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greater transparency and information about the funds inwhich
they invest, the coming regulation of the industry will highlight
this need. The widely expected and probably inevitahle
requlation is likely to centre heavily on reparting and clarity
around justwhat 3 hedoe fund is doing and how it is doing it. L
The general consensus seems to be thatthese are all things
itvestars should know hefare investing and have a right to maonitor.

The mismatch of liguidity offered to investars with the actual assets of many portfolios has left
hehind a residue of concern. Itis unlikel funds will ke in a position to acguire the kind of
leverage they had access to in the recent past; at the same time investors will be much
keenerto checkthat assets and redemption terms match. Fund managers have a lotto gain
frarm being clear about the kind of liguidity they can offer and at the same time need to plan for
the possibility of clustered redemption requests. Preparation for the worst-case scenaria
seems 1o he one ofthe lessons coming out of the financial crisis.

While none ofthis is new, the constant repeating ofthese two main issues seems to indicate
that the industry is listening and taking on board not just the concerns of investors but the
tone ofthe regulatory frarmework inwhich they are likely to work in future.

Mick Swift, Abbey Capital

In this new climate hedge funds must provide investors with greater control over how their
money is being managed. Ligquidity and transparency are now the key facets of investing. In
2008 there was a mismatch between liguidity conditions provided by hedge funds and the
liguidity of the underlying markets they invested in. This led to the imposition of lock-ups and
gates. Throughout this period the managed futures industry did not impose any extraordinany
withdrawal restrictions as managed futures remained open for business. The use of
managed accounts provides visibility of underlying positions but impotantly also allows
hetter cash management and asset administration. The importance of this became clearin
2008, From a FoHF's perspective, the use of managed accounts provides liguidity and
transparency. Where itis feasible and practical, managed accounts might be the only
acceptable structure for FoHF s inthe future. It may no longer be acceptable for underlving
hedge fund managers trading in liquid instrurments to refuse a managed account.



Eob Park, FINCAD

Building and maintaining investor confidence is mission critical. Funds with investment
management infrastructure that include a robust risk management governance framework
are poised to recover faster than those without. At the heart of this is the need for better
transparency in derivatives valuations and stronger internal risk, compliance and aodit
functions for eatly detection of errars. Robust and timely models that provide risk
measurement with greater transparency inta the methodaologies and assumptions used ta
calculate the value of derivatives are needed to improve accuracy inwvaluations, stress testing,
and scenario analysis. Coinciding with this will he a greater emphasis on multiple
independent valuations and verification. Hedge funds not equipped with the in-house
resources to conduct these independent valuations should be looking to third-party solution
providers to obtain unbiased pricing or benchmarking of their financial instruments.

Rohin Jolnson, Beersheils

The answer is simple: transparency and disclosure. Itis vital that hedge funds do not get
requlated out of existence or become so restricted in their activities that regulation in effect
distarts the market. Hedge funds have an important place within the financial community bot
the bad apples have had a dispropoionate effect on the positive contribution that the hedoe
fund industry is making ta the markets. Hedge funds have gotto acceptthat transparency and
disclosure will mitigate the need for regulation. While some funds argue their imvestors da
not require more disclosure and transparency, the truth is the investars are no langer the key
people to satisfy. Regulators' focus on hedge funds is unprecedented; there is also greater
focus on the investors and whether they have conflicts of interests or fully understand the
products and investments the funds are making. Increased pressare on fund managers from
their ultimate imvestors to understand activities fully requires hedoe funds to make a higoer
breadth of disclosure and transparency.

Christopher Jones, Mishcon de Reya

The mostimportant lesson to be learned is to carefully think through your structure when
launching a fund. Farinstance, da naot affer manthiy redemptions ifyou are investing in
potentially illiquid assets. You have to look atthe warst-case scenario and then structure
accordingly. It is a matter of risk assessment. Make sure your drafting to cover redemption
suspensions and gates works, Do not always go for the cheap and easy aption of having
administrator-nominated "professional” directors onyour fund or feeder hoard; they may be
less robust and more likely to think about shod-term interests and minimising risk for
themseles if a crisis hits. Try and set up with mare than ane prime broker; this strenogthens
wour negotiating position on important issues such as rehypothecation and reduces
counterparty insalvency risk. If 2 scenario seems so unlikely it is not worth assessing, think
again. Another main lesson is the unthinkahle does happen, so vou need to have a plan for it

