
PLANNING ON STAYING ON ROBERT 
Grunewald’s good side? Then don’t casually 
throw around the term alternative invest-
ments.

“I really want to find a way to get rid of 
the term alts,” says Grunewald, CEO and 
founder of Flat Rock, which is described as 
“a new alternative asset management firm fo-

cused on developing 
yield-driven invest-
ment strategies in 

sectors deemphasized by banks.”
Grunewald sighs, acknowledging the term 

has gained a life of its own. “I wish that we 
would instead use the term non-liquid equi-
ties and fixed income. When you say the term 
‘alternative,’ it seems to suggest something 

strange or funky .”
Innovative, however, is acceptable, he says. 

And Grunewald, a former head of Business 
Development Corp. of America, is confi-
dent a new offering developed by the firm he 
co-founded this year,  Flat Rock Global, gives 
investors access to middle-market debt in a 
way they have not had previously.

“Retail investors deserve the right to access 
this unique asset class in the same manner as 
institutional investors: with no load and no 
sales commission,” Grunewald says.

There are high costs for a real distribution 
effort, he acknowledges. 

“But we believe that the right thing to do is 
for the advisor to absorb 100% of those costs 

ARE SMART-BETA FUNDS ACTIVE OR PASSIVE? 
For Vanguard, the cost of debating that point has 
been nearly $800 billion.

At least, that’s how much the rest of the mu-
tual fund industry has 
amassed in the invest-
ment strategies, money 

management’s hottest innovation since the ETF it-
self. Only the smallest sliver has gone to Vanguard, 
thanks to years of soul-searching over how to mar-
ket the concept without alienating clients trained 
to resist Wall Street innovations.

But the trend is no fad, and incoming CEO Tim 

Vanguard wrestles with 
orthodoxy in smart beta
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By  Suleman Din

Hedging stock holdings 
without diversifying

AN INNOVATIVE APPROACH TO MITIGATING 
significant single-stock risk could prove more ef-
fective than traditional alternatives, says the CEO 
of an advisory firm who helped develop it.  

Called a Stock Protec-
tion Fund, the vehicle is 
intended to help clients 

in very specific circumstances — such as high net-
worth executives with a majority of their wealth 
in company stock without the option to broadly 
diversify. 

By combining risk-pooling and Modern Port-
folio Theory, the system acts like a mutual fund in 
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Inflows to long-term mutual 
funds were $5.04B for 

the week ending Sept. 20 
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Cohen & Co. announces 
merger  with Arthur Bell 

Cohen & Co. merged with Arthur Bell 
to create one of the largest accounting 
firms in the country that specializes in 
ETFs, auditing mutual funds, investment 
advisors and hedge funds. 

“Our combined expertise in hedge 
funds, mutual funds, and ETFs will be 
a tremendous advantage to our clients 
that are evolving to innovate and attract 
new investors,” said Corey McLaughlin, 
co-president of investment industry ser-
vices. 

“Our focus will continue in the alter-
native investment industry, with elevated 
service offerings that more holistically 
support our clients’ expanding business 
goals,” he added.

Financial terms of the deal were not 
disclosed. 

Voya increases use of iShares ETFs
Voya Financial’s asset management 

business, Voya Investment Management, 
has made iShares ETFs the exclusive pro-
vider across the entire line-up of ETFs in 
the firm’s Global Perspectives Market 
Models space. 

“The ETF landscape has evolved since 
the GPMM ETF series was launched near-
ly five years ago,” Douglas Coté, chief 
market strategist at Voya Investment 
Management and the fund’s portfolio 
manager, said in a statement. “Increased 

focus on the fund’s tax efficiency, quali-
ty and performance, led us to expand our 
partnership with BlackRock as we believe 
iShares ETFs are best designed to meet 
our investors’ goals.”

Invesco buys ETF business 
from Guggenheim 

Invesco announced that it acquire 
dGuggenheim Investments’ ETF business, 
which includes $36.7 billion of AUM as of 
Aug. 31. 

The move is in an attempt to expand 
Invesco’s active, passive and alternative 
capabilities, as well as its ability to offer 
investment objective achievement solu-
tions to clients. 

“Guggenheim Investments’ ETF busi-
ness is highly complementary to Inves-
co’s, and will enable us to provide one of 
the industry’s most comprehensive and 
innovative ranges of smart beta ETFs, 
including fixed income, equal-weight and 
self-indexed product offerings,” Martin 
Flanagan, president and CEO of Inves-
co said in a statement. “The acquisition 
further expands our ability to build better, 
more diversified portfolios through our 
solutions capability, and enhances the 
range of capabilities available via Jemstep, 
our advisor-focused digital solution.”

