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 “Do you have any ideas on how we might be able to more consistently retain 70% of the alpha generated 

by our hedge fund managers?”  

This was the client question we received at Albourne in July 2016 that started the whole “1-or-30” fee 

structure phenomenon. By August we had a working 1-or-30 model and by September the last bug was 

resolved. On a Friday in October, we proposed it to the first hedge fund manager and by Monday he had 

agreed.   

Fast forward two years to today for a count exceeding seventy-five institutional hedge funds offering either 

a 1-or-30 share class, or an “or” structure based on the same model. 

The 1-or-30 fee structure introduces three distinct concepts, each of which survive alone and on their 

own merits.  

First, we reframed the fees conversation away from a 2% management fee toward something lower and 

suggested a willingness to pay a higher performance fee (e.g., 30% instead of 20%), but only if total fees 

are more closely correlated to total performance. 

Second, we reintroduced the concept of paying only on alpha (or as we like to call it, “de-beta’ized fees”).  

Finally, we developed the revolutionary concept of “or” – and this is where you find the real magic. Just 

as 2-and-20 does not fit all managers, neither does 1-or-30. But “x-or-y” just might, where ‘x’ represents 

the regular fee revenue a manager needs to adequately operate their strategy, and ‘y’ represents the 

share of total profits (or alpha) that the parties agree the manager is worth being paid. 

The result of 1-or-30 is exactly what we set out to achieve: a predictable consistent share of total profits 

(or alpha) between the investor and manager. 

Introduction 

The Teacher Retirement System of Texas (TRS) are implementing what they call a “1-or-30” fee structure. 

As this fee structure is rapidly gaining the attention of both managers and investors, we are releasing this 

case study to introduce the “1-or-30” and to explain our opinion of its basic merits, mechanics and general 

effects on the expected shape of fees over multiple periods. 

Purpose. The objective of “1-or-30” is to more consistently ensure that the investor retains 70% of alpha 

generated for its investment in a hedge fund. Put another way, “1-or-30” is designed to reduce the risk of 

total fees paid to a manager exceeding 30% of alpha, tested at both annual and cumulative intervals.  

Beyond de-beta’ized fees. Other investors may not view fees in the context of alpha retention, but rather 

by the total share of net profits with the manager or the total share of profits over a fixed or variable non-

beta hurdle. The fee structure described in this concept paper is equally relevant for these investors, who 

can replace “Beta Expected NAV” discussed below with the result of their desired hurdle (or no hurdle).  
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Starting point  

The simplest way to consistently meet an investor’s 70% alpha share objective would be a fee structure 

with no management fee and a 30% performance fee, paid only on alpha.  

Management fee = 0% 

Performance fee = 30%*alpha 

Total fees = 30% of alpha 

Such a fee structure, however, could result in significant business risk to the manager during any 

prolonged period of underperformance – as there could be long periods without any certain revenue for 

the manager from either management or performance fees. We recognize that this risk is not ideal for the 

long-term interests of either the manager or investor. 

Modified solution 

To eliminate this risk, the “1-or-30” structure guarantees regular management fee income to the manager 

on a consistent ongoing basis, identical to current traditional management fee mechanics. A reduction of 

the same amount is then made to the performance fee to return total fees to equilibrium at 30% of alpha. 

Management fee = Mf 

Performance fee = 30%*alpha – Mf 

Total fees = 30% of alpha (with exceptions explained below) 

Put another way  

“1-or-30”  

This structure has been referred to as “1-or-30” because it will always pay a 1% management fee, which 

the manager trades in for a 30% (of alpha) performance fee when the latter is greater. The only exception 

to this is when an investor is catching up to its 70% share of alpha, following periods when the 1% 

management fee exceeded its 30% share of alpha (see “Situation #2” below). 

“Management fee as an advance on performance fee”  

The 1% management fee in this structure can be described as an advance against the next eventual 

performance fee, so that the otherwise payable performance fee is reduced by the exact dollar amount 

of current year management fees paid, as well as prior year management fees not previously deducted 

from a prior year performance fee (see “Situation #2” below). 

