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Alternatives

March

The founders of CAIS saw the opportunity in the move
to independence. They're capitalizing on it with the first
olobal alternative investment p]z]rfnrm for advisors

oy JOHMN SULLIVAN

ot three smart guvs together
im a har, give them a few

drinks to get the “creative”
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But don®t et the mame foal vou, The
firm'’s CAIS-X platform may be described as

an online exchange, but Brown was quick to

going, and they're bound vo hit on an idea,

It's cliche 1o wmlk about the proverbial “cockrail napkin®
mcarent, buae the founders of CAIS 1:-|1:.-||L||:\.' naote L||r.':.' sl
have a picture of theirs.

“¥eah, there is actually a cocktil napking you want 165" Matt
Brown, the firm's co-founder and CEO, helpfully offered.

Throw in the phrase “alvernative investments,” something
that’s received l.||:|il|: a hit of anention since 2008, and Yol
quickly realize why their idea has taken off.

CAIS has launched what it calls the first global alterna
tives exchange, known as CAIS-X, which provides advisors
with a platform for conducting due diligence, analysis and
rading of alernative investments. The idea is thar it will
IlTl‘ll!: 'I:lri'\':lll.' \'l'llli‘.'tl."- il'l!i' |I|{' Il'lll'li':' 1:|-.|\.:i\||l.'| \I:l:ll.'l.'. 1I1|-.i1|'|
greater interest among advisors of altermatives in recent
years, the value is readily apparent; scanething o which their
107 monthly growth can atoest,

note they refer w it that way only o empha-
size its product-neutral structure.

".‘;ll:ll\'.'tl.lll'.'\ Wi I1L'|| W use 1|'|L' '|'¢'||TI.I I'|.'.'|.|.']|.|l|.l"_'|.'.,l Fxlrl:llf
jump to the conclusion that maybe it% 2 mading of exicting
interests in [alternative] funds or prodocts,” Brown explained,
“Like a secondary market. But we always like to make it
very clear that even though we use the term ‘exchange,’ our
I.I]illr.ll:l'll'l is for primary investment transactions. And we are
custondian- and product-neuteal.”

Brown and cofounders Rafay Faroogqui and Jeremy Norton
have wirehouwse ||.|g'|-¢:_{rn|,||:||-;. and 1t was \.11||1L-r|1|||!_( 1|1L-!.' all
noticed at their respective finms thar got them thinking,

“My background is capital markes,” Farooqui, the firms
||:'|."\.in.|¢.'|'|!,'\..|i.|i.“| started 1Yy Career at Croldman Sachs and Spent
a lot of dme there [with] altermatve investment Arms. The
connanon thread we all saw was the departure of @lent from the

large infrastructure of the wirchouse wo the independent space.™
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“The thought process was, "Let’s build an independent firm
arcand thar theme,"™ Brown, a Shearson Lehman Brothers and

Smith Barney alum, interjected. *“The clear starting |1||:.|'|! wils

with the investment acvisors, becanee of their interese in alter-

natives and the fct that so many are leaving large mstitutions.”

Ihey began in January 2009, and the pladform weni live
with instimrtional clicnes in January 20011, Ics soricdy a B2B
play: Their elients are advisors, and they wrget relationships
with “l.-"l.\.. lrr-::-l:-:'r--:ll.'.d-::n. ||r:i'uh' hanks and other '|:-|~||!'|.-.-
sional wealth management institutions.

".I.h.“:‘\ a II'I!_-|I I‘I\'lil:ll,-li'::ll'l i|'| aur II[I‘II'IL‘\‘.\. as “'{'!I." Hl'(:l“'l'l
added. “We're highly focused on the solutions that advisors
need 1o win and compere in the markerplace.”

.] .I'IL' COFE 1l|'.lht' {: ilq_\: Fr]:llli.ll i I.\'.'I.i\."'- an 1:“ :ill!,:'irl!,.'_ LII:._:L".I'I'
er members of what they refer o as the CAIS ecosystem,
which includes custodians, prisfuct providers, admanistragors,
due diligence providers and, of course, the advisors themselves.

“What vou end up with is a single venue that has access,

independent due diligence [and] execution, which is stream-

limed and i|1!¢.':.._-r.|11.'-.| with the custodiank infrastrecture,”

Farcoqui added.

The finm's imtwitive, casy-to-use interface inclodes 2
dashboard with muluple feamres that he proudly tumpeted
withour seeming 1o take a breath.