American Century is reorganizing 
Nomura high-yield fund 

American Century Investments reor-
ganized the Nomura High Yield Fund into 
American Century High Income Fund, 
effective in October. Nomura Corporate 

INDUSTRY HIGHLIGHTS

NEWS SCAN

9/27/2017 9/20/2017 9/13/2017 9/6/2017 8/30/2017
Equity 335 4,891 7,515 2,506 10,390

Domestic -2,261 2,396 5,297 1,343 7,290
World 2,596 2,495 2,218 1,164 3,100

Hybrid 46 29 17 24 74
Bond 1,736 3,033 3,780 1,957 1,961

Taxable 1,636 2,999 3,607 2,038 1,845
Municipal 100 34 172 -81 117

Commodity 861 -134 125 980 982
Total 2,978 7,819 11,437 5,468 13,408

ETF Estimated Net Issuance

Source: Investment Company Institute
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Confluence appoints a
chief operating officer

Confluence, a global back-office data 
consolidator, announced that Todd Moyer, 
the firm’s former executive vice president 
of global business development, was pro-
moted to chief operating officer.

Moyer, who joined the firm in 2012 as 
a senior vice president of global sales, is 
responsible for global strategic and oper-
ational direction for the firm, according to 
Confluence. 

“Todd has been instrumental in estab-
lishing key client partnerships and deliv-
ering record-breaking year-over-year rev-

enue growth,” said 
Confluence CEO 
Mark Evans. “Under 
his leadership as 
chief operating offi-
cer I trust that he will 
deliver on our prom-
ises to our clients 
while continuing to 
focus on strategic 
growth opportuni-
ties.”

Before Confluence, Moyer was the ex-
ecutive vice president of SunGard’s wealth 
management business. 

Mercury Capital names new 
head of iFund distribution 

Mercury Capital Advisors appointed 
Donal Mastrangelo, a former Guggenheim 
Partners director, to head of U.S. iFund 
Distribution, overseeing business growth 
for the platform, according to the firm.

Mastrangelo, a 25-year industry veter-
an, oversaw middle market consultants, 
multi family offices, RIAs and bank trust 
clients at Guggenheim before Mercury. 

“IFunds provides digital access to an 
ecosystem of the same proprietary suite 
of leading-edge alternatives managers 
and pre-IPOs that we source for our most 
sophisticated institutional clientele,” said 
Mercury CEO Michael Riccardi. 

Mercury has also added two analysts 
to the iFunds distribution team.  MME 

News Scan by Amanda Schiavo

NEWS SCAN

Research and Assent Management have 
been managing the fund since it was 
launched in 2012 and will remain its sub-
advisor. 

“The Nomura investment teams are 
seasoned investors with proven track re-
cords,” said David MacEwen, the firm’s 
co-chief investment officer. 

“We believe this is an excellent oppor-
tunity for the firm to leverage their invest-
ment capability for the benefit of our cli-
ents,” he added. 

The investment objective of American 
Century High Income is to achieve current 
yield and capital growth.

PRODUCTS 

Envision teams with Bancorp to 
launch new mutual fund platform 
Envision Financial Systems and Ban-

corp Fund Services joined forces to 
launch FundKeeper, a new mutual fund 
account servicing platform. 

FundKeeper’s first clients includes 
CUSO Financial Services and Sorrento 
Pacific Financial, which have more than 
500 registered representatives. The firms 
went live with FundKeeper in August, fully 
integrating the platform into their existing 
systems. 

“The collaboration between our firms 
can transform intermediaries’ ability to 
support the mutual fund only investor,” 
says Brian Jones, Envision executive vice 
president. “Our goal with FundKeeper has 
been to solve the longstanding business 
problems faced by many financial inter-
mediaries as they struggle with hassle, 
expense, or both when managing mutual 
fund accounts.”

Direxion Switches Index 
for Small Cap ETF

Direxion changed the benchmark index 
of its Daily Small Cap Bull 1.25X Shares to 
the S&P Small Cap 600 Index, from the 
Russell 2000 Index.

“We are very pleased to expand our re-
lationship with Standard & Poors, whose 
indices have long been among the leaders 

in the industry,” says Sylvia Jablonski, 
managing director at Direxion. “The S&P 
SmallCap 600 Index provides our inves-
tors with the most recognizable exposure 
to the U.S. small-cap equities.” 

Nuveen launches new bond ETF 
Nuveen is expanding it suite of ESG 

ETFs with the launch of NuShares ESG 
U.S. Aggregate Bond ETF (NUBD). 

The fund, which has an expense ratio 
of 0.20%, is designed to offer exposure 
to the U.S. investment grade, taxable 
fixed-income market, while sticking with 
specific environmental, social and gover-
nance principles. The ETF started trading 
on the NYSE on Oct. 2.

“We are pleased to offer investors the 
opportunity to build a full asset allocation 
portfolio that incorporates [responsible 
investing] principles and helps to align 
their full portfolio with their values in a 
transparent, tax-efficient and low-cost 
solution,” said Martin Kremenstein, senior 
managing director and head of ETFs at 
Nuveen.

