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Alternatives to a Prenuptial
Agreement: 5 Tips for
Protecting Your Assets at
the Start of a Marriage

IN THIS DAY and age when the divorce rate is
trending up, one can never be too prepared. In the
absence of certainty, planning for the unknown
and learning your options are the next best thing.
There are several measures that may be taken in
place of executing a prenuptial agreement that
will help preserve one’s separate assets should the
relationship result in separation and divorce.

Open new financial accounts after getting married.
This practice clearly separates marital assets from
your separate assets and facilitates the payment

of marital expenses and marital acquisitions. Any
contributions to or purchases made from these
accounts will be considered marital property.

Keep separate property distinctly separate

and in your individual name only.

Avoid adding any marital funds to your separate
property accounts. Adding property or funds acquired
during the marriage, such as earnings, to these separate
property accounts results in comingling, which will
taint all the property in such an account. Whether

you file your tax returns jointly or separately, keep
track of your portion of your tax liability separately.

Consider setting up a revocable trust to
keep separate property separate.

As a separate legal entity, this structure would add
another layer of protection. Keeping your separate
funds in a separate entity may help reduce the
administrative tasks of tracing acquisitions and
provide another hurdle to comingling assets.
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Keep diligent records.

This will be crucial for those who wish to preserve their
separate property without a prenuptial agreement, since
the burden of proof will be on the spouse wishing to
establish separate property. Good records will show that
any acquisitions made from separate property funds are
actually separate property. During the marriage, clear
records should also be kept of any inherited property or
gifted money from a third party. These properties and
funds should be added to separate property accounts.

Keep in mind that post-marital appreciation

of pre-marital separate property can

be considered marital property.

The deciding factor will be whether the asset appreciates
actively or passively. For example, appreciation on rental
real estate actively managed by you, even if owned in
your individual name only, may be subject to a claim by
your spouse due to your efforts on this property during
your marriage. Consider hiring a property manager.

While the methods outlined above should help in the
preservation of your separate property, they are not
iron-clad. Aside from the preservation of separate
property, a prenuptial agreement may accomplish
other objectives, such as an estate waiver, removing
your spouse from your residence, waiving alimony,
and ensuring that the appreciation of each spouse’s
separate property will remain separate property. These
additional benefits, unfortunately, are not available in
the absence of a prenuptial agreement. Please visit www.
anchinprivateclient.com for more information on our
matrimonial advisory and other private client services.

Ehud "Udi" Sadan, CPA, CGMA
Leader - Anchin Private Client
ehud.sadan@anchin.com

For more resources, please visit www.anchinprivateclient.com.
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THE VENEZUELAN BOLIVAR, Carlos Mosquera
Benatuil will begrudgingly admit, is a “real”
currency. Bitcoin isn’t—it’s basically just a
very long line of computer code. Yet there’s
no question which the 35-year-old Caracas
native prefers.

Mosquera is one of Latin America’s
many bitcoin believers, scarred by the hyper-
inflation that'’s ravaged the economies of
Brazil, Argentina, Bolivia, Peru, and now Ven-
ezuela. The region’s tech-savvy middle class,
he says, began adopting bitcoin a few years
ago to protect their savings from rising con-
sumer prices and currency controls. Now,
Latin America’s wealthiest investors want in
on the action. The growing interest from
them could help propel investments in the
currency going forward.

At least two cryptocurrency funds
catering specifically to this set opened in
2017 as demand for digital assets in the
region grows. Family offices make up the
great majority of the funds’ clients, accord-
ing to recent interviews with the funds’
founders. “Latin America is very volatile,”
says Rome-based Mosquera, whose hedge
fund, Solidus Capital, invests in the eight
biggest cryptocurrencies and digital assets
sold via initial coin offerings. (He won't dis-
close the size of the fund or its perfor-
mance.) “Cryptos are turning into a new
haven for these families.”

Two funds is a small number, to be
sure; more than 100 hedge funds are focused
on cryptocurrency globally. But these modest
beginnings also speak to bitcoin’s drug-
dealing, money-laundering notoriety, which
scared off Latin America’s risk-averse family
offices. Then came 2017. Even the region’s
billionaires haven’'t been able to ignore
bitcoin’s gravity-defying climb into

Latin America’s Rich
Are Buying Up Bitcoin

By CAMILA RUSSO AND KATIA PORZECANSKI

ILLUSTRATION BY YAREK WASZUL
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finance's rafters. The cryptocurrency surged
from a low near $750 in January to a high-
water mark above $16,000 in early Decem-
ber, with plenty of dramatic moments along
the way. Nor have the wealthy beenimmune
to Latin America’s recent patch of anemic
growth. Family offices in emerging markets
fared worse than anywhere else last year,
with average gains of 6.2 percent vs. North
America's 7.7 percent, according to a UBS/
Campden Researchreport.

Mosquera says his clients are inter-
ested in more than the spectacular returns.
They're also betting on the underlying block-
chain technology, which cuts third parties
out of money transfers and records transac-
tions in a tamperproof online ledger. For his
part, he first became enamored with bitcoin
in 2013, when it traded for about $70; he saw
it as a viable solution to the skyrocketing
prices eating into Venezuelans’ savings and
spending power. Bitcoin also provided a way
to skirt the government’s tightening controls
on access to U.S. dollars—*the most prized
asset in Venezuela,” Mosquera says. “If you
have dollars, even if you don't have alot, infla-
tion makes you rich in little time.”

Two years later, with the country’s
economy continuing to unravel and the gov-
ernment becoming increasingly wary of
cryptocurrencies, he took advantage of his
European passport and escaped to Rome.
Mosquera focused on trading before start-
ing Solidus, and he began accepting funds
from family offices based in Central America,
Mexico, and the Caribbean about seven
months ago.

Roberto Ponce Romay says 12 family
offices make up the majority of the investors

in his Miami-based Crypto Asset Fund, which
he opened in September. “We're convinced
this will become a new asset class, just like
stocks and bonds,” says Ponce, who founded
private equity firm Invermaster Ventures
10 years ago after quitting his job as a
manager at consulting firm Bain & Co. Argen-
tine investors make up a third of the current
fund, Colombians and investors from other
Central American nations make up another
third, and the rest is split among families from
other Latin American countries, Ponce says.

Invermaster’s Crypto Assets Fund,
which has $15 million in digital coins under
management, acts like a passive index fund,
with the weighting of each coin correspond-
ing to its market capitalization. Ponce says
by 2018 he plans to open a second crypto-
currency fund, CAF 2, which will be more
actively managed. His goal is to increase CAF

WHY LATIN AMERICA IS WILLING TO GAMBLE
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to $50 million under management and to
raise $100 million for CAF 2, which he'llinvest
entirely in cryptocurrencies.

