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Learning Experiences

Market players had some dramatic experiences in recent years. Quant
strategies turned out to be canaries in the mine for the crisis to come —
they got an indication of it in August 2007.

Eva Xu, co-founder of Bayswater Asset Management, has thought a lot
about crises and their effects on portfolios. Dr. Xu — PhD in economics
- and her partner built an exceptionally successful business around a
systematic global macro strategy, ran into trouble in 2007, reworked the
system with new risk controls and re-launched last year. She shares her
insights with us in Founders and Futures Lab.

Tom O'Donnell, partner at the Bornhoft Group, draws on a different type
of learning experience in Insider Talk. In the early 1990s, he worked
for the Virginia Retirement System, where he helped launch a futures
investment program, a pioneering venture in the pension world. When
the suggestion first came up, he says, they thought the pension should
not invest in managed futures. They reached the opposite conclusion
after doing research.

He sees education as key to overcoming misconceptions — including
misconceptions about 2009 performance. In Index Tracker we try to get a
better sense of what happened in 2009 and what lies ahead.

Talking about performance, this issue's Top Ten is a lineup from the multi-
strategy Alpha Titans portfolio. This fund of funds defines an Alpha Titan
as possessing a superior investment edge that “enables them to become
a dominant professional in their field of specialization.” It is interesting
that a majority of these managers are in managed futures and global
macro.

We look forward to your feedback.
Chidem Kurdas,

Editor
kurdas@opalesque.com
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INSIDER TALK 9

Futures Investing by Institutions

Tom O'Donnell

“There are

a variety of

myths and
misconceptions
about managed

futures,
but proper
education can

overcome those

obstacles”

Tom O’Donnell, partner at the Bornhoft Group Corp., knows pension investing from the
inside. Earlier in his career he was program director at the Virginia Retirement System, one
of the largest public pension funds and among the first to invest in managed futures. Mr.
O’Donnell helped launch the retirement system’s managed futures program in 1991.

He's also been on the other side. He left the Virginia Retirement System in 1995 and went
to work for Chesapeake Capital Corp., at the time one of the largest commodity trading
advisors. More recently he was a vice president in the Alternative Investments Group of
Newedge USA, focusing on capital introduction between institutional investors and
managed futures providers.

Here he gives a detailed discussion of how big institutions go about investment decisions
and what special issues this process poses for managed futures and global macro.

Bornhoft Group specializes in multi-manager commodity trading advisor portfolios for
institutional and other investors. The firm has allocated close to $1.9 billion to CTAs over
the years and currently oversees $770 million in assets.

Opalesque Futures Intelligence: How did the Virginia Retirement System come to invest in managed
futures?

Tom O'Donnell: Back in 1990, when the suggestion first came up, we were admittedly taken aback by
the thought of it. At the time derivatives weren't viewed favorably, and initially we thought that leverage
and the idea of investing in things like pork bellies seemed odd, particularly for a public pension fund.
However, as VRS investment staff we had a fiduciary responsibility to investigate any investment that
could help us achieve better risk-adjusted returns for the beneficiaries. We were compelled to act in
a comprehensive way, gathering the evidence for and against all of the investments that we became
aware of, including managed futures. After gathering the evidence and doing the research, we wrote
a white paper about managed futures. We got investment committee and board approval and started
the program in May 1991. Incidentally, that's when | came to know Richard Bornhoft. His firm was one
of the firms we hired at the inception of the VRS managed futures program to pick CTAs on our behalf.
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