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Envestnet,	
  Inc.	
  (NYSE:	
  ENV)	
  is	
  a	
  leading	
  provider	
  of	
  technology-­‐enabled	
  
wealth	
  management	
  soluLons	
  to	
  investment	
  advisors.	
  Envestnet's	
  Advisor	
  
Suite	
  soNware	
  empowers	
  advisors	
  to	
  beOer	
  manage	
  client	
  outcomes	
  and	
  
strengthen	
  their	
  pracLce.	
  Envestnet	
  offers	
  advanced	
  porQolio	
  soluLons	
  
through	
  its	
  PorQolio	
  Management	
  Consultants	
  Group,	
  Envestnet	
  |	
  PMC.	
  
Envestnet	
  |	
  Tamarac	
  provides	
  leading	
  rebalancing,	
  reporLng	
  and	
  pracLce	
  
management	
  soNware.	
  Envestnet	
  |	
  Prima	
  provides	
  insLtuLonal-­‐quality	
  
research	
  and	
  due	
  diligence	
  on	
  investment	
  and	
  fund	
  managers.	
  Envestnet	
  |	
  
Vantage	
  gives	
  advisors	
  an	
  in-­‐depth	
  view	
  of	
  clients’	
  investments,	
  
empowering	
  them	
  to	
  give	
  holisLc,	
  personalized	
  advice.	
  	
  	
  
	
  

Envestnet	
  is	
  headquartered	
  in	
  Chicago	
  with	
  offices	
  in	
  Boston,	
  Denver,	
  New	
  
York,	
  Raleigh,	
  SeaOle,	
  Sunnyvale	
  and	
  Trivandrum,	
  India.	
  For	
  more	
  
informaLon	
  on	
  Envestnet,	
  please	
  visit	
  www.envestnet.com.	
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Ryan	
  Tagal	
  is	
  the	
  vice	
  president	
  of	
  product	
  management	
  at	
  
Envestnet	
  and	
  focuses	
  on	
  the	
  firm’s	
  separately	
  managed	
  account	
  
program	
  and	
  PMC	
  manager	
  research.	
  He	
  serves	
  on	
  Envestnet’s	
  
liquid	
  alternaLves	
  group.	
  Tagal’s	
  responsibiliLes	
  include	
  the	
  
development	
  of	
  Envestnet’s	
  classificaLon	
  and	
  porQolio	
  construcLon	
  
framework	
  for	
  mutual	
  funds	
  that	
  employ	
  alternaLve	
  investment	
  
strategies.	
  
	
  
Prior	
  to	
  joining	
  Envestnet,	
  Tagal	
  led	
  Morningstar’s	
  hedge	
  fund	
  
iniLaLve.	
  In	
  this	
  role,	
  he	
  oversaw	
  the	
  development	
  of	
  Morningstar’s	
  
hedge	
  fund	
  database,	
  associated	
  product	
  development,	
  and	
  related	
  
research	
  and	
  methodology.	
  Tagal	
  also	
  served	
  as	
  director	
  of	
  
quanLtaLve	
  research	
  at	
  Cerulli	
  Associates,	
  where	
  he	
  iniLated	
  
Cerulli’s	
  research	
  in	
  managed	
  accounts,	
  alternaLve	
  investment	
  
products	
  and	
  hedge	
  funds.	
  
	
  
Mr.	
  Tagal	
  has	
  frequently	
  been	
  quoted	
  in	
  financial	
  publicaLons	
  such	
  
as	
  The	
  Wall	
  Street	
  Journal,	
  Barron’s	
  and	
  BusinessWeek.	
  He	
  holds	
  an	
  
S.B.	
  in	
  physics	
  from	
  MIT	
  and	
  an	
  MBA	
  from	
  the	
  University	
  of	
  Chicago.	
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1.  Defining	
  alternaLve	
  strategies	
  
2.  The	
  alternaLve	
  landscape	
  
a)  Industry	
  growth	
  	
  
b)  Key	
  drivers	
  of	
  interest	
  

3.  PotenLal	
  advantages	
  of	
  liquid	
  alternaLves	
  
4.  ImplemenLng	
  liquid	
  alternaLve	
  strategies	
  



Alterna6ve	
  Investments:	
  Background	
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•  AlternaLve	
  investment	
  strategies	
  have	
  risk	
  &	
  return	
  
characterisLcs	
  not	
  found	
  in	
  tradiLonal	
  long-­‐only	
  porQolios.	
  	