Of course, Latin America’s crypto
boom extends far beyond funds for the
wealthy. Jorge Farias, the Venezuelan chief
executive officer of Panama-based digital
currency exchange Cryptobuyer, says his
clients use cryptocurrencies for everything
from sending money to faraway relatives to
buying apartments. Western Union Co.
charges heavy fees and takes several days to
send a cash payment, he says, while immi-
grants can send money home through bitcoin
almost instantaneously using Cryptobuyer’s
ATMs. Unlike with Western Union, remissions
sent through a platform such as Cryptobuyer
can remain in bitcoin, say, and then get with-
drawninalocal currency as needed—helping
to slow the erosion caused by inflation in a
place such as Venezuela, where price
increases could top 2,000 percent next year,
according to the International Monetary Fund.

Cryptobuyer transactions in Ven-
ezuela have tripled since the beginning of
the year, according to Farias. And it’s not just
about a young man in Madrid sending money
to his mother in Caracas anymore. Farias'’s
clients include engineers, freelancers, and
web designers who demand to get paid in
cryptocurrencies from their employers
abroad, he says. It's all been an important
development for the so-called unbanked—
those without bank accounts who keep their
money in cash. Because of the growing pen-
etration of smartphones in the developing
world, cryptocurrencies offer amechanism
for savings and money transfers outside the
realm of the banking industry.
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“There are countries today without
potable water where everyone has a cell-
phone,” says Farias, who hopes to install
200 crypto ATMs throughout Latin America.
“Anyone who has a smartphone can have a
bitcoin account, which is something that
couldn’t happen before. So its niche really is
the whole world.” Farias says the appeal is
widening to mainstream companies in places
such as Panama, including hotels, as more
and more of their clients inquire about using
the cryptocurrency as an alternative to cash.

Obviously, bitcoin isn’t without its
detractors. While JPMorgan Chase & Co.
CEO Jamie Dimon famously called bitcoin a
fraud and a fad that “won’t end well,” he's
said resorting to crypto might make sense
in a country such as Venezuela. Vanguard
Group Inc. founder Jack Bogle recently rat-
cheted up the rhetoric when he said to
“avoid bitcoin like the plague.”

Trading volume in cryptocurrencies
has increased and risen faster in countries
with capital controls and weakening curren-
cies. In Venezuela, for instance, bitcoin’s
weekly trading volume spiked to arecord in
April when antigovernment protesters and
police started clashing in violent riots.

In Argentina, volume climbed to an
all-time high in June, when former President
Cristina Fernandez de Kirchner—whose
policies, including strict capital controls, left
the country mired in a recession—said she
would run in legislative elections.

Not all investors in the U.S. are as
skeptical as Dimon and Bogle. Even hedge
fund manager Mike Novogratz, who's called
bitcoin “the biggest bubble of our lifetimes,”
is starting a $500 million cryoptocurrency

fund; billionaire venture capitalist Mark
Cuban has also said he's invested in bitcoin
and ICOs. So much enthusiasm has made
companies scramble to set up everything
from regulated exchanges to derivatives
trading and private-key vaults, which could
also make the exotic assets more palatable
for institutional investors. What makes
family offices unique is their ability to quickly
jump into the market, as they have fewer
regulatory and bureaucratic hoops to go
through than mutual funds and hedge funds.

As the world’s wealth transfers to
younger tech-native generations, there may
be less skepticism about virtual currencies
as well, says Crypto Assets Fund'’s Ponce.
“You have the grandfather who is looking at
this with a lot of skepticism and fear,” Ponce
says from his office in Costa Rica. “Then you
have the younger generation—the 35-year-
old who's come back from getting a master’s
degree abroad and is very intrigued.”

But even the biggest crypto bulls
advise caution because digital currencies
are probably the most volatile tradeable
assets out there. “This is an asymmetric
investment where we recommend putting
in1 percent of the portfolio,” says Solidus’s
Mosquera. “If there’s a doomsday scenario
andin three years you lose 1 percent of your
assets, you can make up for that with the
99 percent in a couple of months. But the
potential upside of that 1 percent can be
much greater than what the 99 percent can
doinadecade.”

Russo covers cryptocurrencies and blogs at
{MLIV<GO>} for Bloomberg News.
Porzecanskiis a hedge fund reporter.
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GREGG SEGAL

Trash as
Treasure

HERE'S A LITTLE-KNOWN FACT: Bill Gates
owns a lot of trash. The world’s second-
richest person’s investment managers
began buying shares of Waste Management
Inc., the top U.S. waste processor, more than
15 years ago. In 2008 they started amassing
an even larger stake in competitor Republic
Services Inc. All told, the Bill & Melinda Gates
Foundation Trust and Cascade Investment
LLC—Gates's personal asset management
company—own more than $9 billion of stock
in the two businesses.

If you're wondering why Gates’s
moneymen see treasure in other people’s
trash, look no further than Bloomberg Intel-
ligence's insights about these publicly
traded waste companies at{Bl <GO>}. “The
biggest attraction is that the industry is
rational and disciplined,” says Scott Levine,
an analyst for Bloomberg Intelligence.
“These companies have a history of com-
peting on price, but they play well now.
They're willing to forgo bad business to stay
disciplined.” So much so that the two com-
panies have provided steady growthin free
cash flow, which has contributed to capital
returns through share buybacks and
expanded dividend payouts.

Trash may not be pretty, but Republic
Services and Waste Management give port-
folios reliable, recession-proof income
streams. Plus, they’ve outperformed the
S&P 500 index over the last 3-, 5-, 7-, and
10-year periods. “Their commercial and
residential contracts don'’t tend to have vol-
ume specifications,” Levine says. “Whenthe
economy is down and people are buyingless,
that doesn't usually impact their pricing.”

Even a good idea, it seems, can be
total garbage. —Brandon Kochkodin



Risk

What's Your Worst Nightmare?
Here's How to Find Out If Your

Portfolio Is Ready for

By VICTOR F. LEONG

Run {PORT <GO>} to view risk in your portfolio.

It
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FAMILY OFFICES NEED TO BE STRATEGIC about asset allocation,
because the right diversified approach can help mitigate losses in
stressed markets. Investment managers and regulators are relying
increasingly on scenario analysis as a means to expose potential risk.

Traditional tools to assess risk, such as value-at-risk, have
shortcomings. VaR calculates the worst-case loss that won't be
exceeded with a given level of confidence. For instance, depending
on the model employed, VaR assumes that asset returns are normally
distributed. Additionally, it doesn’t quantify the potential magnitude
of losses when a loss threshold is exceeded, nor does it take into
account cross-asset correlations that likely break down in times of
market stress. Scenario analysis, on the other hand, helps you gain
a quantitative understanding on portfolio impact.

