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Alternative investments are supplemental strategies to traditional long-only positions (stocks, 
bonds, and cash). Alternative investments include investments in five main categories: hedge 
funds, private equity, commodities, real estate, and infrastructure. 

Types of Alternative Investments 

Real Estate (Private)- Private equity real estate investments or better known as private real 
estate investments are commonly pooled investments structured as limited partnerships (LPs), 
limited liability companies (LLC), and private Real Estate Investment Trusts (REITs) that allow 
high-net-worth individuals and institutional investors to get exposure to equity and debt holdings 
related to real estate assets.  

These Investment Funds are professionally managed by a portfolio manager who is usually the 
general partner, an active management strategy is usually implemented, and these funds are 
usually diversified across multiple properties and strategies.  

There are three types of strategies when it comes to private real estate: 

Core is considered the least risky strategy and its synonym with “income”. Core investors are for 
the most part conservative investors looking to generate income with very low risk. These 
properties require very little active management and are typically held as an alternative to bonds. 
Tenants are typically credit-worthy and hold long leases. An investor may choose to hold a core 
fund instead of bonds since bonds do not provide the modest “growth” component and inflation 
hedge feature that a high-quality real estate asset could provide.  

Historically core investors can expect 7%-10% returns with little volatility. Additionally, managers 
are usually constrained to keep a loan-to-value of 40%-45% and the majority of the expected 
returns are likely to be generated from income rather than price appreciation.   

Core Plus is considered a low to moderate risk strategy and it is seen as an “income plus growth” 
strategy. The strategy entails more active management than core since the manager can make 
modest improvements to the property or may increase the property management efficiency by 
cost-cutting or changing management altogether. For the most part, these are high-quality 
properties with very high occupancy rates. The cash flows are less predictable than core and the 
properties may need light upgrades. However, in general, the property must be in good condition. 
Historically an investor can expect 8%-10% returns and the loan to value must be kept between 
45%-60% to be considered a core plus investment. Volatility may be modestly higher than core 
due to the higher cash flow uncertainty.  

Value Add is considered a moderate to high-risk investment; it is seen as a “growth” strategy 
since most returns are expected to be generated by capital appreciation. Value add properties 
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typically have little to no cash flow and significant improvements need to be made to 
make the property operational. A significant amount of capital is needed to 
implement this strategy, however, there is a high potential for upside due to an 
increase in cash flow, cap rate compression, and therefore a significant increase 
in property value. Investors can expect 11%-15% returns with a loan to value of 60% to 75%.  

Opportunistic is considered high risk and the riskiest of all strategies. Most if not all of the returns 
will come from “growth” better known as capital gains. Opportunistic investors take the most 
complicated projects and may not see their return for many years. To implement this strategy the 
manager must be highly experienced in every single aspect of real estate, from the development 
of ground-up projects to the management of complicated properties. The strategy often entails 
acquiring empty land or an empty building and repositioning the project from one use to another. 
These projects have little to no cash flow at the beginning but have the most potential upside once 
the project is finished. Investors can expect returns of 20%+ and a leverage ratio of 70%+. 
Investors also run the risk of losing all of their capital and more if the project fails. For these types 
of projects, it's very important to be protected by a limited liability entity.  

Types of Real Estate Investments: 

Equity: 

Office buildings (high-rise, urban, suburban, and garden offices); industrial properties 
(warehouse, research, and development, flexible offices, or industrial space); retail properties, 
shopping centers (neighborhood, community, and power centers); and multifamily apartments 
(garden and high-rise) are the most common private equity real estate investments. There are 
also niche property investments such as senior or student housing, hotels, self-storage, medical 
offices, single-family housing to own or rent, undeveloped land, manufacturing space, and more 
(Investopedia). 

Debt: 

Mortgage Investment Corporations (MICs) are Investment Funds that pool capital from High Net 
Worth and institutional investors and lend money in the form of private mortgages. MICs fill a gap 
by lending money to borrowers that a traditional bank is unable or unwilling to lend. As such, these 
mortgages tend to be riskier and come with a high-interest rate, the interest rate is based on a 
spread that accounts for risk, the spread may widen or contract depending on market conditions. 
Additionally, MICs may also be levered and may borrow money to lend at a higher interest rate. 
Overall, this is a portfolio of mortgages. Some considerations to have when investing are credit 
quality of the borrowers, quality collateral, loan to value of the fund itself, and geographical 
diversification of the portfolio as a whole.  