“Secondary hurdle” 

The dollar value of the deduction of management fees paid, as described in the preceding paragraph, 

can also be defined as a second independent hurdle (in addition to Beta Expected NAV), with an accrual 

equal to NAV * (management fee rate / performance fee rate), prorated and calculated on the same timing 

as the payment of the management fee. For example, with the 1-or-30 structure on a fund that charges 

a 1% management fee annually in advance, the manager needs to outperform year-end Beta Expected 

NAV + [year beginning NAV * (0.01/0.3)].  

This is comparable to a 3.33% hard and cumulative hurdle on gross performance (or 2.33% hard hurdle 

on a net performance basis).  
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In order to ensure that the long-term alpha share between the investor and manager tracks the targeted 

70:30 split, this secondary hurdle must carry forward to subsequent years to the extent any prior years’ 

performance does not offset it (see “Situation #2” below). 

Breaking it down 

The result is that the manager always receives a predictable and guaranteed management fee revenue 

stream, and the investor achieves an exact 70% retention of alpha, except in two limited circumstances: 

Situation #1: If 30%*alpha is less than Mf. 

The manager receives greater than 30% of alpha in total fees when 30% of the alpha generated for a 

performance period is less than the management fees paid (or alpha is negative).  

This occurs because the management fee in this fee structure is essentially an advance against the next 

performance fee amount. If the total management paid throughout the course of a performance period 

ultimately exceeds 30% of alpha (as determined at the end of the performance period), the “advanced” 

amount exceeds the 30% target.  

In this situation, no additional performance fee is due and any management fees not recouped to the 

investor should carry forward into the subsequent year to be recouped against a future performance fee, 

dollar-for-dollar. 

Situation #2: Performance period(s) immediately following a Situation #1 performance period.  

The investor will only retain greater than 70% of alpha in the years immediately following Situation #1 

while returning to a 70:30 alpha share equilibrium. 

This occurs because in addition to reducing the manager’s current period 30% alpha share by current 

period management fees paid, any un-recouped management fees from prior periods are also recovered 

from the manager’s 30% alpha share, dollar-for-dollar.  

Situation #2 will only occur in a period immediately following a Situation #1 period, and will only last 

beyond one period if 30% of alpha is again less than the amount of current period management fees plus 

any prior period unrecovered management fees. 

Defining alpha  

For purposes of discussion and modeling, we have defined “alpha” as equal to: 

Alpha = NAV + management and performance fees (or accruals) – Beta Expected NAV 

Because management fees will serve as an offset to the 30% of alpha calculation of the performance fee, 

this model uses gross alpha, with advanced management fees added back in. The term “alpha” used 

throughout this paper refers to gross alpha. 

We calculate Beta Expected NAV as a custom VAMI benchmark with an initial value equal to the invested 

amount, and adjusted monthly to reflect performance equal to a mutually agreed upon publicly available 

index multiplied by a mutually agreed upon beta. The Beta Expected NAV resets at the beginning of every 

performance period to equal the greater of prior year ending NAV and prior year ending Beta Expected 

NAV.  



4 

 
 

Structured this way, the Beta Expected NAV acts as a replacement to the traditional high water mark 

(HWM). 

Simple example 

Example #1:  Market up, fund up more than expected beta would predict. 

Assumptions:  

 Initial investment of $100 in the hedge fund. 

 1% management fee, charged annually in advance. 

 Gross fund performance of positive $20 for the period.  

 Pre-agreed beta of 50% of the MSCI ACWI TR. 

 MSCI ACWI TR has returned positive $20 for a $100 investment.  

 For simplicity, disregard intra-period performance incentive accruals. 

Under the “1-or-30” model, the Beta Expected NAV begins at the same level of the initial investment, or 

$100. Beta Expected NAV is adjusted during the period by the pre-agreed beta, or 50% of MSCI ACWI 

TR.  

Beta Expected NAV = $100 + (50% * $20) = $110.   

Alpha is calculated as: 

Alpha = NAV + management and performance fees (or accruals) – Beta Expected NAV 

Alpha = $119 + $1 - $110 

Alpha = $10 

To achieve a 70:30 split of that $10 gross alpha, the manager would receive $3.00 in total fees and the 

remaining $7.00 would go to the investor.  

The proposed fee structure would calculate the 70:30 alpha split as follows: 

Management fee = $1.00 (paid on January 1st by the investor) 

$10.00 alpha determined on December 31st 

Performance fee = 30% * $10.00 - $1.00 = $2.00 

Total fees paid = $1.00 + $2.00 = $3.00 

Example #2:  Market down, fund down less than market beta would predict. 