For example, what would happen to your portfolio with an
upward shift of 100 basis pointsin U.S. interest rates or a 20 percent
rise in oil prices? Or how would your current portfolio have fared in
the depths of a 2008 subprime crisis? These types of tests can
help uncover inordinate risk concentrations within a portfolio and
flag a needed change to investment strategy.

Bloomberg's scenario analysis tool in PORT can help deter-
mine a portfolio’s sensitivity to a single risk factor or understand
a portfolio’s response to the effect of simultaneous movesin a
group of risk factors. Importantly, the analysis spans across mul-
tiple asset classes, from traditional equity and fixed-income secu-
rities to more esoteric credit-default swaps, hedge funds, and
private equity.
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Scenario analysis spans across multiple asset classes.

Tracking Error/Volatility ~Characteristics

WETRIEEN Scenario Summary
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In a sample family office portfolio created by Bloomberg,
not only are exposures captured, but the amount of risk sourced
from those exposures is also quantified. For example, allocations
to alternatives are generating 3.99 percent of the risk in the port-
folio and represent 12 percent of the portfolio’s tracking error. An
exhaustive list of asset-class coverage can be found on the PORT
Help page.

Additionally, PORT's scenario analysis capabilities encompass
both risk factor modeling and full-valuation methodologies. The
former uses Bloomberg's multi-asset risk factor models and incor-
porates the correlation of different asset classes to propagate
moves in one factor to all other factors in the model for a given
scenario. The latter, which is appropriate for instruments that can

be priced using a model, shifts the instruments’ underlying curves
and reprices the securities. Bloomberg's example portfolio shows
particular sensitivity to the 2008 Russian financial crisis and less
to the 2008 Lehman Brothers Holdings Inc. subprime event. Users
can also create their own draconian scenario to analyze.

Many times asset allocators will understand the risk/reward
relationship of a single investment manager or asset class. The main
advantage of PORT's application is a holistic depiction of a portfo-
lio’'s dynamics, considering the amount allocated and correlation
among all invested asset classes. @

Leong is an equities specialist at Bloombergin New York.
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Compliance

Alphabet Soup of Regulation
Affects Family Offices, Too

By LISA ROITMAN

FINANCIAL INSTITUTIONS BEAR DIRECT responsibility for compliance
with a veritable alphabet soup of regulation. Unfortunately for inves-
tors and allocators, the long arm of the regulations stretches well
past financial institutions and directly into the backyards of family
offices, putting a strain on resources, increasing cybersecurity risks,
and slowing down the deployment of capital.

At the core of many of these regulations is a requirement for
financial institutions to understand the authority, capacity, and
suitability of the individuals and companies with whom they transact.
This takes place at initial account opening but is actually repeated
or refreshed periodically, and in some cases each time there are
movements of money or assets. These requirements even extend
past entity and trust structures to beneficial owners.

All of this means that family office staff should be prepared
to provide the following:

* Basic entity information and documents (including trust
agreements) sufficient to prove the authority required to transact
and make decisions.

* Evidence of location of residence, which may include exe-
cuted tax forms, passports, driver’s licenses, and utility bills or
other documents that contain date of birth, primary and secondary
address, tax identification numbers, or other more complicated
tax identification numbers such as global intermediary identifica-
tion numbers and legal entity identifiers (known commonly as
GlINs and LEls, respectively).

¢ |dentification of beneficial owners, which in some jurisdic-
tions is tested at a 10 percent ownership level. (The U.S. is moving
to a two-pronged test: 25 percent ownership and those individuals
or entities who “control” decisions or management.)

The challenge in complying with all these requests for infor-
mation arises because this is mostly a manual process that needs
to be repeated time and time again, institution by institution,

stretching lean staffs and decreasing efficiency. That there is
typically no clear paper trail for this process further complicates
the matter, as staff members may need to repeat tasks with no
ability to prove compliance through an audit trail. The continued
burden on operations materially affects deal velocity and the ability
to deploy and realize return on capital.

Then there is the risk of the inadvertent disclosure of all that
sensitive information. Cyberattacks are a “when,” not “if,” risk to
every business, especially when sending information through email
or other unencrypted channels. A cyberbreach is costly, and those
related to the release of sensitive information—such as specimen
signatures, dates of birth, home addresses, and tax ID numbers—
are particularly susceptible to identity theft.

Leveraging technology solutions in response to these
requests provides family offices with control over their data and
documents. Technologies that focus on keeping information
organized, secure, and easily transferable can make a difference
in seizing investment opportunity.

Bloomberg provides a number of tools that can help family
office staff satisfy Know Your Customer requests for data, docu-
ments, and information. One such solution is Entity Exchange, a
secure web-based platform that enables parties to exchange the
data and documents necessary to buy and sell assets, maintain
trading accounts, and accelerate the deployment of capital. Sensitive
information is permitted in an encrypted environment, with auto-
match and auto-population of forms and questionnaires. A full audit
trail, the ability to provide redacted documents, and version control
provide further operational efficiency. For more information, go to
ee.bloomberg.com or {KYC <GO>} on the terminal. ®

Roitmanis a business strategist for regulatory compliance technology
at Bloomberg in New York.
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Research

You've Got 250 Research Analysts
Ready to Help With Your Big Idea

By IAN McFARLANE

Run {BLAUTMG <GO>} to see information on car industry trends.

91) Actions v 92) Directory 93) Settings Bloomberg Intelligence
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Monitor 7) Daimler Bonds Trail Honda, Toyota as Strategic Revie...  09:328 52) SAIC Motor Corp... /" +38.89
News/Research 8) Discounting on GL, GLA Classes Poses Risk to Daiml...  09:31 ] 53) General Motors Coh.-| +30.91
Events 9) Honda's Earnings to Be Hit by Pension-Plan Change: ... O4:35| 54) Volkswagon AG ™ +8.21
Comp Sheets 10) Nissan's Offensive, Defensive Moves to Fuel Revenu... 10/19" 55) Daimler AG
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Click on Earnings 12) GM Share Price Run-Up Will Be Tested on Earnings ... ~ 10/19 57) Toyota Motor Corp! +1.76
under Data Library to 13) Used Cars Driving Penske’s Growth, Margins Suppor...  10/19 58) Honda Motor Co...|" +0.38
f 14) Mitsubishi Motors' Profit Climb Posied to Continue: ... ~ 10/19 59) Ford Motor Co +0.15
compare automotive m fem 1 g heve: i .

companies by EPS,
net income, Ebitda,
and sales.

