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Albourne Partners

– Manager Selection
Evaluation of underlying hedge funds 

– Due Diligence
Initial review and on-going monitoring

– Strategy Research
Evaluating and forecasting strategy returns

– Risk Analysis
Understanding and monitoring portfolio risk

– Portfolio Construction
Determining the optimal portfolio subject to client’s 
objectives and policy guidelines

– Founded in 1994 by two ex-hedge fund managers and their prime broker
– Independent global advisory firm focused on hedge funds and recently private equity
– 148 employees with offices throughout US, Europe, and Asia
– 132 clients with over $180bn invested directly in hedge funds
– Fixed dollar fee model, no fund of funds product and only paid by investors

Albourne’s Consulting Services

Albourne Overview
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Role of Hedge Funds
• Hedge funds are a business model not an asset class

• Hedge funds offer diverse exposures and play a variety of roles in a 
portfolio:
– Compliment

• Equity and bonds often as part of a broader alternatives allocation
– Risk, return and correlation may compliment traditional asset classes, with 

better liquidity then other alternatives
– Substitute

• Existing traditional equity and/or bond allocations
– Superior return and/or risk then to traditional asset class and/or 

diversification benefits
– Integrate with

• A passive traditional asset class allocation as a part of a “Portable 
Alpha” program

– Low correlation to separate asset classes and consistent “alpha” relative to 
a cash hurdle.

General Observations
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• Institutions typically choose between the following paths:

Portfolio 1
Integrated

(Portable Alpha)

Portfolio 2a
Compliment/Substitute

Portfolio 2b
Compliment/Substitute

Strategic
Objectives

Conservative
Market Neutral

Moderate
Non-directional 

Aggressive
Directional

Return T-Bills + 200-400 T-Bills + 400-600 T-Bills + 600-800
or Traditional AC

Risk* 2 to 4% 2.5 to 5% 4 to 6%

Beta** < 10% < 20% < 40%

*Expected risk, typically below budgeted risk
** Beta to Global Equity

Role of Hedge Funds
General Observations
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• 2008 
– Hedge funds have held up “relatively” well when compared to 

Global Equities
– Managers have reduced their net and gross exposures
– However, the year is not over…

Performance YTD

Source: Bloomberg
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General Observations
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• Investors Flows
– 2007 saw meaningful inflows

• HFR estimated USD 400b growth
• TASS estimated USD 340b growth

– 2008 estimates thus far shows modest net inflows
• Institutions are allocating some new capital
• Funds of funds net redemptions.

• Strategy Flows
– 2007:

• Biggest inflows: Sector Utility/Energy & Commodity 
• Biggest outflows: Japan L/S (only negative)

– 2008:
• Biggest inflows: CTA & Global Macro (Distressed?) 
• Biggest outflows: Quant Equity Market Neutral & Japan L/S.

Fund Flows

Source: Albourne, Hedge Fund Research & TASS

10% Organic Growth
20%  Net Inflows

General Observations



The Large Get Larger

Source: Absolute Return, Alpha, Morgan Stanley Estimates
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• Hedge Funds and Private Equity
– Many PE firms have entered the business
– Side pockets and less investor liquidity increasing

• Hedge Funds and Traditional “Long/Only”
– “130/30” funds remain a hot topic - they now come in many 

difference shares (120/20 -175/75)
– For several years L/S hedge funds have offered their long books 
– Value Equity and Activists
– Long Short managers where shorting is limited (Emerging Market)

• Compelling fundamental investors finding the hedge fund 
business model appealing

Asset Class Convergence
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Increased Use of Side Pockets and Lock-Ups

Source: Albourne, 2008 Deutsche Bank Survey
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Fixed 
(Benchmarked)

Variable
(Benchmark Agnostic)

No

Type I

Indexed / Enhanced Index
(Typically 100% invested)

Type II
Absolute Return Long-only

(Actively vary gross /
Typically <100% invested)

Yes

Type III

“130/30” / Selective Shorts

Type IV
Long-biased L/S 
(>70% net long 

>75% of the time)

Net Exposure

A
lp

ha
 S
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rts

Defining “Hedge Fund”

• Sophisticated endowment clients allocate to long-biased hedge funds as a 
substitute for traditional equity exposure

• Now pension plans are also embracing this model.