ARRIVALS

Axiom appoints new co-portfolio 
manager for emerging markets 
Axiom Investors appointed Mirae As-

set Global Investments’ José Gerardo 
Morales to co-portfolio manager for the 
Axiom Emerging Markets Equity Strategy 
and Axiom Emerging Markets World Equi-
ty Strategy, the firm said. 

Morales, a 20-year industry veteran, 
joins Axiom after almost a decade with 
Mirae in New York and London. The team 
include managers Andrew Jacobson, 
Bradley Amoils, Christopher Lively and 
Donald Elefson. 

“José’s addition reinforces the leader-
ship of our already successful emerging 
market strategies,” said Axiom Investors 
President Kurt Polk. “The entire invest-
ment team is excited to work with José 
and values the depth of his emerging 
market knowledge, as well as his record 
of investment success.”

PRODUCTS

Todd Moyer

ARRIVALS
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Buckley seems finally ready to pull the 
trigger on smart beta ETFs in America. 
Competitors are watching closely, desper-
ate to see if Vanguard has waited too long 
in its quest for intellectual purity to make 
up the five-year head start given the rest of 
the industry.

“Their view is that we have to be very 
careful in entering any space, and the 
terminology describing it,” said Dana 
D’Auria, director of research at Symmetry 
Partners, which oversees more than $8.5 
billion. “It’s a big organization, and I don’t 
think there’s necessarily the same view on 
smart beta and factor investing across the 
whole organization.”

Most of the firm’s reticence has come 
down to a marketing debate tied to Van-
guard’s core identity as an index investor. 
Executives have been paralyzed by the 
question of what to call mutual funds and 
ETFs that group like stocks in categories 
such as high-momentum or low volatility, 
known as investment factors. Are they ac-
tive or passive?

DELIBERATE GOOFINESS
Outgoing CEO Bill McNabb, loath to 

offend a clientele that has pumped more 
than $4 trillion into his funds, parses the 
nomenclature with a deliberation that 
borders on goofiness.

“I’ll call them mechanical active,” Mc-
Nabb says. ”I don’t believe in this smart 
beta concept. I don’t think anything is 
smart about it.” On the other hand: “Some 
of the factor stuff ... is very legitimate.”

Ambivalence at the world’s sec-
ond-largest asset manager has made smart 
beta a goldmine for everyone else. Black-
Rock said the category expanded at a 37% 
organic rate in 2016, making it one of its 
biggest growth segments.

It’s not that Vanguard is opposed to 
active management — about one-third 
of the firm’s assets are in stock picking 
strategies. It’s just that it likes a clear dis-
tinction between those types of funds and 
index-tracking passives. At Vanguard, ob-
stacles to its adoption reflected skepticism 
at the highest level. Everyone from legend-

ary founder Jack Bogle to longtime chief 
investment officer Gus Sauter lambasted 
the concept for years, saying there’s no 
better “beta” than market-cap weighted 
indexes.

A big break in the opposition came 
when Buckley took over as CIO from Sau-
ter in 2012. It was then that Vanguard be-
gan to test more experimental strategies 
like smart beta. 

Though Buckley voiced skepticism 
about quant and beating the market in 
general, he was more open to the idea 
from a business perspective, according to 
a former employee who requested ano-
nymity to speak freely.

A QUESTION OF SEMANTICS
A year after Buckley’s appointment, 

QEG executives pitched and won Van-
guard’s first contract to manage a close 
cousin of smart beta ETFs, factor-based 
mutual funds that exploit market anom-
alies like size or volatility. The first, Van-
guard’s Global Minimum Volatility fund, 
started in 2013. Since 2015, it’s launched 
three more global factor mutual funds and 
eight factor ETFs abroad.

Vanguard says it was always a question 
of semantics, not disapproval of the con-
cept itself. Executives especially hated the 
term smart beta because of its connotation 
of passivity — “beta” is Wall Street lingo 
for the market’s overall return.

“Very early, there was an enormous 
amount of noise and confusion in the 
industry as to what this was. It was being 
pitched as a replacement for indexing, and 
that really got people riled up,” said John 
Ameriks, head of QEG. “That’s one of the 
reasons why you haven’t seen more stuff 
from Vanguard. We’ve been very consis-

tent with saying this is active.”
Vanguard has struck an intellectu-

al workaround. The products are active, 
and shouldn’t be based on an index at all, 
they argue. Instead, Vanguard sells active 
factor ETFs in Canada and U.K., and has 
sought permission to sell actively man-
aged ETFs in the U.S. That way, the funds 
aren’t based on an index, but are managed 
by QEG to allow for more frequent rebal-
ancing and purer factor exposures.

QEG manages $2.2 billion in factor 
portfolios, and $222 million in its Canada 
and U.K. ETFs. The firm decided to pur-
sue not just factor mutual funds but ETFs 
because “investor appetite for these prod-

ucts are most pronounced among those 
who prefer ETFs,” said Rich Powers, head 
of Vanguard ETF product management.

