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Being involved in the Alternative Investments Industry for over 

30 years I always get asked, “What is a Hedge Fund or any other 

Alternative Investment?” Normally, I would ask them if they knew 

what the Equity and Fixed Income Markets are. Most of the time they 

would say “Sure, I have that in my portfolio” and they would have 

a basic understanding of what to expect by listening to the daily 

financial news to know how they were doing. Most investors, even the 

most novice, understand that the individual equity and fixed income 

positions they have in their portfolio can be liquidated during the 

day, and that mutual funds are available to liquidate at the end of the 

day (“forward pricing”). Most of the time they tell me they hire an 

advisor that invests for them, and they have regular meetings to talk 

about their portfolio and how they are doing in terms of meeting their 

financial goals.

Next, I tell them Alternatives are not like that at all. Alternative 

Investments should not move like your equity or your fixed income 

holdings as far as returns and pricing are concerned. Alternatives are structured differently such that investors 

do not have daily liquidity, and alternative funds would normally charge a higher management fee than other 

pooled investment vehicles. Although these characteristics may seem like drawbacks, the goal of this is to 

allow the alternative investment to have exposure that wouldn’t be possible in a daily liquid structure. The 

risk and return expectations for alternative investment funds are different than traditional asset classes.  

Your advisor will explain the individual alternative investment under consideration for your portfolio and will 

explain the separate paperwork that will be needed if it is a private placement.

Our main goal with any alternative investment is to help us manage risk.  We look for funds that will bring 

different anticipated total return streams that will help bring balance to the portfolio. We have four different 

asset classes for Alternative Investments, each with different desired benefits to a client’s overall portfolio.  

The four categories of asset classes for Alternatives that we use are:  Real Assets, Income Alternative, Equity 

Alternative, and Pure Alternative. Real Asset examples would include Commodities and Real Estate and can 

be beneficial in managing inflation. Examples of Income Alternatives include Private Credit or Market Neutral 

Credit and could be beneficial during strong economic periods by bringing higher yields to the portfolio.  

Equity Alternative examples would include Long-Short Equity or Hedged Equity and could be beneficial 

during times of higher market volatility. Examples of Pure Alternatives would be Managed Futures or Global 

Macro, and these investments can be beneficial in times of strong trends in prices either going up or going 

down.

We believe, for the appropriate client, investing a portion of your portfolio in alternative investments can 

be beneficial to your portfolio by adding diversification and can help protect your portfolio from market 

volatility.
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Stock, ETF, Cash Bonds or CEF: For the most part they are traded on an exchange like the NYSE (New 

York Stock Exchange) and can be bought and sold within a few minutes. ETFs normally trade very close 

to NAV (Net Asset Value) but during chaotic periods they can trade significantly below the NAV. Cash 

bonds are normally traded through a prime brokerage relationship. Cash bonds typically trade during 

the day; however, there can be significant spreads when exiting a position during chaotic periods or 

times of abnormal market activity. Similarly, CEF (Closed End Funds) will not normally trade at NAV and 

will either trade at a premium or a discount to the NAV.

Mutual Funds: One price per day on the close and your price will be at NAV.

Interval Funds: Normally you can get into Interval Funds at the close each day at NAV; however, liquidity 

can be limited, making it difficult to exit a position at the desired time. In addition to the time constraint, 

investors may only be able to liquidate their positions on a monthly or quarterly basis and the amount 

of liquidity available is often limited during each liquidity period. Liquidity limits typically range from 

5-10% of fund assets during each liquidity event.

Private Placement: Liquidity is constrained upon both entry and exit, and new investments are 

normally only allowed on a monthly or quarterly basis. Exit liquidity will normally have a minimum hold 

period (called a “lock-up”), and this timeframe can last anywhere from one quarter to multiple years.  

Additionally, management may “gate” the fund and not allow any redemptions if they feel it will be 

detrimental the rest of the fund holders.

An illiquidity premium refers to getting paid extra for the illiquidity of a product. In finance, one 

normally receives additional total return for additional risk. This is similar to the concept of credit 

premiums, where borrowers (investors) pay (receive) more in interest when dealing with a fund or 

company that has an inferior credit history.
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Most intra-day liquid instruments do not have a minimum investment amount and, for the most part, 

have become free to trade. This includes Stocks, ETFs and CEFs.  However, Cash bonds may have a 

ticket charge in addition to a spread charge, and normally trade in increments of one thousand with 

some requiring a minimum investment.

Mutual Funds minimum investment can be tricky sometimes. There are multiple investment classes for 

most mutual funds and the less expensive mutual funds normally have a minimum investment or can 

only be bought through an RIA.  

