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Foreword

As many know, the CAASA team was involved in the industry outreach
that was part of creating the new liquid alts rules - and the final product
was quite impressive. It allowed many alternative strategies to be traded
in a prospectus vehicle (i.e., mutual fund), thus granting every investor in
Canada access to sophisticated investment strategies that can provide
lower volatility returns which are less correlated to the rest of their
investment portfolios.

From the beginning, the regulators had in mind a registration regime that
would allow a significant number of alternative strategies to be offered
via prospectus. Of course, the underlying assets would need to be
liquid (hence the name) but with that caveat they were open to so-called
exemptive relief to be sought and possibly obtained by asset managers
who believed that their strategy would be appropriate for retail investors.

CAASA produces a monthly Liquid Alts Update which lists all of the
funds offered by each asset manager in the category, as well as their
AUM, asset class, fees (some information limited to members only).
Since its promulgation on January 3, 2019, liquid alts AUM has grown
to about $20 billion which is below initial targets of $100 billion after 3-5
years but if there is one thing that investors and advisors are known for:
it’s that once in motion, they stay in motion - and the momentum behind
liquid alts (66% growth in the year ended Dec 31, 2021) foretells growing
allocations to liquid alts going forward.

James Burron, CAIA
Co-Founder & Partner, CAASA

DEMOCRATIZED ALTERNATIVES: LIQUID ALTERNATIVES IN THE CANADIAN MARKET

What are liquid alts?

Alternative strategies and assets have long been a key part of the
portfolios of accredited and institutional investors. While alternative
strategies are most commonly associated with hedge funds — which, per
their name, deploy alternative strategies to either ‘hedge’ against a falling
market or drive more explosive alpha — they are leveraged by every class
of institutional investor, including investors with a conservative and long-
term view like pension funds.

But until recently, alternatives have been limited to accredited and
institutional investors, who regulators gauged to have a sufficient level of
sophistication to understand the product they were buying, and the risks
and rewards entailed.

The arrival of liquid alternatives onto the Canadian market changed this.
Since 2019, under a new regulatory regime passed by the Canadian
Securities Administrators (or CSA, an umbrella body for all provincial
securities regulators), investors at any level have gained access to
alternative strategies through alternative mutual funds also known as
liquid alts.

These funds — which can be purchased directly from an institution or
through a financial advisor — are differentiated from traditional mutual
funds in that they are able to short sell, deploy leverage, and invest in
certain kinds of derivatives. This makes several alternative strategies
available to the retail investor.

These strategies include:

Directional Strategies which aim to generate returns by taking advantage
of market movements. Among these strategies are long-short strategies,
where a fund generates returns holding both long and short positions
in a portfolio, benefiting from both increases and decreases in the price
of various securities. Long-short strategies can be employed with any
type of security, whether it is equity or fixed income, and can sometimes
come with a sector focus, such as biotech, where companies will look
to differentiate based on their expertise and knowledge of the sector. In
Canada, much of the investment into liquid alternatives has been into
directional equity strategies.

Non-Directional Strategies which mean to to generate returns
irrespective of whichever way is the market is trending, generating a
source of returns uncorrelated to the performance of the market at large.
Among these strategies is merger arbitrage, which looks to exploit the
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difference between the market price of a security that is the target of
an announced acquisition and the price that the acquirer will pay for
it. These strategies are useful when it comes to offsetting the risk that
comes with market exposure and finding a source of non-correlated
return.

Multi-strategy funds which deploy multiple strategies within their
portfolio of assets, which certain investors may find fits their individual
needs.

Similar to hedge funds which deploy comparable strategies, liquid
alternatives have more than one use in an investor’s portfolio — they
provide additional tools for the investor to achieve their objectives.
While some hedge funds are focused on downside protection, others
look to drive significant alpha. Liquid alts are similarly diverse: the
strategies provided in the market are varied, and their use will depend
on investor objectives, risk tolerance, and time horizon.

These strategies enable investors to enhance the traditional long-only
60/40 portfolio. They provide investors with a wide array of choices
— which may be important as we enter uncharted economic territory.

