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Performance Update

Fund of Hedge Funds Indices May April YTD 2003 2002 2001
EDHEC Fund of Funds Index -0.86% - -0.68% 1.54% 11.46% 1.25% -

VAN Global Fund of Funds Index -0.7% | -0.8% | 1.80% @ 12.00% | 1.70% @ 4.50%
HFR FoHF Composite Index -0.97%  -0.87% | 1.27% 11.59% 1.02% | 2.80%
CISDM FoHF Diversified Median -0.67% -0.32% @ 1.77% = 10.04% @ 0.65% @ 4.99%
CISDM FoHF Niche Median -0.43% : 0.11% = 4.15% @ 10.62%  1.99% = 6.75%
InvestHedge Composite? - -0.34 2.40% 9.28% 1.99% | 5.42%
Altvest Fund of Funds -0.8% | -0.65% 1.75% 11.12% 1.23% @ 2.28%

1) Updated by the end of the month.

Industry News

Hedge Funds could help solve the European Pension time bomb PWC
A new report compiled by PricewaterhouseCoopers concluded that hedge funds could play a vital role
in stabilizing the faltering European pension system by influencing European industry regulators. For
some time, European business leaders, politicians, policy makers and pension providers have been
discussing ways to avoid a crisis in Europe's pension system. The problem relates to the tendency for
many couples in Europe to have fewer children, compounded by the growing number of older age
populations. These factors may put pressure on the European Pension plans in the future, because
fewer workers are picking up the burden to support growing number of pensioners.

The PWC report said that hedge fund managers could play an important role in addressing these
matters. Hedge fund managers should seek active ways to consult with the European regulators, for
beneficial policies and solutions through upcoming regulatory laws, which are inevitable. Many more
European investors are getting interested in absolute return strategies of alternative investments, such
as hedge funds. Some European pension schemes have begun to adopt hedge fund strategies as part of
their investment philosophy, but their number is still small. No one knows for certain if hedge fund
investments alone could solve the potential pension plan problems looming in the European horizon.

World Wealth Report shows wealth of HNWT’s rose 7,7% Merrill Lynch, Capgemini
There were an estimated 7.7 million high-net-worth individuals in the world at the end of 2003, up
7.5% or a net 500’000 people compared with the previous year, according to the 2004 World Wealth
Report published today by Capgemini and Merrill Lynch. The total global wealth of these high-net-
worth individuals (HNWIs) climbed 7.7% to $28.8 trillion. HNWIs are people with financial assets of
at least U.S. $1million, excluding home real estate. The trend for continued increases in worldwide
wealth should stay intact, with the World Wealth Report predicting HNWI financial wealth to grow by
7% per annum and to exceed $4o0 trillion by 2008.

The ranks of HNWIs in the United States stood at 2°270’000 at the end of 2003, up 14% or a net
272’000 compared with the previous year. China, at 12%, and India, at 22%, also scored solid gains in
HNWTIs last year, while Europe, the Middle East and Latin America posted more modest increases.
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Record in flows in first quarter TASS
Hedge fund investors injected $38.2 billion in the asset class in the first quarter of 2004, a record
inflow that beats last year’s fourth quarter’s $26.8 billion, according to a Tremont TASS research
report. This marks the fourth consecutive quarterly record for industry inflows, according to the
research, which is based on mangers representing approximately $642.4 billion in assets.

For the third consecutive quarter, the strategies receiving the most inflows were equity-oriented
strategies, with long-short equity receiving $8.2 billion, event driven, receiving $6.9 billion, and global
macro, receiving $5.5 billion, according to the research. Tremont estimates the global industry’s asset
base at approximately $830 billion.

Ilinois pension fund reviews portfolio

The $16.5 billion pension plan for municipal employees in Illinois and its consultant, Mercer
Investment Consulting, plan to conduct an assets and liabilities study that will include a review of the
pension plan’s allocation to hedge funds. The review would presumably lead the pension system to
increase its allocation to hedge funds. Illinois Municipal Retirement currently has about $200 million,
or 1.2% of its assets under management, invested in mainly market neutral hedge fund products. The
investments are handled by three funds of hedge funds advisors: Mesirow Asset Management,
Grosvenor Capital Management and Harris Investment Management.

