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Performance Update

Fund of Hedge Funds Indices July June YTD 2003 2002 2001
EDHEC Fund of Funds Index -0.51% 0.34% 1.40%  11.46%  1.25% -

VAN Global Fund of Funds Index -0.8% 0.5% | 1.48% @ 12.00% | 1.70% @ 4.50%
HFR FoHF Composite Index -0.53% | 0.25% | 1.07% | 11.59% | 1.02% | 2.80%
CISDM FoHF Diversified Median -0.33% @ 0.35% 1.64%  10.04% @ 0.65% 4.99%
CISDM FoHF Niche Median -0.09% - 0.40% 2.14% @ 10.62% 1.99% = 6.75%
InvestHedge Composite? - 0.20% | 1.83% 9.28% 1.99% | 5.42%
Altvest Fund of Funds -0.50% 0.38% @ 1.61% 11.12% 1.23% | 2.28%

1) Updated by the end of the month.

Industry News

Hedge fund inflows set another record in 274 quarter TASS
Hedge funds added US$43.3 billion in assets between April 1 and June 30, according to TASS
Research, besting the previous record of US$38.2 billion set in the first quarter of 2004. With the new
inflows, the estimated size of the hedge fund industry has grown to US$870 billion.

In particular, long/short equity managers have benefited, claiming the most asset growth in the second
quarter, US$13.5 billion. It was the largest single-strategy inflow ever recorded by the TASS Asset Flow
Report. Event driven funds pulled in nearly US$7.7 billion, and global macro funds saw inflows of
US$6.3 billion, both new inflow records. Convertible arbitrage inflows, at US$2.4 billion, were cut
almost in half from the first quarter. Despite being the worst-performing strategy in the second quarter
with a negative 10.06% return, managed futures still managed to see more than US$3.1 billion in
inflows

Hedge funds see slowdown in 2nd quarter inflows HFR
In April through June, total inflows into hedge funds slowed to $7.5 billion, down from an average
$21.2 billion put in during each of the four previous quarters, according to data from Hedge Fund
Research (HFR). Analysts at HFR estimate the hedge fund industry currently manages roughly $850
billion, more than double the assets managed four years ago.

Seven percent of UK pensions have invested in hedge funds

A new released study states about 7% of UK’s pension plans have invested with hedge fund managers.
A few years back, UK’s pension plans have little or no hedge fund portfolios. However, now that has
changed. According to the new survey conducted by the UK’s Department of Work and Pensions, a
total of 699 pension plans were polled; 7% of the respondents have invested with hedge fund
managers. While that number is still small it is nonetheless significant, considering that traditionally
pension plans in the UK have always had a conservative investment philosophy. The study also showed
that 28% of the respondents said they have considered alternative investments such as hedge funds

Pension dumps hedge fund search

Ilinois Teachers' Retirement System, Springfield, terminated a search for hedge funds of funds
managers to run $260 million. Earlier this year, the $31 billion system instructed consultant Callan
Associates to review candidates, but it did not select finalists or conduct interviews, because they
prefer to stand by the existing asset allocation that does not include hedge funds.
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European pension funds allocated EUR 8bn to hedge funds since beginning 2003
According to the results of European Pension & Investment News poll of nine mainstream investment
houses, asset managers have won almost EUR 8bn-worth of hedge fund money from their pension
fund clients since the beginning of 2003. The nine manage about EUR 22bn of hedge fund assets. The
findings are backed up by the results of Watson Wyatt’s July survey of the world’s 99 largest funds of
hedge funds, which reveals that fund of hedge fund managers’ assets under management increased by
more than $41bn last year.

Advisor/People News

Schneeweis named as Lyra’s head of research

Tom Schneeweis, long-time head of the University of Massachusetts' Center for the International
Study of Derivatives and Markets, has been named director of research at Lyra Capital LLC.

He will be responsible for overseeing the work of Lyra's research team, which includes six PhDs, and
for the company's investable hedge fund index products and its Starview fund-of-funds operation.
Schneeweis has been closely involved in the investable hedge fund products since their inception in
2001 under the Zurich Capital Markets brand. As well, several Lyra research analysts are linked to
Schneeweis, either as former students or former employees of his Schneeweis Partners consulting
firm, or both. Schneeweis will retain his academic responsibilities.

