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Introduction to Alternatives

What are alternative investments?
The two main types of alternative investments are private assets 
and hedge funds. Private assets are more complex and are much 
less frequently traded than traditional stocks and bonds, but give 
investors access to additional sources of return.  They can include 
private equity, private debt, and real assets.  Hedge funds 
typically utilize traditional securities on public exchanges but can 
use less traditional tools such as short-selling and leverage.  Both 
hedge funds and private assets can provide significant 
diversification benefits to client portfolios.

Private Equity
Private equity consists of capital invested primarily in ownership stakes 

of companies not listed on public exchanges. Private equity is 
composed of funds and investors that directly invest in private 

companies, or that engage in buyouts of public companies.

Private Debt
Private debt includes any debt held by or extended to privately held 

companies. It comes in many forms, but most commonly involves non-
bank institutions making loans to private companies or buying those 

loans on the secondary market.

Hedge Funds
Hedge funds employ non-traditional strategies to earn active returns 

for their investors. These funds may be managed aggressively or make 
use of derivatives and leverage to generate higher returns.

Real Assets
Real asset investing involves investments in real assets such as 

infrastructure and private real estate.
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USA 10 Year Government Interest Rate
(1962 – June 14, 2022)

…Rising rates act as a headwind to fixed income performance and increase volatility in equity markets

Source: Bloomberg

Interest rates are rising
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Institutional managers have a large allocation to alternatives

Strategy Weight

Commodities 5.03%

Hedge Funds 5.76%

Private Equity 25.78%

Real Estate 32.66%

Infrastructure 21.86%

Derivatives 0.49%

Private Debt 4.97%

Mortgages 3.46%

Average Pension Allocation

Source: Canadian Institutional Investment Network

Pension, Foundation and Endowment Asset Allocation
(2021)
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Myths that surround investing in alternatives
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MYTH: Alternatives are too expensive, and 
investors are not willing to pay these higher fees

• Truth: Yes, it is valid that most alternative 
investments come with higher fees

• However, institutional investors are willing to pay 
these fees and outperformance

MYTH: After fees, alternatives do not outperform 
traditional asset classes

• Truth: This is completely false, especially factoring 
the current market environment that we are in 

• Alternative assets are expected to outperform 
traditional fixed income

Myth: Alternative investments are illiquid and 
that’s bad for investors

• Truth: Alternative products have a wide array of 
liquidity profiles, and many are quite liquid

• In some cases, low liquidity can allow investors 
higher returning investment opportunities

Pension, Foundation and Endowment Asset Allocation - 2019
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Strategy/Asset Class Expected 
Return

10 Year 
Historical 

Return (Net)*
Fees

Polar Long/Short 4-6% 5.47%
1.5% MER, 20% 

performance above 
perpetual water mark

FTSE Bond Universe 1.55% 1.72%% Essentially 0%

Strategy Redemptions

Polar Multi-Strategy Monthly (60 days notice)

Polar Long Short Monthly (45 days notice)
Waratah One X Monthly (30 days notice)
Dynamic Alpha Performance Weekly Liquidity

Picton Mahoney Market Neutral Weekly Liquidity

RP Debt Opportunities Fund Monthly (45 days notice)

Dynamic Credit Absolute Return Daily

(*) As of June 30, 2022



Illustrative Example - Legend

Strategies Used (Equal Weight)

Name Type

Hamilton Lane Global Private Assets Private Equity/Credit

Polar Multi-Strategy Multi-Strategy

Avenue Living Core Trust Real assets

Hazelview 4 Quad REIT Real Assets

Centurion Apartment REIT Real Assets

HGC Fund LP Merger Arbitrage

Forge First Long/Short LP Long Short Equity/Credit

Algonquin Debt Strategies Long Short Credit

Ninepoint Alternative Income Alternative Credit

Canoe Energy Alpha Long Short Equity

Waratah Performance Fund Long Short Equity

Newgen Long/Short Long Short Equity

Custom Benchmark

Name Weight

FTSE Canada 91 Day T Bill (CAD) 5%

FTSE Canada Universe Bond (CAD) 25%

S&P/TSX Preferred Share (CAD) 10%

S&P/TSX Composite Index (CAD) 30%

S&P 500 Index (USD) 15%

MSCI EAFE Index (USD) 15%

Presenter Notes
Presentation Notes
Investment Philosophy changes that BAM provided do not strictly follow this setup; it doesn’t have a statement of philosophy but instead says what the Portfolio invests in, more suited to augmenting the Inv. Objective. Therefore, kept language. Replaced Inv. Philosophy & Inv. Process with update provided by BAM / BAM Corp per BMO Disciplined Equity team.Julia edited it to better fit.



Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Trailing Returns
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Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Calendar Year Returns
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Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Upside/Downside Capture
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Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Risk/Reward
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Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Drawdown
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Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Proposed Portfolio – Investment Growth
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Subscriptions Monthly 

Lock-Up Period None, 3% Short term trading if sold within 
3 months

Redemptions Monthly (60 days notice)

Management Fee 1.50%

Performance Fee 20%, above perpetual high water mark

Appendix - Polar Multi-Strategy 

Overview of Strategies

Convertible Arbitrage Fixed Income Arbitrage Risk Arbitrage US Equity Long/Short

Opportunistic

SPACs Structure Credit Canadian Event Driven North American Micro-Cap

Core

Key Product Points

 Track record dating back to the early 90s

 Portfolio manager compensation aligned with broad 
portfolio performance

 Best in class risk management platform

Presenter Notes
Presentation Notes
Investment Philosophy changes that BAM provided do not strictly follow this setup; it doesn’t have a statement of philosophy but instead says what the Portfolio invests in, more suited to augmenting the Inv. Objective. Therefore, kept language. Replaced Inv. Philosophy & Inv. Process with update provided by BAM / BAM Corp per BMO Disciplined Equity team.Julia edited it to better fit.



Appendix - Hamilton Lane Global Private Asset Fund

Subscriptions Monthly

Lock-Up Period None, but a 3% early redemption charge 
redeemed within the first year

Redemptions Monthly (10 days notice)

Management Fee 1.5%

Performance Fee 12.5% with 6% hurdle on credit & 8% on 
other investments. 100% catch-up

Key Product Points

 Excellent access to deal flow driven by their network

 Tax-deferred structure makes this attractive in taxable and 
corporate accounts

 Targeting equity returns (10-12%) with lower volatility

Advantages of Scale

Presenter Notes
Presentation Notes
Investment Philosophy changes that BAM provided do not strictly follow this setup; it doesn’t have a statement of philosophy but instead says what the Portfolio invests in, more suited to augmenting the Inv. Objective. Therefore, kept language. Replaced Inv. Philosophy & Inv. Process with update provided by BAM / BAM Corp per BMO Disciplined Equity team.Julia edited it to better fit.



Appendix - Avenue Living Core Trust

Key Product Points

 Attempts to provide additional inflation and recession 
protection through property types

 Value-add real estate designed to drive return through 
both capital appreciation and income

 Tax-Efficient yield taxed primarily as return of capital

Target Asset Class

Subscriptions Monthly, 4th Thursday of every month

Lock-Up Period None

Redemptions Monthly (45 days notice) and 60 day 
settlement

Management Fee 1.25% (0.50% acquisition fee)

Performance Fee 5% Carried Interest

B&C assets that regularly 
overlooked by institutions

Assets typically purchased below 
replacement cost

Belief that “workforce housing” is 
more resistant to recessions

Sebsequent capital is used to de-
risk and reposition properties

Presenter Notes
Presentation Notes
Investment Philosophy changes that BAM provided do not strictly follow this setup; it doesn’t have a statement of philosophy but instead says what the Portfolio invests in, more suited to augmenting the Inv. Objective. Therefore, kept language. Replaced Inv. Philosophy & Inv. Process with update provided by BAM / BAM Corp per BMO Disciplined Equity team.Julia edited it to better fit.



Note: Portfolio returns are presented net of fees. Rates of return are time weighted, calculated on a total return basis, and annualized for all periods greater than one year. Past performance 
is not necessarily an indicator of future performance. The performance shown as indicated above may not reflect the actual performance of clients. This report is prepared solely for 
information purposes. For the calculation methodology and inherent risks, please see Proposed Portfolio Notes at the end of this presentation.

Source: Morningstar Direct

Appendix – Definitions
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Sharpe Ratio
The Sharpe ratio is a way to measure a fund’s risk-adjusted returns. It is 
calculated by dividing a fund's annualized excess returns over the risk-
free rate by its annualized standard deviation. 