“Liquid alternatives are an alternative investment that are often
used by investors looking for investment opportunities or to
weather market volatility really well. They were brought to market
here in Canada after years of consultations with the regulators
on how to add additional asset classes and investment strategies
to give investment managers an opportunity to improve overall
diversification of their portfolios. This is true both from the
perspective of extending their ability to drive alpha through
leverage, and at the same time provide downside protection.
This is sometimes achieved through shorting or through using
some sort of derivative that would bring returns contrary to the
market.”
Ronald C. Landry

Head of Product and Canadian ETF Services
CIBC Mellon
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The uses of liquid alts in a
portfolio

Liquid alternatives are not a single type of asset or strategy. Rather,
they are a set of unique strategies that are newly available to non-
accredited investors — and the appropriate tool depends on what the
investor’s objectives are, their tolerance for risk, and the time horizon
against which they operate.

Reducing risk and finding uncorrelated returns

The traditional 60/40 portfolio — that is, a portfolio that has 60% of its
value allocated to equities, and 40% of its value allocated to bonds
— is based on a historically observed inverse correlation: as equities
gain in value, bonds usually lose their value, and vice-versa. This
observation underpins decades of investment wisdom and personal
finance advice.

But in the environment investors find themselves in today - with
historically low interest rates and action from central banks driving
government bond yields ever-lower — will this inverse correlation hold
up? Do traditional assets no longer deliver the diversification benefits
they once did?

And for investors heavily invested in fixed-income securities, are there
sources of return that are being left on the table?

Institutional investors believe so.

According to a 2021 analysis by the Bank of Canada, the majority of
Canadian private pension plans analyzed — 64% — have been moving
away from the traditional 60/40 portfolio, searching to replace the low
yields of government bonds with alternative assets and strategies.
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Previously, retail investors did not have access to alternative assets
and strategies. But through the use of market-neutral strategies
like merger arbitrage, certain liquid alternative funds can generate
absolute returns that are entirely uncorrelated with market movements,
allowing retail investors to follow their institutional counterparts
and replace under-performing bonds with funds that can generate
absolute returns.

Amplifying alpha

Liquid alternative funds can also be used to magnify the returns on a
high-performing security — through this does not come without risk.
These gains can be secured either through the use of leverage, or the
use of a long-short strategy.

Leverage refers to the use of credit to expand the amount of investable
capital an investor has available to them. This naturally amplifies the
reward on any given investment — but it also magnifies the risk. Prior
to the introduction of liquid alternatives into the Canadian market in
2019, the use of leverage in mutual funds was limited — at present,
the use of leverage in liquid alts is limited to 300%. This allows
unaccredited retail investors to make use of this tactic, but in a limited
way.

Equity and Credit Long-Short Strategies seek to deliver returns to
investors by taking long positions in securities that they believe will
rise in value, and short positions in securities that they believe will fall
in value. (There is a different class of long-short strategies that seeks
to hedge against market exposure by looking to have Long and Short
positions offset each other.)

This is differentiated from the traditional long-only strategy in that it is
able to take advantage of every sort of mispricing, whether a security
is priced too low, or too high.
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“There are many different traditional investment strategies
available to investors. Likewise within the alternative fund space
— hedge funds, liquid alternatives — there are also many different
strategies with varying degrees of risk and return opportunities.
It is not a homogenous space. As an alternative investment fund
manager, the liquid alternatives regime allows us the flexibility
to use all of the tools available to today’s modern investor —
our hands are not tied with respect to seeking returns nor,
importantly, with managing risks.”

Travis Dowle

President & Fund Manager
Maxam Capital Management

“In each of the areas that our funds focus on, there are vast
mispricings and vast inefficiencies. Some of these mispricings
are on the long side, but some are on the short side as well.
We believe that the best way to gain exposure to those areas is
through an opportunistic approach. This means a manager that
truly understands this space, as opposed to a passive ETF. A
manager can be very opportunistic and take advantage of not
just longs but shorts in the area as well.”
Robert Anton

President & Founding Partner
Next Edge Capital
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Liquid alternatives or OM funds?