In the U.S. ETF market, the company 
will enter a mature space, where smart 
beta assets have more than doubled in four 
years. While Vanguard already offers U.S.-
list value and growth ETFs, many manag-
ers and experts don’t consider them smart 
beta since they’re market-cap weighted.

But there’s still an opportunity for Van-
guard to chip away at BlackRock’s strong-
hold. It’s targeting advisors, one of the 
largest consumers of smart beta. Still, their 
products may not be as straightforward or 
familiar as their competitors, considering 
actively managed ETFs only make up 1% 
of the entire ETF industry.

“The right answer for us was to sell 
these as an active fund, even if that means 
it’s a harder slog,” Powers said. “It’s more 
difficult to be a sales person with these 
products. That’s OK because we want-
ed to structure these products right.” - 
Bloomberg News  MME 
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“It’s a big organization, and I don’t think 
there’s necessarily the same view on 
smart beta and factor investing across 
the whole organization.”

Dana D’Auria, director of research, Symmetry Partners
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which a premium is paid to protect an as-
set. The Stock Protection Fund represents 
stocks held by 20 fund participants, and 
each stock is required to be from a differ-
ent industry, diminishing the probability 
of all stocks hitting rock bottom at the 
same time. 

Thomas Boczar, CEO of Intelligent 
Edge Advisors, a registered broker-dealer, 
helped develop the Stock Protection Fund 
approach, and said he conducted a study 
that found the risk of “catastrophic” stock 
losses of more than 60% was basically 
eliminated, and that 70% of such funds 
will return cash to investors after the term. 
Losses of more than 30% were reduced by 
85%, he said. The statistics are based on 
back-testing data points from 1972 to 2014.

But is the protection worth the fees?

MUTUAL INSURANCE POLICY
To get the first fund off the ground, 

Boczar needs to attract 20 investors; so far 
he has around a dozen, he says. 

Some in the planning community are 
skeptical about this approach. Dan Mois-
and, former president of the Financial 
Planning Association and principal of 
Moisand Fitzgerald Tamayo Wealth Man-
agement in Orlando, Florida, says hedging 
long-term stocks over the near term just 
doesn’t make sense.

“If you believe something is a long-term 
core holding, you shouldn’t be concerned 
about short-term fluctuations,” Moisand 
says. “If you are, diversifying is usually a 
better idea.”

HOW THEY WORK?
The SPFs are straightforward. Twenty 

investors contribute cash equal to 10% of 
the value of their stock into a fund that is 
95% invested in U.S Treasuries with a ma-
turity close to but not exceeding five years. 

The remaining 5% is invested in a fund 
that holds only very short-dated Treasur-
ies, functioning as a cash reserve. 

If, after five years, investors take losses 
on their holdings, they’re compensated 
with money from the bonds. 

Any cash left over is distributed evenly 

among investors. 
The Stock Protection Fund approach 

was developed and patented by Brian 
Yolles, founder and CEO of StockShield, a 
registered broker-dealer that provides eq-
uity risk management services. This par-
ticular fund is a private placement spon-
sored by StockShield. 

A handful of other firms offer such 
funds all through Boczar’s Intelligent 
Edge Advisors, the exclusive distributor. 

“Traditional strategies have been to 
chip away at the position over time,” he 
says, using exchange funds, also known 
as swap funds, or structured selling pro-
grams. 

But, because Stock Protection Funds 
allow investors to retain ownership of 
their stock, they retain any upside appre-
ciation, collect dividends and maintain 
voting rights.

THE FEES
The initial cash contribution is 10% 

of the stock’s value, which represents 2% 
annually over the five-year term, paid up 
front, along with a one-time 2% placement 
fee. Operational costs are covered by inter-
est accrued from the Treasury bonds.

Leone says he’d think twice about 
recommending these funds to clients: “I 
wouldn’t necessarily say it’s very attractive 
to be doing in perpetuity.”

For example, if an investor believes a 
stock will produce a return over five years 
of 6%, each 2% annual cash contribution 
is a third of the anticipated gains. 

Longer term, consider this: an in-
vestor who sells the concentrated stock 
today would face the long-term capital 
gains tax, plus state income tax, Le-
one says. But the stock protection fund 
carries a commitment of 12%. After 10 
years, or two cycles, combined fees and 
contributions would amount to 24% of 
the cash value of the stock. 

That’s not even considering the long-
term capital gains tax. All told, in a 10-year 
period, investors could be paying more 
than 40% in combined fees, taxes and pre-
miums. 

NICHE CLIENTS
Still, for clients with a known time-

frame in which to sell or gift the holdings, 
a Stock Protection Fund could offer real 
benefits.  Moisand suggested a compelling 
scenario: “I can see giving it consideration 
in a situation of, say, a terminally ill client 
with a very low basis.”

