26 percent

became 9.26 percent. A gain of approximately 8.37 percent shortly afterward became 1.27 percent.

Reducing both numbers made the strategy appear less volatile. The edited history showed a smaller decline and a
smaller recovery. An investor reviewing the series would see a portfolio that moved with greater stability during

stress.

Historical performance provides evidence about how a strategy behaved in the past. Investors also used option
Greeks to assess how the current portfolio might behave in the future. Delta measures how much the value of an
option position is expected to change as the underlying market moves. Vega measures sensitivity to changes in
implied volatility. Gamma measures how rapidly delta changes. These figures were central to Structured Alpha

because the funds carried exposure to both falling equity prices and rising volatility.

The SEC found that portfolio managers reduced reported deltas. In one example, a delta of approximately 83.6
percent became 52.6 percent. At least 124 reports containing altered Greeks reached investors or prospective

investors.

The changes affected two separate views of risk. Altered historical returns reduced the volatility investors saw in earlier
periods. Altered Greeks reduced the sensitivity shown in the current positions. Both sets of records pointed investors
toward a safer conclusion than the trading book supported.

| Technical Presentations Used Altered Inputs

Structured Alpha managers used expected value sheets during investor meetings. These spreadsheets illustrated
potential gains and losses under different market conditions. The files gave investors a detailed view of how the

strategy might respond as market prices and volatility changed.

The SEC found that managers altered these calculations to reduce projected losses. In one example, an expected loss
of approximately $4.79 million became about $718,000 after the figure was multiplied by 0.15. A manager also

prepared password protected instructions explaining how to modify the files without attracting investor attention.



Position data received similar treatment. In one investor presentation, the reported strike price of a protective option
increased from 1,625 to 2,225. The change made the hedge appear approximately 25 percent below the market rather
than about 45 percent below it. The actual option remained at the original strike. The presentation therefore showed

a protective position that did not match the position recorded in the trading book.

Technical materials can create confidence because the numbers appear specific. Strike prices, scenario results, and
Greek values look less subjective than ordinary marketing language. Their reliability still depends on source records

and controlled data movement.

TECHNICAL PRESENTATION - A DOCUMENTED EXAMPLE

Two inputs, altered before the investor meeting

EXPECTED VALUE MODEL SHOWN TO INVESTORS
$4.79M became $718K
Projected loss, before adjustment As reported to investors
ACTUAL PROTECTIVE STRIKE INVESTOR PRESENTATION
1,625 became 2’225
About 45 percent below market, the real position As reported to investors

A manager also prepared password protected instructions explaining how to modify the files without attracting investor attention. Source: SEC
Administrative Proceeding File No. 3-20855.

| Capacity Exceeded the Stated Limit

Allianz told investors that certain Structured Alpha funds had a capacity limit of $9 billion. The limit was relevant

because an options strategy becomes harder to manage as the book grows.

A larger fund must sell and hedge more contracts. During stable markets, the portfolio may execute those trades
without difficulty. During stress, market depth can decline while demand for protection rises. The fund may struggle

to purchase hedges or close short positions without moving prices against itself.

The SEC found that Structured Alpha exceeded the stated capacity limit by more than $3 billion, with capacity use
passing $12 billion by December 2019. Capacity use and reported fund assets are separate measures, and the

portfolio team also altered some of the inputs used to calculate capacity.

The additional assets increased the fee base and expanded the options book. They also increased the volume of

positions that might need to be hedged, rolled, or closed during a market shock.

Capacity should have been calculated through a stable method controlled by an independent risk function. A breach

should have stopped new subscriptions or required the portfolio to reduce exposure. Structured Alpha allowed the



portfolio team to influence both the trading book and the calculation used to decide whether the book had become too
large.

| Incentives and Control Concentration

Structured Alpha generated more than $550 million in fees during the period examined by the SEC. Allianz retained

approximately $403.7 million in net profit after direct costs and revenue sharing.

The portfolio team's compensation depended in part on strategy performance. Higher alpha targets increased the
amount of premium income the funds attempted to collect. Distant hedges reduced current expenses. Additional

assets increased the capital base producing fees.

These incentives required independent supervision over risk limits, hedge placement, and investor reporting. Instead,

senior portfolio managers controlled much of the process.

Gregoire Tournant served as chief investment officer of the Structured Products Group and lead portfolio manager.
Trevor Taylor served as co-lead portfolio manager, and Stephen Bond-Nelson served as a portfolio manager. The
team managed the positions, communicated with investors, and influenced the information used to describe

portfolio risk.

Allianz had risk, compliance, and investor relations functions, but the reporting path left the portfolio team with the
ability to edit key documents. The people responsible for producing returns also controlled much of the evidence used
to explain the risks taken to produce them.

| March 2020 Exposed the Trading Book

Equity markets fell sharply in March 2020 as the pandemic disrupted global economic activity. Implied volatility rose

at the same time.

Structured Alpha had modelled a similar combination in its stress tests. The original reports had shown that a sharp

equity decline and a large volatility increase could create severe losses.

The funds entered this period with protective puts positioned further below the market than investors had been told.

Some portfolios carried alpha targets above agreed levels. The strategy had exceeded its stated capacity.

The funds lost more than $7 billion in market value, including over $3.2 billion in investor principal. They faced margin

calls and redemption requests before Allianz shut them down.