Assumptions:  

 Initial investment of $100 in the hedge fund. 

 1% management fee, charged annually in advance. 

 Gross fund performance of negative $10 for the period.  

 Pre-agreed beta of 50% of the MSCI ACWI TR. 

 MSCI ACWI TR has returned negative $40 for a $100 investment.  
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 For simplicity, disregard intra-period performance incentive accruals. 

Beta Expected NAV = $100 + (50% * -$40) = $80.   

Alpha is calculated as: 

Alpha = NAV + management and performance fees (or accruals) – Beta Expected NAV 

 Alpha = $89 + $1 - $80 

 Alpha = $10 

Despite the overall loss of $10, alpha is calculated as positive $10, and the expected share of that $10 

alpha would be $3.00 to the manager and $7.00 to the investor.  

The proposed fee structure would calculate the 70:30 alpha split as follows: 

Management fee = $1.00 (paid on January 1st by the investor) 

$10.00 alpha determined on December 31st 

Performance fee = 30% * $10.00 - $1.00 = $2.00 

Total fees paid = $1.00 + $2.00 = $3.00 

Paying performance incentives in loss years  

Example #2 illustrates the possibility of paying a performance incentive in a period where absolute 

performance is negative. Because this fee structure seeks to achieve a consistent 70:30 share of alpha 

between the investor and manager, it will reward the manager in periods of positive alpha despite negative 

absolute performance. By that same rule, in positive performance years, it only rewards managers on 

positive alpha. 

Albourne recognizes that not all investors embrace de-beta’ized performance fees. Most investors agree 

it would be ideal to pay only for alpha, but face a more difficult question when faced with paying for that 

alpha in a loss year (despite the positive alpha). As suggested in the introduction to this paper, this “1-or-

30” can be applied to total positive performance instead of alpha. However, that would eliminate certain 

improved alignment and shape of fees benefits the de-beta’ized fee achieves. 

Treatment of negative alpha  

Where the manager generates negative alpha (regardless of whether absolute performance is positive 

or negative), no performance incentive is due and the alpha shortfall is built into the moving HWM-like 

Beta Expected NAV hurdle, and will carry forward for the manager to make-up before earning its next 

performance incentive. 

Management fee recoup and carryforward  

Both examples above result in scenarios where 30% of alpha exceeds the management fees paid, 

therefore entitling the manager to an additional performance fee payment to bring the manager’s total 

alpha share to 30%. 

To ensure that the investor and manager maintain a 70:30 split of alpha over the long-term, all 

management fees must be carried forward until they have been applied against the performance fee as 

a reduction. 
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Example #3:  Market up, fund up more than market beta would predict, but 30% of alpha is less than 

management fees paid. 

Year 1 – Situation #1 occurrence.  

Year 1 Assumptions:  

 Initial investment of $100 in the hedge fund. 

 1% management fee, charged annually in advance. 

 Gross fund performance of positive $10 for the period.  

 Pre-agreed beta of 50% of the MSCI ACWI TR. 

 MSCI ACWI TR has returned positive $18 for a $100 investment.  

 For simplicity, disregard intra-period performance incentive accruals. 

Beta is calculated as: 

Beta Expected NAV = $100 + (50% * $18) = $109.   

Alpha is calculated as: 

Alpha = NAV + management and performance fees (or accruals) – Beta Expected NAV 

 Alpha = $109 + $1 - $109 

 Alpha = $1 

$1 of alpha is generated for the investor’s account, and the expected share of that $1 alpha would be 

$0.30 to the manager and $0.70 to the investor.  

The proposed fee structure would calculate the 70:30 alpha split as follows: 

Management fee = $1.00 (paid on January 1st by the investor) 

$1.00 alpha determined on December 31st 

Performance fee = 30% * $1.00 - $1.00 = $0.30 - $1.00 = $(0.70) 

Total fees paid = $1.00, reflecting an overpayment for the year by $0.70 

In this case, the manager has received 100% of the alpha share. As that exceeds the expected 70:30 

split, no performance fee would be paid. Rather than true-up or claw back the amount the investor paid 

to the manager in excess of 30% of alpha ($0.70), that amount is carried forward into the subsequent 

year to be recovered from the next performance fee. 

