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Alternatives

• Hedge funds
• Private equity
• Timber• Timber
• Commodities
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Hedge funds finding the going Hedge funds finding the going 
tougher…g
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Hedge funds Endowments vs Hedge funds – Endowments vs 
HFOFs

5 year 10 year 
P fPerf Perf

Harvard 12.9%pa -p

Yale - 12.0%pa

Other endowments 9.6% 10.1%Other endowments 9.6% 10.1%

HFOFs 7.6% 6.5%
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HFOFs expensive diversified HFOFs – expensive diversified 
funds
Good times
4 years to 

Bad times
1 year to 

Overall
5 years to 4 years to 

Dec 07
1 year to 
Dec 08

5 years to 
Dec 08

Avg US Diversified HFOF 10.7 -11.1 5.9

Leading Australian HFOF 9.1 -21.1 2.2

Avg Multi sector 
balanced fund

12.6 -19.7 5.3

Average Multi sector 9 1 -6 6 5 9Average Multi sector 
cap stable fund

9.1 -6.6 5.9
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Huge underlying MERs
Item Fee Net return

Pre fee return 18.0%

Less underlying manager base fee -2.0% 16.0%

Less underlying manager perf fee (22% of 
16%)

-3.5% 12.5%

Less FOF manager fee 1 0% 11 5%Less FOF manager fee -1.0% -11.5%

Less FOF performance fee -1.1% 10.4%

Overall MER 7.6%
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HFOFs – with half the fees
Good times
4 years to 

Bad times
1 year to 

Overall
5 years to 4 years to 

Dec 07
1 year to 
Dec 08

5 years to 
Dec 08

Avg US Diversified HFOF 14.7%pa -8.1% 9.7%pa

Leading Australian HFOF 13.1 -17.1 6.2%pa

Avg Multi sector 
balanced fund

12.6 -19.7 5.3%pa

Average Multi sector 9 1 -6 6 5 9%paAverage Multi sector 
cap stable fund

9.1 -6.6 5.9%pa
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Private equity : Access is critical

• Huge dispersion in manager returns
• Harvard and Yale have first mover 

advantages g
– Earn +30%pa
– Endowments +10%paEndowments 10%pa
– Broker/bank product 1%pa

• Privileged access due to alumni • Privileged access due to alumni 
network 
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Which would you rather own?
Private Equity : Listed vs Unlisted
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Innovators, imitators and idiotsInnovators, imitators and idiots
Monday, 24 November 2008 10:30am
Yale Endowment wannabes trying to emulate their heroes with high 
exposures to timber products pushed up prices to 30 times pre-tax cash 
flow, setting them up for big falls in 2009.
The frenzy, reported by Barrons, a newsletter published by the Wall Street 
Journal, was because junior endowment funds were rushing to lift their 
timber allocations from 9 to 11 per centtimber allocations from 9 to 11 per cent.
For current investors it creates a lucrative secondary market, which will 
come in handy as some endowment funds are reporting overall fund 
write-downs as higher as 15 per cent due to the post-June market 
shakedown, they reported.
Barron's said Jeremy Grantham, head of GMO, is now more concerned 
about the Yale wannabes than he is about properly resourced players 
such as Yalesuch as Yale.
"It's obvious to me that few of those emulating Yale have the resources of 
Yale and the talent of Yale to pick the right managers."
Paraphrasing market guru Warren Buffet, Barron's said, "First come the 
innovators, then the imitators and, finally, the idiots.“

Financial Standard
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Alternatives

• Potentially excellent
• Actual implementation is the 

challengechallenge
• Not really viable for most
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Di l iDisclaimer.
This presentation has been prepared on the basis that it is only p p p y
for the exclusive use of the person for whom it was provided.  
Although information is derived from sources considered and 
believed to be reliable and accurate, farrelly’s, it’s employees, believed to be reliable and accurate, farrelly s, it s employees, 
consultants, advisers and officers are not liable for any opinion 
expressed or for any error or omission that may have occurred 
in this presentation  Any forecasts included are reasonably in this presentation. Any forecasts included are reasonably 
believed to be reliable based on current information but due 
to our inability to predict future events with certainty, they 
cannot be guaranteed This presentation is of a general nature cannot be guaranteed. This presentation is of a general nature 
only and has been prepared without taking into account any 
persons particular investment objectives, financial situation or 

ti l  dparticular needs.
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