Three Firms Invest US$122 Million in RiskMetrics

RiskMetrics Group will use a US$122 million investment from three private equity firms to buy out the
last of its original seven investors.

The group of investors—Spectrum Equity Investors LP, Boston; General Atlantic Partners LLC,
Greenwich, Connecticut; and Technology Crossover Ventures, Palo Alto, California—now owns a
majority stake in RiskMetrics Group.

The firm now counts among its more than 600 clients nine of the 10 largest financial institutions and
more than half the world’s hedge funds and central banks.

Hedge fund start-up activity slows AisaHedge
The Asian hedge fund industry has seen a marked decline in the number of start-ups in the first half of
the year, reflecting concerns about stock market volatility and a shortage of new investment talent.

A new report by AsiaHedge suggests that many fund managers postponed the launch of their new
businesses. Start-up activity is seen as one of the most important barometers of the hedge fund sector.

Advisor/People News

CSA fraudster's dummy company scheme unveiled

Charles Schmitt, who is reportedly in the custody of Hong Kong police, is alleged to have been
defrauding investors in a fund of hedge funds managed by Charles Schmitt & Associates since the
establishment of the vehicle, the CSA Absolute Return Fund, in 2002. The alleged fraud was not picked
up by the firm's auditor, Ernst & Young, nor by its fund administrator, Bank of Bermuda (since
acquired by HSBC) - but by his own senior managers.

LJH adds Chief Operating Officer

LJH Global Investments, LLC announced that Robert G. Blabey III is the company’s new Chief
Operating Officer, beginning June 1, 2004.

Blabey most recently spent three years as the Chief Financial Officer and earlier as the Chief Operating
Officer of Revonet, Inc., a venture capital-backed managed service provider. Prior to joining Revonet,
Blabey served as a Managing Director of Trident Partners, an asset management company comprised
of a statistical arbitrage hedge fund and venture capital fund. He graduated from Hamilton College
and has passed his Series 7 and 63 examinations.
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CSFB/Tremont Investable Hedge Fund Index to exceed US$2 billion in assets

CSFB announced that products linked to the CSFB/Tremont Investable Hedge Fund Index will exceed
the US$2 billion mark on June 1st in total assets through the sale of index-linked products.

Investment vehicles tracking the CSFB/Tremont Investable Hedge Fund Index are now available
throughout Europe and Asia, and are distributed by CSFB.

Blackstone hires new CIO

Blackstone Alternative Asset Management, the hedge fund of hedge funds arm of New York-based
private equity and investment advisory firm The Blackstone Group, hired Bruce Amlicke as its new
chief investment officer. The hire is a new position.

Amlicke was CIO and managing director at UBS O’Connor’s Alternative Investment Solutions Group
before joining Blackstone, according to the release. Amlicke managed UBS’s fund of hedge funds
group, which included manager selection, risk control, asset allocation and portfolio management.

NewMarket Capital Partners hires new manager

NewMarket Capital Partners, a Philadelphia-based hedge fund advisory firm, hired Andre Boreas as a
senior investment manager. Boreas will manage the firm's $315 million fund of hedge funds with chief
investment officer Patricia Young.

Boreas was director of research at PFM Advisors, an investment consulting firm serving corporate and
public pension plans, endowments, foundations and Taft-Hartley plans. Prior to joining PFM
Advisors, Boreas was director of product operations at InvestorForce, a technology company serving
the institutional investment community, where he was responsible for product management of the
manager database.

Mellon Financial to Acquire Evaluation Associates Capital Markets

Pittsburgh-based Mellon Financial Corporation has signed a definitive agreement to acquire Norwalk,
Connecticut based fund of hedge funds firm Evaluation Associates Capital Markets (EACM).

