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Methodology

The purpose of this study was to record the views and opinions of hedge funds globally to understand how market
forces and the changing regulatory landscape are affecting them and what actions they are taking to prepare for the
future. Topics covered in the study include: fees and liquidity/redemption terms, custody and prime brokerage,
transparency/reporting to investors, US and EU regulation and tax legislation, independent valuation and
expectations for the future.

Greenwich Associates conducted 100 telephone interviews in August and September with hedge funds in the United
States, Europe and Asia, representing US$680 billion in assets under management, roughly half of the industry.

Hedge fund profile 100 respondents
Geography

USA 53
Europe 29
Asia 18
Strategy

Equity long/short 23
Fixed income 13
Multi-strategy 42
Other 22
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Executive summary

We have surveyed 100 of the largest hedge funds globally, this year with a notable and deliberate skew
to include some smaller funds, particularly in Asia, to solicit their views and to understand how they
have withstood the crisis. The 100 funds manage some US$680 billion of equity, roughly half the

industry. We are very grateful to those that participated, giving up a not inconsiderable amount of time
from their already hard-pressed schedules.

Funds structures have reacted sharply to the downturn.

There is a significant belief that the response forced by the market has been radical, rapid and productive for
investors who are benefiting from greater transparency, greater clarity about valuations and the valuation process
and fund governance.

Increased regulatory oversight on the other hand is felt to be imprecise, slower, of less benefit to investors and
expensive.

This is not the consistent resistance of the regulated but the unemotional, matter-of-fact view of senior industry
executives who are resigned to the fact that there will be significant regulatory oversight and are ready for it.

Fee structures have responded to investor pressure with clear linkages being established with liquidity
and redemption terms.

This is set to continue — few respondents felt that there was pressure to simply reduce fees, unlinked to structural
changes, and the pressure has been largely on reducing management, rather than incentive, fees.

Respondents believe, perhaps naively, that limiting redemptions, imposing gates or suspensions and the like, will
have limited impact in the long run.
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Executive summary

Investors are now acutely focused on risk.

Performance cannot be the panacea for the entire industry — even those that have performed well through the crisis
have suffered redemptions and have been subject to far greater scrutiny on the risks they have been running.

Sharing information about risk concentrations, leverage, governance, volatility etc. is near universal and the
frequency of demands has increased.

Somewhat surprisingly counterparty risk ranks lower than expected: somewhat unsurprisingly, questions about
bankruptcy laws in differing jurisdictions and how customer protections operate has been featured more highly post-
Lehman.

There are likely to be very few funds that become tax refugees from the US.

Despite endless talk about the redomiciling of fund operations due to impending US tax legislation, few funds are
seriously considering doing so.

However, nearly a quarter of US and UK respondents say that general partners are considering moving because of
tax and other burdens.

People, unsurprisingly, remain more fleet-footed than the infrastructure they have set up.

The draft EU Directive will have a dramatic impact.
Many of those affected, particularly in the US, remain uninformed about it.

Approximately a sixth of respondents who had considered the draft Directive said they would cease operating in the
EU if it was passed in its current form: many more said they would not venture in.

Although there is a general belief that it is unlikely that the draft Directive will be approved in its current form there is
considerable concern as to its motivation, its directional thrust and a sense of disbelief that business legislation
could be so politicized, pushed through with little consultation and appear so restrictive.
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Executive summary

The push for independence of valuations, demonstrable governance over the process and
transparency of reporting to investors are examples of worthwhile initiatives where the benefits clearly
outweigh the costs: the opposite is felt to be true of regulation.

The endgame remains unclear, but changes to the industry have been profound.
Funds widely expect the industry to continue to consolidate with increasing costs and greater barriers to entry both
playing a part in the process.
Start-ups will be fewer and generally smaller than precrisis levels.

Despite the obvious structural difficulties for M&A activity in the industry, the inexorable convergence in the asset
management industry will take its toll as private equity firms, hedge fund managers and traditional long-only
managers inevitably make demands on each others’ territory and distinctions become blurred.

Fee structures, liquidity and redemption terms and investor demands for transparency and governance will
exacerbate the trend.