 

Private equity consists of capital that is not listed in a public exchange. This sector is composed 
of funds and investors that invest directly in private companies, or that engage in buyouts to make 
a public company private, restructure it and then take it public back again for a sizable profit. 
Institutions and retail investors provide the capital used to fund new technology, make 
acquisitions, provide working capital, or recapitalize the company. 
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The strategy requires a long-time horizon. Usually, the end goal is to provide an exit 
or a “liquidity event” once the company is listed again in an exchange. There are 
different types of private equity investments. 

Distressed Funding:  Money is invested in troubled companies with underperforming businesses 
and with going concern difficulties. This strategy intends to turn the company around by making 
the necessary changes to the company strategy and operations or to sell the company's assets 
in parts if the sum of the parts is worth more than the company as a whole.  

Leveraged Buyouts: This is the most popular form of private equity. The strategy involves buying 
the company completely and making the company more efficient by improving the business and 
its operations. This is done by a combination of debt and equity to finance the transaction. Debt 
financing may account for as much as 90% of the overall funds and it is usually taken or 
transferred to the balance sheet of the company being acquired. This is a very lucrative strategy 
due to the amount of leverage employed which often can amplify returns by multiple factors of the 
capital employed. Strategies used range from slashing employee count to replacing the entire 
management team to turn the company around.  

Venture Capital: In this strategy investors provide capital to finance entrepreneurs. Depending 
on the stage of the company, venture capital can take several forms, from seed financing in the 
very early stages when the company is mainly an idea or a prototype to early-stage financing 
where the entrepreneur may need capital to grow the company further before eventually gaining 
the size to go public.  

 

Hedge Funds are pooled investment vehicles that can implement a variety of strategies with 
different purposes and invest in a wide range of assets including derivatives, foreign exchange, 
hard assets, and publicly traded securities. The degree of freedom that a hedge fund manager 
has to implement its strategy varies by fund and style. Hedge funds may concentrate their 
investments, employ leverage, or engage in other practices that may offer potentially high returns, 
but it also may entail higher volatility/risk.  

Strategies: 

Long/short Equity strategy consists of taking long positions in stocks that are perceived to be 
undervalued or that the manager believes will outperform. These stocks are used as collateral to 
finance short positions in stocks that are perceived to be overvalued or that will underperform for 
one reason or another. The combined portfolio mitigates market risk or “Beta” and creates more 
opportunities to generate idiosyncratic returns or “Alpha”. This strategy tends to use low leverage 
and is usually net long, meaning there are more long positions than short positions. This strategy 
is a bet on the manager’s stock-picking capabilities.  

Market neutral strategy also consists of a portfolio of long and short positions. However, unlike 
the long/short strategy, in this case, market risk is fully hedged since the manager targets zero 
market exposure. Thus, longs and shorts have an equal market value. This means managers 
generate their entire return by stock selection. This strategy has lower volatility than long/short 
funds but expected returns are also lower.  

Merger arbitrage strategy derives its returns from take-over activity. This is a type of event-driven 
strategy and consists of buying the stock of a target company and shorting the stock of the 
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acquirer after a deal is announced. Depending on the uncertainty of the deal, a gap 
between the proposed price and market value may be present. This spread 
compensates the investor for the risk of the deal not closing as well as for the time 
value. If the deal closes, the hedge fund captures that profit, if it does not, prices 
may revert to pre-announcement levels and the fund will suffer a loss. Factors to consider when 
implementing this strategy are regulatory approval risks, appetite to accept the deal by 
shareholders and management, and material adverse changes on the target company or the 
acquirer.  

Convertible arbitrage strategy consists of being long a convertible bond and short a proportional 
amount of shares of the underlying stock. Managers try to maintain a delta-neutral position, so 
the long position offsets the short position as the market fluctuates. The hope is to capture the 
conversion premium between the bond and the stock. Additionally, to keep the hedge the 
manager is forced to sell more shares short as prices go up and buy shares as prices go down 
forcing it to buy low and sell high. This strategy thrives on volatility. The more shares fluctuate the 
more opportunities arise to adjust the hedge and book profits. However, if volatility spikes too fast 
or if the issuer becomes a takeover target, the conversion premium may collapse before the 
manager can adjust the hedge resulting in significant losses.  