TODAY, INVESTORS ARE CONSTANTLY trying to get aleg up on under-
standing how companies are affected by industry trends and exter-
nal pressures as well as credit; government; litigation; and
environmental, social, and governance factors in order to gain
insights for their portfolios.

Bloomberg offers an independent research solution to help
investors with this challenge. A complement to your existing research,
Bloomberg Intelligence delivers analysis and data covering 10 major
sectors, 135 industries, and more than 1,800 companies globally—all
powered by 250 research professionals around the world. Senior
analysts have, on average, 20 years of experience on Wall Street.

Bl analysts explain how government, credit, litigation, and

economic factors will have animpact on any givenindustry or company.
Allresearch is backed by Bloomberg proprietary data and 300-plus
third-party data sets—at no additional cost. This includes, among
other things, weekly drug prices from Symphony Health data and oil
rig counts from RigData.

On the terminal, {BI <GO>} research is structured into indus-
try dashboards that deliver analysis and data on the high-level themes
and the underlying companies that make up anindustry. For example,
the Automobiles Dashboard {BI AUTMG <GO>} provides research
on auto trends; analysis on companies such as Ford Motor, Tesla, and
General Motors; and proprietary data sets from resources such as
Edmunds.com that allow you to perform your own analysis.
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Run {BLECONG} to see Bloomberg Intelligence’s economic research.

91) Actions v 92) Directory 93) Settings Bloomberg Intelligence
<Search BI>
Economic Research Dashboard (BI ECONG) Global Y¥
e TNEN. TNE ECOoMoMmy 1S UPETating at Tl EMpIOyMENT, DUT TE Tallure OT Wages To Teact = z
ECCNIRETeIl (to @ tight jobs market is taming domestic inflation. Domestic consumption is =
T ETEs increasing, though savings remain high as evidenced by a controversial current ...
Click on the Country Week Ahead B R =0
n q Month In Review| |United Kingdom Country Primer
Primers to V'eV\_/ Country Primers | 106) BI Primer: U.K. Economy Is at Mercy of Brexit Negotiations 09/22/17|
macroeconomic Data Library The loss of growth momentum at the start of 2017 is likely to mark a period of )
trends by Country_ BE Prop. Data sub-par expansion for the U.K. While the inflation-induced squeeze on household I' h " '
Rates & FX real incomes should start to abate in the second half of the year, uncertainty over
Equity Markets | |the future relationship with the EU is likely to hold back the economy. The Bank of
Commodities England will probably lift rates in November, though the weak outlook for growth ...
Country Risk < Pagelof19 > = m
GDP France Country Primer
Inflation 107) BI Primer: New Era for France as Macron Jumpstarts Labor Market 08/09/17
Labor & Demog.| |France is staging a meaningful recovery from the euro crisis driven by rising total
Industrial Sec. | |factor productivity and workers returning to employment. Looking ahead, the labor . -
Housing/Retail | |market reforms of newly-elected President Emmanuel Macron may give the economy =
External Sector | |another boost by creating room for unemployment to fall further. Household
Public Sector consumption should remain one of the primary drivers of the expansion. In ...
PMis < Pagelofls > =8
Forcasts India Country Primer
Monitor : 108) Bl Primer: Reforms, Rate Cut and Rain Boost Sentiment on India 10/02/17
Economic News| | £6n6mic and political stability, and Prime Minister Narenda Modi's reform
Credit Ratings | |11, entum are buoying confidence in India’s prospects. Structural reforms — )
Eco Calendars | |:._..... " i o ~a : N At sln . WAVAY,

In addition, Bl produces primers on companies, countries,
commodities, and thematic topics. A library of primers, available at
{BIP <GO>}, is designed to get you up to speed quickly for idea
pitches and client conversations.

Bl recently introduced a daily morning note for the Americas,
Europe, and Asia-Pacific regions featuring the best research from
Bl analysts, strategists, and economists. Bloomberg users can sub-
scribe by clicking on 101) Best of Bloomberg Intelligence Morning
Note on Bl <GO>. Scroll down to the bottom of the page and click
on the blue link that says Get the Best of Bl Daily Research Note in
Your Mailbox to receive it.

Bl also has 23 dedicated chat rooms, administered by

Bl analysts, for discussing industry specifics. The forum provides a
space for sharing research and commentary discreetly. (The names
of inquiring participants aren’t visible.) To access the chat rooms,
load Bl <GO> and then select 92) Community. This page also shows
Bl's upcoming seminars and webinars.

If you need help navigating the data or would like to speak to
an analyst, go to Bl <GO> and choose 91) Actions. In the drop-down
menu, select Directory. This gives you access to all available Bl analysts.
The expert you need is just one phone call, IB, or email away. ®

McFarlane is a Bl advocate in the sales department
at Bloomberg in London.
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Real Estate

Grittier Hong Kong Districts May
Prove Alluring to Wealthy Investors

By PATRICK WONG and MOHSEN CROFTS

Compare Hong Kong rental prices using Bl's Asian real estate dashboard at {BI REALA <GO>}.

91) Actions v 92) Directory 93) Settings
<Search BI>
Real Estate Dashboard (Bl REALA)
Research 51) China
Dashbd Home
Companies
Industry
Regional
Data Library
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Industry
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News/Research
Events
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Markets
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AS HONG KONG TYCOONS sell office space in Central, the island’s
business and retail hub, wealthy investors may do better to look for
buying opportunities in less prestigious areas such as Island East.

Mainland Chinese corporations keen to give a good first
impression to global customers have been bidding up rents in
Central, home to botanical parks, colonial landmarks, and sky-
scrapers such as the IFC building featured in Batman and Lara
Croft movies. That's driven law firms and hedge funds to residen-
tial areas such as Island East’s Quarry Bay, named after the Hakka
stonemasons who took rocks from its hillsides, or once-seedy
shopping and nightlife districts such as Tsim Sha Tsui (TST), and
Wan Chai and Causeway Bay.

The Bloomberg Intelligence Real Estate Dashboard shows how
rental yields in the central business district are falling below those
in some peripheral districts, as soaring rents fail to keep pace with
rocketing real estate prices. The property arm of billionaire Li
Ka-shing, dubbed “Superman” by Hong Kong media for his business
acumen, sold his stake in the Center, one of Hong Kong's tallest
skyscrapers, in Central in November for HK$40.2 billion ($5.1 billion)

to a consortium led by state-owned China Energy Reserve & Chem-
icals Group Co. Other developers are also raising funds before an
expectedrise in U.S. interest rates.