Interval Funds from what I have seen they only have one asset class; however, they will have a minimum 

investment amount which is not normally out of reach.

Private Placement: Most of these investments are restricted to a certain level of sophistication (i.e., 
accredited investors, institutions) so they normally will have a minimum investment of at least fifty 
thousand. Some can have limits above one million dollars.

Management fees or expense fees as you know them with any ETF or Mutual fund are what you pay the 

manager to run the portfolio. Many ETF expense ratios have dropped significantly over the past few 

years with many under .10% or 10 basis points. Mutual Funds have not dropped very much with most 

expense ratios ranging between 50 and 100 basis points (some funds that have higher turnover ratios 

and require trading on foreign exchanges and more illiquid markets can have expense ratios in excess of 

100 basis points).

Alternative Investment Management fees have normally been higher. Most are between 150 and 200 

basis points to manage the portfolio. Added expense comes from the strategies being more active and 

taking more manpower to generate the uncorrelated returns. Incentive fees are a percentage of the 

profits that are paid to the manager of the fund if they make money. There are less and less  

of these types of funds and normally only hedge funds have historically  

charged this type of fee.
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There are many ways to gain leverage without using alternative investments. You can get it with 

Leveraged ETFs or margin in your taxable account or with certain option strategies. Many, but not all 

Alternative Investing strategies have a certain level of leverage built in and this leverage is needed to 

generate the desired total return. For example, most strategies that utilize real assets have leverage.  

Similar to owning a home that you put a 20% down payment on, you would instantly have 5:1 leverage; 

while this is a commonplace example, this scenario represents a degree of leverage substantially more 

than any alternative investment we would look at.

40 Act v PPM 

Publicly traded investments fall under the 1940 Investment Act, which regulates investment funds. Two 

sections of that act describe accredited investors and qualified purchasers under private-placement 

exemptions. If a fund manager promises to only sell their fund to accredited and qualified purchasers, 

the fund would be able to utilize a private-placement exemption from the act. Under such an exemption, 

the fund doesn’t have to report a daily net asset value and isn’t required to furnish regular holdings 

reports or a prospectus. NAVs are supplied by an outside fund administrator on at least a quarterly 

basis, with most funds giving access to holdings reports. We only invest in Alternative Investment funds 

that will show up on your custodian statement.

For most liquid type instruments like mutual funds or ETFs, if you can meet the minimum investment amount 

you will be able to invest in the fund. The SEC has certain income and net worth requirements that you must 

meet to gain access to Private Funds.

Accredited Investor (AI): Net Worth of $1 million or $200k income if single or $300k income if married 

Qualified Purchaser (QP): Investment Portfolio of $5 million
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Even with full liquidity, investors need to be concerned about position sizing.  However, with illiquid 

Alternatives this concern is even more important.   Clients with significant short-term cash positions 

(less than 2 years) who require the option to access cash quickly should most likely not invest in Illiquid 

Alternative investments.  Each position should not be above 5% of your total investable assets and, for 

most clients, total Alternative Investments should not go above 20% of their total.  However, you will see 

pensions and endowments going up to 75% in Alternatives because of the long-term nature  

of their liabilities and because of the historical illiquidity premium  

provided by Alternative investments.

We have developed a detailed process on how to do due diligence on Alternative Funds that has  

been continuously updated over the last 30 years of analyzing Alternative Investment ideas.  We 

regularly get sourced ideas from colleagues in the business, Index providers, and through manager 

searches.  The ideal Alternative investment is one that has an excellent and clearly outlined process  

but is still agile enough to have superior performance.  It takes substantial time and effort to find  

these unique managers.
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ALLOCATION SIZE:

Initial fund screening- Quantitative analysis of the Fund – Do they meet 
our return and risk requirement and do they have equal or superior risk 

and reward of their peers that already in our platform?

Global Macro Theme – Does the fund fit into our overall  
macro framework?

Qualitative Analysis – Do they have a repeatable edge.  
Do returns make sense for strategy?

Operational Due Diligence – Strength of organization, 
Institutional processes and quality service providers.

Compliance – Appropriate fund structure, deeper 
checks on principals, interviews of service providers.

Approval for monitoring on Platform for  
a period.

Approval for investment with ongoing 
monitoring.



One of the big questions we always get from investors is “How am I doing?”. It has become easier to 

answer that question for public markets like stocks and bonds as major index providers have become 

much more mainstream in supplying reliable benchmarking. However, for alternatives it is a bit more 

challenging, and it takes significant experience to supply accurate benchmarks. Due to the nature of 

alternative investments, traditional benchmarks which represent broad-based asset classes and more 

commonplace forms of investments are not appropriate for evaluating returns and performance metrics 

of alternatives. Unlike publicly-traded common equities or more liquid investment vehicles, alternative 

investments often exhibit low (or even negative) correlations with the broader securities’ markets. In 

other words, many alternatives are structured to achieve positive (or substantially less negative) returns 

when broader market indices are declining and will often yield negative (or not as strongly positive) 

returns when broader markets are rising. We have developed various classifications for our alternative 

groups and have defined appropriate benchmarks for each.