Event-driven strategy consists of buying debt of companies that are in financial distress or have 
already filed for bankruptcy. The hope is to recover more principal than what the market is pricing 
in. Managers typically focus on senior debt, which is most likely to be repaid at par or with the 
smallest loss or “haircut” in any reorganization plan.  

Global macro strategy consists in analyzing macroeconomic trends and expressing a view by 
taking positions in currencies, fixed income securities, equities, and derivatives. Funds take long 
or short positions in whichever asset class they believe will perform and underperform based on 
their views. Macro funds do not always hedge, but managers usually take directional views in 
different markets.  

Short only strategies consist in finding overvalued stocks and shorting the stock. They scour 
financial statements, look for trends, and talk to stakeholders and competitors to find any signs of 
stress that are not yet priced in. Active investors may even post their findings after taking a short 
position to expedite the process. 

Quantitative strategies consist of performing quantitative analysis to make investment decisions. 
Managers seek to understand patterns or reward factors using statistical analysis to find stocks 
that yield high rates of return. Additionally, quant hedge funds may use technology to crunch 
numbers and automatically make trading decisions based on mathematical models or machine 
learning techniques.  

Commodities (Although we invest in commodities, commodity investments are not purchased 
through our Alternative Asset Trust).  

Commodities are basic goods used in commerce that are interchangeable with other goods of the 
same type. For investors, commodities can be an important way to diversify their portfolios 
because commodity prices historically have had low correlations to stocks. Additionally, 
commodities tend to protect against inflation.  

Types of commodities: 
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Metals commodities include gold, silver, copper, uranium, palladium, and platinum. 
Precious metals may be used as a hedge during periods of high inflation and market 
volatility. Base metals are used in manufacturing and construction, they usually 
perform best in expansionary periods when the economy is growing. Other metals 
have their idiosyncratic factors that move the market such as Uranium. As such, different metals 
can be added to portfolios to express different market views and to add diversification to the 
portfolio as a whole. 

Energy commodities include crude oil, heating oil, natural gas, and gasoline. These sectors are 
highly cyclical and are extremely sensitive to geopolitical events such as OPEC+ decisions or 
wars. Investors who are interested in this sector should be aware of the stage of the business 
cycle as this sector is extremely pro-cyclical. New technological advances may also disrupt the 
sector, for example, fracking in the Permian basin was one of the factors that contributed to the 
sell-off of the energy sector in 2014. Alternative energy such as wind power and solar energy are 
other risks in the sector.  

Agricultural commodities include soybeans, corn, wheat, rice, cocoa, coffee, cotton, and sugar. 
This sector can be very volatile and it's highly susceptible to weather patterns as well as 
population growth. 

Collectible commodities are items that are worth more than their original sale price, some 
examples of these items are art, wine, cars, trading cards, and antique furniture among 
others.  For this asset class to perform, the item must be rare and valuable to a specific sector of 
the population. What makes this asset class different from many other commodities is that little 
damage can erase all of a collectible’s value. This is because the value of the item is based on 
nostalgia and other emotional factors that are not easily measurable, in other words, collectibles 
have imputed value not intrinsic value therefore value is derived from what the highest bidder is 
willing to pay for it. 

Collectibles which hold their value through time are often considered alternative investments. 
Although exposure to collectible asset classes is very minimal, the asset class has tremendous 
upside. MAAM is currently researching the collectible asset class and how we can potentially 
enter the market for our investors going forward. 

Infrastructure can be described as the foundation of basic services, facilities, and institutions 
upon which the growth and development of a community depend. Examples of this asset class 
are transport corridors, telecommunication networks, or power distribution networks. Given the 
importance of the asset class to society, this investment has very predictable cash flows but a 
long-time horizon is needed.  

Differences between Alternative Assets & Traditional Assets 

Traditional assets are considered stocks, bonds, and cash. Traditional assets have higher liquidity 
as they are traded on public exchanges (TSX, NYSE, etc.). Traditional assets also have a much 
shorter time horizon on average as many alternative asset investments cannot be divested in the 
short term.  

Historically, alternative investments have been only used by the ultra-rich. They have reserved 
the best deals for themselves and have left average middle-class investors to invest in traditional 
stocks and bonds. The minimum investment in many alternative assets is a major hurdle for 
average investors. Many investors cannot afford the minimums that are required when investing 
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in alternative assets. That is where vehicles like the MacNicol Alternative Asset 
Trust have gained popularity (exposure to high-quality, highly diversified assets for 
everyone).  