To see a chart of the divergence in Hong Kong's rental yields,
run {Bl Real Estate Asia <GO>}. Under the Data Library menu on
the left, select Industry, then choose the Hong Kong tab at the top
of the table, followed by the Office tab underneath. In the Rent
column, choose Central & Admiralty and click on the green-and-red
symbol to the right to pull up a line chart. At the bottom right, choose
the Select Additional Data button. At the top right, go to the amber
Axis drop-down menu and select Single. Check the left-hand boxes
for Wan Chai and Causeway Bay, Island East, and Tsim Sha Tsui. At
the top left, go to the amber box for time periods and change to the
maximum 84; select Mon (for months) to the right. Click the chev-
rons to the left of the data fields line for a full-screen chart. The
chart shows the roller-coaster ride for Central & Admiralty rents
(white) as they reached HK$119 per square foot per month, accord-
ing to data compiled by Bloomberg on Nov. 22. Island East (blue)
has seen gradual appreciation, yet it’s still less than half that cost, »
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Have You

Considered a Career
In Modeling?

Explore opportunities in analysis, trading, portfolio
management, and hundreds of other specialties across
the global financial industry at JOBS <GO>.

HEAD OF HIGH-FREQUENCY
FUTURES TRADING

An electronic trading firm specializing in
futures market making and short-term
statistical arbitrage is looking for a candidate
to set up its Zug, Switzerland, office. The role
involves developing and implementing trad-
ing strategies and hiring traders and quanti-
tative researchers to scale the operation.

JUNIOR
BROKER

Aninterdealer broker has an opening on its
Asian credit desk in Hong Kong. The junior
broker will develop knowledge about finan-
cial markets as he or she brokers bonds
among the world’s “biggest financial insti-
tutions.” Candidates must be fluent in
Mandarin and English.

U.S./EUROPEAN HIGH-YIELD

BROKER OR SALESPERSON

An emerging-market-centric firm wants
experienced fixed-income brokers and sales
traders with a proven book of institutional
business tojoin its team in Saddle River, N.J.
In business for more than 12 years, the firm
has an emerging-markets focus butis looking
to expand into other fixed-income products.

QUANT ANALYST/
STRESS-TEST MODELER

A top-tier bank in Tampa seeks a vice
president-level quant to develop European
Union stress-test models. Prefers strong
regression analysis or mathematical
modeling skills.

SENIOR ANALYST —
U.S. REITS

A hedge fund in Denver is looking for an
analyst to help build out its equity business
inreal estate. The ideal candidate has atleast
five years’ experience investing in U.S. real
estate investment trusts on the buy side. This
role provides the opportunity to “spearhead
the growth of a new business.”

ENERGY —
PRIVATE EQUITY

An investment firm is recruiting analyst- to
vice president-level candidates to join its
energy team in New York. It’s seeking candi-
dates with excellent academic backgrounds
from energy groups at either investment
banks or private equity firms. Strong
modeling skills required.

QUANTITATIVE INVESTMENT
ANALYST —BUY SIDE

An investment adviser is seeking an analyst
for its multisector quantitative modeling
team in Baltimore. The primary role will be
to provide analytics support on fixed-income
infrastructure. Candidates must have a grad-
uate degree in quantitative discipline and
excellent communication skills.

SENIOR HEAD OF
FIXED INCOME

An asset manager is looking to hire a head of
asset management for its fixed-income fund
in Frankfurt. The candidate must have
experience in hedged and unhedged global
fixed-income strategies. The role involves
developing models—or using existing ones—

to maximize investment decisions.

ETF TRADER -
ELECTRONIC MARKET MAKING

Aproprietary trading firm and market maker
active in more than 100 trading venues has
an opportunity for an ETF trader in Chicago.
Responsibilities include the development of
new automated trading strategies and
improving existing ones for equity-index,
fixed-income, currency,and commodity ETFs.

Bloomberg



Hong Kong neighborhoods can also be compared by rental yield.

91) Actions v 92) Directory 93) Settings
<Search BI>
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at about HK$51.2. When taking into account soaring Central prop-
erty prices, these neighboring business districts can offer more
attractive rental yields.

To see how rental yields have changed over time, select the
menu at the top of the screen to return to the last page. In the
column with Hong Kong districts, select Yield—Grade A Overall %
(the third white option), then click on the chart symbol beside
Central & Admiralty. Choose the Select Additional Data button at
the bottom right. Change the Axis box to Single, look for Yield in
the menu, and check the boxes for the same regions as above.
Change the Period to the maximum 48, then choose Qtr. Click the
chevrons for a full-screen chart.

While all the rental yields are slumping , the yields for Island
East (blue) are still above 4 percent, compared with almost
3 percent for Central & Admiralty (white) and 2 percent for Wan
Chai and Causeway Bay (orange), according to data compiled by
Bloomberg on Nov. 22.

To see the sharp increase in rental prices, go back to Menu,
select Average Price (per sgm) near the bottom, and click on the

chart symbol beside Grade A—Central. Hit Select Additional Data,
change the axis to Single, and select Tsim Sha Tsui, and Wan Chai
and Causeway Bay. Click the chevrons.

Prices for Grade A properties in Central surged as high as
HK$559,000 per square meter this summer, far above those in
Wan Chai and Causeway Bay, two and three stops away, respectively,
on the mass transit railway.

Meanwhile, office construction is picking up outside Central.
Office buildings to be completed over the next 18 months include
Swire Properties Ltd.'s One Taikoo Place in Quarry Bay and New
World Development Co.’s Victoria Dockside in Tsim Sha Tsui.
Co-working offices could also support demand. WeWork Cos. has
offices in Wan Chai and Causeway Bay and is expanding in the bar
district of Lan Kwai Fong.

All that means the decentralization of offices in Hong Kong
may be far from over. ®

Wong and Crofts are Bloomberg Intelligence senior analysts covering
Asia real estate in Hong Kong.
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WHEN RELYING ON THE FAMILY
FOUNDATION ALONE IS NOT
ENOUGH TO ACCOMPLISHYOUR
“JCF gave us the flexibility to PHILANTHROPIC GOALS’ OR
not only focus on today, but TO PROTECT YOUR PRIVACY.

on the future. And, it gave us
a tax structure and platform A donor advised fund can he|p

that’s helpful for any family. engage the next generation.
—ClO, Second-generation SFO

High Net Worth families are increasingly using a Donor Advised
Fund alongside (or in lieu of) a traditional family foundation

to manage their charitable giving with ease, flexibility and
confidentiality. Let Jewish Communal Fund (JCF) make your
charitable giving efficient, and free of the administrative burden
of the private foundation. Establishing multiple JCF funds can

(s
J E W I S H - ’ empower family members across the generations to make a
positive impact on the issues they are passionate about.
Y | ti Since 1972, JCF has managed donor advised funds that enable families
F l | N our pe.rsona c.o.nnec lon to set aside money for charitable purposes when it is most advantageous
to charitable givinge and make grants to the charities of their choice.

