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Interval Funds: 

Making low-correlated 

alternative asset investments 

more efficient and attractive 

for RIAs
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SUMMARY: 

In a low yield environment, bonds no longer provide the same diver-
sification benefits to client portfolios. Low correlated alternative assets 
can provide higher yields and greater diversification for client portfolios, 
but have historically contained high barriers of entry and liquidity issues 
that prevented RIAs from utilizing them on a larger scale.

Interval funds help remove the large barrier of entry and liquidity issues 
in order for RIAs to invest in alternative assets on a larger scale across 
client portfolios to provide greater client diversification in an age of low 
bond yields and fee compression.
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BONDS NO LONGER PROVIDE 
DIVERSIFICATION BENEFITS 
FOR RIAS TRYING TO MANAGE 
MARKET RISK

A large bond allocation has long been the staple diversification tool for RIAs trying 
to manage market risk in their equity portfolios. In high yield environments, this 
is an excellent tool. RIAs can either hold the bonds to maturity and benefit from 
the high fixed income yield, or they can sell the bonds as yields decrease thereby 
allowing for capital appreciation on the assets. The bonds are great assets by them-
selves, independent of the diversification benefits they provide.

In a low yield environment, the value proposition is the opposite. The low yields 
on the asset don’t justify the AUM fees the RIA is charging on them. Furthermore, 
the high ordinary income taxes owed on bond gains makes the net after-tax, 
after-advisory fee yields for the client abysmal—especially if the client is in a high 
tax bracket. In the current low-yield environment we’re in, after the high earning 
client pays taxes and the RIA’s fees on these assets, the client actually makes signifi-
cantly less for owning the asset than the RIA earns for managing them.

Net After-Tax, After-Advisory Fee Client Bond Returns vs RIA AUM fees

Gross 
Bond Yield

Client Tax-Rate 
on Bond Gains

Client After-Tax 
Bond Yield 
(Before RIA 

Fee)

RIA AUM fee

Client 
After-Tax, 

After-Advisory 
Fee Bond Yield

2% 50% 1.00% 1.00% 0.00%
On a gross 2% bond yield, RIAs are making more money managing clients’ bond assets than the client is actu-
ally earning for owning them and taking all the credit and interest rate risk.

(A) (B) (C)=(A)*(B) (D) (E)=(C)-(D)



INTERVAL FUNDS

Colva Capital
All Rights Reserved (2021) 4

On top of this if, interest rates revert to the mean and 
increase, clients will lose money on these bonds that will 
take them years or even decades to regain!

In a low-yield environment, current bond 
allocations pose significant risk to client 
capital in the future if interest rates rise 
and revert to the mean.

Impact of selling 2% coupon 
rate bond and immediately 
buying 3% coupon bond

Bond Term 
(Years)

Immediate loss 
of market value 
of bond prices 

after 1% increase 
in rates from 2% 

to 3%

Years of invest-
ing at the higher 
interest rate of 

3% for the client 
to get back to 
the original 2% 

return

10 -8.53% 10

20 -14.88% 17

30 -19.60% 23

Modeling different composition of equity and bond portfolios (even if we assume 
no mean reversion) show us that clients are better off utilizing a 100% equity 
portfolio than the traditional 60% equity / 40% bond portfolio split.

Median After-Tax, After-
Advisory Fee Portfolio 

Value of Succesful 
Simulations at Death

Median After-Tax, 
After-Advisory Fee IRR 

of all Simulations

Successful Monte 
Carlo Simulations

Equity/Bond 
Portfolio 

Composition

Chance of HNW client meeting 4% withdrawal rate 
in retirement at different E/B allocations

100%:0% 42% 2.65%

80%:20% 32% 2.18%

60%:40% 21% 1.63%

$623,830

$379,153

$262,362

For high income earning individuals in a low yield environment, bond allocations no longer provide sufficient 
yield or diversification to help clients meet the desired 4% withdrawal rate in retirement. As a result, these 
clients will need to seek out assets that provide higher risk-adjusted returns and portfolio diversification in 
order to meet their retirement goals.

In other words, utilizing bonds as a means of portfolio diversification no longer 
makes mathematical sense. RIAs need to search for other assets that provide both 
higher yields and greater diversification in their construction of client portfolios.
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THE VALUE 
OF ALTERNATIVE ASSETS

Low-correlation or uncorrelated alternative assets can provide a better risk/reward 
scenario for clients than a pure bond allocation. By taking a portion of the client’s 
assets that would otherwise be allocated to bonds and allocating them to alterna-
tive assets, RIAs can help clients obtain higher risk-adjusted returns.

INVESTING PORTION OF CLIENT’S BOND 
PORTFOLIO IN ALTERNATIVE ASSETS

By allocating a part of a client’s bond portfolio to higher-earning, uncorrelated alternative assets, 
clients can achieve higher returns and better portfolio diversification than solely relying on a low 
yielding bond portfolio to offset equity risk.
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Alternative Assets

Equity Assets

Bonds

20%

40%

40%
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However, most RIAs have had difficulties in utilizing uncorrelated alternative assets 
in their portfolios for a number of reasons:

1. HIGH MINIMUMS: 

Most alternative assets offered to retail RIAs are through private funds with high minimum 
investment amounts ($250k+). This precludes RIAs from using alternative assets except for 
their wealthiest clients. 

