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110, 155-6, 189-202, 219, 264
limited partnerships 2-9, 17-23, 32, 43-57,
59-73,76-93, 107-21, 128-48, 161-87,
189-202, 207-20, 221-30, 233-48, 25565
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‘money-chasing-deals’ phenomenon 23

monitoring controls 10, 103-5, 109, 161-87,
212-20, 221-30, 252-5, 257-65

Monte Carlo simulations 10, 130-6, 141-3, 171,
175-7, 225

Morningstar ratings 211, 214

mortgages 34, 35, 107, 23348

MSCI EM index 101, 152

multiple-based carried interest calculations
200-2, 205-6

mutual funds 12, 184, 211, 213-14

Myners Report (2001) 28-9
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Napoleonic Code of 1807 56

NASDAQ 67, 100-1

natural resources real assets 17-20, 21-3, 24-5,
161

negative yields, US Treasury bonds 3

net asset values (NAVs) 8, 10, 61-73, 75, 76-8,
81-2, 83-93, 97, 108-13, 123-48, 1534,
166, 168-77, 197-202, 222-30, 236-7,
244-8

net paid-in capital 108-21

net present values (NPVs) 10, 110, 12448,
151-3, 156-8, 196-202

New Zealand 27, 71-2

non-financial risks 102-5

non-probabilistic cash flow models 11, 164,
167-71, 1834

Norges Bank Investment Management 41

Norway 40-1, 71-2

objectivity concepts 99-105, 164-7, 207-8,
221-30

OECD Guidelines on Pension Fund Asset
Management 31, 38, 252

off-balance sheet items, undrawn commitments
11, 154-9

oil and gas real assets 1, 17-20, 21-3, 24-5, 161

OMERS PE 534

Ontario Municipal Employees Retirement System
534

Ontario Teachers’ Pension Plan 26

operational measures 7, 60-73, 221-30

operational risk 13, 107, 210, 249-55, 257-3;
262-5

operational status grades, fund ratings/gradings
221, 224-5, 228-30

opportunity costs 9, 131-2, 141-4, 152-3, 157-9,
161-2

optimal portfolio allocation: 7--8, 67-73, 150-60,
165-6, 259-65

options 120-1, 192-3

organizational structures 13, 251-2, 257, 261-5

out-of-the-money options 192

outstanding commitment level (OCL) 114-17

overcommitment ratios (OCRs) 114-17, 150-60,
245-6

overcommitment reserve (OR) 157-9

overcommitments 11, 114-17, 149-60, 245-8,
263-5

overcommitted capital (OCC) 157-9

overdistributions to GPs, deal-by-deal problems
191

paid-in capital (PIC), non-probabilistic cash flow
models 168-71

parameters, cash flow modelling 163-87, 216-18

Partners Group GP 29, 84, 90

Pastor—Stambaugh CAPM extension model 69-70
Paul Capital Partners 85
payment waterfalls, securitizations 237-8,
239-44
Pearl 234-6
peer groups, fund ratings/gradings 12, 218-20,
223-30
pension funds 1-7, 12, 17, 23-32, 3341, 44-7,
48, 53-7,70-3, 77-93, 107, 118-21,
126-48, 151, 233-48, 252-5, 263-5
perceptions of risk 251, 253-5, 257-65
performance issues 3, 7-8, 12, 46-7, 48-9, 52,
54,57, 59-73, 85-93, 101-2, 104-5,
109-21, 126-48, 164, 165-6, 169-87,
192-3, 207-20, 221-30
performance risk, fund ratings/gradings 212
permissible markets, risk management policy
263-5
Pevera 126
Pine Street 2346
‘placebo effect’, riskmaiiagement 255
‘plausibility story™ rewards, banks 41
portfolio risk 10, 512, 334, 3841, 123-48
portfolio thedr;» 5341, 64-5
portfoliost= 2, 17-32, 33-41, 52, 57, 59-73, 75,
78-5,82-3, 87-93, 98-105, 109-21,
12248, 149-60, 165-87, 208-9, 23348,
249-55, 257-65
‘Pragma-Report’ 36-7
oredictions, definition 162-3
preferred returns 189, 192-202
Preqin 25, 86-7, 90, 124, 126-7, 135-6, 138, 222
PREVI pension fund, Brazil 31-2
prices 9, 10, 50-1, 75, 84-6, 87-93, 108-9,
111-12, 113-21, 166, 2434
primary infrastructure investments, definition 19
primary markets, secondary markets 8, 75, 90-1,
2634
Prime Edge 234-6
Princess 234-6
principal/agent problems 102-3
principles-based approaches to risk management
13,257-65
‘principles-cum-rules’ systems 258
private equity funds 1-5, 6-13, 17-20, 21-41,
44-57,59-73, 76-93, 97-105, 107-21,
124-48, 149-60, 165-6, 181, 189-206,
207-20, 222-30, 233-48, 258, 264-5
see also leveraged buyouts; venture capital
definitions 18-20
statistics 1-4, 6, 8, 17-23, 24-32, 35, 59-73,
101-2, 110-21, 126-48, 222-30
types 18-19
private equity secondary funds, statistics 21-3
private individuals, investor base 28-32, 44
private pension funds, statistics 25-32
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probabilistic cash flow models 11, 12, 164, 167,
171-7, 179-87, 189-202