In such cases, the client may have high-
ly appreciated single-stock holdings with 
no way or incentive to sell. 

“Those positions are then held un-
hedged,” Boczar says. “There’s nothing 
that can be placed around them, in our 
current environment, that’s affordable.”

Given that an individual’s stock could 
appreciate, Boczar says his clients think 
the fees are well worth the price of admis-
sion.

“Two percent a year on the position 
and you could still hit a home run. That’s 
worth it for them,” he argues. MME 
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Average size of investors' losses over 5-year periods

12%

38%

11%

36%

16%

39%

0%

22%

0%

37%

2005-2010 2006-2011 2007-2012 2008-2013 2009-2014

SPFs Without SPFs

Backtesting SPFs

Source: Intelligent Edge Advisors



The Mutual Fund Service Guide is the annual 
reference guide for operations and marketing 
executives in the mutual funds industry to review  
and select vendors and obtain insight into the 
changing directions of the industry.

DIGITAL VERSION
The Digital Mutual Fund Service Guide is the  
online home for the annual reference guide for  
the mutual funds industry.

The Digital version allows operations and  
marketing executives to:

  Compare products and services across  
companies through our data visualization tools

 Download versions of those comparison reports

  Quickly access company profiles,contact  
information and quality editorial. 

It’s Essential Information Mutual Fund Executives  
Need To Outsource Their Back-Office Operations – Now All  
Available In An Interactive Online Format.

The Online Home For The Mutual Funds Industry’s Annual Reference Guide

TO BE PART OF THE 2017 DIGITAL MUTUAL FUND SERVICE GUIDE, CONTACT:
Louis V. Fugazy, Publisher | 212.803.8773  Louis.Fugazy@sourcemedia.com

mmexecutive.com/mutual-fund-guide

MUTUAL FUND SERVICE GUIDE

 MUTUAL 
FUND   SERVICE 
GUIDE

providing com
parative analysis of m

utual fund service providers since 1986

2017from the publishers of money management executive

Sponsored by

 fund accounting  |  transfer agent  |  subaccounting     
custody  |  hedge fund services  |  regulation/compliance  |  shareholder communications



8 Money Management Executive October 9, 2017

so that when you’re investing in a fund, 
100% of your dollars go into the invest-
ment and not into some sales commission.”

Grunewald spoke with Money Man-
agement Executive about launching Flat 
Rock Global. An edited transcript of the 
conversation follows.

What was the inspiration for your 
firm to offer this fund?

I started my career in investment 
banking. I ran what today is Wells Far-
go’s financial services investment banking 
practice, and then eventually worked at 
one of the largest publicly traded business 
development corporations, American 
Capital Strategies, and then later started 
as president and chief investment officer 
of Business Development Corp. of Amer-
ica, or BDCA. My experiences helped in-
form me about what, in many cases, many 
BDCs have done well, but also what many 
of them have not done as well.

Most BDCs operate at much higher fee 
levels than we’ve established at Flat Rock 
Capital. The average BDC is somewhere 
between a 2% management fee and a 20% 
carry, to maybe a 1-1/2% management fee 
and a 20% carry.  

Flat Rock Capital is a management fee 
of 1-3/8 and a 15% carry. The reality of 
management fees and incentive fee struc-
ture is that it dictates the types of invest-
ments that you can make. By having a 
lower fee structure, we position Flat Rock 
Capital so that it can invest in higher qual-
ity, lower yielding loans. We’ve established 
what I believe is the first BDC that is exclu-
sively dedicated to investing only in first 
lien senior secured debt.

We offer a product that is delivered on 
the exact same terms as an institutional 
investor would want. That is, no fees, no 
load, no distribution capability. Whatever 
distribution costs are, all are borne by the 
advisor, none of them are ever passed on 
to the investor. 

With our first fund, a dollar invested 
with us means the dollar is invested in the 
fund and there’s no initial load or sales 
commission whatsoever. 

Providing retail investors the same 
access as institutional investors — do 
your peers consider this a radical idea? 

There are probably a lot of money man-
agement firms out there that are mar-
keting alternative asset products to retail 
investors. What really differentiates us is 
delivering those products to those inves-
tors on the same terms as an institutional 
investor. As near as I can tell, it’s almost 
unheard of. That’s understandable. It’s 
expensive from a distribution standpoint 
to develop a nationwide calling effort on 
RIAs and family offices, and institution-
al investors as well.  But we believe that 
the right thing to do is for the advisor to 

absorb 100% of those costs so that when 
you’re investing in a fund, 100% of your 
dollars go into the investment and not 
into some sales commission. In the long 
run we believe the advisor will do well, but 
our tagline is, “Investors come first,” and 
we take that very seriously.

How well have advisors taken to alts? 
I really want to find a way to get rid of 

the term alts, but everyone uses it I have to 
come back to it. I wish that we would in-
stead use the term, non-liquid equities and 
fixed income. The reason for that is when 
you say the term alternative, it seems to 
suggest something strange or funky and 
that’s not how I think of the asset classes 
that we want to offer to investors. 