In conclusion, the industry has weathered the storm but has not been left unscathed.
Some changes have been profound and permanent, others perhaps more ephemeral.

There remains more to come, not least from legislators, regulators and tax authorities and although the industry
appears resigned to accepting some such impositions there remains a real fear of the authorities overreaching and
some of the actions being fundamentally misguided resulting in costs far outweighing any benefits to investors.
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Fund structures have reacted sharply to the crisis .

await further regulatory oversight

Changes made/expected (multiple responses accepted)

.. and managers

Redemption/liquidity terms 40% 7% 47%
Fund administration 0
Regulatory compliance 10% 23%
® |mplemented change Expect to implement change
Redemption and fees:
56% have either made changes or expect to make
changes to redemption terms and/or fees.
29% have made changes to both.
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Fund structures have reacted sharply to the crisis... and managers
await further regulatory oversight

Specific changes made ...

“We have hired [an accounting firm] to [review] our valuation methodology and have input to the
illiquid valuation. As the prime broker starts having their custody solutions, I'm sure we will start
changing. Regulatory changes are coming down the line all the time, we will react as they come.
For fees, we launched two new share classes with lower fees and we changed the liquidity terms on
the funds [making them] more liquid.”

“We had two hedge funds converted to full time administration in response to Madoff.”

“We are not currently registered but will be... For fees, we may introduce break points for asset size
and will perhaps change the management fee. We are constantly refining our reports... In Europe,
we have looked at a split prime brokerage/custody model away from a pure prime brokerage model.
We plan SEC regulation for our US entity, and I'm sure we are going to have to respond to the
European directive once that becomes more cemented.”

“We have added side pockets, expanded independent valuation, and given more transparency of
portfolio demographics and risk metrics. We've changed custodians and quarterly valuation will be
moved to monthly on [all] funds.”

“We have provided an extensive amount of transparency. We have reevaluated risk and increased
our internal reporting.”

“We have changed our fund administrator. We have moved to more transparent reporting of our
monthly newsletter to investors more focused on risk nature of investments.”

Source: Select quotes from survey participants
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Tumultuous action taken to limit redemptions but few managers
believe it to be damaging in the long run

Employed strategies to limit redemptions Impact of strategies

Fund-investment
performance

Maintaining current
investor capital in the
fund over the long term

Your fund’s ability to
raise capital in the future

= Positive impact = No impact ®Negative impact
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Fees have been driven downwards by structural changes, not
because of any absolute pressure to reduce ...

Lower management/incentive fees

Entice new capital = 48%

5% have felt investor pressure to

lower management fees and have

done so for both longer lock ups
and to entice new capital

Longer lock
ups = 25%

Investor pressure = 27%

Note: Based on the 56% of funds that have made changes or expect to make changes to redemptions and/or fees
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... And to entice new capital —the pressure is most marked on
management rather than incentive fees

How fee structures are being changed Changing fee structure to entice new capital
(multiple responses accepted)

Lowering

management fees 18% 87%

Lowering management fees = 87%

Lengthening lock-up

17%

Lengthening lock-up = 43%
Reducing
lock-up =17%
Lowering incentive

fees VRV 13% | 26%

Lowering incentive
fees = 26%

Reducing lock-up 13% 4% IENED 14% have lowered management
fees, lowered incentive fees, and

lengthened the lock-up

mUSA ®Europe ®Asia

Note: Based on the 48% of funds that have made changes to fees and fee structure to entice new capital
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Polarized views on use of third-party valuation agents with differing

Interpretations in the US vs. Europe/Asia

Proportion of portfolio valued by
third-party valuation agent

40%

2%

0% - 0% 0%

56%

10%

6%
0%

0% 1-25% 26-50% 51-75%

=USA = Europe B Asia

76-99% 100%
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Much skepticism about the knowledge and capabilities of third-
party valuation agents, particularly for illiquid investments.

Ability of third-party valuation agent
to value portfolio of illiquid investments

Not realistic,
30% Don't know,
9%

Somewhat

realistic, 13%
Realistic, 48%

A significant number of funds don’t think
it is realistic to have third-parties value
illiquid investments
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Third-party valuation is not the solution to less transparent markets.