  

•  These	
  characterisLcs	
  typically	
  occur	
  in	
  porQolios	
  with	
  the	
  ability	
  	
  
to	
  use	
  leverage,	
  sell	
  short	
  some	
  type	
  of	
  market	
  exposure,	
  or	
  
access	
  non-­‐correlated	
  opportuniLes.	
  	
  

	
  
	
  

Asset	
  Class	
   Product	
  Type	
   Strategy	
  

Tradi6onal	
  

•  EquiLes	
  
•  Fixed	
  Income	
  
•  Cash	
  

•  Mutual	
  Fund	
  
•  ETF	
  
•  Separate	
  Accounts	
  
•  Individual	
  SecuriLes	
  

•  Long-­‐only	
  

Alterna6ve	
  

•  Long/short	
  
•  Global	
  macro	
  
•  Arbitrage	
  
•  Trading	
  strategies	
  

•  LP,	
  LLC	
  (i.e.,	
  Hedge	
  
Funds,	
  Fund	
  of	
  Funds,	
  
Private	
  Equity	
  Funds)	
  

•  Long/short	
  
•  Global	
  macro	
  
•  Arbitrage	
  
•  Trading	
  strategies	
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Liquid	
  AlternaLves	
  
DefiniLon	
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Liquid	
  Alterna6ves	
  
•  Mutual	
  funds	
  or	
  ETFs	
  that	
  are	
  registered	
  with	
  the	
  SEC	
  under	
  the	
  

1940	
  Act	
  and	
  that:	
  
−  Seek	
  returns	
  that	
  are	
  uncorrelated	
  with	
  tradiLonal	
  asset	
  classes	
  
−  Employ	
  unique	
  or	
  non-­‐tradiLonal	
  investment	
  strategies,	
  including	
  

selling	
  short	
  or	
  employing	
  derivaLves	
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Liquid	
  Alterna6ves	
  
•  Liquid	
  alternaLves	
  have	
  many	
  of	
  the	
  same	
  characterisLcs	
  of	
  

tradiLonal	
  alternaLves	
  but	
  eliminate	
  some	
  disadvantages	
  by	
  
offering:	
  
−  Daily	
  liquidity	
  
−  Transparency	
  
−  Reduced	
  fee	
  structure	
  
−  Efficient	
  tax	
  reporLng	
  
−  No	
  accreditaLon	
  issues	
  

−  Low	
  investment	
  minimums	
  
	
  



The	
  Alterna6ve	
  Investments	
  Landscape	
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•  According	
  to	
  Cerulli,	
  alternaLve	
  mutual	
  fund	
  assets	
  experienced	
  
explosive	
  growth	
  –	
  near	
  tripling	
  in	
  assets	
  between	
  2008	
  and	
  2011,	
  
going	
  from	
  $78B	
  in	
  AUM	
  to	
  $214B	
  in	
  AUM,	
  compared	
  to	
  just	
  55%	
  
overall	
  growth	
  for	
  the	
  mutual	
  fund	
  industry	
  over	
  the	
  same	
  Lme	
  
period.	
  

•  Firms	
  launched	
  72	
  new	
  alternaLve	
  mutual	
  funds	
  in	
  2011	
  –	
  a	
  new	
  
record.	
  

•  New	
  launches	
  had	
  never	
  exceeded	
  50	
  in	
  a	
  year.	
  
•  Managers	
  are	
  growing	
  their	
  alternaLves	
  staff	
  
−  On	
  average	
  they	
  employ	
  12	
  alternaLve	
  investment-­‐focused	
  

professionals	
  dedicated	
  to	
  product,	
  markeLng	
  and	
  sales	
  in	
  2012,	
  up	
  
from	
  10	
  employees	
  in	
  2011.	
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  Flows	
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  –	
  2011	
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  Interest	
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Advisors	
  recognize	
  the	
  need	
  to	
  incorporate	
  
alternaLves	
  into	
  a	
  porQolio,	
  but	
  need	
  a	
  way	
  to	
  

communicate	
  that	
  in	
  a	
  meaningful	
  way	
  to	
  individual	
  
investors.	
  



©	
  2012	
  Envestnet,	
  Inc.	
  All	
  rights	
  reserved.	
  For	
  home	
  office	
  and	
  advisor	
  use	
  only.	
  

