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Agenda

• Madoff Specifics
• Alternative Markets Overview
• Alternatives Due Diligence

– Critical
– Different

• Diversification within Alternatives
– Fund of Hedge Funds

• Alternatives Still Make Sense
• What Happens Going Forward?
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Madoff Split-Strike Conversion Strategy
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Fund of Fund Correlation
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Relative to S&P 500 Index

Hedge Fund Return and Risk Characteristics (1990-2008)

Index Return Risk Draw Sharpe Correlation 

S&P 500: 7.3% 14.6% 44.7% 0.31 1.00

HFRI Equity Hedge: 13.7% 9.2% 28.1% 1.05 0.70

HFRI Macro: 14.4% 7.9% 10.7% 1.30 0.35

HFRI Convertible Arbitrage: 6.9% 6.3% 36.0% 0.52 0.44
HFRI Equity Market 
Neutral: 8.0% 3.3% 8.5% 1.25 0.19
HFRI Fixed Income 
Arbitrage: 7.1% 6.7% 25.8% 0.52 0.52

HFRI Merger Arbitrage: 9.4% 4.4% 8.3% 1.25 0.53

HFRI Distressed: 12.1% 6.6% 26.7% 1.21 0.49
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Fund of Fund Strategy Allocation/Contribution
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Fund of Fund Style Grid
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Scenario Analysis
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Asian Debt Crisis (Jul. – Oct. ’97): 

Russian Default and LTCM (Jul. – Sep. ’98): 

Tech Crash (Mar. ‘00 – Sep. ’02):

September 11th (Sept. '01 – Oct. ’01):

Subprime Meltdown (Jul. ’07 – Dec. ’08???):

HFOF Scenario Analysis
HFRI FOF Composite Index Russell 3000 Index
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Thank You!
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