Thomas Weber, LGT Capital Partners

The crisis showed that in times of credit crunches the ahility to leverage one's balance sheet
by using assets to gain additional finance disappears very quickly. There is no doubtthe
risks associated with such leverage were underestimated by many managers who were then
forced to reduce the size of their halance sheets at the behest of their bankers at highly
inopportune times when markets were at their most volatile. This can be further illustrated by
wehiat happened in Asia where capital markets were weaker and more volatile than in the west
wet, because most hedoe fund managers emploved less leverage than theirwestern
counterparts, far fewer funds failed to survive and drawdowns swere, in general, more sober.
Therefore, the most important lesson learned was not to rely on cheap securities finance
opportunities as away of enhancing returns. However, that is the same lesson that should
hawe been learned in previous credit crises (such a5 1994 and 1998), so ane must hope that
it has heen heeded maore strongly this time.



Colin Berthoud, youDevise

Cne ofthe biggestlessons that hedge funds can learn from the financial crisis is to stay
flexible and seek awide variety of advice. Determining which investments will perform well
has proven to be an even mare difficult task than ever. Very few manaders were successiul at
making big, instinctive bets an their own. However, most of the hedge funds that use
resources for idea generation beat their regional indices lastyear. Being able to pull your next
investment from a wide variety of idea contributors provides hedoe funds the flexibility they
need to profit in a wolatile market. This strategy works well because unlike traditional sell-side
research, ideas are based on how the market is likely to value a stock near terrm - not a year
frarm now. The average life span of a trade idea is 23 days. As the market continues to
challenge the keenest of hedoe funds, a need always arises for good investment advice.
Faying for performance serves as a powerful tool for hedge funds, encouraging their brokers
to develop ideas that wark in the hunt for alpha.

Ken Heinz, Hedge Fund Research

The mostimportant lesson is the bhenefits of structural transparency. Transparency, like
requlation, will not protect investors from market l[osses. Butwith its broad expansion and
wider acceptance through separately managed accounts which use independent third-party
security pricing, independent risk monitaring and anaktics and service providers that satisfy
cettain threshold credibility requirements, structural risks are greatly mitigated. This does not
alleviate the risks associated with real asset price fluctuation but provides some assurance
that performance will be a function of the risks that investors have chosen to take and not a
function of risks ofwhich they are unaware. Mitigation of svstemic risk in financial markets
has a number of pillars which merit consideration, but through the financial crisis and
industry consolidation over the last twao yvears, transparency has become the institutional
standard for hedge fund investment and the industry has evolved to better serve investars in
the next stage of growth.

Graham Miller, Marketcetera

Az the new market takes shape, hedoe funds will no longer hawve the lugury of investing
heavily in inflexible proprietany systems, narwill they have the time or resources to build
custom trading platforms themselves. Scalability and efficiency are paramount and
companies shauld loak far flexible, manageable solutions that do not swallow internal
resources with maintenance, integration and implementation headaches. They should focus
on finding otherways to do husiness like open source and haosted solutions to help manage
costs and improve cantrol in this new and heavily regulated environment. With fewer
resources baoth in human and non-human capital, trading platfiorms should free up internal
resources and enahle traders to focus on trading strategies, not business logistics. The
higuest lesson to learn is to shitt the focus from proprietary [T infrastructure spending and
look towards open solutions and other technologies that minimise impact on [T staff and
hudgets and provide competitive advantage and a hetter return on investment.

Peter Heaps, Carne Glebal Financial Senices (Cayiman)

Froper aversight, transparency, liquidity management, independence and a robust
infrastructure are key aspects that hedge funds need to incorparate. In atherwards, 'good
corparate governance'. All hedge funds should adoptthese principles. One need only laok at
regulated investment funds, such as the EU Ucits Il to see what management principles are
inherent in those funds. As a matter of regulation, there is responsibility and accountability for
decision making, investment performance, caompliance, risk, financial control, capital, internal
audit and supemision of delegates. These principles are prescribed in the interests of
investar protection. Those persons with the respaonsibility for acting in investors' best
interests, typically a hedge fund's directors, should take these matters into account in
conducting their management oversight and discharging their fiduciary responsibilities.
Investors need reassurance that a fund will do exactly what it says on the tin.



