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Overview

In previous Pregin hedge fund research reports (available

on our website) we found that institutional investors form on
average 44.8% of a hedge fund client base. The hedge fund
asset class has developed from a niche market primarily
dependent on commitments from high-net-worth individuals,

to a distinct alternative investment strategy that attracts a
significant portion of assets from sophisticated institutional
investors. We have found that 55% of hedge fund managers
have experienced a rise in the proportion of their investment
coming from the institutional sector over the past three years,
with only 14% experiencing a decrease. With many of the
recent redemptions affecting the industry coming from the
high-net-worth sector, hedge fund managers will increasingly be
looking for the more long-term support of institutional investors
in order to maintain their assets under management at targeted
levels.

This month’s research report is taken from our latest
publication, the 2009 Preqin Global Hedge Fund Investor
Review. In this we conducted a survey of institutional investors,
as well as analysing information from our online database, to
find out more about why institutional investors were investing
in hedge funds and their attitude to the asset class in 2009 and
beyond.

More information on the 2009 Preqin Global Hedge Fund
Investor Review can be found on page 6 of this report.
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Make-up of Institutional Investor Universe by Type

Pregin’s online database Hedge Investor Profiles currently
holds information and profiles for 2,023 institutional investors
worldwide who are either actively investing, or considering
investment in hedge funds. The three largest groups of
investors on the database are fund of hedge funds, public
pension funds and endowments, which make up 26.1%, 16.5%
and 15.2% respectively of the universe. Fig. 1 shows the
breakdown of different investors in the hedge fund institutional
investor universe.

Institutional Investors Attitudes to Hedge Fund Investing
To help analyse institutional investor’s attitudes to hedge funds

we sought to discover the main reasons why these investors
look to hedge funds.

Fig. 1: Make up of Universe of Institutional Investors in
Hedge Funds by Type
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Fig. 2 shows that the majority of institutional investors have
allocated capital to hedge funds in order to increase the
diversity of their portfolio and reduce the overall volatility of
their investments. Hedge funds are seen as an effective way

of reducing overall risk whilst in theory they should be able to
provide returns regardless of market conditions. A large number
of public pension funds cited this as the primary factor for
investing in hedge funds. As relatively conservative investors
with a number of liabilities, these institutions view diversification
for capital preservation purposes as a very important issue.

A total of 18% of all investors surveyed stated that the most
important factor for them investing in hedge funds was to
improve the overall risk/return makeup of their portfolio.
Similarly, 15% of all respondents stated that they invest in
hedge funds to increase the overall returns of the portfolio.

Future Capital Inflows to Hedge Funds from Institutional
Investors

As institutional investors have increased their hedge fund

allocations over a number of years, there is huge potential for
long term growth within the industry, although some allocations
are currently on hold. Fig. 3 shows that just over two thirds of
investors have an unfilled target allocation, indicating that the
institutional investor contribution to the asset class will continue
to grow. In addition, Preqin has identified 160 institutional
investors that are poised to make their first investments in
hedge funds in the next 12-18 months.

Institutional investors have generally been increasing their
allocations to hedge funds over the last few years. Some of
the largest groups of investors, both public and private pension
plans, have a much higher level of scrutiny when making
investments. Due to their liabilities these investors must carry
out very careful due diligence before any investments are
made and with the current scenario of hedge funds making
losses, it is not surprising that a number of pension plans have
put their investments on hold and are waiting to see how the
market develops in the next few months. Historically, pension
funds have looked to hedge funds to help meet their long-term
obligations but losses have led to the investment committees

Fig. 2: Primary Reasons for Investing in Hedge Funds
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Fig. 3: Institutional Investors Long-Term Plans for the Asset Class
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at some pension funds reviewing their allocation. An additional
problem facing public pension funds is that with the value of
their investment portfolios dropping, some pension funds have
now exceeded the percentage that their trustees permit them to
allocate to hedge funds as a result of this denominator effect.

In the current market conditions investors are more wary of
making new investments than ever before. It is therefore vital
that managers pay careful attention to the factors deemed as
most important by institutions when reviewing new managers
and proactively form relationships with institutional investors
today if they are to gain new investments in the future.