The use case for liquid alternatives for everyday retail investors is
clear: there is now a range of strategies available to them that was
previously unavailable.

But is there a use case for accredited and institutional investors?

Liquid alts have key advantages over those offered via Offering
Memorandum (which are not available to retail investors):

Liquidity: Liquid alternatives are, as the name suggests, liquid: they
can be bought and sold on a much more frequent basis than traditional
alternatives, many of which can be difficult to exit. This provides the
investor with several advantages: they are more agile, able to adjust
to changes in market conditions or priorities, and they take on less
liquidity risk with liquid assets. An investor enjoys the flexibility of
being able to ‘cut their losses’, and likewise to take advantage of a
buying opportunity.

Low barrier to entry: OM Funds, such as private debt, private equity,
or hedge funds typically require a high minimum investment (from
$25,000 to $1,000,000). Liquid alternatives are usually offered with the
same minimums as mutual funds - as low as $500. This reduces the
barrier to entry, giving investors considering investing in alternatives
the ability to invest at their comfort level and with a diverse basket
of funds for the same amount as a single allocation to one OM fund.

Lower risk: — All investment involves risk — but certain alternative
strategies, like the use of leverage, carry more risk than most. Under
Canada’s liquid alternative regime, the use of leverage in liquid alt
funds is capped at 300%, limiting the risk an investor might be
exposed to.

Transparency and regulation: Like all mutual funds, liquid alt funds
are offered by prospectus and regulated by the various provincial
securities regulators. This means that prior to investment, an investor
receives a fund’s prospectus and Fund Facts (disclosing the fund’s
attributes and risks) in order to better understand its investment
approach and accompanying potential risks and rewards.
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New rewards and new risks

The use case for liquid alts is that it provides an alternative investment
strategy — a way to derive returns aside from traditional long-only
investing. But new investment strategies come with new risks, and it
is incumbent on the investor to understand the risk of the particular
strategy they wish to adopt.

Some of these risks are straightforward - leverage, for example,
amplifies both risk and reward — but using leverage to initiate short
positions can (and very often does) reduce the overall volatility of the
portfolio, limit the severity of drawdowns (or peak-to-trough losses),
and lower the correlation of the portfolio with the overall markets — all
being hallmarks of lower risk.

Other risks are specific to a strategy. Merger arbitrage — an alternative
strategy that looks to derive an absolute return for an investor —
exploits the difference between the market price of stocks in an
acquired company and the price that will be paid by the acquirer
after an acquisition or merger is announced. This is a useful source of
uncorrelated returns for an investor, but it comes with the risk that the
deal does not close.

One risk that should be absent in liquid alts funds in liquidity risk. The
rules limit the amount of illiquid (or easily-priced/readily sold) assets in
these funds and these and other daily metrics and tests (e.g., leverage)
are required in order to ensure they are within these bounds and
compliant at all times.

As with all investments investors must fully understand the product
they are buying before they invest.

DEMOCRATIZED ALTERNATIVES: LIQUID ALTERNATIVES IN THE CANADIAN MARKET | 11



“If you’re a fan of the endowment asset allocation approach
followed by some of the most sophisticated institutions in the
world, then it makes sense for you to consider liquid alternatives.
However, investors do need to be mindful when considering the
different strategies available to them. Some seek high returns and
come with significant volatility, while others offer low-volatility and
consistent returns. And manager experience is vitally important
as well — especially in the liquid alts space that is relatively new
and fast growing. We’ve been managing alternative strategies
for more than a dozen years — this isn’t just something new that
we decided to try our hand at.”
Travis Dowle

President & Fund Manager
Maxam Capital Management

“With respect to liquid alts, one of the dangers, from a client
perception perspective, is that if you don’t understand why
you’re buying the liquid alts, you may encounter periods where
you’re confused as to why it's not working as well as you
expected. We’ve been in an environment like that more recently,
where all the stocks that are working the best in the stock market
happened to be expensive growth stocks. But [for certain liquid
alternative funds], that is not what you’re buying these for. You’re
really replacing bond allocations or defensive allocations. But if
you don’t understand what you’re buying, there can be a risk of
getting rid of your insurance just before the house burns down.”
Jason Mann

Co-Founder & CIO
ehp Funds
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Who should be investing in liquid
alts?