Sortino ratio
The Sortino ratio takes an asset or portfolio's return and subtracts the 
risk-free rate, and then divides that amount by the asset's downside 
deviation.

Max Drawdown A maximum drawdown (MDD) is the maximum observed loss from a 
peak to a trough of a portfolio, before a new peak is attained. 

Up Capture
The up-market capture ratio is the statistical measure of an investment 
manager's overall performance in up-markets. It is used to evaluate how 
well an investment manager performed relative to an index during 
periods when that index has risen.

Down Capture
The down-market capture ratio is a statistical measure of an investment 
manager's overall performance in down-markets. It is used to evaluate 
how well an investment manager performed relative to an index during 
periods when that index has dropped.

R2
R-squared measures the relationship between a portfolio and its 
benchmark index. It is expressed as a percentage from 1 to 100. R-
squared is not a measure of the performance of a portfolio. Rather, it 
measures the correlation of the portfolio's returns to the benchmark's 
returns.

Up Percent Number of months an investment’s returns were at or above 0%, 
divided by the total number of months.

Down Percent Number of months an investment’s returns were at or below 0%, 
divided by the total number of months.



Disclaimers

General Disclosure

The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. Managed Assets Strategy and Analytics Team (“BMO Nesbitt 
Burns”). This publication is protected by copyright laws. Views or opinions expressed herein may differ from the views expressed by BMO Capital 
Markets’ Research Department. No part of this publication or its contents may be copied, downloaded, stored in a retrieval system, further 
transmitted, or otherwise reproduced, stored, disseminated, transferred or used, in any form or by any means by any third parties, except with the 
prior written permission of BMO Nesbitt Burns. Any further disclosure or use, distribution, dissemination or copying of this publication, message or 
any attachment is strictly prohibited. If you have received this report in error, please notify the sender immediately and delete or destroy this 
report without reading, copying or forwarding. The opinions, estimates and projections contained in this report are those of BMO Nesbitt Burns as 
of the date of this report and are subject to change without notice. BMO Nesbitt Burns endeavours to ensure that the contents have been 
compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. However, 
BMO Nesbitt Burns makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and 
omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. 
Information may be available to BMO Nesbitt Burns or its affiliates that is not reflected in this report. This report is not to be construed as an offer 
to sell or solicitation of an offer to buy or sell any security. BMO Nesbitt Burns or its affiliates will buy from or sell to customers the securities of 
issuers mentioned in this report on a principal basis. BMO Nesbitt Burns, its affiliates, officers, directors or employees may have a long or short 
position in the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. BMO Nesbitt 
Burns or its affiliates may act as financial advisor and/or underwriter for the issuers mentioned herein and may receive remuneration for same. 
Bank of Montreal or its affiliates (“BMO”) has lending arrangements with, or provides other remunerated services to, many issuers covered by 
BMO Nesbitt Burns’ Managed Assets Strategy and Analytics Team. A significant lending relationship may exist between BMO and certain of the 
issuers mentioned herein. BMO Nesbitt Burns Inc. is a wholly owned subsidiary of Bank of Montreal. Dissemination of Reports: BMO Nesbitt Burns 
Managed Assets Strategy and Analytics Team’s reports are made widely available at the same time to all BMO Nesbitt Burns investment advisors. 
Additional Matters TO U.S. RESIDENTS: Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO 
Capital Markets Corp. (“BMO CM”) and/or BMO Nesbitt Burns Securities Ltd. (“BMO NBSL”). TO U.K. RESIDENTS: The contents hereof are intended 
solely for the use of, and may only be issued or passed onto, persons described in part VI of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2001. BMO Wealth Management is the brand name for a business group consisting of Bank of Montreal and certain of its 
affiliates, including BMO Nesbitt Burns Inc., in providing wealth management products and services. BMO Nesbitt Burns Inc. is a Member-Canadian 
Investor Protection Fund and a Member of the Investment Industry Regulatory Organization of Canada.
BMO CM and BMO NBSL are Members of SIPC. ® BMO and the roundel symbol are registered trade-marks of Bank of Montreal, used under license. 
® "Nesbitt Burns" is a registered trade-mark of BMO Nesbitt Burns Inc.
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