2. LARGE AMOUNT OF DUE DILIGENCE:  

Since most private funds are run by private fund managers, typically a large amount of due 
diligence needs to be done on both the fund managers as well as the underlying structure 
of the investment to ensure that client assets are protected. This is especially true if the 
investments are held offshore to reduce tax liabilities.

3. LOSS OF UPSIDE DUE TO PERFORMANCE FEE:   

Most alternative assets are offered by fund managers offering some form of a manage-
ment fee on the assets in the investment in combination with a performance fee on the 
upside performance of an asset. For example, the 2 and 20 structure implies that the fund 
manager will get a 2% management fee on the assets and 20% of the upside performance.

6

As the table below shows, the problem with the performance fee struc-
ture is that if the gross returns are too low (under 10%), investors are giving 
up 40% or more of the gross return of the asset to the fund managers. In 
addition, if the gross return of the asset is negative, investors are not getting 
protection from the downside (even though they are giving up a large part 
of the upside).
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PERCENT OF GROSS RETURN LOST 
TO FEES WITH 2/20 STRUCTURE

% of Gross Return Lost to 
Fees

Net Investor ReturnManagement Fee
Gross Return 

of Asset

10% 2% 6%

5% 2% 2%

0 2% -2%

40%

60%

N/A

-5% 2% -7% -40%

-10% 2% -12% -20%

Performance fees can take a large percentage of client’s gross return when returns are positive, but 
offer no protection against losses when returns are negative

4. LIMITED LIQUIDITY:   

While investors can invest in publicly traded markets and easily exit their investments, the 
same cannot be said of alternative investments that have longer investment horizons. In 
order to account for the longer investment period, alternative asset managers typically 
require that investors initial investment be held for a lockup period of two or more years. 
This reduces the ability of RIAs to allocate slowly over time and exit the investment quickly 
if they are unsatisfied with it.

5. PERFORMANCE FEES BASED ON UNREALIZED GAINS:   

Unlike stocks and bonds that are traded in large volume, the market value of an illiquid 
asset can be difficult to determine. Unfortunately determining these market values are 
often left up to the fund themselves. This introduces a large conflict of interest. The funds 
themselves are responsible for determining the market value of their illiquid assets and 
then charging a performance fee on these market values—which often are largely based 
on unrealized gains that may not be fully realized in the future. In the absence of clawbacks 
on these performance fees, investors face the possibility of paying high performance fees 
in the early years of a fund’s lifespan on unrealized gains while absorbing low returns or 
even losses in the later years based on realized gains. 
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THE RISE 
OF INTERVAL FUNDS

Over the past several years, the market has increasingly turned towards utilizing 
low or uncorrelated assets through the use of interval funds to make up for lack of 
yield and diversification in the bond markets.
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Source: Interval Fund Tracker

END OF YEAR INTERVAL 
FUND AUM (IN BILLIONS)

Over the past few years interval funds have grown by 30% a year to over $35B invested in these 
vehicles today as investors increasingly seek higher risk-adjusted returns and better portfolio 
diversification in a low-yield environment.
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The reason for this is that interval funds solve a lot of the 
issues with private funds that invest in alternative assets 
and allow the market access to higher risk-adjusted re-
turns in a more liquid and protected vehicle. The reasons 
for this are the following:

1. LOWER MINIMUMS:   

Interval fund minimum investments are often between $10,000 and $25,000 as opposed to $250k 
or more with private fund investments. This makes it easier for RIAs to allocate a part of all of their 
clients’ assets to alternative asset investments as opposed to private funds which limit the opportu-
nity to only high net worth clients because of the high investment minimums.

2. SEC REGISTERED FUND:    

Unlike private funds subject to the Rule 506 D exemption of the Securities Act of 1933, 
interval funds fall under the Investment Company Act of 1940 and involve significantly more reg-
ulation and oversight by the SEC. This allows more comfort for RIAs interested in investing large 
amounts of capital to relatively new fund structures and fund managers.

3. NO PERFORMANCE FEES: 

Unlike private funds which often charge a performance fee, many interval funds don’t charge a per-
formance fee. Interval fund managers willingly give up this performance fee with the hopes that the 
more accessible interval fund structure will allow it to raise more capital than they could under the 
private fund structure. The additional capital will lead to more management fees that will hopefully 
compensate them for the performance fee they are giving up.

4. CAP ON EXPENSES:  

Interval funds typically cap total expenses in the fund. This limits the total fees paid by investors.

5. QUARTERLY LIQUIDITY: 

Unlike private funds that can mandate a lockup period of several years, interval funds typically offer 
to repurchase 5%-25% of their outstanding shares from investors on a quarterly basis. This repur-
chase offer allows investors the ability to start or fully exit their investment without a long lockup 
period.
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Minimum Investment

SEC registered

Performance Fees

Cap on Expenses

Typical Lockup Period

Quarterly liquidity?