Liquid alternatives are newly available to retail investors. Should retail
investors allocate money to them?

There is a strong case in favour of liquid alts in 2022 and beyond.
As the Omicron variant throws the world economy back into turmoil
and increases uncertainty across the board, and as inflation hits
economies across the world due to central bank action and supply
chain challenges, the question of how the traditional 60-40 portfolio
— and particularly the 40% allocated to bonds — will perform is in
question.

This is an area where liquid alternatives can shine. For example,
by reallocating 10% each from the equity and debt portions of the
portfolio to alternatives — creating a 50-20-20 portfolio — investors
can look to hedge against inflation and under-performing bonds by
gaining a source of returns entirely uncorrelated to either.

If retail investors were to adopt this model — to invest more heavily
in liquid alternatives — they would be following the lead of their
institutional counterparts, who tend to be between 25% and 50%
invested in alternatives, in search of differentiated returns in a low-
interest rate environment.
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“Many of the major institutions in Canada have a significant
allocation to alternatives in their portfolio. | would say that the
average retail investor is vastly underinvested relative to the
average institutional investor and Canada. With respect to a
percentage allocation, this should be based on comfort level and
your level of understanding of what you’re investing in. There’s
no one set allocation that fits everyone.”
Robert Anton

President & Founding Partner
Next Edge Capital

“If you look at the pension funds — like CPPF, or Ontario Teachers,
or OMERS, and certainly the bigger ones in the US, they are
quite heavily invested in alternatives. Now it may not be liquid
alts specifically, but there’s no question they are using the same
types of strategies that we use in our funds in their portfolios. So
whether they do that in-house, or whether they’ve outsourced
it, or if they are in an alternative asset class like private equity
or infrastructure, I’d say pension funds have a lot of exposure. |
think the individual retail advisors and their clients should think
about why that is.

And it’s quite simple: if you look at the allocations over time
of these large institutions, it has shifted from traditional long-
only bonds to alternatives, and it’s because we’re in an interest
rate environment where the yields and the risk don’t match up
with their with their needs. Those risks are no different for the
individual.”

Jason Mann

Co-Founder & CIO
ehp Funds
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Growing Pains

Past performance may not predict future outcomes, but it is a critical
datapoint. Unfortunately, liquid alternatives are new in the Canadian
market, and any given liquid alternative fund will only have a few years
of performance data to refer to.

However, there are other potential data points that can be used when
assessing a given fund. In particular, investors should look to ensure
that fund managers offering a particular strategy have experience
deploying that particular strategy, to ensure that their money is in
experienced hands.

Hedge fund managers looking to offer a liquid alternative fund should
ensure that they work with partners that can meet their asset servicing
needs, including administrative needs, custodial needs and trade
execution needs. Offering a liquid alternative fund to the market can
be complicated, but the right partner can make it simple.

“If you are a traditional mutual fund manager looking to introduce
a liquid alternative fund, you need to ask yourself a question. The
question is: do you have the skill set to manage a liquid alternative
portfolio, or do you have to go and get that skill set? If you’re a
hedge fund manager who’s never worked in the regulated fund
industry, there’s a learning curve: the concept of a custodian, the
need to have addition administration resources, the need to file
a prospectus, the need to deal with auditors.

The additional compliance rules, including concentration limits,
exposure limits, leverage limits, etc... are all things that are
unique to liquid alternative funds, which hedge fund managers
may not be used to. So there’s a large learning curve and there’s
additional cost that they need to take into account.”