Significant	
  Drivers	
  of	
  Interest	
  
2011	
  vs.	
  2012	
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73%	
  

60%	
  

79%	
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47%	
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89%	
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Investors	
  need	
  
alterna6ves	
  to	
  op6mize	
  

the	
  risk-­‐adjusted	
  
performance	
  of	
  their	
  

por;olios	
  

Expecta6ons	
  regarding	
  
future	
  capital	
  

markets	
  returns	
  	
  
(i.e.,	
  need	
  to	
  offer	
  a	
  

variety	
  of	
  asset	
  classes)	
  

Need	
  to	
  differen6ate	
  in	
  
a	
  

compe66ve	
  
marketplace	
  

Demand	
  from	
  
ins6tu6onal	
  clients	
  

Demand	
  from	
  
financial	
  advisors	
  

Demand	
  from	
  
distributors/pla;orms	
  

Demand	
  from	
  individual	
  
investors	
  

2011 2012 

Source:	
  	
  Cerulli	
  Associates,	
  2012	
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Advisor	
  Interest	
  and	
  Challenges	
  

16	
  

	
  
	
  
	
  
	
  

Advisors’	
  major	
  challenge	
  is	
  client	
  educaLon.	
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AOributes	
  ResonaLng	
  Most	
  with	
  Advisors	
  
2012	
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©	
  2012	
  Envestnet,	
  Inc.	
  All	
  rights	
  reserved.	
  For	
  home	
  office	
  and	
  advisor	
  use	
  only.	
  

Challenges	
  to	
  Development	
  &	
  Delivery	
  	
  
2012	
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How	
  Much	
  Should	
  Individual	
  Investors	
  	
  
Allocate	
  to	
  AlternaLves?	
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0%-­‐5%	
  
(64%)	
  

6%-­‐15%	
  
(18%)	
  

16%-­‐25%	
  
(18%)	
  

Conserva6ve	
  

6%-­‐15%	
  
(82%)	
  

16%-­‐25%	
  
(18%)	
  

Moderate	
  
6%-­‐15%	
  
(10%)	
  

16%-­‐25%	
  
(40%)	
  

26%-­‐40%	
  
(50%)	
  

Aggressive	
  

Note:	
   Each	
   slice	
   represents	
   a	
   response.	
   For	
   example,	
   for	
   a	
   “ConservaLve	
   Investor,”	
   64%	
   of	
   those	
   surveyed	
   believe	
   a	
  
0%-­‐5%	
  allocaLon	
  to	
  alternaLves	
   is	
  appropriate;	
  18%	
  of	
   those	
  surveyed	
  believe	
  a	
  5%-­‐15%	
  allocaLon	
   is	
  appropriate;	
  and	
  
18%	
  of	
  those	
  surveyed	
  believe	
  a	
  15%-­‐25%	
  allocaLon	
  to	
  alternaLves	
  is	
  appropriate.	
  

Asset	
  Managers’	
  Recommended	
  Alterna=ve	
  Investments	
  Alloca=on	
  
By	
  Investor	
  Risk	
  Tolerance	
  

2011	
  

Source:	
  	
  Cerulli	
  Associates,	
  2012	
  

0%	
  -­‐	
  5%	
   6%	
  -­‐	
  15%	
   16%	
  -­‐	
  25%	
   26%	
  -­‐	
  40%	
  



Poten6al	
  Advantages	
  of	
  Liquid	
  Alterna6ves	
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Why	
  Liquid	
  AlternaLves?	
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The	
  proliferaLon	
  of	
  alternaLve	
  mutual	
  funds	
  &	
  ETFs	
  has	
  provided	
  access	
  to	
  
some	
  of	
  the	
  benefits	
  of	
  alternaLve	
  limited	
  partnerships	
  without	
  many	
  of	
  the	
  
drawbacks	
  of	
  direct	
  hedge	
  fund	
  invesLng.	
  	
  

	
  
	
  

Private	
  Partnerships	
  (Hedge	
  
Funds)	
  

Liquid	
  Alterna6ves	
  (Mutual	
  
Funds/	
  ETFs)	
  

Fees	
   High	
  (2%	
  mgmt	
  fees,	
  20%	
  
performance	
  fees)	
  

Low	
  (~1.50%)	
  

Transparency	
   None	
   Full	
  

Liquidity	
   Limited	
  (monthly/quarterly)	
   Daily	
  

Event	
  Risk	
   High	
   Reduced	
  

Taxes	
   K-­‐1	
   1099	
  

Capacity	
   DiscreLonary	
   Flexible	
  

Minimums	
   High	
   Low	
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Advantages	
  
TradiLonal	
  AlternaLves	
  

22	
  

Advantages	
  
•  Ability	
  to	
  access	
  specialist	
  money	
  managers	
  employing	
  unique	
  

approaches	
  
•  DiversificaLon	
  
−  AlternaLves	
  can	
  be	
  used	
  as	
  a	
  third	
  primary	
  asset	
  class	
  

•  Risk	
  reducLon	
  
−  PotenLal	
  risk	
  reducLon	
  through	
  low	
  correlaLon	
  

•  Performance	
  
−  PotenLal	
  return	
  enhancement	
  through	
  use	
  of	
  unique	
  strategies	
  



©	
  2012	
  Envestnet,	
  Inc.	
  All	
  rights	
  reserved.	
  For	
  home	
  office	
  and	
  advisor	
  use	
  only.	
  