How third-party valuation is used
(multiple responses accepted)

Final value used 38%
61%

Double-check of

valuation performed 50%
internally

50%

Input into valuation 25%
11%
m Equity long/short Fixed income Multi-strategy
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Massive investor focus on risk... as the performance panacea fades

Primary area of focus for increased disclosure

Both, 22%

Better
understanding of
risk, 58%

Better
understanding of
performance,
20%
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Information to investors on risks has risen markedly — surprisingly
counterparty risk ranks lowest

Risk management information shared with investors Risk concentration by:
(multiple responses accepted) (multiple responses accepted)
Risk concentration 95% Asset class _ 81%
\
\
\
\
Description of , '
dskigovernance program | \
\\
\
voetiveteertele | - \
\
\
\
\
Number of days to \
iauce. [T " \ Largest :
\ . = 73%
, holdings/securities
\
Stress tests '
\
\
\
Full position _ 28% \
transparency .
\\
Nearly all respondents share information on
a monthly basis
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Performance data provided monthly — virtually across the industry

Absolute
performance

Performance
attribution

Performance relative
to benchmarks

Scenario analysis

Performance information shared with investors
(multiple responses accepted)

91%

72%

59%

1%

Frequency shared

Monthly 61%

Weekly 30%

Daily 9%
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Disciplines about information sharing with investors is still
embryonic compared to public markets

: R Sharing of information
Shared information with investors

“It is almost always discussed at length with the legal
department. We are conscious of the obligation to
treat [investors] equally.”

“You have to understand the transparency rules.

Share with Transparency means position reporting, leverage,
those who volatility, etc. Of course we give all these numbers.
asked, 53% If someone prior to investing wants to see the

portfolio once, then the directors have the right to
show that to them so long as it doesn't disadvantage
. in any way the current investors... We would not
Share with . e . . .
all. 47% provide position information on an ongoing basis to
’ one investor and not provide it to [another].”

“We don't like to cherry pick for particular investors,
but if you have a managed account there is a lot of
disclosure that as a consequence you get to see
everything, but as a fund investor you get to see
less.”

“It depends on the information. If it's a clarification, we
share it. We make the same responses to everyone.
We have so many due diligence meetings that we
don't send out special correspondence.”

Source: Select quotes from survey participants
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Counterparty risk considerations vital in choosing a custodian or
prime broker... post-Lehman, bankruptcy rules feature strongly

Importance of counterparty risk

Not important,
Somewhat 3%

important, 1%

Very
important,
96%

Counterparty risk
(very important)

Importance of bankruptcy rules

Not important,
10%

Somewhat
important, 7%

Very
important,
83%

Bankruptcy rules
(very important)

USA 92% 92%
Europe 100% 69%
Asia 100% 83%
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One in three funds added PB relationships — one in five reduced...
finding an equilibrium post-Lehman?

Number of prime brokers used Change in number of prime brokers
Average number of prime brokers used = 4

58%

49%

44%, Increased, 34%

41%
38%

33%

Stayed the same,

46%
20%
9%
4%
3%
Decreased, 20%

0 1to 3 4t06 Over 6

m QOverall mUS $5 billion and over = Under US $5 billion
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The costs of doing business and the focus on risk management has
Increased

Relationships with prime brokers

“It's more difficult to negotiate terms ...The prime broker has changed margin requirements and
wants up front collateral.”

“Obviously it is getting more expensive, that is without question. So they are definitely charging
more for the same financing capabilities. In terms of what we are requiring of them, | would say it
has become more difficult to negotiate with them. Their requirements have gotten more difficult and
stringent.”

“Prime brokers are asking more from us, including imposing restrictions on leverage.”

“There has been a bit of change on both sides. We have focused a huge amount of time and
attention in terms of trying to optimize margin rights and optimize capital use. We have seen
definitely a move to more conservative margin techniques by prime brokers ...We've had
discussions around bankruptcy protection, bankruptcy remote structures, separation of
custodianship, all of those things.”

“There has been more diversification, more monitoring and more risk management.”