Ronald C. Landry

Head of Product and Canadian ETF Services
CIBC Mellon

DEMOCRATIZED ALTERNATIVES: LIQUID ALTERNATIVES IN THE CANADIAN MARKET | 15



Investors & Allocators:

Abshe Holdings

Aksia

Alberta Teachers’ Retirement Fund

Albourne Partners

Alternative Capital Group

Aligned Capital Partners

Amana Global Partners

Anchor Pacific Investment
Management

Atlas One Digital Securities

BClI

Bell Kearns & Associates

bfinance

Blue Bridge Wealth Management

BlueSky Investment Counsel

BMO Nesbitt Burns

Bodhi Research Group

Canaccord Genuity Wealth
Management

Canada Overseas

Casselman and Company

CEOS Family Office

CIBC Private Wealth Management

Cidel

Echelon Wealth Partners Inc.

Eckler Ltd.

Enoch Wealth Inc

Fipke Group

Focus Asset Management

Fort Greene Capital

Gryphon Investment Advisors Bahamas

Guardian Partners Inc.

Harbourfront Wealth Management

HarbourVest Partners

Healthcare of Ontario Pension Plan

Heirloom Investment Management

Horizon Capital Holdings

IMCO

Koloshuk Farrugia Corp.

Mandeville Private Client

Master Plan Management

Mirabaud Asset Management

Morgan Stanley Wealth Management

National Bank Financial

Nicola Wealth

Northfront Financial

Northland Wealth Management

Numus Financial

Ontario Municipal Employees’
Retirement System

Ontario Teachers’ Pension Plan

Open Access

OPTrust

Our Family Office

Pandion Investments Limited

PHL Capital

Prime Quadrant

Raintree Wealth Management

Raymond James Ltd.

RBC Dominion SecuritiesRichardson

Wealth

Richardson Wealth Private Family
Office

Richter Family Office

SmartBe Investments Inc.

Stonehage Fleming

Tacita Capital

Timberline Equities

Ullman Wealth

Vibrato Capital

Wealth Stewards

Westcourt Capital Corp.

Yameba Capital

Zen Capital & Mergers

Asset Managers:

3iQ Corp

Accelerate Financial Technologies
Actis

Adaptive ETFs

ADI Capital Partners

AGF Investments

AGinvest Farmland Properties Canada
AgriRoots Capital Management Inc.

CAASA MEMBER COMPANIES

Asset Managers:

Algonquin Capital

Algoz

Alignvest Student Housing
Allianz Global Investors

Alquity Investment Management
Antrim Investments

Applied Real Intelligence (A.R.I.)
AQR Capital Management

Arcis Capital Partners

Ascendi Capital

Aspect Capital

Auspice Capital Advisors
Avenue Living Asset Management
Axia Real Assets LP

Axonic Capital

Bedford Park Capital

Bridgeport Asset Management
Brightspark Ventures

Cacoeli Asset Management
Cameron Stephens

Carlisle Management Company S.C.A.
Celernus Asset Management
Centurion Asset Management
Cl Global Asset Management
CIBC Asset Management
Clearfield Capital

Clifton Blake Asset Management
Clocktower Group

CMCC Gilobal

CMLS Asset Management
CoinFund Management LLC
Community Fund

Connor, Clark & Lunn Funds
Converium Capital

Cortland Credit Group Inc.
Corton Capital

CPI Capital

Crabel Capital Management
Crystalline Management Inc.
Cult Wines

DaVinci Capital Partners
Desjardins Global Asset Management
DGC Capital

Diagram Ventures

Donville Kent Asset Management
Driehaus Capital Management
DSC Quantitative Group, LLC
Durum Capital

ehp Funds

Emso Asset Management
Equiton Capital

Espresso Capital

Evolve ETFs

Evovest

Fiera Capital

FirePower Capital

Firm Capital

Forstrong Global Asset Management
FORT LP

Framework Venture Partners
Franklin Templeton

Fulcra Asset Management
Galaxy Fund Management
Gentai Capital Corporation
Global X

Graham Capital

Group RMC

Guardian Capital

Harrison Street Asset Management
Heard Capital, LLC

Highline BETA

Highwood Value Partners
Honest Capital

Horizons ETFs

Hudson Valley Properties Group
iCapital Network

ICM Asset Management
Innovobot

Invesco

Investcorp Investment Advisors LLC
Investment Partners Fund
Invictus Capital

Invico Capital Corp.

