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Performance Update

Fund of Hedge Funds Indices June May YTD 2003 2002 = 2001
EDHEC Fund of Funds Index 0.45%  -0.82% : 2.04% - 11.46% 1.25% -

VAN Global Fund of Funds Index 0.7% -0.7% | 2.50% | 12.00% | 1.70% @ 4.50%
HFR FoHF Composite Index 0.24% | -0.87% @ 1.61% 11.59% | 1.02% | 2.80%
CISDM FoHF Diversified Median 0.35% -0.67% @ 1.96%  10.04% @ 0.65% 4.99%
CISDM FoHF Niche Median 0.40% -0.42% 2.55% @ 10.62% = 1.99% @ 6.75%
InvestHedge Composite? - -0.85% | 1.53% 9.28% 1.99% | 5.42%
Altvest Fund of Funds 0.39% | -0.8% @ 2.13% 11.12% 1.23% @ 2.28%

1) Updated by the end of the month.

Industry News

Few UK pensions invest in hedge funds

Despite government recommendations stemming from concerns that U.K. pension funds were
restricting asset classes they considered for investment, only a minority of pension schemes have
invested in hedge funds, according to a report by the U.K. Department of Work and Pensions.

The study, aimed at assessing the extent to which pension schemes had changed their practices, found
that although 27% of the 6,699 pension funds polled considered including hedge funds in the last two
years, only 7% actually included them, according to the report.

The report found a similar behaviour regarding private equity investing, as 22% of the polled pensions
considered including private equity funds, but only 6% of the polled pensions did. The reasons
pensions cited for excluding hedge funds and private equity funds included risk and lack of
understanding.

Over 70% of institutional investors likely to use fund of hedge funds Mellon
According to a poll by Mellon Global Investments over 70% of institutional investors are looking to
appoint fund of hedge fund managers in order to gain exposure to alternative investment strategies.
This informal poll was carried out at Mellon's 2004 institutional investment symposium in London.
The poll, conducted amongst over 100 institutional investors, consultants and other professionals
attending the symposium, was designed to gauge institutional investor reaction to hedge fund
products. The results indicate that currently only 34.4% of those taking part have any exposure to
hedge funds. The rest, it appears, need a greater understanding of alternative strategies before they
will commit. Also cited was the need for improved transparency on underlying holdings from hedge
fund managers. According to the poll, institutional investors and consultants are keen on exposure to
hedge funds to diversify portfolios and ensure low correlation with traditional asset classes, the
majority looking at between 5-20% allocation. However, fees and regulation are concerns they share.

Hedge funds break new ground with 3F funds

First came hedge funds, then funds of hedge funds, and now a new product is on the rise which could
coax even risk-averse investors onto the hedge fund bandwagon -- so-called 3F or funds of funds of
hedge funds. These funds, designed to further reduce the risks associated with hedge fund investing,
are still in their infancy. Very few of them are known to exist, but private banks are looking into
developing them and many more could be launched soon, industry experts say.
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Financial Stability Forum to investigate hedge funds

The Financial Stability Forum will review in September systemic risks to the global financial system
caused by increasing leverage of hedge funds. The review has been ordered following regulator and
hedge fund manager concern that, although the hedge funds are keeping their gearing relatively low,
the underlying investors, especially funds of hedge funds, are also borrowing money in an effort to
boost returns. This double gearing is leading to grave concerns among the experts because it is at a
vulnerable period as market volatility and the interest rate cycle is turning and fund managers have
little certainty about where their alpha, or risk-adjusted returns, will come from.

Ontario Teachers could add to hedge fund allocation

Long considered leaders in investment management, officials at the $56.2 billion Ontario Teachers’
Pension Plan are considering adding as much as $300 million to the plan’s hedge fund portfolio.
Ontario Teachers’ currently has about $3.5 billion in hedge fund strategies with about 130 managers.