If you look at smart institutional inves-
tors, smart endowments, well over 50% of 
their portfolios are usually allocated into 
asset classes other than liquid equities and 
liquid fixed income. And I think that’s un-
derappreciated by most of the investment 
public. For the most part they are paying 

a significant liquidity premium, meaning 
they are getting much lower returns in 
exchange for having more liquid assets. A 
unique opportunity that exists today, and 
quite frankly has probably always existed, 
is the opportunity to capture what I’ll call 
that illiquidity premium in these other as-
set classes. That can add up to a significant 
return differential over time.

So, smart wealth managers are increas-
ingly turning to alternatives. In today’s en-
vironment, they’re dipping their toe in the 
water thinking, “Maybe allocating 10% of 
a client’s assets is sufficient.” Again, you’ve 
got to make sure that your asset allocation 
as a wealth advisor is appropriate for a 

given client’s particular situation. There’s 
a tremendous opportunity to significantly 
increase allocations to alternative assets. 

How has the low interest environment 
affected the credit market? Has there 
been a return of capital to the market?

It’s definitely been a 20-plus-year trend 
that continues, where banks have essen-
tially abandoned lending to the middle 
market, which is our target market here at 
Flat Rock Capital.  A lot of bank share of 
middle market lending according to some 
S&P data that I reviewed recently has gone, 
over the last 10 years, from more than 70% 
to less than 15%. So that trend clearly is 
in place and that creates an opportuni-
ty. That said, it is also true that in the last 
couple of years institutional investors, in 
particular, have recognized this opportu-
nity and a lot of capital has come into the 
direct lending middle market. There have 
been some loosening of terms in the mar-
ket, but we still see a tremendous oppor-
tunity because it’s just not a very efficient 

DEBT 
from page 1

Q&A

“I really want to find a way to get rid of 
the term alts, but everyone uses it I have 
to come back to it. I wish that we would 
instead use the term, non-liquid equities 
and fixed income.”

Flat Rock Global CEO Robert Grunenwald
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market.  We define the first lien middle 
market lending space as being about $300 
billion in total size, and that’s a big oppor-
tunity for BDCs like ourselves and other 
non-bank lenders to participate in.

How has your firm educated the ad-
visor about the products being offered?

We’re offering an alternative invest-
ment, to use your term, but many alter-
native investments the pitch is, ‘Hey, let 
me tell you where I can get you a higher 
yield, let me tell you where I can help you 
hit a home run.’ And our story is almost 
the opposite. We want to tell you where we 
believe we can get you lower volatility, a 
steady dividend yield, more dependabili-
ty and that is not something advisors are 
used to hearing about when being pitched 
or hearing those terms associated with an 
alternative investment. Flat Rock Capital 
is definitely a defensive strategy.

What expectations do you have of cli-
ent money from advisors coming into 
the middle market? Do you expect it to 
be more volatile than institutional flows?

A business development company like 
Flat Rock Capital is a common capital ve-
hicle. So while we allow for a tender offer of 
up to 20% of our shares on an annual basis, 
one of the important structural aspects is 
that we have essentially permanent capital; 
we’re not a hedge fund, we’re not an open 
end fund, and I think that’s important 
because that structure is consistent with 
the relatively illiquid nature of middle 
market loans. We don’t put ourselves in a 
position where we could have excess of re-
demptions through an open end structure 
while we have otherwise illiquid assets on 
the other side. 

I would point out our goal is to raise 
$1.5 billion of equity. That’s what’s written 
into our prospectus. We believe with some 
modest leverage that puts us at about $2.6 
billion of assets under management. We 
haven’t set a specific target for how long it 
will take to raise that capital, but once we 
achieve economies of scale we then hope 
to put ourselves in a position where Flat 
Rock Capital is an entity that can go public. 
We believe that BDCs with strategies sim-

ilar to ours are trading at attractive premi-
ums to book value. That becomes another 
attractive opportunity for the investors in 
Flat Rock Capital.

Can you talk about your firm’s expe-
rience with fund regulators while devel-
oping this offering?

We are SEC registered so we needed 
approval from the Federal Trade Com-
mission to become effective. We file 10-ks 
and 10-qs, so again, in the less liquid alter-
native investment there is a tremendous 
amount of transparency there. You are 
getting the same type of public reporting 
that you would get from any other public 

company. 
But interestingly, we filed with the SEC 

without any need to refile and became 
effective in only 60 days, which is almost 
unheard of.  We looked back on that and 
sort of asked ourselves why did we sail 
through the SEC so seamlessly. It certainly 
appears that one of the SEC’s biggest ar-
eas of concern is the fee structures of these 
non-traded illiquid products. When you 
take a prospectus and you eliminate all 
the talk about sales load, all the talk about 
multiple share classes, scrap the distrib-
utor — you’ve actually created a simpler 
story both for the SEC and for investors. 
And I think that’s really helped across the 
board.  