As it is becoming increasingly more difficult for hedge fund
managers to attract commitments, we looked at the most
important criteria for investors when selecting and reviewing
hedge fund, or fund of hedge funds managers. With the
development of the hedge fund industry, we have already seen
hedge fund managers having to change their service to attract
institutional investors. When high-net-worth investors made

up the majority of hedge fund investors, fund managers had

Fig. 4: Most Important Factors When Choosing a Hedge Fund Manager
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Future Capital Inflows

to provide a different kind of service due to the investors’ lack
of accountability and public profile. We have seen managers
increasingly tailor their products for the increasing number of
institutional investors and with the current market conditions, it
is likely we will increasingly see even more change with hedge
fund managers having to become ever more adaptable in fear
of potential redemptions and to encourage new investments.

The results of the survey highlight that the most important
factor for investors when choosing a new hedge fund manager
is the performance record of the firm. Investors will also look
at a manager’s historic performance, with the most successful
managers, with the largest assets under management and
internal infrastructure being most likely to be able to weather
the storm and attract more new investments in future.

Risk management is seen as a very important factor for
investors when selecting hedge fund managers. With

the uncertainty currently overshadowing the market, risk
management is taking on increasing significance. This factor is
also closely linked with the source of returns from the manager.
As institutional investors become more sophisticated, and with
the uncertain market conditions, they are looking at factors
such as the make-up of the fund manager’s portfolio to ensure
that returns are not overly dependent on particular conditions
or strategies. They are also looking for other information, such
as the prime broker that the manager uses. Some institutional
investors are also demanding external auditors from their hedge
fund managers in order to ensure accuracy and transparency.

The reputation of the hedge fund manager is another important
factor for investors. Investors tied this in closely with the quality
of the investment personnel at a firm. All investors saw this

as important. The majority of institutions that wanted to invest
with the largest, and most established hedge fund, and fund

of hedge funds managers, were public pension plans based
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in Europe and the US. As they have a higher level of public
scrutiny and accountability, an established track record is seen
as very important.

The quality of personnel is strongly linked with firm reputation
and those investors seeking well established firms. However,
some investors stated that they look for quality of personnel
at smaller, boutique firms. Some investors believe that the
best opportunities are in the more niche strategies and for
newer, relatively inexperienced firms with smaller assets under
management. Some of the most sophisticated investors we
spoke to highlighted this and commented that they look for
opportunities that fit in with these criteria. Some investors
cited the fees charged by the hedge fund manager as a very
important criterion when evaluating fund managers.

Conclusions

Many people believe that the hedge fund industry was
becoming saturated and too dependent on leverage to produce
returns. Hedge funds are designed to protect investors from
volatile markets, and provide returns completely uncorrelated to
market indexes. Although the returns of late have not lived up
to these expectations, as with any market cycle it is likely that
those managers and investors that weather the financial storm
will be presented with very attractive investment opportunities.

The number of hedge fund managers, which has been growing
substantially in recent years, is likely shrink in the next 6-12
months as the industry goes through a period of consolidation.
The expected level of reduction differs, with estimates of
between a third to two thirds of managers disappearing. Those
managers that have the most robust infrastructures and defined
investment strategies will be able to continue operations, but
will be faced with a different investment environment in which
they will be under increased pressure to reduce fees and will
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Conclusions

not be less able to rely on strategies dependent on borrowing
to drive returns. There will be hedge fund strategies that will
disappear and managers will be under more pressure to listen
to investors and negotiate fees for longer term commitments.
However, faced with cheap assets and rivals who will also be
able to take less investment risks, there will be a number of
very attractive investment opportunities and the potential for
huge returns. The hedge fund industry produced particularly
high returns in 1999, the year after Long Term Capital
Management’s demise, and 2009 could follow a similar path.

Through our research and analysis it is clear that a number of
institutional investors are delaying making new investments
with hedge fund managers, however, few are redeeming their
investments. As institutional investors have a longer term
investment horizon many still believe in the ability of hedge
funds to provide returns and a significant number have seen
hedge funds as some of the better performing aspects of
their portfolio. With this continued strong interest in the asset
class, and the greater stickability of their capital, we will see
institutional investors increasing their market share of the hedge
fund market.

Institutional investors are carefully tracking hedge fund
managers through these difficult current market conditions to
evaluate which funds have produced acceptable returns. Due to
the current financial climate there will undoubtedly be a number
of new opportunities for investors when more financial stability
returns. Institutional investors will look to conduct even more
thorough due diligence on their future investments and in order
to attract institutional capital, hedge fund managers need to act
today to form relationships with the vital institutional investors of
tomorrow.
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The 2009 Pregin Global Hedge Fund Investor Review:

The 2009 Preqin Global Hedge Fund Investor Review is the
ultimate guide to institutional investors in hedge funds, featuring
both profiles for 400 leading investors, plus comprehensive
analysis on this increasingly important sector of the market.