For information, please contact Ellen Israelson at 212.752.8277 or ellen@jcfny.org, or visit jcfny.org.



Asset Management

If You've Got $5 Million to Invest,
Here's Your Volatility Play

By BRANDON KOCHKODIN

PHOTOGRAPH BY DEVIN YALKIN

RICK SELVALA STANDS UP FROM a conference room table in the
Graybar Building above Manhattan’s Grand Central Terminal and
starts drawing up his play on the glass walls of the office: Sell
S&P 500 index call and put spreads. Generate cash flow in a tax-
efficient manner. Limit downside and liquidity risk.

It looks simple. Decades of practice have that effect.

Harvest Volatility Management LLC, the firm Selvala
co-founded in April 2008, targets family offices and wealthy
individuals with more than $5 million in liquid assets. Once known
for focusing on accounting and tax planning, family offices have
come to resemble boutique investment firms. That transforma-
tion has allowed the offices to reap premium hedge fund talent
who've sought an escape from an industry beset by poor per-
formance. Harvest, which has more than $10 billion in assets
under management, has positioned itself as an outside resource
for adding incremental returns by trading options.

Selvala was previously the co-head of Volaris, formerly a
volatility management unit of Credit Suisse Group AG. The group,
he says, was primarily known for writing covered calls for clients
with big concentrated stock positions. When he left to start
Harvest, he decided to focus on ways to take advantage of market
volatility without forcing clients to root against their own stocks.
What he created, he says, was a market-agnostic strategy to
generate incremental yield by trading S&P 500 options.

The basic construct of Harvest’s Collateral Yield Enhance-
ment Strategy (CYES) is to create so-called iron condors, an
industry term that refers to the birdlike image produced when
you graph the strategy’s profit/loss. Harvest aims to set its
spreads so the index price will remain in a “fairway” created by
selling a put contract below the current S&P price and selling a
call above the current price. Selling each of those contracts
creates animmediate net credit in an investor’s account, gener-
ating cash flow into the portfolio. Risk is mitigated by buying
cheaper out-of-the-money puts and calls to rule out substantial
losses. The team then continually recalibrates by staggering

positions and using different expiration dates and strike prices
to adjust to ongoing market changes.

The condor approach allows Harvest to produce returns
regardless of whether the S&P is up or down, or if the Cboe Vol-
atility Index (VIX) is hammered below 10 or spiking to 40, as it
did in August 2015 when the Chinese government devalued the
yuan. While this year has seen record calm in the U.S. equity
market, volatility surged from an all-time low in November on
concern over prospects for tax reform.

“For anybody who thinks adding 2 percent doesn’t really
move the needle, well, most of these portfolios are pretty con-
servatively managed,” Selvala says. “If these portfolios are tar-
geting 4 to 6 percent with mid-single-digit volatility, youadd 2 to
that, that’s a meaningful pickup. And it's all cash. It’s cash that
can be reinvested, spent, or used for philanthropic purposes.”

Harvest’s best clients tend to have a history in trading
options, according to Selvala. Anybody can trade options, he
says, but clients quickly realize it's cheaper and more efficient
to offload management of the strategy to Harvest. That's because
the firm’s volume has allowed it to get close to midprice execu-
tion with its brokers, and its relationship with advisers such as
Merrill Lynch, Morgan Stanley, and UBS makes it simple to inte-
grate Harvest's strategy with an existing portfolio.

The tax-efficient strategy qualifies for a 60-40 capital-gains
treatment: 60 percent of the gain or loss can be treated as a
long-term capital gain regardless of whether the position was
held for more than a year. That's because options on broad-based
indexes are considered nonequity under Internal Revenue Code
Section 1256.

Part of Harvest’s risk-mitigation strategy is to keep a
lookout for the known unknowns. That means tracking how known
events with unknown outcomes are influencing implied volatility.
To do that, the team uses Bloomberg functions such as
{TOP <GO>}to track current news coverage. With early warnings
about major events that could potentially wreck markets, »
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Compare futures curves over time. Load up {SPA Index <GO>} and run CRV.
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Harvest can completely unwind its positions. In the runup to the
2016 presidential election, the team decided to get out rather
than face a potentially unpredictable market. “It's quite common
for us to take off our positions, at least 25 percent, in front of the
unknowns,” Selvala says. “For the presidential election it was
75 percent of our positions to limit risk.”

China’s devaluation of the yuanin August 2015 resulted in
the S&P 500 falling about 10 percent over the course of a week
while the VIX exploded to 40, making put and call options much
more expensive to buy. That August, Harvest ended up taking a
loss of a little more than 1 percent, its worst monthly return in
the past five years. But by staying on top of implied vs. realized
volatility and checking functions such as {VCA <GO>}, the team
was able to recoup more than 70 basis points that September
by selling puts and calls at an elevated price, while banking on
volatility to settle back to historical norms.

The Harvest team can adjust to changing events quickly
because it’s trading deeply liquid options. The result has been a
track record of 8 positive years out of 10. “We don’t chase the
last nickel over a cliff,” Selvala says.

The strategy isn't perfect. It resulted in annual losses for the
firm of 0.6 percent in 2013 and 2014. The latter year, in particular,
was marked by several V-shaped market moves. V-shaped moves

WILD RIDE

Cboe Volatility Index

‘ 12/30/16

16
14
12
10
11/29/17 8

Source: {VIX Index <GP>}
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Run {VCA <GO>} to see how implied volatility stacks up against realized volatility.
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make it difficult to set fairways because the market’s momentum
changes too quickly, requiring amore dramatic recalibration, which
canbe costly. Indeed, 2014 was aroller coaster from the start. The
S&P 500 was at 1,844 on Jan. 22, then fell 5 percent over the next
two weeks. Just as quickly as it tumbled, by the end of February
the index regained all it had lost. There were four of these swift
reversals in 2014. For comparison, no such V-shaped move in 2017
has been higher than 2 percent on either leg.

Those limitations are exactly what Harvest clients such as
Arcus Capital Partners LLC, an investment adviser, are looking
for in an income-generating strategy. “By and large, it's been a
very attractive alpha generator for our clients,” says Ross Sin-
gletary, managing partner at Arcus Capital. “In theory, we can do
this, but it would necessitate having an entire team to trade this
every day. I'm a big believer in specialization of labor and believe
Harvest does a great job doing this.”