Asset Class Convergence
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Year Report

2005 AIMA – Sound Practices for Hedge Fund Valuation

2005 MFA – Sound Practices for Hedge Fund Managers

2005 Counterparty Risk Management Group – Towards Greater Financial Stability

2007 MFA – Sound Practices for Hedge Fund Managers (2)

2007 AIMA – Best Practices on Valuation (2)

2007 OECD – The Role of Private Pools of Capital in Corporate Governance

2007 Hedge Fund Working Group: The Best Practice Standards

2007 IOSCO – Principles for the Valuation of Hedge Fund Portfolios

2008 Hedge Fund Working Group – The Hedge Fund Standards

2008 Hedge Fund Code of Practice – Dubai Financial Services Authority

2008 Presidents Working Group – Investor and Asset Manager Best Practices

History of Best Practices
Institutionalization

12

– Two work streams - Investors & Asset Managers

– Highly detailed (approx 165 recommendations):
• Disclosure
• Valuation of assets
• Risk management
• Trading & business operations
• Compliance and conflicts of interest.

President’s Working Group (PWG)
Institutionalization
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Routes to Access Hedge Funds
Fund-of-funds (co-mingled)

Fund-of-funds (themed or bespoke)

Direct (with or without advice)

Replicating HF strategies

Investible Indices

Hedge Fund 
Exposure

Fee Drag
Fund-of-funds (co-mingled)  High

Fund-of-funds (bespoke)      High

Investible Indices                 Medium

Replicating HF Strategies    Medium

Direct with advice Low

Knowledge transfer
Fund-of-funds (co-mingled)  Low

Replicating HF strategies Low

Fund-of-funds (bespoke) Medium/low

Investible Indices                 Medium/low

Direct with advice High

Institutional 
Investor

Resources
All others Low/Zero

Direct with advice Low

Direct without advice High

Disintermediation
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– More natural to get direct core exposure to Multi 
Strategy / Global managers and use fund of fund for 
satellite exposures (Themed)

– Themed could be emerging managers, regional 
and/or strategy specialist (Activists, Macro, etc). 

Phase 1
Allocation

Phase 2
Allocation

Past FOF FOF (Core) & Direct (Satellite/Core)

Present and Future Direct and/or FOF (Core) Direct (Core) & FOF (Satellite)**

Future Access Hedge Funds
Disintermediation
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• Hedge funds are dynamic with meaningful alignment of interest
– Leverage is generally low and managers are conservatively 

positioned
• Valuations are attractive and dislocation and dispersion are 

high
– Hedge funds don’t have to use much leverage

• Consolidation and institutionalization will continue 
– Scale will continue to benefit larger multi-strategy / global 

managers
• “Over Regulation” currently a substantial risk 
• Investor Disintermediation likely to accelerate.

Conclusions
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Disclaimers
IMPORTANT NOTICE

This notice is issued with and forms an integral part of information 
supplied in the form of either a printed document or in an audio visual 
presentation (in either case “Information”) and should be particularly 
noted in connection with that Information.

Except as may be provided below, the Information is not an invitation 
or inducement to acquire or dispose of, or deal in, any interest in any 
fund or security, or to engage in any investment activity.  Nor does it 
constitute any form of investment, tax, legal or other advice.  Any such 
advice should be sought from an appropriately qualified and or 
authorised professional.

In the United States, interests with respect to the funds and/or
securities mentioned in the Information are made through private
offerings pursuant to one or more exemptions provided under section 
4(2) of the United States Securities Act of 1933, as amended.  Neither 
such interests nor any offering (if any) included in the Information have 
been recommended or approved by any federal or state securities 
commission or regulatory authority.  Furthermore, none of the 
foregoing authorities has confirmed the accuracy or determined the 
adequacy of the Information.  To represent anything to the contrary is a 
criminal offence.  Additionally, you should be aware that any offer to 
sell, or solicitation to buy, interests in any such funds may be unlawful 
in certain states or jurisdictions.  You should carefully review the 
relevant offering documents before investing in any funds mentioned in 
the Information.

The conclusions (if any) included within the Information are statements 
of opinion only which are derived from third party data from official and 
public records and from funds or fund managers. Unless there are

reasonable grounds to question its accuracy, Albourne does not routinely 
conduct any due diligence on third party data to verify its adequacy, 
accuracy or completeness.  Except as may be provided below, (a) neither 
Albourne nor any third parties mentioned in the Information (“third parties”) 
gives any warranty as to the truth, accuracy, currency or usefulness of any 
such third party data or that any other data, forecasts or opinions included 
within the Information are complete, sufficient to give a comprehensive or 
fair picture of the matters concerned or will achieve
specific investment objectives; and (b) Albourne and all third party 
contributors disclaim all liability for any loss  or damage, which may arise 
directly or indirectly from any use of or reliance upon any such data, 
forecasts or opinions or the Information generally.   Albourne does not 
endorse any products or services supplied by third parties. Albourne’s 
track record does not guarantee or indicate similar returns in future.