Disadvantages	
  
TradiLonal	
  AlternaLves	
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Historical	
  Disadvantages	
  
•  Limited	
  liquidity	
  
−  Ability	
  to	
  liquidate	
  holdings	
  oNen	
  difficult	
  

•  Limited	
  transparency	
  
−  Difficult	
  to	
  obtain	
  insight	
  into	
  porQolio	
  holdings/strategy	
  

•  Limited	
  availability	
  
−  Best	
  managers	
  oNen	
  closed	
  to	
  new	
  investors	
  

•  Fees	
  
−  High	
  fees	
  oNen	
  charged	
  by	
  even	
  mediocre	
  funds	
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AlternaLves	
  Can	
  Offer	
  Capital	
  ProtecLon	
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AlternaLves	
  Can	
  Offer	
  Capital	
  ProtecLon	
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Use	
  in	
  PorQolios	
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What	
  is	
  it?	
  
•  An	
  investment	
  framework	
  and	
  soluLon	
  set	
  empowering	
  advisors	
  

to	
  effecLvely	
  and	
  efficiently	
  construct	
  porQolios	
  benefiLng	
  from	
  
exposure	
  to	
  liquid	
  alternaLves	
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Framework	
  for	
  Liquid	
  AlternaLves	
  
Use	
  in	
  PorQolios	
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What	
  does	
  the	
  program	
  consist	
  of?	
  
•  A	
  liquid	
  alterna=ves	
  plaCorm	
  
−  A	
  systemaLc	
  process	
  for	
  idenLfying	
  and	
  classifying	
  liquid	
  alternaLves	
  

vehicles	
  
−  A	
  staLsLcally-­‐determined	
  system	
  of	
  liquid	
  alternaLves	
  asset	
  classes	
  or	
  

clusters	
  
−  A	
  rigorous	
  quanLtaLve	
  and	
  qualitaLve	
  approval	
  process	
  resulLng	
  in	
  a	
  

liquid	
  alternaLves	
  Approved	
  List	
  

•  A	
  porColio	
  construc=on	
  framework	
  
−  A	
  framework	
  for	
  determining	
  how	
  much	
  to	
  allocate	
  to	
  liquid	
  

alternaLves	
  
−  ObjecLve	
  guidance	
  on	
  the	
  composiLon	
  of	
  liquid	
  alternaLves	
  porQolios	
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Framework	
  for	
  Liquid	
  AlternaLves	
  
Program	
  Goals	
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Understanding	
  and	
  Access	
  	
  
Help	
  advisors	
  beOer	
  understand	
  the	
  landscape	
  of	
  alternaLve	
  
investment	
  strategies	
  and	
  provide	
  access	
  to	
  liquid	
  alternaLve	
  
soluLons.	
  Ongoing	
  educaLon	
  is	
  essenLal.	
  
Research	
  	
  
Deliver	
  a	
  research	
  methodology	
  that	
  assists	
  advisors	
  in	
  manager	
  
selecLon.	
  We	
  believe	
  that	
  a	
  liquid	
  alternaLves	
  approval	
  process	
  
should	
  be	
  objecLve,	
  transparent,	
  and	
  consistent	
  with	
  a	
  tradiLonal,	
  
long-­‐only	
  approach.	
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Framework	
  for	
  Liquid	
  AlternaLves	
  
Program	
  Goals	
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Implementa=on	
  Framework	
  	
  
Provide	
  a	
  framework	
  to	
  help	
  advisors	
  implement	
  alternaLves	
  into	
  
client	
  porQolios.	
  
