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When meeting with prospects and existing investors, alternative investment firm executives and managers
frequently market themselves as having a repeatable, predictable, sustainable investment process that
generates superior performance. And that is of vital importance to investors. But also important to the
alternative investment management business itself is having a repeatable, predictable, sustainable capitalraising and retention process. Historically, this has not been a priority for hedge fund firms, private equity
firms, real estate firms – a trend that needs to change if these firms are to leverage the full potential of today’s
alternative investment market.

A CAPSULE HISTORY OF ALTERNATIVE
INVESTMENT INDUSTRY
In the early days of the hedge fund industry, the space was occupied by individuals who invested and traded their own
capital in what was then viewed as rather esoteric and potentially risky ways. News about hedge fund firms that were
able to generate strong, consistent performance was spread by word of mouth, and other investors joined these firms to
take advantage of their strategies. This was also true of other alternative investment firms, including private equity and
real estate investment firms.
In addition to individual investors, fund-of-funds organizations (FoFs) often acted as primary capital providers in the
hedge fund and private equity space in the early years. FoFs were paid to take risk (as demonstrated by their fee
structures) and understood the nature of illiquid investments. FoF managers did not need extensive explanation or
communication to remain invested in a fund, despite its potential risk or volatility.
Overall, the industry was small, and the communications between alternative investment managers and investors
was relatively simple. There weren’t due diligence questionnaires (DDQs), requests for proposals (RFPs), reporting
requirements, or limitations on what could or couldn’t be done. Investors generally received a monthly or quarterly
statement, which was mailed - and then over time - emailed, and were content with that.

(USD Billions)

(1 & 2) BarclayHedge, http://www.barclayhedge.com/research/indices/ghs/mum/HF_Money_Under_Management.html.
(3) Preqin, http://www.valuewalk.com/2017/01/private-equity-assets-management-approach-2-5-trillion/.
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Over the past twenty years, the alternative investment industry has evolved. Today, the hedge fund industry has more
than $3 trillion in assets under management (AUM), with the private equity industry not far behind at $2.6 trillion. Part of
the reason for this surge in growth is the fact that, in addition to wealthy individuals, professional investors who handle
cash assets for insurance companies, corporations, trust funds, pensions, labor unions, etc. are willing to invest in the
hedge fund and private equity market. However, as the table above illustrates, Funds of Funds have declined in AUM
as of Q3 2016. One underlying reason for this decline could be that the FoF business model has come under some
pressure as some asset owners have moved to directly investing in hedge funds with in-house teams. That being said,
the Fund of Funds model will not disappear. The amount of capital flowing into alternatives continues to increase, as
does the amount of research necessary to invest wisely in alternatives. This means Funds of Funds will continue to
differentiate themselves in a number of ways, including providing value-added information and data to their end-clients
in a meaningful and efficient way.
With the rise of professional investors, the industry has gravitated to favor solid performers who are institutionalized.
Today’s investors are less comfortable with risk, since they are not investing their personal funds but, rather, capital that
belongs to other organizations. They don’t always speak the same language as fund managers do, so they require more
frequent communication. They demand greater structure in an alternative investment fund’s processes and infrastructure
to provide a sense of security and stability.
For these investors, the institutionalization of an alt firm’s processes is increasingly important – some would say
as important as the performance itself. Even fledgling funds need to be institutional enough to “open the doors.”
Institutionalization AND reasonable performance have become the table stakes for investor participation. This is a far cry
from the past, when performance was supreme and nothing else mattered.
To net this out, the risk/reward profile has changed materially in this industry. Fund managers need to respect and react
appropriately to that change to survive.

THE NEED FOR CHANGE
Attracting and retaining these professional investors as well as wealthy individuals is critical for the continued growth of
hedge fund firms. Consider this conservative example: a hedge fund takes a management fee of 1.5% and generates
10% gross returns on average, equating to approximately 8% net. The manager would earn a performance fee of 2%,
equating to total fees of 3.5%. Using these numbers,
•

For every $100MM raised, this results in a $3,500,000 increase in revenues – revenues

that usually go straight to the firm’s bottom line because many of these firms operate at a contribution margin
of 80%. If a firm’s fees and/or performance are higher, that number simply increases.