The transaction, terms of which were not disclosed, is scheduled to close before the end of the third
quarter of 2004. EACM manages $2.7 billion in fund of hedge funds assets. EACM chairman and chief
executive Phillip Maisano, and its president, William Crerend, will continue to lead the firm, which will
become a Mellon subsidiary.

Product News

Pioneer becomes first overseas firm to gain approval to sell retail FOHF in Germany
Pioneer Investments announced that it has gained approval from the German regulator (BaFIN) to sell
a German domiciled fund of hedge funds product to the retail market. Authorisation was obtained on
13 May 2004, making Pioneer Investments the second FoHF provider to gain approval. The new
product will be launched on Monday the 24th of May in partnership with Hansainvest (the asset
management arm of insurance company Signal Iduna) acting as the German investment management
company.

Optima to launch Emerging Markets fund of hedge funds

The Optima Emerging Markets Fund’s portfolio will initially invest in eight to 10 underlying managers,
but is likely to increase to 15, and employs three strategies, including global emerging market, equity
fixed income and some currencies.

The fund of hedge funds will focus on all emerging markets, particularly Russia, India, China and
Brazil. The fund requires a $250,000 minimum investment and carries a 1% management fee and a
10% performance fee.
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Academic/Research
Evaluating hedge fund investments: The role of pure style indices Lhabitant

The goal in this paper is to suggest a new framework for analysing hedge funds and hedge fund
portfolios, both from a return and a risk perspective. The framework is designed so as to be consistent
not only with the tools of modern portfolio theory but also with constraints imposed by practical
implementation in a context where the presence of a variety of investment styles needs to be accounted
for. It combines the style analysis of Sharpe (1988), the use of pure hedge fund indices of Amenc and
Martellini (2002), and the factor push approach applied in stress testing and historical simulation. It is
easy to implement, has a high explanatory power, and is not restricted by some of the assumptions that
tie down traditional VaR approaches.

Fat Tail Risk in Portfolios of Hedge Funds and Traditional Investments RMF
This paper analyses the risk of portfolios mixing hedge funds, stocks and bonds. The risk of the
portfolios is quantified by the Value-at-Risk and the Expected Shortfall derived from the Extreme
Value Theory. This approach enables to take the impact of higher moments into account. They show
that the risk of a traditional portfolio is reduced by the inclusion of hedge funds. An optimal weight of
50% hedge funds is found when the traditional portfolio is mostly composed of bonds. In equity
dominated portfolios, investors should incorporate as much hedge funds as possible. Furthermore
they examine the extremal dependence between funds of hedge funds and stocks or bonds using
multivariate Extreme Value Theory. They do not find any significant extremal dependence between
hedge funds and bonds. The evidence is more mixed between stocks and funds of hedge funds. Funds
of hedge funds without a significant investment in Managed Futures exhibit significant dependence in
the extreme with the stock market. The August 1998 event linked to the Russian crisis and the LTCM
failure is the cause of this dependence.

Fund Selection and Optimal Allocations Alexander, Dimitriu
With institutional investors increasingly involved in alternative investments, portfolio optimisation
within a large universe of hedge funds has become a key area for research. This paper develops a
portfolio construction model that is specifically designed for funds of hedge funds, incorporating
specific controls for operational limitations, data biases and incompleteness. Absolute performance is
targeted by selecting funds according to their alpha estimated with factor models. Whilst different
factor models provide quite different estimates of a hedge fund's alpha, we can still use the ranking
produced by them in the fund selection process. In an extensive out-of-sample historical analysis,
funds of funds that are selected in this way and then allocated using constrained minimum variance
optimisation are shown to perform much better than the equally weighted portfolio of all funds, or
minimum variance portfolios of randomly selected funds. This is true even when hedge funds are
selected according to their alphas produced by simple factor models. The best out-of-sample
performance is obtained, out of the four factor models considered in this analysis, with the statistical
factor model.
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