55% of hedge fund investors increase allocation, 88% met or exceeded expectations

The Hennessee Hedge Fund Advisory Group announced the results for its Seventh Annual Hennessee
Hedge Fund Investor Survey. The Survey results indicate that hedge funds met or exceeded
expectations for 88% of hedge fund investors. This, in addition to the 34% growth in industry assets
from $592 billion to $795 billion, indicates hedge funds are growing in use for portfolio diversification
and downside risk protection. The 34% growth is the hedge fund industry's largest dollar increase and
third largest percent increase. 62% of endowments that invest in hedge funds expect to increase their
hedge fund allocation.

New KPMG and CREATE study says hedge funds have become a global phenomenon

A new joint study conducted by KPMG LLP and CREATE concluded that global investment managers
are increasingly adopting hedge fund investment strategies. However, the authors of the new research
said that it remains unclear if managers are simply seeking alpha for the short term or if this trend
may be continuing for quite some time. The study surveyed a total of 300 investment managers.

Funds of funds maintain popularity Watson Wyatt
In the 12 months to December 2003, some $40 billion flowed into 30 funds of hedge funds, whose
individual assets under management ranged from more than $20 billion to over $500 million,
according to London-based consultant Watson Wyatt.

The greatest source of these assets was institutions such as central banks, supranationals or
governments, followed by 21% and 22% from high-net-worth individuals in Europe and North
America, respectively, and 20% from insurance companies in Asia.

Advisor/People News

Credit Suisse pulls $2.7bn from Man

Credit Suisse Private Bank has withdrawn $2.7bn from Man Group, the world’s largest hedge fund
company. The private bank had invested $3.2bn of clients’ money with RMF, the fund of hedge funds
business Man acquired in 2002, under a contract that expired on June 30. It has reinvested just
$500m with RMF. According to a spokeswoman of Credit Suisse the assets will not be switched out of
hedge funds, but they will be managed internally.

Batten family funds trusted in the hands of Handy

Frank Batten Sr., the billionaire founder of the Weather Channel, invested more than 10% or $176
million of the Batten family trusts fortune earlier this year in the Investure Opportunity Fund LP, a
partnership formed by Alice Handy, former chief investment officer at the University of Virginia.
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Charles Schmitt Fund put in liquidation

PricewaterhouseCoopers was appointed as provisional liquidator for the CSA Absolute Return Fund,
after it was suspended and its manager, Charles Schmitt, charged by Hong Kong police with stealing
nearly a million dollars from the fund. Schmitt, chief investment officer of Hong Kong-based Charles
Schmitt & Associates Ltd, was charged with stealing $930,000 from the fund. A Hong Kong high court
ordered the fund placed into provisional liquidation June 21.

SYZ expands hedge fund investment team

Geneva-based 3A Alternative Asset Advisors, a US$1.2 billion fund of funds business that is part of
Swiss banking group SYZ & Co., hired Michael Curry as senior analyst. He will work on hedge fund
selection and monitoring and report to Chief Investment Officer David Palmans. Previously, Mr.
Curry was at Spyre Asset Management, a subsidiary of Abbey National. There he worked as risk
manager and more recently as senior investment analyst with responsibility for performing fund due
diligence.

KE Absolute appoints Tony Smith as COO

Asia’s specialist hedge fund service provider KE Absolute announces the appointment of Tony Smith
as Chief Operating Officer. Smith will be responsible for enhancing the Firm’s operational
infrastructure as well as driving several new initiatives as KE Absolute expands its suite of services for
the Asian hedge fund industry. Smith joins from Sofaer Capital, where he was Global Chief Financial
Officer. He has over a decade’s experience in administering, operating and developing hedge funds and
hedge fund services in Hong Kong, Bermuda and the United Kingdom. Prior to Sofaer, Smith worked
at the Bank of Bermuda, Hemisphere Management and several large accountancy firms.

American Express hires head of European Institutional Sales

American Express announced that it has hired Jonathan Hulbert as fund of hedge funds Marketing
Manager for European institutional clients, a new position. Hulbert is based in Geneva, Switzerland,
and reports to Sam Perruchoud, Chief Investment Officer of American Express fund of hedge funds.
He is responsible for leading the effort to build sales of these products to European institutions.