EIM Group appoints US CIO

William Bijesse was named chief investment officer of EIM’s U.S. operations. Mr. Bijesse was at
Boston-based consulting firm Cambridge Associates, where he managed and advised on more than
US$2 billion in assets, the majority of which were in hedge funds. As part of the new position, he will
sit on EIM’s global investment committee and as a partner will report directly to EIM Chairman and
Founder, Arpad Busson.

Mr. Bijesse will be responsible for investment strategy, asset allocation and manager selection
processes for the U.S. research team. He will also work closely with Eric Bissonnier, who is chief
investment officer for Europe and Asia.

Optima Fund Management and Bear Measurisk announce risk monitoring agreement
Optima Fund Management and Bear Measurisk LLC announced that they have signed a risk
monitoring agreement. Under the terms of the agreement, Bear Measurisk will provide Optima with
risk transparency and risk reporting and monitoring services using InterSight, Bear Measurisk's
flagship web-based risk monitoring solution.

Fresh start for old Charles Schmitt team

Ex-CSA executives Jennifer Carver and Brian MacDougall, who discovered and reported an alleged
scam to defraud investors by their former CEO, Charles Schmitt, have established a new company
from which they plan to re-launch their fund of hedge funds business.

Oria Capital is fully licensed with the Securities and Futures Commission in Hong Kong as an
investment advisor. Oria Capital will take over clean CSA funds and launch an Asian fund of hedge
funds.

Ravi Cheruvu joins PRS Group as risk manager

PRS Group announced that Mr. Ravi Cheruvu has joined the alternative investment team as Risk
Manager. Prior to joining PRS, he was the Risk Manager at Paramount Biocapital, a biotech long/short
equity hedge fund. Mr. Cheruvu will head PRS Group’s risk management effort for its fund of hedge
funds area as well as its convertible bond arbitrage program.
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Key Asset Management CIO resigns

Chief investment officer of London-based fund-of-funds manager Key Asset Management Jaakko
Karki has resigned.

Karki joined Key Asset Management as a consultant a year ago and was named chief investment office
after six months. The firm’s founder Morton Kielland was the de-facto CIO for 13 years and will return
to the position. Karki left to pursue other opportunities. This is the second senior hedge fund position
Karki has left in two years. He was previously head of fund research at International Asset
Management, another fund-of-funds, which he left after 13 months.

Abria hires CFO and Investment Head

Dominic Staniscia and Michael Doran have joined Abria Financial Group. Mr. Staniscia was
responsible for all investment finance operations at the US$57 billion Ontario Teachers’ Pension Plan
Board for the last seven years. As part of his role at the pension fund, he focused on operational due
diligence reviews of external managers including hedge fund managers. He initially will be supporting
the investment management process in overseeing the operational risk management program.

Mr. Doran joins Abria as senior vice president of investment management. Previously, Mr. Doran was
the director of University of Toronto Asset Management Corp., where he was in charge in all North
American equity investments, which included commodities and hedge funds.

Norhsield hires European marketer

Norshield Financial Group hired Candela Capital Ltd. to help market its fund of funds strategies to
European institutional investors.

Candela is a London-based placement agency for hedge funds and private equity funds. Peter Flynn,
who founded Candela in 2003, will head up the marketing effort on behalf of Norshield, according to a
statement from Norshield.

Product News

Mitsubishi to offer managed futures fund of funds

Mitsubishi Trust & Banking Corp plans to offer a managed futures fund of funds to Japanese corporate
pension funds. The fund, which could be launched by the third quarter, will be Japan's first such
product. The fund of funds will allocate to at least five trading advisor funds, and will be managed by
an internal unit of Mitsubishi Corp with expertise in commodity futures. The product, which will be
structured as an offshore investment trust, is targeted to grow to around ¥50 billion under
management.