You are solely responsible for reviewing any fund, the qualifications of its 
manager, its offering documents and any statements made by a fund or its 
manager and for performing such additional due diligence as you may 
deem appropriate, including consulting your own legal, tax and compliance 
advisers; any information provided by Albourne shall not form the primary 
basis of any investment decision you make

Hedge fund and private equity fund investments (“funds”) are speculative, 
involve a high degree of risk, and are illiquid: you could lose all or a 
substantial amount of any investment you make in such funds. 
Furthermore, such funds are not subject to all the same regulatory 
requirements as are mutual funds; may involve complex tax structures and 
delays in the distribution of important tax information; often charge higher 
fees than mutual funds and such fees may offset the funds’ trading profits; 
may have a limited operating history; may be highly volatile and there
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Disclaimers
may not be a secondary market for interests in such funds; and there 
may be restrictions on transfers of interest in such funds. Such funds, 
in particular hedge funds, may also be highly leveraged and may have 
a fund manager with total investment and/or trading authority over the 
fund.  It should also be noted that in the case of hedge funds, there 
may be a single adviser applying generally similar trading programs 
with the potential for a lack of diversification and concomitantly higher 
risk; hedge funds may also affect a substantial portion of trades on 
foreign exchanges. On the other hand, private equity funds may have 
a limited number of holdings and concomitantly higher risk.

Albourne is a party to non-disclosure agreements (“NDAs”) with 
certain funds.  These NDAs may restrict Albourne’s ability to give 
certain clients access to research on funds or managers which are a 
party to these NDAs.

In the United States, the Information is supplied subject to United 
States law by Albourne America LLC (authorised by and registered
with the United States Securities and Exchange Commission) to 
financially sophisticated, high net worth and institutional investors 
capable of evaluating the merits and risks of one or more investments 
referred to in the Information. In the UK, the Information is supplied 
subject to English law by Albourne Partners Limited (authorised and 
regulated by the Financial Services Authority with registered number 
175725) to persons categorised as eligible counterparties or 
professional clients as those terms are defined by the UK Financial 
Services Authority.  If you are not such an investor, the Information is 
not intended for your use. In each of Japan, Hong Kong and 
Singapore the Information is supplied respectively by: Albourne

Partners Japan (authorised and regulated by Director of Kanto Local
Financial Bureau, with reference number 1528) subject to Japanese law; 
Albourne Partners (Asia) Limited (regulated by the Securities and 
Futures Commission of Hong Kong with Central entity number AKX858) 
subject to Hong Kong law; and Albourne Partners (Singapore) Pte. Ltd. 
(registered with the Monetary Authority of Singapore) subject to
Singapore law. Accordingly, the term “Albourne” as used in this Notice 
means, as appropriate, either Albourne America LLC, Albourne Partners 
Limited, Albourne Partners Japan, Albourne Partners (Asia) Limited and 
Albourne Partners (Singapore) Pte. Ltd.  To the extent that the 
Information is supplied in any jurisdiction other than the USA, the UK, 
Japan, Hong Kong or Singapore the term “Albourne” means Albourne 
Partners Limited and the Information is supplied subject to English law. 

This document has been supplied free of charge and does not form part 
of the services provided under any service agreement you may have 
with Albourne. The Information is an invitation communicated by 
Albourne to subscribe for Albourne’s investment advisory services in 
jurisdictions in which such invitation is authorized but is not an invitation 
or inducement to acquire or dispose of, or deal in, any interest in any 
fund or security, or to engage in any investment activity.

Potential conflicts of interest: Albourne gives notice that its clients 
include entities that are connected with certain hedge funds which may 
be the subject of its reports.  Albourne will take reasonable steps to 
manage any potential conflict of interest but regards it as in the best 
interest of all of its clients that it should not be restricted in relation to the 
funds taken into review as a result only of any potential conflict of 
interest.  In appropriate cases, Albourne will decline to act for one or 
more clients.

E.I.