probabilities 9, 10, 11, 12, 97-105, 108-21,
123-48, 162-87, 189-202, 215-16

profits and losses 191-202

projections 162-87, 210-11, 221-30

prudent investing 6-7, 12—13, 31-2, 33-41,
114-17, 141-3, 251-5, 262-5

definition 6-7, 33, 36-7, 41, 262

Prudent Investor Act (PIA), US 7, 3641

prudent investor rule 7, 3641, 262

prudent man rule 7, 34-41

pseudo risk metrics 109

psychological factors, qualitative assessments
207-8

public market equivalent (PME) 7-8, 61-73,
218

public pension funds 25-32, 44, 263-5

purchased primaries, definition 80-2

pure private equity strategy 158-60

qualitative assessments 3, 9, 12, 99-102, 103-5,
110-11, 136, 164-7, 187, 189-202, 207-20,
221-30, 2404, 250-5, 257-65

definition 207-8, 2234

quantitative analysis 99-105, 108-21, 123-48,
159, 164-87, 207-20, 221-30, 2404,
250-5, 257-65

quantitative easing 3—4, 30-1

quantitative investment rules 30-1, 33-41, 78-9

ranges of values, model uses 163-87, 225--30

rate of contribution (RC) 168-71

rate of distribution (RD) 168-71

rating downgrades 3, 235-6

ratio analysis, funding tests !, 113-21

RCP & Partners 211-12

real assets 1-5, 6-13, 17-20, 21-32, 41, 51-7,
71-2,76-93, 97-105, 107-21, 1434, 161,
213-14,233-48

see also commodities; energy . .. ;
forestry . .. ; infrastructure. . . ; natural
resources; real estate . . .
definition 19-20

real estate investment trusts (REITs) 20, 100-1

real estate real assets 1, 3, 17-20, 21-3, 24-5, 32,
34,41, 72, 100-5, 120-1, 141-3, 161, 209,
213-14,233-48

real options, definition 19

realizations, limited partnerships 46—7

Rebonato, R. 99-100, 184-5, 209

recessions 2—4, 5, 8, 11, 20, 29-32, 49-50, 69,
76-9, 85-6, 107, 111-13, 121, 126-7, 144,
149-51, 235-6, 242, 264-5

‘red-flag’ criteria 224-5, 228-30

references 267-76

regulatory requirements 3, 6, 7, 10, 13, 23-4, 26,
29-32,33-41, 44-7, 78-9, 100-1, 102-5,
107, 123-9, 1534, 1624, 166, 178, 181,
184-7, 208, 234-6, 246, 249-55, 257-65
see also accounting . .. ; Basel... ;
Dodd-Frank Act; legal issues; Solvency II
relationships between parties 51-2, 109-10,
190-1, 251-5
remunerations, risk managers 13, 250, 254-5,
261-5
reporting systems 13, 153—4, 257-65
reputational risk, operational risk 47, 107, 207-8,
249
responsibilities, risk management policy 262-5
rest of world (RoW), statistics 24, 25-32
return indexes 1267
returns 1, 3—4, 7-12, 19-20, 23, 28-9, 30-5,
3641, 49-52, 53-7, 59-73, 78-93, 97,
98-105, 109-11,'12-21, 124-48, 149-60,
161-87, 189-204; 207-20, 222-30, 2501,
259-65
risk 1-5, 6, 7-13, 23-32, 33-41, 49-52, 59-73,
84-6/95+105, 107-21, 123-48, 149-60,
187=¢7,189-202, 207-20, 221-30, 249-55,
257 -65
Aciition 9, 97-105, 107-13, 257, 264
nerceptions 251, 253-5, 257-65
types 4, 8, 9, 3641, 107-21, 208-9, 249-55,
257, 264-5
uncertainty contrast 9, 97-102
risk appetites 4, 76-93, 101, 152-3, 159, 190,
249, 251-5, 258-65
risk attitudes 4, 76-93, 101, 152-3, 159, 190,
249, 251-5, 257-65
risk aversion 4, 76-93, 101, 152-3, 159, 190, 249,
251-5, 258-65
risk exposure 9, 10, 84-6, 103-5, 107-21,
123-48, 250-1, 254, 257, 258-65
risk factor allocation approach 4, 7-8, 23, 59-73
risk limits, risk management policy 2645
risk management 1-13, 31-2, 33-41, 43-57,
70-1, 73, 75-93, 97-105, 107-21, 123-48,
149-60, 161-87, 189-202, 207-20, 221-30,
233-65
best practices 13, 255, 257-65
definitions 1213, 102-5, 109-10, 249-55, 257
due diligence 97, 103-5, 109-10, 150-1,
212-20, 226-30, 260-5
guidelines 5-13, 31-2, 38, 252
organizational structures 13, 251-2, 257, 261-5
principles-based approaches 13, 257-65
rules-based approaches 13, 257-65
stakeholders 251-5, 262-5
risk management policy 12-13, 249-55, 257-65
risk managers 12—-13, 249-55, 257-65
risk measurement 8—12, 95-230, 250-5, 257-65
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risk models 8, 9, 12, 13, 64-73, 97-105, 108-21,
124-48, 152-3, 161-87, 189-206, 207-20,
239-44,253-5, 257-65