Citigroup Alternative to offer $350m units in Hedge Fund

Citigroup Alternative Investments LLC registered to offer $350 million units of limited liability
company interests in the new Citigroup Alternative Investments Multi-Adviser Hedge Fund Portfolios
LLC. Multi-Strategy Series M seeks to realize a targeted annualized net return to members over any
three-to-five-year investment horizon equal to the return for that period of three-month U.S. Treasury
Bills plus 6%, with targeted annualized volatility as measured by standard deviation of less than 5.5%.
Multi-Strategy Series G seeks to realize a targeted annualized net return to members over any three-to-
five-year investment horizon equal to the return for that period of three-month U.S. Treasury Bills plus
8.5%, with targeted annualized volatility as measured by standard deviation of less than 7.5%.

Commerzbank to launch fund of hedge funds

COMINVEST, the asset management arm of Commerzbank AG, is preparing to launch a fund of hedge
funds for the German market. The fund will be developed via a partnership between COMINVEST,
New York-based PlusFunds Group, Inc. as the provider of a separate managed account platform and
Zurich-based active fund of fund manager Harcourt, as the advisor for manager selection and
allocation.
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Eden Rock launches finance fund

Eden Rock Capital Management in London launched its Eden Rock Finance Fund. The fund currently
has 12 underlying managers. The largest allocations are to factoring at 24%, commercial finance at
17.5%, CDOs at 17%, inventory at 10% and real estate at 9%. No more than 50% will be allocated to
managers with non-monthly liquidity, and aggregate underlying leverage will generally be kept below
100%. At the portfolio level, leverage of 1:1 will be applied.

Fees are 1/20 with a high-water mark, and the minimum investment is $500,000. The fund targets
annual returns of 15% from volatility of less than 5%.

Thames River Capital launch Thames River Hedge Ventures

Thames River Capital launches an innovative new fund of hedge funds, Thames River Hedge Ventures
Fund (TRHV), which has been established to provide backing to promising new hedge fund start ups.
Managed by Ken Kinsey-Quick, who has over 10 years experience in selecting and investing in new
hedge funds, TRHV offers investors the potential to benefit from the ‘new manager outperformance
phenomenon’ and also to participate in the strong revenues associated with successful and fast
growing hedge funds. TRHV expects to ‘seed’ up to five new hedge funds over the next 9-12 months
alongside Thames River Capital’s other fund of fund vehicles that allocate a proportion of their assets
to start ups. TRHV and Thames River fund of hedge funds, made their first investment on 2nd August,
seeding a new capital structure arbitrage fund, Iyber Capital Management, with US $25m.

Academic/Research

Efficient FOHF construction under downside risk measures Morton, Popova
The mean-variance approach to portfolio allocation has been the standard industry methodology for
fifty years. The approach is founded on the assumption of normal distributions and an objective
function of maximizing risk-adjusted return.

In this paper, the authors introduce a more general and flexible framework for asset allocation. Their
approach utilizes recent advances in stochastic programming and in modeling, and simulating
observations from, a multivariate distribution. The approach is able to recognize and use the
information embedded in the unusual return distributions of hedge funds. Importantly, the model
uses a utility function that explicitly recognizes benchmarks, allowing for a broad range of preferences
that are intuitively closer to the real objectives of investors.

Fund of hedge funds portfolio selection Davies, Kat, Lu
This paper incorporates investor preferences for return distributions’ higher moments into a
Polynomial Goal Programming (PGP) optimisation model. This allows them to solve for multiple
competing hedge fund allocation objectives within a mean-variance-skewness-kurtosis framework.
Their empirical analysis underlines the existence of significant differences in the return behaviour of
different hedge fund strategies. Irrespective of investor preferences, the PGP optimal portfolios
contain hardly any allocation to long/short equity, distressed securities, and emerging markets funds.
Equity market neutral and global macro funds on the other hand tend to receive very high allocations,
primarily due to their low co-variance, high co-skewness and low co-kurtosis properties. More
specifically, equity market neutral funds act as volatility and kurtosis reducers, while global macro
funds act as portfolio skewness enhancers. In PGP optimal portfolios of stocks, bonds, and hedge
funds, where equity exposure tends to be traded off for hedge fund exposure, we observe a similar
preference for equity market neutral and global macro funds.
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