• For

every $100MM lost, this results in a $3,500,000 decrease in revenues – an amount that

also directly impacts the firm’s bottom line. Again, the higher the firm’s fees and/or performance, the greater
the potential revenue loss.

Aren’t numbers like this worth building a repeatable, predictable, sustainable capital-raising
and investor-retention machine?
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It is critical to bear in mind that both halves of the equation – capital raising and investor retention – are important. A firm
with great capital-raising processes but terrible investor-retention processes will experience a “leaky bucket” syndrome:
they may bring in new money, but if investors are consistently redeeming funds, the firm could be netting zero or worse.

4 KEYS TO REPEATABLE, PREDICTABLE,
SUSTAINABLE CAPITAL RAISING AND
INVESTOR RETENTION
There are four critical components to building a repeatable, predictable, sustainable
capital-raising and investor-retention machine.

1. STRATEGIZE TO IDENTIFY
IDEAL PROSPECTS.
Strategizing comes first – always. Hedge fund managers must review the relationships they currently have and the
relationships they want to develop to identify the best prospects for their fund(s). For example, a fund with a very liquid
strategy would be more appropriate for large platforms such as Morgan Stanley or UBS. Such organizations seek a high
level of liquidity. On the flipside, if a manager has a long/short fund with a two-year notification for redemption, large
platforms would be totally uninterested. Family offices or long-term investors would be the ideal prospect in such a case.
Centralizing relationship data greatly supports effective strategizing by making the information easy to access and
review. Tools offered by vendors such as Preqin, the alternative asset industry’s leading source of data and intelligence,
can also aid in researching and assessing potential prospects.

2. PRIORITIZE TO CREATE A
BATTLE PLAN.
Once ideal prospects have been identified, the hedge fund team needs to prioritize those prospects to determine who
should reach out to them, and when. Prioritization may be based on:
• Territorial planning
• An investor’s relationship with a team member
• The prospect’s ideological fit with a certain fund
• Type of investor
© Backstop Solutions Group, LLC
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Prioritization is not only crucial for capital raising, but also for investor retention. Hedge fund managers should
consistently prioritize which investor relationships need nurturing. For example, if a team member is going to Chicago,
the itinerary should include conversations with both prospects and current clients to make the most of the time spent in
the field.

3. COMMUNICATE TO ENSURE CLIENT
SATISFACTION AND LOYALTY.
Communication is paramount in today’s world. Clients expect and demand consistent communications that are both
clear and transparent. They want to know what is happening – in the market in general and with their money in particular.
Unfortunately, many alternative investors still find themselves “on the distribution list and emailed twice a year.”
Sometimes, a new client doesn’t even make it into the firm’s customer relationship management (CRM) system.
Incredible as it may seem, the first time some investors have a real conversation with a fund manager is when the fund is
experiencing difficulty. Is it any wonder, then, that investors choose to redeem when fund performance is down? With no
relationship in place, there is nothing to keep the investor engaged. After all, people do business with people.
The wiser course is to develop a strong relationship with the investor from the beginning through regular communications
so that clients know what is happening with the fund. It is important that investors understand any performance
fluctuations that are taking place, and are reassured as to the ultimate value of their investment.
In fact, outreach should be performed regardless of the fund’s performance, in good times and in bad. When funds are
performing well, building the strength of the relationship and nurturing pleased clients will make these investors much
more likely to ride out the difficult times.

Communication best practices include:
Putting in place client service level agreements (SLAs). For example, every client should receive
written communications a specified number of times per year, and every client with over a certain amount in
AUM should have a face-to-face meeting scheduled with them every quarter to walk through the fund’s
overall strategy.