risk premiums 2, 4-5, 7-8, 17, 20, 28-9, 33, 43,
49-52, 59-73, 89-93, 101-5, 111-12,
152-3, 159, 253-5

risk profiles 39, 259-65

risk quantifiability 9, 10, 12, 97-105, 108-21,
123-48, 159, 164-87, 189-202, 209-20,
250-5, 257-65

risk tolerance 39, 102-5

risk-free rates 64-73, 152-3, 155-9, 192

risk-neutral asset pools 71-3, 259-60

Robinson and Sensoy’s (2011) sensitivity analysis
63-6, 70-3

rolling forecasts 163—-87, 260-5

Rubin, Bob 252

rules-based approaches to risk management 13,
257-65

runs on sovereign debt 3

Russia 118

S&P 500 61-7
S&P ratings 211-12
safe assets 3—4, 34-5
Savage, Leonard J. 99-100
scaling operations, cash flow modelling 1767,
180, 183-4, 207, 221-30
scenario analysis 9, 10, 11, 13, 113-21, 125-48,
162-3, 178-87, 239-44, 260-5
school construction 30-1
screening issues, fund managers 192-3, 21718
secondary buyouts, definition 75
secondary infrastructure investments, definition
19
secondary markets 28, 45-6, 4¢ 50-1, 59,
75-93, 103-5, 110-21, 131,186, 216-17,
235-6, 243-4, 2634
concepts 8, 50-1, 75-93, 113, 151, 166,
216-17, 235-6, 2634
critique 8, 50-1, 75-93, 264
definition 75
securitizations 3—4, 12, 18, 20, 70, 233-48
critique 235-6, 244-8
definition 233-7
statistics 234-6
self-liquidating aspects of limited partnerships 46,
48,57, 108-13
self-regulations 258—-65
‘sell” signals 2-3
sellers, secondary markets 8, 75, 76-93, 113, 151
semi-probabilistic models 167
senior notes, securitizations 234—48
sensitivity analysis 63—6, 70-3, 178-87
‘shallow pockets’ funds 165-6
Sharpe ratio 64-5