Source: Select quotes from survey participants
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Is tax legislation driving funds offshore? All talk, no action.

Considering redomiciling US offshore operations

due to proposed US tax legislation Considering redomiciling because of individual tax rates (US/UK)

Not Familiar
with Legislation,
2%

Yes, 2%

Don't know, 7%

Yes, 23%

Considering redomiciling because of individual tax rates in
New York/California/New Jersey

No, 84%

No, 89%

Yes, 16%
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EU Directive — many remain uninformed, particularly in the US and

Asia but ...

Currently invest in the EU

Do not invest,
17%

Currently
invest, 83%

Familiarity with
proposed EU directive

Have an office/registered in EU

No office,
40%

Have an
office, 60%

Percent not familiar

USA
Europe

Asia

30%
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... those that are aware suggest its effect is dramatic — existing
funds will cease doing business and many more will not venture in

Expected actions in response to proposed EU regulations

Cease doing business despite
having an EU office

Cease doing business —
currently no EU office

= Likely = Don't know

Likelihood of opening an office

m Not likely = Don't know
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And costs are expected to dramatically outweigh benefits

Impact of proposed EU regulations
European funds only

o}
®
>~

Speed of reporting

%
ES

Investor confidence

28%

&&= =)
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Systemic risk — regulators need information about leverage

Type of risk
(multiple responses accepted)

78% 78%
0,
72% 74%
66%
63%
60% 599 61%
Leverage Counterparty exposure Concentration risk due to long/short positions
mAll US ®Europe Asia
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Self-help in the US, dependency on others elsewhere ...

Who should report the risks?
(multiple responses accepted)

56%
51% 52%
45%
43%
0,
38% 39%
34%
22%
20% 21%
17% 17%
10%
8%
6%
Directly by hedge fund managers Prime brokers Administrators Custodians

mAll US ®Europe Asia
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... Most markedly in Asia where managers say “report often, but

make sure somebody else does it for you”

Frequency of reporting

50%
40% 40% 40%
38%
34%
26%
23%
18%
12% 1% 12% 12% 12%
9%
0,
7% 6%
4% 4%
0,
. 0% 0% 2% 0% 0%
|
Daily Weekly Monthly Quarterly Semiannually Annually
mAll us ® Europe Asia
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Nearly everybody feels ready to meet regulatory requirements ...
without necessarily knowing what they are?

Ready to meet requirements

82%

76%
72%

Don't -
know, 2%
No, 20%
Yes, 78%
USA Europe Asia
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Challenges in complying with impending regulation ...

“The biggest challenge is being completely in the know about what is expected. The increased reporting
will have a mild increase in the cost of the fund because more work means more systems and taking the
time to develop the reporting.”

“Global leverage caps will be a challenge. With the EU side, if the regulations are implemented the way
they are currently drafted, then it could have a very large impact on the cost side. | suspect it will be
slightly watered down.”

“I think we will be ready. The biggest challenge will be the regulatory audits, if that is what happens. Also,
beefing up the internal control environment to make sure it meets the standard they are looking for will be
another challenge.”

“The biggest challenges will be to ensure the accuracy of data that is required to be reported. There will be
a lack of unity and common consensus with various regulatory bodies. The issue is defining what specific
reporting requirements are mandatory and the need to readjust our office management requirements to
suit and match those extra regulatory conditions. We are a Swiss-based fund manager and not part of the
EU. We believe the Swiss government will support increased regulator monitoring and therefore we will be
required to adapt to any change. We will comply.”

Source: Select quotes from survey participants
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Investor driven change is the most productive at the least cost:
regulation is believed to be forced, less far reaching and expensive

Impact of changes on hedge funds

High cost, negative
impact on speed

High cost to R lati
the fund egulation ‘ Size of bubble
led represents impact on

A
. investor confidence
EU Reporting to regulatory
regulations agencies

Custody
regulations

Transparency
@ Us tax to investors
regulations
Third-party
Low cost to valuation agent Low cost, ho
the fund Investor led | impacton speed

Negatively impact speed of reporting — No impact on speed of reporting
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Profound changes in the industry that have been initiated are likely
to continue —the endgame is not yet in sight

Biggest changes (top 12 issues)
(multiple responses accepted)

Future change to hedge fund industry

Consolidation/reduction of
hedge funds

New and stricter regulations

Greater transparency provided

Change in fee structures

Increase in administration to
ensure compliance

Decrease in profitability

Push for registration

New investment strategies

Changes in reporting

Liquidity issues

More attention to risk management

Use of third-party administrators

40%

“Regulation will increase. The entry barriers for hedge
funds will increase. For smaller hedge funds, it will be
difficult to survive.”