Insight	
  	
  
Assist	
  advisors	
  with	
  varying	
  levels	
  of	
  need.	
  While	
  some	
  advisors	
  may	
  
simply	
  reference	
  our	
  classificaLon	
  scheme,	
  others	
  may	
  prefer	
  to	
  
leverage	
  PMC’s	
  porQolio	
  construcLon	
  skill.	
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  AlternaLves	
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Implementa6on	
   Strategy	
   Objec6ve	
   Beta	
   Example	
  Strategies	
  
Eq

ui
ty
	
  C
om

pl
em

en
t	
   Hedged	
  Equity	
  

•  Seeks	
  to	
  reduce	
  overall	
  equity	
  porQolio	
  
volaLlity	
  by	
  hedging	
  or	
  through	
  disLnct	
  
sources	
  of	
  equity	
  returns	
  

0.4-­‐0.6	
  
•  Long/	
  Short	
  
•  OpLons	
  Hedge	
  
•  Merger	
  Arbitrage	
  

Hedge	
  FoFs	
   •  Seeks	
  to	
  Diversify	
  across	
  mulLple	
  strategies	
  
to	
  seek	
  different	
  sources	
  of	
  returns	
   ~0.5	
   •  PorQolio	
  of	
  funds	
  

Mul6-­‐Strategy	
   •  Seeks	
  to	
  add	
  value	
  through	
  tacLcal	
  
allocaLon	
  shiNs	
  across	
  various	
  strategies	
   0-­‐0.5	
   •  Global	
  TacLcal	
  

•  Global	
  Macro	
  

Equity	
  Arb	
   •  Seeks	
  to	
  benefit	
  from	
  differences	
  in	
  
acquiring	
  and	
  target	
  company	
  stocks	
   ~0.2	
   •  Merger	
  Arbitrage	
  

•  StaLsLcal	
  Arbitrage	
  

Fixed	
  Income	
  
Complement	
   Strategic	
  Income	
   •  Seeks	
  to	
  exploit	
  inefficiencies	
  in	
  the	
  fixed	
  

income	
  markets	
   ~0	
   •  ConverLble	
  Arbitrage	
  
•  Long/	
  Short	
  Bond	
  

Di
ve
rs
ifi
er
	
  

Market	
  Neutral	
  
•  Seeks	
  to	
  capitalize	
  on	
  a	
  non-­‐trending	
  

equiLes	
  market	
  by	
  singling	
  out	
  stock	
  picking	
  
ability	
  and	
  targeLng	
  zero	
  equity	
  beta	
  

~0	
   •  Absolute	
  Return	
  
•  StaLsLcal	
  Arbitrage	
  

Managed	
  Futures	
   •  Seeks	
  to	
  tap	
  into	
  non-­‐correlated	
  source	
  of	
  
returns	
  across	
  mulLple	
  asset	
  classes	
   ~0	
  

•  Passive	
  
•  Trend	
  Following	
  
•  PorQolio	
  of	
  Funds	
  

Short	
  Bias	
  
•  Seeks	
  to	
  reduce	
  equity	
  exposure	
  or	
  

implement	
  a	
  tacLcal	
  view	
  to	
  potenLally	
  
profit	
  from	
  a	
  declining	
  equity	
  market	
  

-­‐0.2	
  –	
  (-­‐1.0)	
   •  Passive	
  Inverse	
  
•  Sector	
  Bearish	
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PMC	
  Liquid	
  AlternaLves:	
  	
  
PorQolio	
  ConstrucLon	
  

Risk-­‐Based	
  Por;olios:	
  Por;olio	
  Construc6on	
  Process	
  
	
  

  PMC’s	
  porQolio	
  construcLon	
  process	
  uses	
  advanced	
  opLmizaLon	
  
techniques	
  to	
  determine:	
  
  How	
  much	
  to	
  allocate	
  to	
  alternaLves	
  
  What	
  we	
  believe	
  are	
  the	
  best	
  	
  possible	
  combinaLon	
  of	
  alternaLve	
  sub-­‐

strategies	
  
  ObjecLve:	
  minimize	
  CondiLonal	
  Value	
  at	
  Risk	
  (CVaR)	
  –	
  or	
  expected	
  

shorQall	
  risk	
  –	
  of	
  the	
  overall	
  porQolio,	
  including	
  alternaLves	
  
  TradiLonal	
  Mean-­‐Variance	
  OpLmizaLon	
  (MVO)	
  assumes	
  a	
  normal	
  return	
  

distribuLon	
  
  In	
  reality,	
  distribuLons	
  are	
  non-­‐normal,	
  and	
  typically	
  exhibit	
  “fat	
  tails”	
  
  CVaR	
  is	
  an	
  opLmizaLon	
  process	
  which	
  takes	
  into	
  account	
  non-­‐normality	
  

and	
  minimizes	
  the	
  fat	
  tails	
  

32	
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Include	
  alternaLves	
  or	
  other	
  diversifying	
  asset	
  classes	
  to	
  the	
  long-­‐only	
  porQolio	
  
in	
  order	
  to	
  minimize	
  CVaR	
  (i.e.,	
  reduce	
  “fat”	
  leN	
  tail).	
  	
