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What are Hedge Funds?

Far from a homogenous asset class

Some hedge, and offer low volatility and correlation to
traditional asset classes

Others take levered, directional positions and have
very high volatility

Technically, they are private partnerships, frequently
characterized by their incentive fee structure
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Growth in Hedge Funds

Estimated Number of Hedge Funds 1990 - 3Q 2006
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Growth in Hedge Funds (conta,

Estimated Growth of Hedge Fund Assets 1990 - Present ($ in Millions)
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The Industry is Changing

. More diversified style exposures
. Consolidation

. Convergence
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Diversifying Hedge Fund Styles

Market Composition - 1990
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Diversifying Hedge Fund Styles (conta,

Market Composition - 2006
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Consolidation

The majority of new assets allocated to hedge
funds are from institutions, not individuals

Institutional investors have higher standards of
risk management and transparency

ENNISKNUPP




Consolidation (contd.)

The big are getting bigger!

“If hedge funds were a country, it would be the eighth biggest on the
planet,” Janet Bush, New Statesman

9,228 managers have over $1.3 trillion AUM

But the smallest 9,000 managers control only $200 billion!

Fifty managers control half of all hedge fund assets

Number of Minimum AUM Total
Managers AUM

29 $10 billion $484 billion

50 $7 billion $650 billion

240 $1 billion $1,198 billion

Source: Absolute Return Magazine, January 2007
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Why The Consolidation?

. Institutional investors are showing a clear
preference for “institutional quality” managers

. Institutional quality managers

— Have invested significant amounts in people, systems, and
risk management

— Have a reasonable level of transparency

— Have a large enough asset base to have proven the ability
to accept institutional levels of assets
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