$250k+

Not if <$110M

Yes, and often on unrealized gains

No

2 yrs+

Rarely

$10k+

Yes

No

Yes

None

Yes

1933 Act Exemption 
Private Fund

1940 Act 
Interval Fund

Interval funds offer numerous advantages for RIAs looking to invest in alternative assets: lower 
minimums, easier access to liquidity, and increased regulation and oversight

PRIVATE FUND 
VS INTERVAL FUND COMPARISON

Interval funds offer a number of low and uncorrelated alternative asset strategies for investors including 
credit, real estate, tax-inefficient equity strategies, and insurance linked strategies.

INTERVAL FUND AUM BY STRATEGY 
AS OF Q4 2020 ( IN BILLIONS )

Multistrategy, $0.5

Derivatives/Insurance linked securities, $14.1

Equity,  $7.9

Real Estate, $10.6

Credit, $10.5 

Other, $2.2

1%

12%

22%

30%

29%

6%

11

Source: Interval Fund Tracker
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Rajiv Rebello, FSA, CERA is the Principal 
and Chief Actuary of Colva Capital (https://
colvacapital.com/). Colva Capital helps RIAs 
deploy capital in low-correlated mortali-
ty and insurance-based assets known as life 
settlements through innovative and cost-
effective vehicles.

By all accounts, the current low bond yield environment looks like 
it will last several years if not the good part of a decade. In order to 
provide clients higher yields, better portfolio diversification, and 
protection from future interest rate risk, the ability to utilize alternative 
assets across their portfolios in place of low-yielding bonds will be of 
increasing importance and will separate the sophisticated RIAs from 
the average ones. The interval fund structure will increasingly become 
a vital vehicle for these sophisticated RIAs.

https://colvacapital.com/
https://colvacapital.com/
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DISCLOSURE

The information contained in this document (“Presentation”) has been prepared by Colva Capital (the 
“Company”). While the information contained herein has been prepared in good faith, neither the Compa-ny 
nor any of its shareholders, directors, officers, agents, employees or advisers give, have given or have author-
ity to give, any representations or warranties (express or implied) as to, or in relation to, the accuracy, 
reliability or completeness of the information in this Presentation, or any revision thereof, or of any other 
written or oral information made or to be made available to any interested party or its advisers (all such 
information being referred to as “Information”) and liability therefore is expressly disclaimed. Accordingly, 
neither the Company nor any of its shareholders, directors, officers, agents, employees or advisers take any 
responsibility for, or will accept any liability whether direct or indirect, express or implied, contractual, tortious, 
statutory or otherwise, in respect of, the accuracy or completeness of the Information or for any of the 
opinions contained herein or for any errors, omissions or misstatements or for any loss, howsoever arising, 
from the use of this Presentation. 

This Presentation may contain forward-looking statements that involve substantial risks and uncertainties, 
and actual results and developments may differ materially from those expressed or implied by these 
statements. These forward-looking statements are statements regarding the Company’s intentions, beliefs or 
current ex-pectations concerning, among other things, the Company’s results of operations, financial 
condition, pros-pects, growth, strategies and the industry in which the Company operates. By their nature, 
forward-looking statements involve risks and uncertainties because they relate to events and depend on 
circumstances that may or may not occur in the future. These forward-looking statements speak only as of 
the date of this Pre-sentation and the Company does not undertake any obligation to publicly release any 
revisions to these for-ward-looking statements to reflect events or circumstances after the date of this 
Presentation. 

Neither the issue of this Presentation nor any part of its contents is to be taken as any form of commitment 
on the part of the Company to proceed with any transaction and the right is reserved to terminate any 
discussions or negotiations with any prospective investors. In no circumstances will the Company be 
responsible for any costs, losses or expenses incurred in connection with any appraisal or investigation of the 
Company. In furnish-ing this Presentation, the Company does not undertake or agree to any obligation to 
provide the recipient with access to any additional information or to update this Presentation or to correct 
any inaccuracies in, or omis-sions from, this Presentation which may become apparent. 

This Presentation should not be considered as the giving of investment advice by the Company or any of its 
shareholders, directors, officers, agents, employees or advisers. In particular, this Presentation does not 
consti-tute an offer or invitation to subscribe for or purchase any securities and neither this Presentation nor 
anything contained herein shall form the basis of any contract or commitment whatsoever. Each party to 
whom this Presentation is made available must make its own independent assessment of the Company 
after making such investigations and taking such advice as may be deemed necessary. In particular, any 
estimates or pro-jections or opinions contained herein necessarily involve significant elements of subjective 
judgment, analysis and assumptions and each recipient should satisfy itself in relation to such matters. 
The distribution of this document in or to persons subject to other jurisdictions may be restricted by law and 
persons into whose pos-session this document comes should inform themselves about, and observe, any 
such restrictions. Any failure to comply with these restrictions may constitute a violation of the laws of the 
relevant jurisdiction.