“It's a monitor of tasks oanstanding,” Farooqui ticked off. *Irs
an alert-setting system so advisors can get a quick idea of the
cxpusure their clients have in the altermative space. The product
STV BS S0 '||.|'l (18] |-:I|Iq'r m ||'||.|I,'.|! [I'lL' SHITHE W .|:|.' as |r}l|"||lr{' I‘lﬂ";l:l.'ll'l!:
an airline teker. By that [ mean if vou wane
York 1o Miami, you'll have certain options, If v

o from New
a'd like a CTA

Manger in the same way, :.-::-||'|.| also have cerain 1||||!:i||||-\.. You

can set the eriteria to get to the product thars nghe for vou, We
have a robwst analvtic system as well to analyze i depth each
product, We are really in that business of making the advisors
cxperience seamless and with the fewest obstcles 1o enable
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them and empower them to po out and grow dheir businesses."”

| Belief] of friction and pain points by providing che solu-
HOAL §5 SCEM N every aspect of our exchange,” Brown added
more succinctly.

It% no secret the mradivdonal hurdle to alternative invese
menis i= a lack of access, but it's one that’s quickly erambling
A5 Nare ]\l"\'-ll.ltli.'["i and services contnec to move down marker
o the masses. Ie%s also no secrer thar pladforms like CALS-X
arc |:|.|"!,'_|.']:.' the peason.

S0 when they speak of the alternative investment universe
b, l,"C.'Il_'rI_l.'. 1% that defined*

“The first stop for CAIS was w solve what we believed
o be the most complicated picce of the puzele, which is the
wraditional |'|l.1:|':1l.' fumd invesment,” Brown said. “The |:||'__L;|.'|’
hedge funds are in demand by advisors, but have very high
minimums, They might be getting sccess to those funds at

higger wirchouses, but outside of that architecture, no ane

has connected the dots with all the critical players, 5o genting
hedge funds operatonally accessible was sep No.l."

The }r|:|||!'l|:'|:|'| i.'LIIJ'L'I'IlI:l' claims over 40 ]I.l.'-.|__v.|.' fund product

offerings and is growing. The secomd step, he continued, was
o enter the private equity waorld,

“Like our hedge fund offering, we started with some of the
op mames in the space with scamless execution and integra-
eid reporting and an independent due diligence framewaork.”

Reflecting the “three easy steps™ {or sereens) adopred by
many smartphone and tablet makers, the onder execution
system is one that |:'.tr4u|q.||:|| behieves “15 the first execution
order entry system o make seamless the purchase of
alvernative investments.”

The three steps are selecring the producr, indicaring which
clients the advisar would like 1w buy for and emering the
tradde deails and execution.

e manimums for all of our |:r\c:u||.|n:_'|:-.' are SO0, so

they can very efficienty be put in one portfolio in 2 diversi-
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fied manner,” Farooqui said. “The sys-
Eern !IJI.'I'I J‘II'I.'I'“ITI'III.":'t\ :]H.' 1.'!11\}'htl'||1
with administravors, costodians, and
decumentation and  back-office  func-
tions, A top-line view of a wam'’s per-
formance is prominently displayed.”

A hierarchy can be imposed for
information Viewing purposes, mean
ing a wealth management firm's CEQ
can s the alwernative exposure across
all his advisor peams, or a wam can see
their EXPIsure and ¢an then chose what
o share with clients, as well.

While the platform is fully scalable
(Brown noted it can fully service one
advisor or several thousand), Faroogui
claimed irs really buile for “very large
fierms with multple advisors, or an RIA
to manage their overall exposure amd
performance.”

Due diligence then becomes an
obvious question, given that so many
I.H‘.lk'.'f'li'.'rlli.'f.‘h ﬂl'lll jl.l\ i.‘h'::ll"- WwWerc
eripped up by Medical Capial and
Provident Royalty, and «lients sull
negatively associate terms like “feeder
funds” with Madoff and Stanford. Its
a question CAIS rakes seriously, and
E]u.':l."\.'c pcl.rlrlurl.'d with research amd
consulting behemoth Mercer to ensure
its done '|'|r4|pg'r|}'.

“They have many aspects of their
due diligence on the investmene side,”
]":'lll.a-m]ui |.'.1|'|!:'|:ir'|:.'|.|. "'|'hi.':|' have their
operational due diligence, as well a3
monthly commengary that provides
their views on a particular product or
manager. We've separated the idea of
access po product from the indepen-
LIL'I'I‘ |.|||.|.' l!i.li}:\'.'l'l\'.'l.' II’ th! I'II."II.I'IH.'E. ]|."'|
a very unique way o approech it for
the wealth management industry. With
maost of the offerings out there, those
rwo things are coupled.”

He added thar risk assessment firm
RiskMetrics is their transparency pro-
vider, which gives advisors the abiliy o
grnk'u-ru:r mn L-':.|1:||.i|:|i|1:i_l what it is I;’I.I_':I."r{'
buying, Mercer and RiskMetrics are
owo respeered names that should go a
long way in reassuring skitish compli-
ance departments. Stll, with the afore-
mentioned MedCap/Provident Royaley
problems, what kind of resistance are
they experiencing?

