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Importance of a clear succession strategy

Hedge funds Investors
How important is a well-articulated succession How important is a well-articulated succession
plan to retaining investors? plan to your comfort level for your investments?

Important ®Neutral = Not important Important ®Neutral = Not important
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Investor loyalty

Hedge funds Investors
To which of the following do you believe investors’ In which of the following is continuity most
loyalty lies? important to your decision to remain invested?

Firm as an institution M Individual portfolio managers
B Founding principal(s) Don’t know
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Key elements of succession planning

Hedge funds Investors
Please describe the elements of your strategy for Please describe the elements of your preferred
succession planning. strategy for effective succession planning.
83%
60% 60%
51% 0 50%
47% 45% 43%
35%
17%

Increasing equity Positioning certain Increasing equity Require founding Require founding

stakes of firm’s professionals as the stakes of firm’s principals to retain principals to leave

investment “face” of the firm senior non-trading equity in the mgmt significant assets

professionals professionals company with the fund

®m Hedge funds Investors
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Board of directors — independence and

effectiveness

Hedge funds

How important is it to have a majority of independent
directors on the board of directors of your funds?

Important ®Neutral

Not important

Hedge funds

How effective is the board of directors of your funds at
carrying out its duties?

m Neutral

Effective Not effective

Investors

How important is it to have a majority of independent
directors on the board of directors?

- 14%

m Neutral

Important Not important

Investors

How effective do you consider the board of directors at
carrying out its duties?

m Neutral

Effective Not effective
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Board of directors — responsibilities

Hedge funds Investors

Which of the following currently has the Which of the following should have the
ultimate responsibility and accountability? ultimate responsibility and accountability?

Compliance with investment
’ guidelines 69% 36% 45%

Reviewing and approving NAV 65% 29% 29%

Resolving disputes over
valuations 50% 19% 48%

Imposing gates and 30% 17% 60%

suspensions of redemptions

Establishing overall risk policy . 2 .
and thresholds 2% 8% S8
Manager mBoard Manager mBoard
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Board of directors — accountability

Hedge funds Investors
In practice, to whom is the fund’s board of directors In practice, to whom is the fund’s board of directors
accountable? accountable?
Manager ®Investors/funds Don't have board Manager ®Investors/funds Don't have board
Hedge funds Investors
To whom should the board of directors be accountable? To whom should the board of directors be accountable?
5% 2%
/ /
Manager ®Investors/funds Don't have board Manager ®Investors/funds Don't have board
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Rationale for utilizing an independent
administrator

Hedge funds

What are the primary reasons you use an independent

administrator?

Investors

What do you believe the benefits of an independent

administrator are?

Investor desire Ability to provide an 74%
independent valuation
Ability to provide an _ 47% Helps to manage 36%
independent valuation risk of error
Improved reporting
Market standard/ 290 P = 1990
best practice - L efficiency %
More efficient than o
doing in-house - 20%
Helps to manage 10%
risk of error
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Valuation outsourcing — risks and
importance

Hedge funds Investors

Do you perceive any risks in fully outsourcing valuation? How important is it that a hedge fund completely
outsources valuation to an administrator?

74% 14%

71% Important ®Neutral = Unimportant

Yes H No Don’t know
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Administrator effectiveness in valuing
Level 3 assets

Hedge funds Investors
How effective is your administrator at valuing How effective is your funds’ administrator at
Level 3 assets? valuing Level 3 assets?

Effective mNeutral Not effective Effective mNeutral Not effective

Page 9 Coming of age: global hedge fund survey 2011 Ell ERNST & YOUNG

Quality In Everything We Do



Importance of shadow accounting

Hedge funds Investors
If your administrator calculates and issues NAV How important is it for your hedge fund manager
for the fund, do you shadow? to perform shadow accounting?
15%
Important
84% M Neutral
Unimportant
Yes ®mNo 76%
What is the primary reason you perform
shadow accounting or processing?
Mitigate the risk of 65%
error
Mitigate business 259,
continuity risk
Need to keep separate 10%
records
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Fund expenses — what is passed through?