Track Volatility
The Harvest team uses the terminal function {VCA <GO>} to see
how implied volatility stacks up against realized volatility. When
implied volatility, an estimate of future volatility, is higher than
realized volatility, options premiums are possibly overvalued. In
this case, Harvest might sell an option at the inflated premiums

created by expectations of higher volatility and buy further out-
of-the-money options to limit its risk. To check the spread between
implied and realized volatility for an index, go to {VCA <GO>} and
select the second tab, 6) Impl/Realized Vol. Then select Index
under the drop-down menu in the upper left corner. Set the Term
drop-down in the upper right corner to 3 months and the Range
to 1year. The term sets the length of the option, and the range is
the period of comparison.

To view changes in the forward curve, the team regularly
checks Bloomberg’s Commodity Curve Analysis. Type “SPA Index”
into the terminal command line and select it from autocomplete
toload up the S&P 500 futures contracts. Then run {CCRV <GO>}.
In the upper right corner, select Curves, and in the drop-down
menus under Dates, select which curves you'd like to include. On
the bottom right, switch Curve Segment to Start and End to see
the full curve. Then go to the Settings tab in the upper right and
switch to Generic Month under Change X-Axis. This will line up the
futures curves to make for an easier comparison. Comparing how
futures curves have changed over time is an easy way of visualiz-
ing changes in market sentiment. @

Kochkodin is a managing editor at Bloomberg News in New York.
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MICHAEL GOTTDENKER glimpsed the future over a bowl of pasta
earlier this year, and he liked what he saw.

The chief executive officer of Hargray Communications, a
telecommunications company servicing South Carolina and Geor-
gia, was having lunch with billionaire Jim Davis, founder of fam-
ily office Redwood Capital Investments, and his adviser David
Watson. Over the previous week, the two had taken a liking to
Gottdenker’s company. “I didn’t think that family offices would
make direct investments,” Gottdenker says, looking back, “or if
they did, I thought that it would be a lot of work to get their
interest.” And yet, between bites of Italian food at a restaurant
in Columbia, Md., he came to realize that he could be speaking
with the new owner of Hargray, which he’d helped turn into a
half-a-billion-dollar company. He shared the story of an employee
who’d worked her way up in the business—all the way from the
company’s call center to management.

Gottdenker’s story, which highlighted the potential he saw
in his employees, seemed to resonate with Davis, who’d made his
fortune as the co-founder of a staffing and recruitment company.
And so, not long after they finished their coffee, Davis communi-
cated to his would-be partners—two other family offices working
to buy Hargray—that he wanted in on their deal to acquire the
company. There were other potential suitors waiting in the wings.
In order to succeed, Davis and his partners would need to beat
private equity, not to mention other strategic acquirers, at their
own game.

Families were once regarded as slow-moving and inexpe-
rienced investors, but that’s all changed in the past few years.
Looking beyond traditional investments in stocks, bonds, or even

alternatives such as hedge funds, many family offices—vehicles
that manage the investments and affairs of the wealthy—have
pursued direct investments in companies and real estate. The
most sophisticated ones are turning into investment giants, lever-
aging their patient capital and regularly pitting their checkbooks
against private equity firms. They’re also going so far as to hire
away top talent, scouring the country to beat other players to
attractive targets and competing with them for big-ticket deals
in companies worth hundreds of millions, or even billions, of
dollars. And perhaps most surprising of all, they’re winning.
That’s because one of the biggest advantages families can have
over traditional private equity is speed.

This was particularly effective in the case of Hargray; its
sale to Davis and his partners became official on March 7. Its
private equity owners, Quadrangle Group LLC, had periodically
been seeking to sell the company as it wound down its Quadrangle
Capital Partners II fund. In the fall of 2016 several attractive
offersbegan to emerge. One came from a member of the company’s
board: Kevin Wilcox, a managing director of Stephens Capital
Partners, a single-family office that oversees the wealth of busi-
nessman Warren Stephens. They sought a partner and soon caught
the eye of the Pritzker Organization, the Chicago-based invest-
ment firm for Thomas Pritzker. The two firms quickly started
due diligence. After two months they had the outline of a deal,
but the price they’d have to pay was steep. They needed to recruit
a third partner, and with other buyers looking at the company,
they had to move fast. That’s where Davis came in.

Davis’s Redwood reveals little on its sparse website, except
that it can complete deals quickly. In just a few days, Davis’s firm
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“I didn’t think that family offices would make
direct investments, or if they did, I thought that it
would be a lot of work to get their interest”

A GROWING CLIENT POOL
Number of billionaires
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Source: Credit Suisse Global Wealth Databooks

was able to comb through research completed by the other fam-
ilies, conduct some of its own, and catch up with its new partners.
Less than two weeks after Redwood first heard about the deal—
Hargray announced that the consortium of families, led by Pritz-
ker, would buy the company. The terms weren’t disclosed, but
Hargray took out a $450 million term loan to fund the buyout,
according to a person familiar with the matter, suggesting the
company was valued at least that amount.

“There’s a network that’s growing of the big family offices
who do these kinds of deals,” says Joseph Gleberman, managing
director for the Pritzker Organization. “I was in the private equity
business at Goldman for a long time, and it’s not dissimilar to what
it was like 20 years ago, when you started to see Blackstone do a
deal with KKR or Goldman do a deal with Warburg Pincus.”

(Members of this group often insist on the terms “family
capital,” “family investment firm,” or “permanent capital investors”
rather than “family office,” in an effort to avoid being associated
with the more mundane details of family upkeep, like arranging a
billionaire family’s travel schedule or even paying their taxes.)

For Gottdenker, the difference in management style is
already apparent under Hargray’s new ownership. “We’re talking
about our plans in ways that are different today,” he says. “Private
equity is thinking of where we’re going to be in three to five years.
Now we can talk about what we want to look like in 2030.”

He’s not the only one who feels that way. For Ben Living-
ston, CEO of plastic container manufacturer Ring Container
Technologies, finding a long-term buyer was so important that
the company included only a handful of family offices and long-
haul private equity funds in its sale process, ruling out strategic
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“Private equity is thinking of where we’re going
to be in three to five years. Now we can talk
about what we want to look like in 2030”

buyers and most private equity. Ring announced on Sept. 14 that
its chairman, Carl Ring, would sell his stake in the firm to MSD
Partners, which invests the assets of Michael Dell and his family.

“Our interest was to find a buyer that would preserve our
culture and essentially keep our leadership in place, because I
think that’s a large part of our success,” says Livingston, who’ll
keep an ownership share in the company. “We were focused on
finding a buyer that would preserve those things.”