  

CVaR	
  –	
  Long-­‐only	
  PorQolio	
   CVaR	
  –	
  Long-­‐only	
  PorQolio	
  

CVaR	
  –	
  Long-­‐only	
  PorQolio	
  

CVaR	
  –	
  Diversifying	
  Assets	
  

CVaR	
  –	
  Overall	
  Por;olio	
  

Long-­‐only	
  PorQolio	
  

Long-­‐only	
  	
  
PorQolio	
  

Diversifying	
  
Asset	
  Class	
  

Long-­‐only	
  	
  
PorQolio	
  

Overall	
  
PorQolio	
  

•  The	
  size	
  of	
  the	
  allocaLon	
  to	
  diversifying	
  assets	
  will	
  depend	
  on	
  the	
  desired	
  tracking	
  
error	
  (TE)	
  or	
  beta	
  between	
  the	
  overall	
  and	
  long-­‐only	
  porQolios.	
  
—  The	
  higher	
  the	
  TE	
  or	
  beta	
  reducLon	
  that	
  is	
  acceptable,	
  the	
  large	
  the	
  allocaLon	
  to	
  

alternaLves.	
  

Using	
  CVaR	
  to	
  Minimize	
  “Fat”	
  LeN	
  Tails	
  

33	
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• Seek	
  complementary	
  
exposure	
  to	
  exisLng	
  equity	
  
allocaLon	
  

• PotenLally	
  obtain	
  upside	
  
parLcipaLon	
  with	
  reduced	
  
correlaLon	
  

• PotenLally	
  enhance	
  risk-­‐
adjusted	
  return	
  of	
  porQolio	
  

• Minimize	
  risk	
  of	
  overall	
  
porQolio	
  

• Reduce	
  “fat	
  tail”	
  exposure.	
  
• Willing	
  to	
  tolerate	
  
somewhat	
  lower	
  return	
  

• PotenLally	
  enhance	
  risk-­‐
adjusted	
  return	
  of	
  porQolio	
  

• Seek	
  complementary	
  
exposure	
  to	
  exisLng	
  fixed	
  
income	
  allocaLon	
  

• PotenLally	
  obtain	
  
protecLon	
  against	
  rising	
  
interest	
  rates	
  

• PotenLally	
  enhance	
  risk-­‐
adjusted	
  return	
  of	
  porQolio	
  

YES	
  

Fixed	
  Income	
  
Complement	
  

2.  Determine	
  
ObjecLves	
  

1.  AllocaLon	
  
Decision	
  

3.  Implement	
  
ApplicaLon	
   Diversifier	
  

Allocate	
  to	
  Liquid	
  AlternaLves?	
  

Equity	
  
Complement	
  

Determining	
  Liquid	
  AlternaLves	
  ApplicaLon	
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Equity	
  
Complement	
  Diversifier	
  Fixed	
  Income	
  

Complement	
  

~25%	
  ~20%	
  

Max	
  

Min	
  

Suggested	
  

10%	
  

40%	
  

20%	
  

Max	
  

Min	
  

Suggested	
  

10%	
  

40%	
  

25%	
  

Max	
  

Min	
  

Suggested	
  

10%	
  

40%	
  

25%	
  

Long-­‐Only	
   60-­‐90%	
  Long-­‐Only	
   60-­‐90%	
  Long-­‐Only	
   60-­‐90%	
  

~25%	
  

Determining	
  Liquid	
  AlternaLves	
  ApplicaLon	
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Determining	
  Liquid	
  AlternaLves	
  ApplicaLon	
  
IniLal	
  AllocaLon	
  
	
  

25%	
  

Equity	
  
Complement	
  Por;olio	
  Diversifier	
  Fixed	
  Income	
  

Complement	
  

Suggested	
   20%	
   Suggested	
   25%	
   Suggested	
  

20%	
  

80%	
  

Equity	
  

Fixed	
  
Income	
  

20%	
  

64%	
  

16%	
  

Equity	
  

Fixed	
  Income	
  

Fixed	
  Income	
  
Compliment	
  

15%	
  

60%	
  

25%	
  
Equity	
  

Fixed	
  Income	
  

Diversifying	
  
Compliment	
  

15%	
   5%	
  

80%	
  

Equity	
  

Equity	
  
Compliment	
  

Fixed	
  Income	
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Determining	
  Liquid	
  AlternaLves	
  ApplicaLon	
  