What does the firm hope to achieve 
with its offerings?

The overarching vision for Flat Rock 
Global is to create an alternative asset 
manager that’s delivering high quality, 
dependable products to registered invest-
ment advisors and family offices around 

the country. The first product obviously is 
Flat Rock Capital, focused on investing in 
first lien senior secured debt with a divi-
dend yield that’s anticipated to be in the 6  
½% to 7 ½% range. 

We have not registered any other prod-
ucts at this time, but we are working on 
two other products that we think are sort 
of the most likely next launches for us.  
One of them is an interval fund that will 
focus on investing in really two asset class-
es that are essentially getting investors ex-
posure again to senior secured debt but 
through a different mechanism. 

What the interval fund is going to do is 
invest in both the public equities of pub-

licly traded BDCs, and that allows the 
interval fund to have a healthy amount 
of liquidity to address the redemption of 
requirements of an interval fund, but the 
preponderance of the assets and the focus 
of the investment strategy is to invest in 
the equity tranches of collateralized loan 
obligations, or CLOs.  

Most CLOs are invested in senior se-
cured debt.  They are structured invest-
ments that have more leverage than a typ-
ical BDC, although typically investing in 
more liquid, more highly weighted single 
B+ to single B rated loans. But they also 
generate higher yields because of the high-
er leverage, so we expect that the gross 
yield on this interval fund, which we are 
tentatively calling Flat Rock Opportunity 
Fund, would be double digit gross yields 
on the fund. 

Flatrock Capital will be a boring, less 
volatile, steady, 7 percent-ish dividend 
yielding investment, while Flatrock Op-
portunity Fund will have more volatility, 
but will generate higher returns.  MME

Q&A

“We want to make sure what we have is a permanent 
capital structure that allows us to capture that 
illiquidity premium ... by investing in less liquid loans, 
but knowing the capital will be there.”
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Ticker 3 YR return 
(%)

Turnover 
Ratio (%)

Expense 
Ratio (%)

Fund size
(millions)

T. Rowe Price Global Technology PRGTX 23.45 171 0.90 $5,535

Driehaus Micro Cap Growth DMCRX 18.63 180 1.48 $326

Fidelity Small Cap Growth FCPGX 17.09 140 1.09 $3,428

Wells Fargo Specialized Technology WFSTX 15.78 131 1.41 $394

Zacks Small-Cap Core Inv ZSCCX 15.41 147 1.39 $140

Deutsche Science and Technology KTCAX 15.35 171 0.99 $750

TCM Small Cap Growth TCMSX 14.85 134 0.96 $374

CornerCap Small-Cap Value Investor CSCVX 14.30 129 1.30 $119

T. Rowe Price Global Stock PRGSX 13.18 135 0.89 $790

Oberweis International Opportunities OBIOX 12.74 139 1.60 $889

JPMorgan Large Cap Value HLQVX 12.62 145 0.77 $1,205

Fidelity Trend FTRNX 12.50 129 0.74 $1,691

Ivy Small Cap Core IYSAX 12.48 133 1.50 $576

American Century Small Cap Growth Inv ANOIX 12.45 130 1.36 $507

Virtus Rampart Enhanced Core Equity PDIAX 12.36 496 1.21 $186

Driehaus International Small Cap Growth DRIOX 12.28 151 1.72 $310

Calvert Small Cap CCVAX 12.22 150 1.36 $299

MassMutual Premier Disciplined Gr DEIGX 11.95 124 0.71 $385

Alger SMid Cap Focus ALMAX 11.93 164 1.35 $184

Victory RS Growth RSGRX 11.81 123 1.10 $253

 
Data as of Oct. 2. Source: Morningstar Direct

Clients who seek a buy-and-hold mutual fund portfolio can still rack up higher trading costs and taxes when their funds are regularly and 
aggressively buying and selling.

If a fund manager sells every stock in a given year, the fund will have a turnover rate of 100%. For actively managed funds, a certain level of 
turnover is expected. Indeed, the industry average is roughly 89%, according to the Motley Fool.

We created a list of funds with at least $100 million in assets and with the highest turnover ratios. We ranked those funds by three-year returns. 
The average turnover rate of these 20 funds is 161%; the average expense ratio is 1.2%; and the average three-year return is 14.2%.  MME 

Funds with highest returns – but highest turnover

DATA SHOWCASE
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 Total Total Total    Municipal  Total Developed Emerging
Date long term equity domestic Large-cap Mid-cap Small-cap multi-cap     Other world markets markets

WorldDomestic
Equity

Note:  Weekly cash flows are estimates based on reporting covering 98% of industry assets.