We have developed an Alternative Platform where we monitor 2-3 managers in each classification that 

have gone through the due diligence process, and we have 2-3 managers that are in the “bullpen” to 

be considered for future allocation. When new managers come in for consideration, we will compare 

them to our current managers to see if they are a better alternative. Managers can be liquidated for two 

main reasons. First, for consistent under performance relative to their benchmark or secondly, for either 

qualitatively or quantitatively deviating from the original strategy we invested in (sometimes referred to 

as “style drift”).
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BENCHMARKING AND MONITORING:



ALTERNATIVE ASSET 
CLASSIFICATIONS
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A commodity is a basic good used in commerce that is interchangeable with other goods of the 

same type. The basic idea is that there is little differentiation between a commodity coming from one 

producer and the same commodity from another producer. A barrel of oil is basically the same product, 

regardless of the producer. By contrast, for electronics merchandise, the quality and features of a given 

product may be completely different depending on who made the product. Some traditional examples 

of commodities include the following: grains, gold, beef, oil and natural gas. Owning commodities in a 

broader portfolio is encouraged as a diversifier and hedge against inflation.

A fund made up of securities issued by infrastructure companies. Infrastructure companies typically 

provide the physical framework that society requires to function on a daily basis.  Some examples of the 

services that infrastructure companies provide include utilities, pipelines, toll roads, airports, railroads, 

marine ports, and telecommunications. Infrastructure assets exhibit long-term, steady cash flow and the 

potential for inflation protection.
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COMMODITY BROAD BASKET

INFRASTRUCTURE

Continued

REAL ASSETS
Outperform –

Underperform -
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A publicly traded limited partnership.  MLPs combine the tax benefits of a private partnership (profits 

only taxed when investors receive distributions) with the liquidity of a publicly traded company. There 

are two types of partners: general partners, who manage the MLP and its operations, and limited 

partners, who are investors in the MLP.  MLPs are considered low-risk, long-term investments, providing 

slow but steady income. MLPs are limited to investments in natural resources and real estate.  Most MLP 

investments are associated with the transportation of energy.

Real estate is a form of real property. It differs from personal property, which are things not 

permanently attached to the land. Real estate has a low and, in some cases, a negative correlation 

with other major asset classes. This means the addition of real estate to a portfolio can lower the total 

volatility in a portfolio and can provide a higher total return. The more direct the real estate investment, 

the better the hedge: Less direct, publicly traded vehicles such as REITs, are going to more closely 

reflect the overall stock market’s performance.

The market capitalization of all world equities is about $95 trillion as of 2020 with Real estate at about 

$10 trillion.  Since real estate occupies such a large chunk of the world’s investable universe, we can 

break it into many subsectors just like we do with stocks.  Some of those sectors in the real estate 

market include Office, Retail, Residential, Manufactured Housing, Self-Storage, Clean Energy, Industrial, 

Data Center, Health, Hotel and Timber to name a few.

A real estate fund that invests assets across different countries and regions to decrease geographic risk 

Some Unique structures in Real Estate that does not show up in other classification groups:

Qualified Opportunity Zones: Investments in qualified opportunity zones involve injecting capital into 

“economically-distressed” communities.  Investments in these communities can, in many cases, receive 

preferential tax treatment.

Like-Kind exchange or 1031 Exchange: Involves a transaction in which one real estate investment is 

swapped for another.  A qualifying 1031 Exchange allows for the deferral of capital gains taxes.

MASTER LIMITED PARTNERSHIP (MLP)

REAL ESTATE

GLOBAL REAL ESTATE



A fund that buys loans made by banks and other financial institutions to companies. These are usually 

senior secured debt and are mostly rated below investment grade because the borrower’s ability to 

repay may be viewed as speculative. Bank loan funds are also called floating rate funds because the 

underlying loans pay interest based on a floating rate, not a fixed rate, meaning that the interest rate 

adjusts periodically (adjustable rate). The loans typically have a term of between 5 and 7 years.

Corporate bonds that can be converted by the holder into a predetermined number of shares of 

common stock of an issuing company. Companies issue convertible bonds to lower the coupon rate on 

debt and to delay dilution. Because convertibles can be converted into stock, they benefit from a rise 

in the price of the underlying stock. If the stock performs poorly over the life of the convertible bond, 

conversion will not take place and the investor will simply receive the bond’s coupon rate (often lower 

than bonds of similar credit quality and duration) through maturity.