IniLal	
  AllocaLon	
  
	
  

25%	
  

Equity	
  
Complement	
  

Suggested	
   20%	
   Suggested	
   25%	
   Suggested	
  

50%	
  
40%	
  

10%	
  
Equity	
  

Fixed	
  Income	
  

Fixed	
  Income	
  
Compliment	
  

38%	
  

38%	
  

25%	
  
Equity	
  

Fixed	
  Income	
  

Diversifying	
  
Compliment	
  

38%	
  

13%	
  

50%	
  

Equity	
  

Equity	
  
Compliment	
  

Fixed	
  Income	
  

Por;olio	
  Diversifier	
  Fixed	
  Income	
  
Complement	
  

50%	
  50%	
  

Equity	
  

Fixed	
  
Income	
  

37	
  



©	
  2012	
  Envestnet,	
  Inc.	
  All	
  rights	
  reserved.	
  For	
  home	
  office	
  and	
  advisor	
  use	
  only.	
  

Determining	
  Liquid	
  AlternaLves	
  ApplicaLon	
  
IniLal	
  AllocaLon	
  
	
  

Equity	
  
Complement	
  Por;olio	
  Diversifier	
  Fixed	
  Income	
  

Complement	
  

Suggested	
   20%	
   Suggested	
   25%	
   Suggested	
   25%	
  

80%	
  

20%	
  
Equity	
  

Fixed	
  
Income	
  

80%	
  

16%	
  

4%	
  
Equity	
  

Fixed	
  Income	
  

Fixed	
  Income	
  
Compliment	
  

60%	
  15%	
  

25%	
  
Equity	
  

Fixed	
  Income	
  

Diversifying	
  
Compliment	
  

60%	
  20%	
  

20%	
  
Equity	
  

Equity	
  
Compliment	
  

Fixed	
  Income	
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Summary	
  

39	
  

•  AlternaLve	
  investments	
  can	
  offer	
  valuable	
  diversifying	
  investment	
  
characterisLcs	
  when	
  combined	
  with	
  tradiLonal	
  asset	
  classes	
  and	
  
may	
  offer	
  superior	
  risk-­‐adjusted	
  returns.	
  

•  TradiLonal	
  alternaLves	
  have	
  some	
  inherent	
  structural	
  
disadvantages	
  and	
  can	
  be	
  limited	
  in	
  accessibility.	
  

•  Liquid	
  alternaLves	
  enable	
  any	
  investor	
  to	
  access	
  the	
  potenLal	
  
beneficial	
  investment	
  characterisLcs	
  of	
  alternaLves	
  without	
  the	
  
limitaLons	
  of	
  tradiLonal	
  structures.	
  

•  As	
  with	
  tradiLonal	
  alternaLves,	
  a	
  rigorous	
  fund	
  selecLon	
  and	
  
implementaLon	
  framework	
  is	
  essenLal	
  for	
  a	
  liquid	
  alternaLves	
  
program.	
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Paradigm	
  Liquid	
  AlternaLves	
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For	
  More	
  InformaLon	
  
Contact	
  Us	
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Ryan	
  Tagal	
  

Vice	
  President,	
  Product	
  Management	
  
Envestnet,	
  Inc.	
  

ryan.tagal@envestnet.com	
  
312.827.7046	
  

	
  
PMC	
  Investment	
  Services	
  
pmc@envestnet.com	
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The	
  informa6on,	
  analysis,	
  and	
  opinions	
  expressed	
  herein	
  are	
  for	
  general	
  informa6on	
  only.	
  Nothing	
  
contained	
  in	
  this	
  document	
  is	
  intended	
  to	
  cons6tute	
  legal,	
  tax,	
  securi6es,	
  or	
  investment	
  advice,	
  nor	
  
an	
   opinion	
   regarding	
   the	
   appropriateness	
   of	
   any	
   investment,	
   nor	
   a	
   solicita6on	
   of	
   any	
   type.	
  
Inves6ng	
   carries	
   certain	
   risks	
   and	
   there	
   is	
   no	
   assurance	
   that	
   inves6ng	
   in	
   accordance	
   with	
   the	
  
por;olios	
  men6oned	
  will	
   provide	
   posi6ve	
   performance	
   over	
   any	
   period	
   of	
   6me.	
   Investors	
   could	
  
lose	
  money	
   if	
   they	
   invest	
   in	
  accordance	
  with	
  the	
  por;olios	
  discussed	
  herein.	
  Past	
  performance	
   is	
  
not	
  indica6ve	
  of	
  future	
  results.	
  