GROWTH
CARS-X walume is increasing at a rate of
approximately 10% month-gver-maonth

EMPLOYEES
Approximatedy 25 employees

MEMEER FIRMS

LOCATIONS
Headquarters i New York wath satellites
in Australia, Zurich and San Mateo

Over 50 wealth management firms globally

+ Top LS -Based Member Firms

HighTawer Advisors, Focus Financial Partnees, Jefiries & Co.. LS. Capital Advisors,

COMCERT Wealth Management
# Top Intamational Mamber Firms

- Macguarie Bank, Bangue Julius Baer, Falcon Bank

KEY PRODUCT FACTS

+ Consolidaed menu of top imvestment funds and products

* Currently offers theea product lines: hidge funds, prvate equaty and precious matals

# [wver 40 funds offered on CAES-X {Including U5, taxable offerings and nontaxabla offenings)
# Ten additional furds 1o be added by year end

SERVICE PARTNERS

* Mercer
Mercer is a ghobal provider of institu-
tional irvastment reseanch and consult-
ing and operates in over 40 countnes
Mercer's desp research team of over 125
members qualifies and monitors all funds
an CAIS-K.
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* State Street
State Street has approamately $23
trillian in assats under custody and oper-
ates in over 25 countries, State Street
performs a range of key funciions for
CAIS-X, including platform custodian,
transder agent, fund administraton and
reparting intagration.



your clients are
“Thus far, it has not been grear” Brown elaimed. “We've actually been wel- unique. so are

comed, We know that part of our workfRow very early on with any instituticnal
relationship will invelve legal and compliance. That goes for whether they're as E:lTLgaslj}ellftt;:Eriﬂ'ets
big as [HighTower or a few guys in a small shop, We provide management repons ¥ ;
back 1o the firm on what advisors are buying, as well as the exposure and activity aa-souttablaccom, icouthvaliven
on the plarform.”
They can also imbed firm-specific disclosures and complinnce requirements into
the exchange. For instance, when members of that firm log on with their seoure
password, they may have to take a continuing education course
“Wheneyer atcertain times of the year before accessing the platform.
S0 does the explosion in inverest in the alwernative space
you re a new post-2008 make the platform an easy sell? If only it were
a i that simple.
UUSJ-”BSS W.I'fh “Whenever you're 2 new business with 2 new solution,
[ there’s always a fair amount of work o do in order w get
A Sﬂfi.rfm'ﬂ, known,” Brown added. “Owr ability to work with firms that are
theres EJIWE}-"S growing themselves is a big oppormunine Many of the players

fai are aggressively acquiring new advisors.”

a fair amount It's that much more of a challenge, and opportunity, when
of work to do the platferm is expanding globally. Co-founder Noron is 1

) heading up eperations in and around the Pacific Rim and Asia, Creatlve
i order to gel  relying on the connections he made from his past experience

L]
k o im alternative asser management, marketing and distribugion, Ilves
nowim. having warked ar firms including Fuji Bank, Castlestone
Management and Brownstong Advisors. i ns i re
In fact, all three pariners have relied on personal relatonships and industry p

connections o help build the business. It's something else thar sets the platform u
apart—after all, how many echnology pladforms ger their swart withour some sort creatlve
of early-stage venture capital funding? "

“Wie've built relationships with like-minded individuals,” Farooqui said. “When we I t
think about raising meney for a venture like this, you first have to find strategic share- SO u lons
holders that understand what you're trying to achieve. When we approached them
as parmers, it was really with the idea in mind and less abour the capital thar they
could provide. Today, they're a well-diversified group of 20-odd global family offices.”

“We also believed it was important to go imo this business with deep resources,”
Brown clarified. “This adventure is not for the light of heart, so building a com-
pany like this really requires having strong financial backing. One of the things
thar we're most proud of is having a global sharcholder base that allows us o mn
a global platform. 1 know we're talking a lot abour the independent space in the
United Seaves, bar CAIS is in face global”

One last question—where is CAIS going? For a global alternative investiment
platform that can accommesdate every business madel, from small independent to
large wirchouse, the answer is what one would expect.

“We've been growing month over month on headeount,” Brown says. “Of
course, we're always adding o our internal wechnology team. We have our compli-
ance and operations teams a5 well, and our sales and markering. The eam now
stamds at 25 people. We expect that to double in the next 12 months.”

“We have demand coming in on a consistent basis [from] both our current
and furure clients,” Farooqui conclueded. “We have the best product providers in
privare equity hedge funds, real estare, erc., looking vo parmer with CAIS on an
increased [basis]. Couple those with the need for lower volarility and lower cor-
relation components in a wealth ||-|:||.'l:ﬁl|:i|:|- that an advisor needs, and those trends
are the wind in our sail.” 1A

AXA EQUITABLE
redefining / standards®

Editor-in-Chied Jehn Sellivan can be reached 21 jsalliven@sbmedia.com
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