“The number of funds will be smaller. The regulatory
landscape ... will be unfavorable to fund managers and
investors as well as some providers. All stakeholders will
be negatively affected.”

“The oversight regulation is going to impede the
entrepreneurial nature of the hedge fund industry and its
ability to generate returns ... | wish there was going to be
a greater uniformity between regulators ... At the end of
the day, this will not help investors ... navigating through
the rulebook is going to be impossible.”

“There will be more consolidation and more institutional
clients. There will be a loss of funds and it will be more
difficult to start up new funds. There will be more
pressure to reduce management and incentive fees.”

“It is becoming more and more difficult for new entrants
with the higher barrier to entry. If the regulators create a
new framework, there will be new arbitrage
opportunities.”

“Evolution of investment strategies will continue to evolve
as the market changes.”

Source: Select quotes from survey participants
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Contacts — Americas

Arthur Tully
arthur.tully@ey.com
+1212 773 2252

Michael Serota
michael.serota@ey.com
+1212 773 0378

Bahamas

Michele Thompson
michele.thompson@
bs.ey.com

+1 242 502 6009

Bermuda

Jessel Mendes
jessel.mendes@bm.ey.com
+1 441 294 5571

Brazil

Flavio Serpejante Peppe
flavio.s.peppe@br.ey.com
+11 2112 5290

Marcia Saito
marcia.saito@br.ey.com
+11 2112 5250

Canada

Leon Chin
leon.chin@ca.ey.com
+1416 943 3311

Stan Maj
stan.v.maj@ca.ey.com
+1416 943 2281

Cayman Islands

Dan Scott
dan.scott@ky.ey.com
+1 345 814 9000

Rohan Small
rohan.small@ky.ey.com
+1 345 814 9002

Netherlands Antilles

Erik Groeneveld
erik.groeneveld@an.ey.com
+599 9461 1011

Bryan Irausquin
bryan.irausquin@an.ey.com
+599 9461 1011

USA (Boston)

Robert Glassman
robert.glassman@ey.com
+1617 375 2382

Shaun Real
shaun.real@ey.com
+1617 375 3733

USA (Chicago)

Benji Wolken
benji.wolken@ey.com
+1 312 879 2450

Anthony Rentz
anthony.rentz@ey.com
+1 312 879 3957

Matthew Koenig
matthew.koenig@ey.com
+1312 879 3535

USA (Dallas)

Paul McArdle
paul.mcardle@ey.com
+1 214 969 8656

Steve Bokiess
steve.bokiess@ey.com
+1 312 879 6560

USA (Houston)

Brenda Betts
brenda.betts@ey.com
+1713 750 5913

USA (Los Angeles)

Andrew Macleod
andrew.macleod@ey.com
+1 213 977 3460

Fred Krull
frederick.krull@ey.com
+1213 977 3019

USA (Minneapolis)
Jerry Golden
jerry.golden@ey.com
+1612 371 6887

Scott Odahl
scott.odahl@ey.com
+1612 371 6840

USA (New York)

Donald MacNeal
donald.macneal@ey.com
+1212773 9153

Howard Leventhal
howard.leventhal@ey.com
+1212 773 0574

Richard Barry
richard.barry@ey.com

Al M
+1212 7733147 an wunro

alan.munro@ey.com
+1202 327 7773
Alan Fish

alan.fish@ey.com Mexico

+1212773 6560 Miguel Mosqueda

miguel.mosqueda@
mx.ey.com
+52 55 1101 6449

Samer Ojjeh
samer.ojjeh@ey.com
+1212 773 6486

USA (Philadelphia)