	
  
Investors	
   should	
   consult	
   with	
   an	
   investment	
   advisor	
   to	
   determine	
   the	
   appropriate	
   investment	
  
vehicle.	
   Investment	
   decisions	
   should	
   always	
   be	
   made	
   based	
   on	
   the	
   investor’s	
   specific	
   financial	
  
needs	
  and	
  objec6ves,	
  goals,	
  6me	
  horizon,	
  and	
  risk	
  tolerance.	
  The	
  statements	
  contained	
  herein	
  are	
  
based	
  upon	
   the	
  opinions	
  of	
   PMC	
  and	
   third	
  party	
   sources.	
   Informa6on	
  obtained	
   from	
   third	
  party	
  
sources	
   are	
   believed	
   to	
   be	
   reliable	
   but	
   not	
   guaranteed.	
   All	
   opinions	
   and	
   views	
   cons6tute	
   our	
  
judgments	
  as	
  of	
  the	
  date	
  of	
  wri6ng	
  and	
  are	
  subject	
  to	
  change	
  at	
  any	
  6me	
  without	
  no6ce.	
  	
  
	
  
Exchange	
  Traded	
  Funds	
  (ETFs)	
  and	
  mutual	
  funds	
  are	
  subject	
  to	
  risks	
  similar	
  to	
  those	
  of	
  stocks,	
  such	
  
as	
  market	
  risk.	
  Inves6ng	
  in	
  ETFs	
  may	
  bear	
  indirect	
  fees	
  and	
  expenses	
  charged	
  by	
  ETFs	
  in	
  addi6on	
  to	
  
its	
  direct	
  fees	
  and	
  expenses,	
  as	
  well	
  as	
  indirectly	
  bearing	
  the	
  principal	
  risks	
  of	
  those	
  ETFs.	
  Income	
  
(bond)	
  ETFs	
  	
  and	
  mutual	
  funds	
  are	
  subject	
  to	
  interest	
  rate	
  risk	
  which	
  is	
  the	
  risk	
  that	
  debt	
  securi6es	
  
in	
  a	
  fund’s	
  por;olio	
  will	
  decline	
  in	
  value	
  because	
  of	
  increases	
  in	
  market	
  interest	
  rates.	
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AlternaLve	
  Investments	
  may	
  have	
  complex	
  terms	
  and	
  features	
  that	
  are	
  not	
  easily	
  understood	
  
and	
  are	
  not	
  suitable	
  for	
  all	
  investors.	
  You	
  should	
  conduct	
  your	
  own	
  due	
  diligence	
  to	
  ensure	
  you	
  
understand	
  the	
  features	
  of	
  the	
  product	
  before	
  invesLng.	
  AlternaLve	
  investment	
  strategies	
  may	
  
employ	
   a	
   variety	
   of	
   hedging	
   techniques	
   and	
  non-­‐tradiLonal	
   instruments	
   such	
   as	
   inverse	
   and	
  
leveraged	
  products.	
  Certain	
  hedging	
  techniques	
  include	
  matched	
  combinaLons	
  that	
  neutralize	
  
or	
  offset	
  individual	
  risks	
  such	
  as	
  merger	
  arbitrage,	
  long/short	
  equity,	
  converLble	
  bond	
  arbitrage	
  
and	
  fixed-­‐income	
  arbitrage.	
  Leveraged	
  products	
  are	
  those	
  that	
  employ	
  financial	
  derivaLves	
  and	
  
debt	
   to	
   try	
   to	
   achieve	
   a	
  mulLple	
   (for	
   example	
   two	
   or	
   three	
   Lmes)	
   of	
   the	
   return	
   or	
   inverse	
  
return	
  of	
  a	
  stated	
  index	
  or	
  benchmark	
  over	
  the	
  course	
  of	
  a	
  single	
  day.	
  Inverse	
  products	
  uLlize	
  
short	
  selling,	
  derivaLves	
   trading,	
  and	
  other	
   leveraged	
   investment	
   techniques,	
  such	
  as	
   futures	
  
trading	
  to	
  achieve	
  their	
  objecLves,	
  mainly	
  to	
  track	
  the	
  inverse	
  of	
  their	
  benchmarks.	
  As	
  with	
  all	
  
investments,	
  there	
  is	
  no	
  assurance	
  that	
  any	
  investment	
  strategies	
  will	
  achieve	
  their	
  objecLves	
  
or	
  protect	
  against	
  losses.	
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