Abbey Capital appoints new Chief Operating Officer

Abbey Capital Limited, the Dublin based alternative asset manager, hired Peter van Dessel as a new
Chief Operating Officer. Peter will take responsibility for operations and business development at
Abbey Capital, and will also play a key role in marketing and strategic development.

Peter joins Abbey Capital from the West LB Covered Bond Bank where he was Managing Director and
responsible for the set up phase of the bank since 2001. He has spent the last 20 years in Banking and
Investment, specifically in Treasury and Debt Capital Markets. From 1998 to 2001 he was Head of
Treasury at West LB Ireland. Prior to joining West LB. Peter worked as Head of Trading at BNP
Paribas Dublin and in a senior proprietary role at Bank of Ireland Group Treasury both in New York
and Dublin.

Product News

Certificates based on hedge fund indexes to trade on Swiss Exchange

Swiss private bank Union Bancaire Privée has teamed up with German-based Dresdner Bank and
Hedge Fund Research Inc., Chicago, to introduce into the Swiss market a set of certificates linked to
HFR investable hedge fund indexes. These new instruments will be fully tradable on the Swiss
Exchange. If trading does develop, it would offer daily liquidity, a condition almost never found in
direct hedge fund investments.
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Swiss firm offers currency product

Delman SA in Geneva will launch a fund of currency funds on August 1 with $20 million. DMF Forex
fund of funds will invest only in "pure FX hedge funds," which themselves are invested up to 95% in
G1o0 currencies, with the remaining 5% in emerging markets currencies.

At launch, the fund will invest in approximately a dozen funds based in the US, the UK and continental
Europe. The Caymans fund, which will offer monthly liquidity, will have dollar, sterling, Swiss franc
and euro share classes, all passively hedged. It will target an annual compound return of 13-15%, with
volatility of 5-7%. The minimum investment is $50,000 or equivalent, and the fee structure is 2/10.

PrimFund Diversified: Access to top-quality specialist funds of hedge funds

Zurich-based Primores AG launched of PrimFund Diversified Segregated Portfolio, a fund consisting
of leading specialists in the fund of hedge funds universe.

Established as a Cayman Islands segregated portfolio company, the fund offers institutions and high
net worth investors access to a selected portfolio of specialist funds of hedge funds. The Fund offers
separate USD and CHF currency-hedged tranches.

Designed to produce annualized growth in the low teens and bond-like volatility, the Fund offers an
outstanding opportunity for the discerning investor who wishes to attain superior risk-adjusted
returns. The Fund is a unique blend of a wide range of investment strategies executed through selected
funds of hedge funds, each having a strategic and sustainable edge. The costs are 0.25% management
and 5% performance fee.

Academic/Research

The effect of the proposed swap regulations on the hedge fund Biondo, Rosier
The proposed swap regulations present significant tax issues for the hedge fund industry. In this
article, the authors address the complexities of the proposed swap regulations, provide suggestions for
minimizing their impact, and examine the potential effect of the proposed regulations on offshore
funds and tax-exempt investors.

Are 'Market Neutral' Hedge Funds Really Market Neutral? Patton, LSE
One can consider the concept of market neutrality as having "breadth" and "depth": "breadth" reflects
the number of market risks to which the hedge fund is neutral, while "depth" reflects the
"completeness” of the neutrality of the fund to market risks. They focus on market neutrality depth,
and propose five different neutrality concepts for hedge funds. "Mean neutrality” nests the standard
correlation-based definition of neutrality. "Variance neutrality”, "Value-at-Risk neutrality" and "tail
neutrality” all relate to the neutrality of the risk of the hedge fund to market risks. Finally, "complete
neutrality” corresponds to independence of the fund to market risks. They suggest statistical tests for
each neutrality concept, and apply the tests to a combined database of monthly "market neutral" hedge
fund returns from the HFR and TASS hedge fund databases. Patton finds that between one-quarter
and one-third of these funds exhibit some significant exposure to market risk.
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