Establishing an online portal. Online portals can also be of great assistance, since they allow clients to
initiate communications and engage more directly with the underlying.

Being transparent about fund activity. Communications should explain clearly how each fund is being
managed, how the strategy integrates with the firm’s philosophy and values, why certain larger “bets” may have
been initiated, why performance may have been higher or lower than expected, etc.

Sharing meaningful content. Communications don’t always have to be fund-specific. Clients

appreciate content that helps educate them or provide context around their investments. For instance, a client
communication may discuss the impact of a presidential election or Brexit on the alternative investment market.
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4. MEASURE TO TRACK AND ASSESS KEY
PERFORMANCE INDICATORS (KPIS).
Given the evolution of the alternative investment industry over the past two decades, it is important for hedge fund,
private equity, real estate, and venture capital fund managers and executives to embrace a true business mindset,
which includes using productivity and reporting tools to measure KPIs. Metrics may include how often investors have
face-to-face meetings, what part of the client base is investing additional monies, whether there are redemption trends,
characteristics of new client profiles, etc. Such metrics can be used to improve operational performance, increase
revenues, and take advantage of market opportunities.

Embracing a Collaborative Culture
Ultimately, building a repeatable, predictable, sustainable capital-raising and investor-retention machine is not about
buying a CRM – an action that takes up a single moment in time. It’s about encouraging a collaborative culture that
redefines the way an alternative investment firm does business every day. Strategizing, prioritizing, communicating, and
measuring are ideally all collaborative activities.
A productivity suite will greatly support such collaboration. For example, a productivity suite can provide opportunity and
prospect information for strategy sessions, help prioritize activities on a business trip, ensure that no client “slips through
the cracks,” and track metrics that boost efficiency and revenue. But the collaborative culture needs to be in place for
the value of the tool to be actualized.
As alternative investment firms match the quality of their “performance machine” with an equally well-tuned capitalraising and investor-retention machine, they will experience increased stability and growth, and realize the full value
of dollars retained as well as of dollars earned. Built on that foundation, alternative investment firms will be in a better
position to unlock their full potential.

IN SUMMARY:
The four critical components to building a repeatable, predictable,
sustainable capital-raising and investor-retention machine are:
1. Strategize to identify ideal prospects
2. Prioritize to create a battle plan
3. Communicate to ensure client satisfaction and loyalty, for example:
• Put in place client service level agreements (SLAs)
• Establish an online portal
• Be transparent about fund activity
• Share meaningful content
4. Measure to track and assess key performance indicators (KPIs)
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ABOUT BACKSTOP SOLUTIONS
Because every minute matters, Backstop’s mission is to help the institutional investment industry use time to its fullest
potential. We develop technology to simplify and streamline otherwise time-consuming tasks and processes, enabling
our clients to quickly and easily access, share, and manage the knowledge that’s critical to their day-to-day business
success. Backstop provides its industry-leading cloud-based productivity suite to investment consultants, pensions,
funds of funds, family offices, endowments, foundations, private equity, hedge funds, and real estate investment firms.
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backstopsolutions.com
info@backstopsolutions.com
Main:

Sales:

United Kingdom:

Hong Kong:

+1 312 277-7700

+1 312 277-7701

+44 0-800-069-8582

+852 3511 6015

Chicago (HQ)

New York

San Francisco

233 S. Wacker Dr.
Suite 3960
Chicago, IL 60606

151 W. 25th St.
6th Floor
New York, NY 10001

800 West El Camino Real
Suite 180
Mountain View, CA 94040

Fairfield

07
© Backstop Solutions Group, LLC

2094 185th Street
Suite 1B
Fairfield, IA 52556

London

Hong Kong

20 St Dunstans Hill
London
EC3R 8HL
United Kingdom

7/F, Low Block,
Grand Millennium Plaza
181 Queen’s Road
Central, Central,
Hong Kong

www.backstopsolutions.com