Source: Investment Company Institute

Mutual fund flows
($ millions)

Estimated weekly net new cash flow

Monthly net new cash flow

9/27/2017 -2,718 -6,739 -7,085 -2,366 -740 -790 -3,049 -140 346 715 -369
9/20/2017 5,037 -3,885 -4,533 -690 -889 -329 -2,586 -39 648 909 -261
9/13/2017 2,382 -2,512 -3,201 -649 -611 -130 -1,589 -222 689 354 334
9/6/2017 546 -2,737 -4,280 -1,749 -438 -596 -1,058 -439 1,542 1,637 -95

8/31/2017 -533 -16,506 -24,582 -7,242 -3,514 -2,566 -8,205 -3,056 8,075 6,650 1,425
7/31/2017 3,777 -13,782 -25,545 -10,330 -4,491 -2,239 -7,299 -1,188 11,763 11,038 726
6/30/2017 7,558 -9,411 -18,492 -13,228 -3,146 -2,291 1,917 -1,746 9,081 7,504 1,576
5/31/2017 27,289 3,145 -9,243 2,766 -2,379 -2,169 -5,234 -2,227 12,387 8,827 3,561
4/30/2017 306 -12,498 -19,556 -5,056 -4,061 -2,006 -7,056 -1,375 7,058 5,197 1,861
3/31/2017 12,553 -14,101 -13,409 -1,715 -833 -827 -7,620 -2,415 -692 -571 -121
2/28/2017 27,047 3,996 -2,694 -1,235 524 712 -2,068 -626 6,690 5,784 906
1/31/2017 11,156 -7,754 -10,936 778 -792 998 -10,606 -1,314 3,182 2,124 1,058
12/31/2016 -56,071 -33,615 -26,974 -10,891 -977 -816 -12,204 -2,085 -6,642 -5,817 -825
11/30/2016 -52,080 -27,965 -25,929 -8,244 -1,709 -293 -11,058 -4,626 -2,035 -888 -1,147
10/31/2016 -32,792 -37,928 -31,452 -8,576 -5,287 -2,541 -12,213 -2,834 -6,477 -6,258 -219
9/30/2016 -9,028 -22,398 -15,377 -152 -1,750 -1,086 -10,123 -2,265 -7,021 -6,113 -908
8/31/2016 -9,810 -32,290 -24,782 -5,504 -3,355 -1,711 -12,753 -1,459 -7,508 -7,279 -229
7/31/2016 -15,129 -37,685 -31,253 -11,922 -5,015 -3,382 -9,045 -1,889 -6,432 -6,239 -192
6/30/2016 -14,369 -18,895 -14,871 1,099 -4,486 -1,576 -7,812 -2,095 -4,024 -4,027 2
5/31/2016 -5,589 -17,369 -17,342 -4,178 -3,363 -1,188 -7,098 -1,516 -27 -1,217 1,190
4/30/2016 -4,520 -23,767 -19,455 -5,800 -3,381 -2,405 -7,327 -542 -4,312 -3,413 -899
3/31/2016 14,661 -9,971 -9,814 -5,473 -1,428 87 -2,661 -338 -157 1,307 -1,464
2/29/2016 8,492 8,779 -2,332 2,072 -2,871 -351 -525 -657 11,111 10,509 602
1/31/2016 -20,729 -4,927 -15,549 5,587 -5,958 -2,887 -7,339 -4,952 10,622 10,862 -239
12/31/2015 -75,978 -36,660 -25,328 -5,347 -5,156 -4,053 -8,234 -2,539 -11,332 -7,175 -4,157
11/30/2015 -29,964 -20,482 -19,523 -6,164 -3,538 -3,587 -5,973 -262 -959 892 -1,850
10/31/2015 -7,515 -9,724 -11,782 -7,227 -684 -1,965 -2,912 1,006 2,058 3,187 -1,129
9/30/2015 -34,288 -9,233 -14,947 -5,318 -1,056 -1,976 -3,541 -3,055 5,713 7,964 -2,251
8/31/2015 -39,361 -9,458 -17,723 -3,927 -2,703 -1,433 -6,345 -3,315 8,264 11,489 -3,225
7/31/2015 -18,875 -9,291 -27,802 -14,811 -2,607 -992 -9,325 -66 18,511 19,008 -497
6/30/2015 5,417 -2,857 -16,488 -8,620 -926 -754 -5,866 -322 13,631 13,236 395
5/31/2015 3,040 -3,787 -16,703 -5,933 -390 -1,912 -8,099 -368 12,916 12,570 345
4/30/2015 5,810 -1,216 -19,429 -9,967 -2,082 -515 -6,992 128 18,212 15,497 2,715
3/31/2015 14,764 5,077 -8,599 -1,372 -501 -1,013 -6,753 1,041 13,676 10,264 3,412
2/28/2015 29,530 8,951 1,759 2,356 586 -997 -3,123 2,937 7,192 5,902 1,290
01/31/2015 25,706 13,060 6,647 9,751 -1,390 -1,794 -4,227 4,306 6,412 5,425 987

SCORECARD
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