Hedge funds Investors
Which of the following costs do you currently or Which of the following costs do you not object to
expect to pass on? passing on?
72%
79 67°
o 64% 62% -
S7% 55%
49%4 47%
42% 43%
0
33% . 36% .
13%
D&O Tax Non-travel Regulatory Research- Cost of Regulatory Marketing Trader
insurance examinations research registration related travel shadow examinations expenses compensation
expenses accounting
®m Hedge funds Investors
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Most important criteria to investors in
making investment decision

Hedge funds

What are the most important selection criteria
investors consider when selecting a manager?

Investors

What are the most important selection criteria you
consider when selecting a manager?

2% 71%
56%
50%
0
43% 45%
39%
517 27%
’ 24%
19%
12%
Long-term Hedge fund Clarity and Risk management Recent Transparency of
investment management consistency of policies and investment portfolio holdings
performance team investment oversight performance and performance
philosophy attribution
m Hedge funds Investors
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Rationale for loss of mandate

Hedge funds

When your firm loses a mandate, what is the most
frequent explanation an investor has given for not

investing?

Reasons not communicated by

Investors

When a fund has passed your initial screening
criteria, what has caused you to pass on investing

with that fund?

: 38% Concerns about risk 36%
investors ’ management policies ’
investment strategy presented 0
Recent poor performance Lack of independent board 31%
or administration
Size of fund Concerns about 26%
regulatory risk
Lack of clarity into investment Concerns about 26%
strategy personal history ?
Lack of transparency into Lack of clarity into 219
holdings and reporting investment strategy 0
Concern about risk Lack of transparency into 19%
management policies holdings and reporting
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Future landscape

Hedge funds Investors
What will be the biggest trends or developments What will be the biggest trends or developments

in the hedge fund industry over the next one to in the hedge fund industry over the next one to

two years? two years?
48%
36% 37%
29% 29%
0 0
24% 22%24 Yo
17% 17%17% 17%
14%
7%
Uncertain Consolidation Institutionali- Greater Improvedrisk  Challenge for Lower fees
impact of of fundsin the zation of transparency management  managers to
regulation industry industry provided capabilities find alpha
m Hedge funds Investors
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Ernst & Young
Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance, tax,
transaction and advisory services. Worldwide, our
152,000 people are united by our shared values and
an unwavering commitment to quality. We make a
difference by helping our people, our clients and our
wider communities achieve their potential.

Ernst & Young refers to the global organization of
member firms of Ernst & Young Global Limited, each
of which is a separate legal entity. Ermnst & Young
Global Limited, a UK company limited by guarantee,
does not provide services to clients. For more
information about our organization, please visit
Www.ey.com.

Ernst & Young is a leader in serving the global

fil ial services I

Nearly 35,000 Ernst & Young financial services
professionals around the world provide integrated
assurance, tax, transaction and advisory services to
our asset management, banking, capital markets and
insurance clients. In the Americas, Ernst & Young is
the only public accounting organization with a
separate business unit dedicated to the financial
services marketplace. Created in 2000, the Americas
Financial Services Office today includes more than
4,000 professionals at member firms in over 50
locations throughout the US, the Caribbean and
Latin America.

Ernst & Young professionals in our financial services
practices worldwide align with key global industry
groups, including Ernst & Young's Global Asset
Management Center, Global Banking & Capital
Markets Center, Global Insurance Center and Global
Private Equity Center, which act as hubs for sharing
industry-focused knowledge on current and emerging
trends and regulations in order to help our clients
address key issues. Our practitioners span many
disciplines and provide a well-rounded understanding
of business issues and challenges, as well as
integrated services to our clients.

With a global presence and industry-focused advice,
Ernst & Young's financial services professionals
provide high-quality assurance, tax, transaction and
advisory services, including operations, process
improvement, risk and technology, to financial services
companies worldwide.

It's how Ernst & Young makes a difference.
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This publication contains information in summary form
and is therefore intended for general guidance only. It
is not intended to be a substitute for detailed research
orthe exercise of professional judgment. Neither
Ernst & Young LLP nor any other member of the
global Ernst & Young organization can accept any
responsibility for loss occasioned to any person acting
or refraining from action as a result of any material in
this publication. On any specific matter, reference
should be made to the appropriate advisor.
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