Robert Mulhall
robert.mulhall@ey.com
+1215 448 5614

Amy Keating
amy.keating@ey.com
+1215 448 5493

USA (San Francisco)

Stuart Furman
stuart.furman@ey.com
+1 415 894 8206

Mathew Urbina
mathew.urbina@ey.com
+1415 894 8944

USA (Stamford)

Michael Estock
michael.estock@ey.com
+1 203 674 3137

Jacqueline Bloom
jacqueline.bloom@ey.com
+1212773 1872
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Contacts — Europe, Africa and Middle East

Bahrain

Tariq Sadiq
tariq.sadig@bh.ey.com
+973 1753 5455

Peter Griffiths
peter.griffiths@bh.ey.com
+973 1753 5455

Channel Islands

David Moore
dmoore@uk.ey.com
+44 1534 288697

Dubai

Anthony O’Sullivan
anthony.osullivan@ae.ey.com
+971 4 312 9120

Edward Quinlan
edward.quinlan@ae.ey.com
+971 4 332 4000

France

Thierry Gorlin
thierry.gorlin@fr.ey.com
+33 14693 6212

Matthieu Dautriat
matthieu.dautriat@
ey-avocats.com
+33 1 5561 1190

Germany

Oliver Heist
oliver.heist@de.ey.com
+49 6196 996 27505

Bernd Schmitt
bernd.schmitt@de.ey.com
+49 6196 996 27441

Ireland

Des Quigley
des.quigley@ie.ey.com
+353 1479 2126

Donal O’Sullivan
donal.osullivan@ie.ey.com
+353 1 221 2455

Israel

Benjamin Gabbay
benjamin.gabbay@il.ey.com
+972 3 623 2762

Yoram Tietz
yoram.tietz@il.ey.com
+972 3 623 2538

Italy

Stefano Cattaneo
stefano.cattaneo@it.ey.com
+39 02 72212452

Luxembourg

Michael Ferguson
michael.ferguson@lu.ey.com
+352 42 124 8714

André Pesch
andre.pesch@lu.ey.com
+352 42 124 7335

Malta

Ronald Attard
ronald.attard@mt.ey.com
+35 621 342 134

Mauritius

Daryl Csizmadia
daryl.csizmadia@mu.ey.com
+230 202 4777

Ryaad Owodally
ryaad.owodally@mu.ey.com
+230 202 4717

Netherlands

Remco Bleijs
remco.bleijs@nl.ey.com
++31 88 407 3935

Joost Hendriks
joost.hendriks@nl.ey.com
+31 70 328 6430

Russia

Marchello Gelashvili
marchello.gelashvili@
ru.ey.com

+7 495 755 9813

Petr Avramenko
petr.avramenko@ru.ey.com
+7 495 755 9700

South Africa

Chris Sickle
chris.sickle@za.ey.com
+27 21 443 0434

Thea Viljoen
thea.viljoen@za.ey.com
+27 21 443 0342

Spain
Francisco Jose Fuentes Garcia

franciscojose.fuentesgarcia@es.ey.com
+34 915 727 224

Monserat Turrado Alonso
monserat.turradoalonso@es.ey.com
+34 915 727 382

Switzerland

Cataldo Castagna
cataldo.castagna@ch.ey.com
+41 58 286 4757

Alberto Lissi
alberto.lissi@ch.ey.com
+41 58 286 6356

United Kingdom
Adam Miller
amiller2@uk.ey.com
+44 20 7951 8318

Fiona Sheffield
fsheffield@uk.ey.com
+44 20 7951 0641

Julian Young
jyoung2@uk.ey.com
+44 20 7951 2295
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Contacts

Australia

Mark O’Sullivan
mark.o’sullivan@au.ey.com
+61 2 8295 6044

Jon Pye
jon.pye@au.ey.com
+61 2 8295 6972

Hong Kong (China)

Carlyon Knight-Evans
carlyon.knight-evans@
hk.ey.com

+852 2846 9608

David Sung
david.sung@hk.ey.com
+852 2846 9882

Florence Yuen Fan Chan
florence.chan@hk.ey.com
+852 2849 9228

India
Viren H. Mehta
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