JM Fund Management Inc.

Asset Managers:

Kilgour Williams Capital

KULA Investments, LLC

Lawrence Park Asset Management

Lazard Asset Management

LFIS Capital

LionGuard Capital Management Inc.

Loyal VC

Lumira Ventures

Lyxor Asset Management

Mackenzie Investments

Make Space

Man Group

Marret Asset Management

Maverix Private Equity

Maxam Capital Management

MGG Investment Group

MKP Capital

Morex Capital

Morgan Stanley Investment
Management

Munro Partners

Music Royalties Inc

Napier Park Global Capital

Nephila Advisors LLP

Next Edge Capital

Orchard Global Asset Management

Peakhill Capital

PenderFund Capital Management

Picton Mahoney Asset Management

Pilot House Capital

PlusPlus Capital Management

Private Debt Partners

Quain Investments LLC

Raiven Capital

Reciprocal Ventures

ReSolve Asset Management

Rise Properties Trust

Robson Capital Management

RPIA

Sagard Holdings

Securian Asset Management

Slate Securities

Spartan Fund Management

Starlight Capital

Stewart Asset Management

StoreWest Developments

Third Point

Trans Canada Capital Inc.

Trez Capital

Triovest

TSVC

Unigestion

Unison Investment Management

Varick Capital Partners LP

Vesta Wealth Partners

Vivid Capital Management

Walkerville Capital Inc.

WaveFront Global Asset Management

Waratah Capital Advisors

Waypoint Investment Partners

Wealhouse Capital Management

Wellington Management

Westbridge Capital

Western Wealth Capital

YTM Capital Asset Management

Start-Up Founders:
Consilium Crypto
Innovfin

Just Boardrooms

Koios Intelligence
Konfidis

Leyline Altruism

Liquid Avatar Technologies Inc.
Meetami Innovations Inc
Metis

Moselle

Pascal WealthTech

Rakr

Rondeivu

The S-Factor Co.

SR-ai

Terentia

WealthAgile

Willow

Service Providers:

360 Trading Networks, Inc.
Altrust Investment Solutions
Apex Fund Services

Arbutus Partners

Athena International Management
AUM Law

Battea Class Action Services
Bitbuy Technologies Inc.
Boosted.ai

Brane Capital

Campbell Lutyens

Canaccord Genuity Direct
Capital Governance Partners LLC
Carne Group

Castle Hall Diligence

Caystone Solutions Ltd.

CIBC Mellon

Coach House Partners

Dart Family Office

DealMaker

DealSquare

DeFi Safety

Deutsche Borse Group
Federation of Mutual Fund Dealers
Fidelity Clearing Canada

Figment

FIS

Fundata

Fundserv

GDA Capital

Government of Canada

Hill + Knowlton Strategies Canada
Hut 8 Mining

ICICI Bank Canada

Independent Trading Group (ITG)
Innocap Investment Management
Juniper Square

Keystone Fund Solutions

KPMG

McMillan LLP

Meraki Global Advisors

NEO Exchange

Norton Rose Fulbright

Options IT

Penrose Partners

Preqgin

Prometa Fund Services

Robert Walters PLC

SIDE Securities Industry Data Exchange
Sera Global Advisors

SGGG Fund Services

Sigma Sandbox

Silicon Valley Bank

SS&C Technologies

Stroock & Stroock & Lavan LLP
TD Prime Services

Tokens.com

TMX Group

Williams Trading

James Burron, CAIA
Co-Founder & Partner
james@caasa.ca

Caroline Chow
Co-Founder & Partner
caroline@caasa.ca

Paul Koonar
Partner
paul@caasa.ca

Suite 2500, 120 Adelaide Street West
Toronto, Ontario, M5H 1T1, Canada

caasa.ca