The losses followed the mechanics of the live portfolio. Sold options moved against the funds as equity prices fell.
Rising volatility increased the cost of closing or hedging those positions. Protective options placed far below the

market did not provide the level of early protection described in investor materials.

The market decline revealed the difference between the trading records and the reporting package. The risk reports

had not caused the losses. They had prevented investors from seeing the exposure that produced them.

$7B+ $3.2B+ 30-50% Shut

Total market value lost across the Of that loss, the portion Actual hedge distance below Allianz closed the funds following
funds as the pandemic decline representing investor principal market, against the 10 to 25 margin calls and redemption
hit. rather than paper value. percent investors were told. requests.
MARKET VALUE LOST INVESTOR PRINCIPAL HEDGE GAP OUTCOME

Sources: DOJ Southern District of New York press release, June 7, 2024; SEC Administrative Proceeding File No. 3-20855.

| The Records That Could Have Shown the Difference

The core facts were available in independent records. Prime broker and clearing broker files would have shown each
option's strike, maturity, quantity, type, and underlying index. Comparing those records with marketing materials

would have identified the difference between the stated hedge ladder and actual positions.

The original IDS risk reports could have been obtained directly from the risk function. Comparison with the versions
sent to investors would have shown the changed loss estimates. File metadata and system access histories could

have identified the users who made the alterations.

The largest investor's VIX agreement could have been reconciled each month with the alpha target used in the
portfolio. Daily returns could have been checked against fund administrator records. Greeks could have been

recalculated from independently obtained position data.

Capacity required a fixed formula with controlled inputs. Risk staff needed authority to stop new capital once the

limit was reached. Investor reporting needed approval from functions outside the portfolio management team.

The strategy involved complex derivatives, but the evidence fields were specific. Strike prices, maturities, quantities,
risk outputs, client limits, and administrator returns could all be matched against external or independently controlled
records.



ODD FRAMEWORK - VERIFYING AGAINST INDEPENDENT SOURCES

What a structured review would reconcile directly

o Prime broker and clearing broker files

Each option's strike, maturity, quantity, type, and underlying index, compared directly against the hedge

structure described in marketing materials.

° Original risk reports, sourced from the risk function
Obtained from the risk unit rather than the portfolio team. File metadata and access histories can identify who

altered a report and when.

Client risk agreements, reconciled monthly

The negotiated VIX linked alpha target checked against the alpha target actually used in the live portfolio.

Daily returns against fund administrator records

Greeks independently recalculated from position data obtained outside the portfolio team.

Capacity, calculated through a fixed formula

Controlled inputs, with independent risk staff holding authority to halt new subscriptions once a limit is

reached.
Risk system output Portfolio team Investor package March 2020
Reflects the live trading book Held edit rights over the final Described a safer structure The market reconciled the two

document

| Legal and Financial Outcome

Allianz Global Investors U.S. pleaded guilty to securities fraud in May 2022. A federal court sentenced the firm in July
2023.

The financial penalties included more than $463 million in forfeiture, more than $3.23 billion in restitution, and more

than $2.33 billion in fines. Allianz also compensated investors through civil settlements exceeding $5 billion.

The SEC resolution included a $675 million civil penalty. Allianz Global Investors U.S. also became disqualified from

providing advisory services to United States registered investment funds for ten years.

Trevor Taylor and Stephen Bond-Nelson pleaded guilty in March 2022. Gregoire Tournant pleaded guilty to two counts
of investment adviser fraud in June 2024 and agreed to forfeit approximately $17 million in compensation connected

to the conduct.

In November 2025, the SEC obtained final judgments against the three former portfolio managers. The judgments

included permanent industry restrictions and disgorgement orders. The parallel criminal cases resulted in probation,



home confinement in certain cases, fines, and forfeiture.

$463M+ $3.23B+ $5B+ 10 yrs

Forfeiture ordered against Allianz Restitution ordered, plus more Civil settlements compensating Allianz disqualified from advising
Global Investors U.S. than $2.33 billion in fines. investors, plus a $675 million SEC U.S. registered investment funds.
MAY 2022 / JUL 2023 JUL 2023 civil penalty. Fmafljtl.!dgments aga’ilnst thLee
CIVIL RESOLUTION portfolio mazgizrs, ovember

DISQUALIFICATION

Sources: DOJ Southern District of New York press releases, May 17 2022, July 12 2023, and June 7 2024; SEC Administrative Proceeding File No. 3-20855; SEC
Litigation Release No. 26432, December 5, 2025.

The proceedings documented a failure that extended across portfolio construction, risk reporting, and firm
supervision. The protective positions did not match the hedge structure described to investors. Agreed client limits

did not match actual portfolio settings. Original risk calculations did not match the reports investors received.

Structured Alpha had formal risk systems and detailed investor reporting. Portfolio managers could alter the
information after the systems produced it. That control gap allowed the funds' reported risk profile to separate from

the positions that generated returns and, in March 2020, generated the losses.
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This case study is published for educational purposes and draws solely on the public record, including SEC Administrative Proceeding File
No. 3-20855, SEC Litigation Release No. 26432, and related Department of Justice releases. Allianz Global Investors U.S. pleaded guilty to
securities fraud, and the three former portfolio managers named here pleaded guilty to criminal charges and consented to final judgments;
the descriptions above reflect those resolved proceedings and the findings recorded in them. Nothing here is legal, compliance, or
investment advice, and Alpine takes no position on any matter that remains open. Alpine combines structured analysis with senior analyst

review to support, not replace, institutional judgment.