If the wealthiest depend on alternatives the most, why can’t the average investor do the same? 

 

A 2020 study done by KKR shows the percentage breakdown of an individual's assets by asset 
class. For the richest, alternatives lead the way and for high-net-worth individuals, it is the second-
largest asset class.  

Why Alternatives? 

1.  Volatility  

Below is a chart created by The Allocators Edge, it shows portfolio volatility, maximum 
drawdown, and annual returns for various portfolios. It splits the portfolios into 3 parts, 
Equities, Fixed Income Assets, and Alternative Assets. For the first one, it is a 60/40 
portfolio that is only Equities and Fixed Income Assets. 
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Exposure to Alternative Investments has resulted in decreased volatility, and drawdown depth, 
and does not reduce portfolio upside. The strategy has performed better over the last 20 years 
compared to traditional 60/40 retirement portfolios. Many alternative investments do not have 
public markets so, in a market downturn, assets are not sold off in a frenzy. In market downturns, 
often strong assets are sold off due to overall market sentiment.  

2. Diversification 

Many investors classify diversification as stocks, bonds, cash, and even global stocks. Many other 
investors consider diversification to be diversifying within stocks by sectors or within fixed income 
instruments by choosing diversifying yields and maturity. With alternatives, you get a whole new 
level of diversification. One that has a low correlation to traditional assets.  

3. Sharpe Ratio and Performance Metrics 
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Numerous strategies = improved Sharpe ratio 

The Sharpe ratio is the average return earned more than the risk-free rate per unit of volatility or 
absolute risk. Volatility is a measure of the price fluctuations of an asset or portfolio. A high Sharpe 
ratio is good when compared to similar portfolios or funds with lower returns. 

 
 

4. The failure that is the 60/40 portfolio 

As an independent investment company, we do not push products to our clients that consistently 
fail. The banks do. The banks push a 60/40 retirement portfolio to whoever listens.  
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The balanced portfolio worked in the 1980s when bond/fixed income returns benefited from equity 
market downturns. Recent history cares to differ………look at the Covid-19 crash……60/40 
investors were destroyed. We do not recommend index investing but index investing at least 
provides all the upside in bull markets, the 60/40 limits upside and has no downside protection. 
The 60/40 portfolio is dead.  

5. Diversify Investor Objectives 

In addition to diversification within their portfolios thanks to low overall correlations between 
traditional equities and bonds and the alternative asset sector, alternatives are useful tools to help 
advance specific investor objectives (income generation, high growth, capital appreciation, real 
return, or a combination of those goals).  

6. High growth asset class, AUM is growing in private markets and capital sourcing deals is 
expanding 
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This chart displays the private market’s AUM growth over time, most alternative assets 
are traded via private markets as investors cannot trade these assets on a public 
exchange. The asset class has exponentially expanded over the last 15 years.  

7. Inflation Protection 

Real assets (commodities, real estate) respond favorably to inflation (today's cycle, July 2022) 
because of increasing revenue and physical asset appreciation. Real assets are tangible assets, 
and they cover numerous alternative assets including real estate and commodities.  

MacNicol Approach 
  
The MacNicol & Associates Asset Management US, LLC (MAAM) approach to Alternative 
investing is modeled after the Yale Endowment Fund which was valued at $42.3 billion at the end 
of the 2021 fiscal year. Over the previous 10 years, the Yale Endowment Fund had an average 
annual return of 12.4%. 
 
The Yale Endowment Fund’s Asset Allocation has shifted dramatically over the last 30 years. In 
the early 1990s, almost 70% of the portfolio was allocated to traditional investments (domestic 
stocks, bonds, and cash); they now comprise around 15% of the endowment. The major 
revelation that has created outsized returns for the endowment has been the focus on alternative 
investments. Most of their holdings are in alternatives. This has also helped Yale navigate the last 
3 stock market crashes (Dot Com, Financial Crisis, Covid-19). Although they only release annual 
reports, we assume the Yale Foundation is up YTD in 2022 due to their focus on alternative 
investments compared to being down 20-30% like most major North American Indices.   
 
Reduced volatility due to the time horizon involved with most alternative investments.  