A Long-Short Credit strategy can be defined as the combination of cash products (e.g., straight bonds, 

which include a credit spread exposure reflecting the implied default risk of the bond, and an interest 

rate risk) and hedge overlays (which include three parameters: flexibility for short exposure, the hedging 

away of unwanted risk [interest rates, currency, market beta…] and potential for leverage). Such a 

combination provides a Long-Short Credit strategy with absolute returns, increased alpha, and a low 

correlation with the other asset classes.
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CONVERTIBLE BONDS

LONG-SHORT CREDIT

Continued

ALTERNATIVE  
FIXED INCOME

Outperform –
Underperform -
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A multi-sector bond fund seeks income by diversifying assets among several fixed-income sectors such 

as U.S. government and corporate bonds, international and emerging-market sovereign debt, and U.S. 

high-yield debt securities. They may also bet against the market by using put and call options.

A non-traditional bond fund uses a macro-oriented, global, unconstrained strategy providing 

concentrated and opportunistic exposures. They aim to maximize total return and add value while 

mitigating overall portfolio risk through duration, yield-curve, and volatility management strategies. 

A non-traditional bond fund may enter into various derivative transactions for both hedging and non-

hedging purposes (including more speculative positions aimed to enhance returns).

Equity securities that share many characteristics with debt instruments. Preferred stock offers higher 

fixed income payments than bonds with a lower investment per share. Preferred stockholders also 

have priority claim over common stocks for dividend payments and liquidation proceeds. The price is 

generally more stable than common stock and more liquid than corporate bonds of a similar quality. 

Preferred stock has no voting rights and is sensitive to interest rate changes.

MULTI-SECTOR BOND

NON-TRADITIONAL BOND

PREFERRED



A strategy that takes long positions in stocks that are expected to appreciate and short positions in 

stocks that are expected to decline. This strategy seeks to minimize market exposure while profiting 

from stock gains in the long positions, along with price declines in the short positions.

A strategy that seeks a high level of current income with capital appreciation as a secondary  

objective. A fund will invest in a broad range of income-producing investments, including both  

debt and equity securities. It may invest in securities of issuers located throughout the world,  

including in emerging markets.

An options-based fund blends a core long-equity portfolio with an actively managed option overlay. 

This type of fund’s option-based risk-management strategy can provide upside participation in equity 

markets while limiting downside exposure with the use of options. This tactical management creates 

opportunities to add alpha from option market dynamics and equity market volatility.
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GLOBAL MACRO

OPTIONS
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HEDGED EQUITY
Outperform –

Underperform -

PURE ALTERNATIVE
Outperform –

Underperform -
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Managed futures refers to an investment where a portfolio of futures contracts is actively managed by 

professionals. Managed futures are considered an alternative investment and are often used by funds 

and institutional investors to provide both portfolio and market diversification.

Managed futures provide this portfolio diversification by offering exposure to asset classes to help 

mitigate portfolio risk in a way that is not possible with direct equity investments like stocks and bonds. 

The performance of managed futures tends to be weakly or inversely correlated with traditional stock 

and bond markets, making them ideal investments to round out a portfolio constructed according to 

modern portfolio theory.

Most managed futures managers invest both long and short across all four asset classes: Equity, Fixed 

Income, Commodities, and Currencies.

A market neutral strategy seeks to profit from both increasing and decreasing prices in one or more 

markets while attempting to completely avoid some specific form of market risk. The investment 

selections attempt to avoid significant losses, as the long and short positions serve as a hedge to one 

another. They are often used by hedge funds as their investment objective is absolute returns rather 

than relative returns.  

Often, market-neutral strategies are likened to long/short equity funds, though they are distinctly 

different. Long/short funds simply aim to vary their long and short stock exposures across industries, 

taking advantage of undervalued and overvalued opportunities. Market-neutral strategies, on the 

other hand, focus on making concentrated bets based on pricing discrepancies with the main goal of 

achieving a zero beta versus its appropriate market index to hedge out systematic risk. While market-

neutral funds use long and short positions, this fund category’s goal is markedly  

different from plain long/short funds.

MANAGED FUTURES

MARKET NEUTRAL
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If you would like to speak with an advisor regarding the contents of this  

document or other financial planning and investment matters,  

please reach out to StrategIQ® Financial Group today. 

StrategIQ® Financial Group, LLC 
888-363-7147 

info@sfgweb.com  |  sfgweb.com

Schedule an introductory call by going to: 
https://www.sfgweb.com/schedule-call