Family capital can offer benefits a run-of-the-mill private
equity firm can’t, including experience operating a similar company
or regional expansion. And unlike private equity, which is forced
to exit investments after five to seven years as their funds expire,
capital from families doesn’t come with a fixed expiration date.
This also allows them to spend money more freely on acquisitions.

There are softer selling features, too. Family capital can be
more willing to offer existing owners a way to remain part of the
business and can be more open to letting management continue
to operate than a private equity firm might be. “Family-owned
companies like the idea of a like-minded family owner because
they like that notion of stewardship and continued legacy,” says
Susan Elolampi, head of the family coverage group for North
America at JPMorgan Chase & Co.’s investment bank. “They
would like to have a long-term, patient owner, who might be less
likely to move the business from its hometown, fire workers, or
make decisions that may be good for a company’s near-term
valuation but harmful for its long-term prospects.”

Certainly part of their success has to do with the ability to
stomach steep price tags. TBG AG, the investment arm of the

Zurich-based Thyssen-Bornemisza family, wasn’t the only buyer
interested in DTN, a unit of Schneider Electric SE and a provider
of weather, fuel, and agricultural data and analysis. Strategic
acquirers and private funds were also knocking on the door when
Schneider put the unit up for sale, according to Jerre Stead, DTN’s
executive chairman and TBG board member. TBG ultimately
came out ahead, acquiring the business this year for $900 million.

Stone Canyon Industries, a firm backed by the wealth of
former junk bond champion Michael Milken, paid $2.4 billion
when it bought packaging company BWAY Corp. In April, Stone
Canyon persuaded the private equity owners of another pack-
aging company, Mauser Group NV, to drop an initial public
offering and enter into an acquisition through BWAY at a valu-
ation of $2.3 billion.

Although it resembles a private equity firm on its face, Stone
Canyon appears more interested in building than the traditional
private equity firm; in the BWAY-Mauser tieup, it paid top dollar
to combine already massive packaging companies to strengthen
their bases in the U.S. and Europe.

Los Angeles-based Stone Canyon, formed in 2014 by James
Fordyce and Adam Cohn, targets companies valued from
$100 million to $2 billion that are the top one or two players in
industries in which it invests, according to a person with knowl-
edge of its executives’ thinking. Because these companies are
so large already, it’s easier for them to make strategic acquisi-
tions, relying on Stone Canyon’s dealmaking, investment prow-
ess, and economies of scale.

Bankers, advisers, and family office employees who’ve been

26 BLOOMBERG MARKETS SPECIAL REPORT



part of these sorts of deals provide conflicting estimates of how
many family offices are capable of such acquisitions, ranging from
a half-dozen to several hundred. What’s clear is that they’re
getting better at working together to pool capital in a short time
frame to go after deals and compete on price.

The amount of capital moving around has ballooned as
well. Family offices did $100.6 billion in deals in 2016, compared
with $25.1 billion in 2011, according to figures compiled by
PitchBook Data.

Sensing the change, private equity firms have begun offer-
ing new perks as part of a marketing pitch to large family offices
that make direct investments. Fifty-eight percent of private equity
fund managers offered investors the opportunity to make
co-investments—or to invest directly in a company alongside
one of their funds—in 2016, up from 45 percent in 2014, accord-
ing to data from Preqin. And even the largest and best-known of
these private equity funds have gone to great lengths to draw
family office clients, in some cases allowing them to co-invest
without already being a client. Firms such as Carlyle Group Inc.
and Blackstone Group LP have also been crafting longer-term
investment vehicles, seeking to appeal to more permanent inves-
tors such as families, endowments, and sovereign wealth funds.

Families aren’t cutting private equity out of the action
entirely. That was the case when the partners of Blue Water
Worldwide LLC, a holding company capitalized by several fam-
ilies to buy and operate businesses, hatched a plan to buy dis-
tressed stone quarries in 2009. Even working with the family
of John Baker II, former CEO of Florida Rock Industries Inc.,

they knew they didn’t have enough money to do it themselves.

And so the families turned to Lindsay Goldberg, a now-
$13 billion private equity firm that focuses on deals with
family-owned businesses, to put up the majority of the cash nec-
essary to fund the entity and provide dealmaking expertise. Called
Bluegrass Materials Co., the group started purchasing assets in
late 2010. Building materials company Martin Marietta Materials
Inc. announced this June that it would acquire Bluegrass for
$1.625 billion.

“We knew we needed access to a significant amount of
capital,” says Benjamin Griswold, a member of the eighth gen-
eration of the family that formed investment bank Alex. Brown
& Sons in 1800. Griswold and his stepbrother William Whitridge
founded Blue Water in 2007. “Capital calls and scalability are
areal advantage for private equity and an Achilles heel for fam-
ilies,” Griswold says.

Robert Blabey, chief investment officer of family office
advisory firm Align Private Capital, who works with Blue Water
consulting on investment and corporate strategy, adds: “The
benefit to working with private equity firms is it’s one partner
and it’s one static capital pool, so if they make a commitment,
the money is guaranteed.” Then again, permanent capital is a
strong allure. “If you can find like-minded families that have
the same priorities,” he says, “and if the stars align, then that
can be a pretty powerful combination.”

Foxman covers hedge funds and family offices
at Bloomberg News in New York.

Q12018 27



The Family Way

By SIOBHAN WAGNER

m The average investment portfolio of a family office had an annual return of 7 percent in 2016,
compared with 0.3 percent in 2015, according to a report by UBS Group and Campden Wealth.
And among the latest trends for the world’s richest families is direct investing, ICapital Network
found in another recent report. How are families investing their money? Here's a glimpse.

Equities Are a Staple

2717

The percentage that stocks represented
in family office portfolios in 2017—the
highest proportion among asset classes.

Co-Investing on Decline

2.4%

The share of allocation to co-investing
in 2017. This is down from 15 percent
in 2016.

Penchant for Green

41.7%

The share of family offices that support
environmental causes. This was an
8.4 percentage-point leap from 2016.

Love for PE Continues

3/.9%

The percentage of single-family offices
that maintained or increased private
equity exposure over the past year.

Direct Investing Gains

667

The percentage of single-family offices
that said they will participate in more
direct investments.

Retreat From Hedgies

00.7%

The percentage of single-family offices
that decreased hedge fund allocations
from last year.

The UBS Group and Campden Wealth report (left column) is based on a survey of 262 families from February to
May with an average wealth of $921 million. The ICapital report (right column) is based on a survey of 157 single-
family offices in the last half of 2016 and the first half of 2017, most of which managed more than $500 million.
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