 
The MacNicol Alternative Asset Trust is a multi-strategy, alternative investment platform 
designed to generate positive and uncorrelated returns against the public stock and bond 
markets. The Trust, through its underlying limited partnerships, is invested in private real estate 
and mortgages, private equity, and multi-strategy hedge funds. Combined, the Alternative Trust 
is invested in more than 150 separate real estate projects, mortgages, hedge funds, and private 
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securities. The advantages of combining different alternative asset classes and high-
yield investments into one Fund include tremendous diversification, enhanced 
liquidity, and a more predictable and less volatile pattern of returns when compared 
to the performance of the individual asset classes themselves. 

 

 
*As of September 30, 2022 

Fund Details: 
Market/Style: Alternative Multi-Strategy    
Manager: MacNicol & Associates Asset Management US, LLC  
Min Investment: $150,000    
Redemption Fee: 5% Prior to 24 Month Hold     
 

 
 
The MacNicol Alternative Asset Trust has numerous analysts and investors who bring decades 
of industry experience that help us source the best deals for our clients. The network of 
professionals that we have is unmatched in each sub-sector of the MacNicol Alternative Asset 
Trust.  
 

 
 

Real Estate Fund (MacNicol 360 Degree Realty Income Fund) 
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The purpose of the Fund is to generate steady income and capital gains primarily 
from investments in Canadian commercial properties and U.S. residential 
properties and mortgage pools. The partnership will do so through a combination 
of direct and private fund investments in different geographies and across several strategies. 
 
The 360 Degree Advantage 

• Enhanced diversification and oversight 
• Monthly liquidity 
• Institutional level transparency and reporting 
• Conservative leverage structure 
• Self-liquidating portfolio of assets 
• Valuations underpinned by tangible assets 
• No correlation to stock or bond markets 
• Local point of contact 

 
The MacNicol 360 Degree Realty Income Fund is why MAAM clients will steer clear of owning 
publicly traded real estate assets (REITs).  
 

 
*As of September 30, 2022 

 
Private Equity Fund (MacNicol Emergence Fund) 

 
The investment objective of the Emergence Fund is to generate capital gains by investing in a 
portfolio of privately held companies. The primary objective of the Emergence Fund is to seek 
investments in small companies which are not widely followed by research analysts or investors. 
The Fund seeks opportunities where capital exit strategies are clearly defined and are likely to 
occur within a three-to-five-year time frame. 
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*As of September 30, 2022 

 
 
Why Private Equity? 
 
Growing Market: 

 
 

Talented and seasoned LPs that clients cannot access most of the time. 
 

Hedge Funds (MacNicol Absolute Return Fund) 
 
The advantages of our approach to alternative assets include effective diversification, enhanced 
liquidity and a less volatile return profile compared to the individual asset classes themselves. 
Objectives to generate consistent and positive absolute returns, those returns are independent of 
public stock markets and hold up during market corrections.  
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*As of September 30, 2022 

 
Why does MAAM use a Fund of Hedge Funds? 
 
“Funds of hedge funds provide a cost-effective means by which investors can gain exposure to 
the underlying performance of hedge funds. Robust due diligence on the part of the investment 
manager in selecting which funds to invest is a key component in protecting investors' interests 
in these products. Funds of hedge fund managers should also put in place policies and 
procedures to manage the liquidity risk of the fund so that fund investors do not suffer undue 
difficulty when redeeming their units.” - CFA Institute 
 

Disclosures:  
 
We encourage you to contact us if you have questions regarding any observations.  
 
This white paper is neither an offer to sell nor a solicitation of an offer to buy any securities in any 
fund managed by us. Any offering is made only according to the relevant offering memorandum 
together with the relevant subscription agreement, both of which should be read in their entirety. 
No offer to sell securities will be made before receipt of these documents by the offeree, and no 
offer to purchase securities will be accepted before completion of all appropriate documentation. 
Past performance of a fund or partnership is no guarantee as to its performance in the future.  In 
particular, this white paper is not intended to be used as tax advice. Information and opinions 
presented are based on information available as of the date of this presentation. Future events, 
including future market events, may change the information and opinions presented.   This 
webinar presentation as well as all materials and/or discussions associated with this webinar is 
for general information only and before making any investment decisions, you should talk to your 
usual investment adviser or a Portfolio Manager at MAAM. 
 

 
 
 
 
 
	