Year 2 – Situation #2 occurrence.  

To extend this example into the second year, assume the following for Year 2: 

Year 2 Assumptions:  

 Year 1 ending NAV = $109. 

 1% management fee, charged annually in advance. 

 Gross fund performance of positive $10 for the period.  
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 Pre-agreed beta of 50% of the MSCI ACWI TR. 

 MSCI ACWI TR has returned positive $8 for a $100 investment.  

 For simplicity, disregard intra-period performance incentive accruals. 

Beta is calculated as: 

Beta Expected NAV = $109 + (50% * $8) = $113.   

Alpha is calculated as: 

Alpha = NAV + management and performance fees (or accruals) – Beta Expected NAV 

 Alpha = $117.91 + $1.09 - $113 

 Alpha = $6 

$6 of alpha is generated for the investor’s account.  

Normally, the expected share of that $6 alpha would be $1.80 to the manager and $4.20 to the investor. 

In this case, however, we must carry forward the $0.70 overpayment of fees from the prior year. 

With the $0.70 overpayment of fees carried forward from the prior year, the “1-or-30” fee structure would 

calculate the 70:30 alpha split as follows: 

Management fee = $1.09 (paid on January 1st by the investor) 

Management fee recoup carry forward balance = $0.70 

$6.00 alpha determined on December 31st 

Performance fee = 30% * $6.00 - $1.09 - $0.70 = $0.01  

Total fees paid = $1.09 + $0.01 = $1.10 

Notice that the manager’s total fees for the second year is less than 30% of alpha ($1.10/$6.00 = 18.33%), 

in order to bring the 70:30 alpha share back to equilibrium over the entire period: 

 Year 1 Year 2 Aggregate 

Gross alpha $1.00 $6.00 $7.00 

Management fees $1.00 $1.09 $2.00 

Performance fees $0.00 $0.01 $0.10 

Total fees $1.00 $1.10 $2.10 

Manager share of alpha 100% 18.33% 30.00% 
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IMPORTANT NOTICE 

 

The information in this article (the “Information”) is for general informational purposes and is being provided to you by an Albourne 

Group Company. For this purpose, “Albourne Group Company” means Albourne Partners Limited or one of its subsidiaries and 

affiliates from time to time, including Albourne America LLC, Albourne Partners Japan, Albourne Partners (Asia) Limited, Albourne 

Partners (Singapore) Pte. Ltd., Albourne Partners Deutschland AG, Albourne Partners (Cyprus) Limited, Albourne Partners 

(Canada) Limited and Albourne Partners (Bermuda) Limited (such companies being, collectively, the “Albourne Group”). If in your 

jurisdiction it would be unlawful for you to receive the Information, then the Information is not intended for your use. The Information 

is not provided to and may not be used by any person or entity in any jurisdiction where the provision or use thereof would be 

contrary to applicable laws, rules or regulations or where any Albourne Group Company is not authorized to provide such 

Information. 

 

The Albourne Group excludes to the fullest extent permitted by law all liability, including any loss or damage (financial or otherwise) 

that may result directly or indirectly from your use of or reliance upon the Information. 

 

Without prejudice to the foregoing, the Information is not, nor should it be construed as, an invitation, inducement, offer or solicitation 

in any jurisdiction to any person or entity to acquire or dispose of, or to deal in, any security or any interest in any fund, or to engage 

in any investment activity, nor does it constitute any form of tax or legal advice. The Information does not take into account the 

particular investment objectives or specific circumstances of any person or entity. For those reasons, the Information in this 

presentation is for illustrative purposes only and should not be used as the basis of any investment decisions. 

 

This Information may not be reproduced in whole or in part and no part of this material may be reproduced, distributed, 

transmitted or otherwise made available to a third party or incorporated into another document or other material or posted 

to any bulletin board without the prior written consent of an Albourne Group Company. 

 

To the extent any third party service provider is referred to in the Information, you should not necessarily view this as an 

endorsement by Albourne of such service provider. The Information may also contain information obtained from third parties which 

may not have been independently verified. The Albourne Group makes no representations or warranties, express or implied, as to 

the accuracy or completeness of the Information and disclaims all liability for any loss or damage which may arise directly or 

indirectly from any use of or reliance upon any such data, forecasts or opinions, or from the Information generally. 
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