The 2009 Preqin Global Hedge Fund
Investor Review

Features of this 450 page publication include:

e Full profiles for 400 of the top institutional investors
in hedge funds worldwide, including pension plans,
endowments, family offices, foundations, insurance
companies, sovereign wealth funds, fund of funds and
more

Marketer

Atlantic-Pacific Capital
o s

. Profiles include full investment plans, fund preferences,
key direct contact information, financial information, plans h
for 2009

Endowments
Investing in Hedge

« Detailed analysis by type of investor, identifying key trends Funds
and attributes

e League tables of largest and most important institutions

¢ Information on investors in emerging managers

e Listings for prime brokers

e Listings for third party marketers

¢ Analysis on advisors

¢ Interviews and contributions from leading names in the
industry

For more information, including sample pages, an executive
summary, and information on ordering your copy, please visit:

www.preqgin.com/investorreview
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The newly released 2009 Preqin Global Hedge Fund Investor Review is the ultimate guide
to institutional investors in hedge funds, featuring both profiles for 400 leading investors,
plus comprehensive analysis on this increasingly important sector of the market. The 2009 Preqin Global Hedge Fund

Investor Review

Key Features Include:

* Full profiles for 400 of the top institutional investors worldwide, including full investment
plans, fund preferences, key direct contact information, financial information, plans for
2009

* Detailed analysis and league tables of largest and most important institutions and
advisors

* Information on investors in emerging managers www.predin.com/InvestorReview

* Listings for prime brokers and third party marketers

* Interviews and contributions from leading names in the industry

2009 Preqgin Hedge Fund Investor Review Order Form - Please complete and return via fax, email or post

| would like to purchase the 2009 Preqin Global Hedge Fund Investor Review:
|:| £395 + £10 Shipping D $795 + $40 Shipping |:| €495 + €25 Shipping

Additional Copies
|:| £95 + £5 Shipping EI $180 + $20 Shipping |:| €115 + €12 Shipping

(Shipping costs will not exceed a maximum of £15 / $60 / €37 per order when all shipped to same address. If
shipped to multiple addresses then full postage rates apply for additional copies)

Name:

Firm: Job Title:
Address:

City: Post / Zip Code: Country:

Telephone: Email:

PAYMENT OPTIONS:

I:I Cheque enclosed (please make cheque payable to ‘Preqin’) |:| Please invoice me

I:I Credit Card |:| Visa I:I Amex D Mastercard

Card Number: Expiration Date:

Name on Card:

Preqin - Scotia House, 33 Finsbury Square, London, EC2A 1BB
w: www.pregin.com / e: info@preqin.com / t: +44 (0)20 7065 5100 / f: +44 (0)87 0330 5892 or +1 440 445 9595
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About Pregin:

Preqgin provides information products and services to alternative
assets firms, fund of funds, investors, placement agents and
fund marketers, law firms, investment banks, advisors and
consultants across five main areas:

Fund performance
Fundraising

Investor profiles

Fund terms

Fund manager profiles

Our customers can access this market intelligence in four
different ways:

e Hard copy publications

¢ Online database services

e Consulting and research support
¢ Tailored data downloads
Approach:

Our services and products are used daily by thousands of
professionals from around the world. If you are in need of
information on the alternative assets industry then we can help.

Our information is drawn from as many sources as possible,
with our large teams of dedicated analysts working to ensure
that our research is far reaching, detailed and up to date.

A large proportion of our research and data is exclusive to
Preqgin, and is not available anywhere else.

If you want any further information, or would like to apply for a
no-obligation free trial to any of our products please contact us.

@preqin

rivate Futy » Sl Gatse « Hadge Finds » suchn

© 2008 Preqin Ltd. / www.pregin.com 8

Contact:
London:

Scotia House
33 Finsbury Square
London EC2A 1BB

Tel:  +44 (0)20 7065 5100
Fax  +44 (0)87 0330 5892

New York:

230 Park Avenue
10th Floor
New York
NY 10169

Fax: +1 212 808 3008
Tel: +1 440 445 9595

Email:
Web:

info@preqin.com
Www.preqin.com

More info: please email info@pregin.com

Press enquiries: please contact press@pregin.com