‘the silver bullet” model desires 179-80

Silver Leaf 234-6, 238

simple interest, hurdle rates 192

simulations 10, 130-6, 141-3, 171, 175-7, 225,
239-48

‘skin into the game’, GPs 190

Slyngstad, Yngve 41

social choice theory 210

social infrastructure 19, 30-1

soft hurdles 193-205

Solvency II standard approach 100, 102, 107,
126, 246, 258-9, 2634

South Sea ‘Bubble’ 34

Southern Cross GP 29

sovereign debt market 3—4, 11, 17-20, 23-4, 34,
35,41, 71-3, 107, 235-6

sovereign wealth funds (SWFs) 1-4, 5, 6, 23-32,
40-1, 44, 71-2,79-93

special purpose vehicles (5°Vs) 23348

speculation 34-5, 219, 2¢2

stakeholders, risk menaszement 251-5, 262-5

stale pricing, optimal.allocations 67-8, 127-9

Standard & Poo1’s:234-6, 239, 241-2

standard deviacons 37, 64-5, 67-8, 116, 125-9

‘standard’ funds 228

stapled. v aisactions 82

start-in.companies, definition 18-19

Steveof Connecticut Retirement Plans and Trust
85

statistical probabilities 98—102

stochastic processes 59, 149-50, 170-1, 174-7,
179-80

stock market crash of 1987 77-8, 107

stock markets 1, 7-8, 59-73, 77-8, 100-1, 107,
235-6

straight carries 192-202

strategic group centre points 219

strategic measures, excess returns 7, 60-73

strategic sellers, secondary markets 78-9

stress factors, VaR 126-7, 13941, 181

stress testing 11, 13, 180-7, 2424, 261-5

structural risk, fund ratings/gradings 212

structurally illiquid investments, definition 6,
19-20

structured finance 12, 233-48

structured secondaries, definition 83

sub-prime mortgages 107, 245

see also global financial crisis from 2007

subjectivity concepts 9, 12, 97, 98-102, 103-5,
108-9, 127-9, 153-4, 164-7, 178-87,
189-202, 207-20, 221-30

successes 217-18, 250-1

super profits 45

Supreme Court of Alabama 35

Supreme Judicial Court of Massachusetts 34

SVG Diamond structures 235-6
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swaps 71-2, 102-3, 209

Swensen, David 25, 52, 167

Swiss sovereign debt 3—4

syndication aspects of co-investments 54—5

system environment, risk management 13, 257-9,
261-5

systematic (non-diversifiable) risk 65-73, 81, 171

tail risk 11, 76-7, 123-4, 178-87

tallying approaches, fund ratings/gradings 210-11

Taneo 235-6

target returns, secondary markets 88-93

tax 18, 44, 53, 190

technology-driven sectors, VC 19, 40, 61-2,
101-2, 107, 125-6, 178

Tenzing 234-6

term risk, real assets 4, 8, 71-2

terminal wealth dispersions 129-36

terms and conditions, limited partnerships 47, 51,
155-6, 189-202

Thomson Economics 68

Thomson Reuters 112, 125-9, 135-8, 213, 222

Thomson Reuters VentureXpert 135-6, 137-8,
213,222

Thomson Venture Economics (TVE) 61-2, 124,
135-8

time horizons 17-20, 103-5, 109-21, 123-48,
155-9, 246, 259-65

time series, returns 97-102, 124-48, 164-71,
173-7

Tolkamp’s model 169-70

top-down models 12, 164, 165-6, 189-202,
221-30, 242-8

total value to paid-in (TVPI) 91:-2, 12941,
145-8, 160, 171, 172-7, 1824, 192-202,
207, 222-30, 2434

tranches, securitizations 23548

transaction volumes, secondary markets 83—6, 93

transformation of risks, securitizations 244—8

transparency issues 2—4, 7, 39-41, 44-5, 49-50,
53, 65-73, 82-3, 89-93, 97-105, 166, 184,
251-5,261-5

Treasury bills 11, 152-3

trends, illiquid assets 4, 6, 17, 26-32

Treynor ratio 64

trust issues, risk management 258

trustees, prudent investing 33—41

turnarounds 24-5, 50, 79-82, 92, 105

UBS 79, 81, 82, 834

UC see undrawn commitments

uncertainty 9, 3841, 43, 47-9, 57, 66, 79-92,
97-105, 149-50, 180-7, 210-20, 259-65

undrawn commitments 10, 11, 107-8, 110,
113-21, 128-48, 149-60, 161, 167-87, 218,
245-8

Uniform Prudent Investor Act (UPIA), US 36, 38

United Kingdom (UK) 4, 34-5, 44-5, 56-7,
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United States (US) 1-4, 6-7, 18, 20-32, 33-41,
44-57, 60-73, 85-93, 97-105, 107, 118-21,
189, 191-202, 249, 258, 263-5

unquoted portfolio companies, information
provisions 49-50

unrealized capital gains and losses (UCGLs) 52

unrecognized/unrealized gains 9, 111

upside risks, downside risks 9, 97, 102-5, 111,
192-3, 216-17, 248, 249-55
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35,40

US Treasury bonds 3, 71-2

‘use test’ regulatory requirements 13, 185-7,
259-65
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123-48, 150-60, 167-87, 222-30
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31-2, 3541, 45-6, 47-8, 55-7, 61-73,
88-93, 97-105, 110-21, 12648, 161,
165-6, 172, 178, 186, 189-90, 192-3, 210,
214-15, 222-30, 235-48, 259-65

definition 18-19, 101-2, 165-6

verification and validation of models 184-7, 250,
258

vintage year diversification 136-41, 144, 152,
169-87, 2414

‘virtual fund’ valuation basis (VF), undrawn
commitments 155-60

volatilities 3, 10, 11, 25-6, 66-73, 124, 129-36,
143-8, 167-87, 200-2, 2434, 260-5

Volcker Rule 78
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WEF (2011) 71-2
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