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into private equity performance, investors and fundraising. Private Equity Spotlight combines information from
our online products Performance Analyst, Investor Intelligence & Funds in Market.
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Has the Credit Crunch Affected Private Equity
Fundraising? This monthis feature article examines whether
the credit crunch has affected investor appetite for the asset
class, and whether fundraising has been adversely affected
as a result.
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Has the Credit Crunch Affected Private Equity Fundraising?

Private Equity fundraising has gone from strength to strength
in recent years, with excellent distributions from existing
investments spurring investors into increasing their allocations,
and committing ever-higher levels of capital to the asset class
every year. New investors have been attracted to the asset class
at a strong pace, and with an excellent stock of new vehicles
on the road seeking capital at any one time there have been
plenty of opportunities for investors to choose from. However,
are conditions beginning to turn? Has the credit crunch affected
investor appetite for the asset class, and has fundraising been

adversely affected as a result?

$486bn. Thatis our latest !gure for total aggregate global
fundraising in 2006. At the beginning of this year we predicted
that 2007 would be a similarly successful year for the industry in
terms of fundraising fi distributions were excellent, private equity
funds were calling up capital at a healthy pace and there were

plenty of funds on the road seeking capital.

In terms of aggregate capital raised, Q1 2007 was another
successful quarter, with a total of $105bn being collected by funds
achieving a !nal close. However it was possible to discern a fairly
sizeable drop in the number of actual vehicles being raised when
compared to 2006 !gures, with only 148 vehicles achieving a
Inal close fi lower than during any quarter of 2006. An increase
in average fund size, mostly due to the continued popularity of
mega-buyout funds, was keeping fundraising at the same high
levels seen in 2006. At the same time however, the number of
vehicles on the road was 46% higher than at the beginning of
2006.

Q2 2007 saw aggregate commitments gathered by the global
private equity industry rise even further to $177bn; the highest
level of aggregate commitments ever garnered during one
quarter in the history of the industry. However, although this total
is easily higher than that of any quarter during 2006, the actual
number of vehicles closing was again relatively low, whilst the
number of vehicles on the road had again risen i there were now

1090 funds on the road seeking an aggregate $522bn.

During Q3 2007 the collapse of the sub-prime mortgage market,
and ensuing écredit crunchi has led to some commentators
claiming that private equity dealow, and as a result fundraising,

could be adversely affected.

Preqinis preliminary !gures of Q3 fundraising (which are still
subject to upwards review as more information comes in) indicate
that 136 funds achieved a !nal close in Q3 2007 raising $91bn
in aggregate commitments. This suggests that in the short term
the credit crunch has had an adverse effect on fundraising, with
quarterly fundraising at a two year low. Perhaps unsurprisingly
it is buyout funds that have seen the biggest drop in capital
commitments with only $31bn raised in Q3, less than half of the
$80bn experienced in the second quarter of the year. However,
these results have to be put into some perspective. $91bn is still
a very healthy amount of capital and only represents a slight
drop from recent quarterly fundraising !gures; such levels of
fundraising would have been virtually unthinkable as recently as
three years ago. It is also likely that as details for further funds
closed during Q3 continue to trickle in, that the total for Q3 will
rise to at least match that of earlier quarters over the past two

years.
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Quarterly Fundraising 2006 - Q3 2007
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Perhaps more concerning for managers raising funds is the fact
that the number of vehicles on the road has reached a higher
level than ever fi there are currently 1,195 funds on the road

seeking a staggering $619bn in aggregate target commitments.

The !gures for private equity fundraising in Q3 2007 provide us
with a number of clues as to what the effects of the credit crunch
might be for private equity fundraising, but perhaps the most
important conclusion to draw is that it is simply too early to be
able to make any bold predictions on the future of the fundraising
market in terms of how much capital is likely to be raised going

forward.

One thing that is certain however, is that fi independent of
the credit crunch - the balance between supply and demand
has shifted dramatically to the supply side, and with so many

managers on the road all trying to gather commitments for their

funds, it is likely that managers will Ind it increasingly challenging
to reach their original fundraising targets. Aside from the biggest
I'rms, and those that are able to draw entirely upon re-ups from
existing limited partners, it is going to become an increasingly

diftcult time for fund managers currently on the road.

This is not due to a decline in investor appetite for private equity.
On the contrary, a recent Private Equity Intelligence survey
undertaken for the recently published 2007 Limited Partner
Universe indicates that 72% of investors are actually intending to
increase their allocations to private equity, with only 5% looking

to decrease their current allocations in the medium to long term.

With the butter already being spread thinly, 'rms have already
had to change their original plans for fundraising to adapt to the
current market conditions. Some !'rms have lowered their initial

fundraising target, such as Beringea who recently lowered the

© 2007 Private Equity Intelligence Ltd. / www.pregin.com
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target for their Global Rights Fund Il from $250 million to $150
million. Another increasing trend is amongst 'rms pushing their
expected !nal close dates back by a few months; possibly to give
them an opportunity to I'nd more investors, and almost certainly
as a reaction to LPs who are waiting until current events in the
world credit markets have settled down before continuing with

their investment programs.

A signilcant 42% of funds currently on the road have held
an interim close on their latest fund, but are still on the road
gathering commitments to reach their targeted !nal close gure.
These funds have an aggregate target of $268bn, showing
just how much potential there is in the fundraising market. Two

likely scenarios are possible with such a large volume of funds

e ¥ T iy

in market that have already held an interim close, and both
hinge on the developments in the credit market and its affect
on investor attitudes. If current conditions continue or indeed
deteriorate then we may see a further increase in fund managers
cutting their fundraising short, and closing their funds below their
initial targets. It could also lead to more !'rms prolonging their
fundraising efforts past their original targets as commitments
become harder to come by fi a snowball effect in itself as this
could lead to a further increase in the overall number of funds in
market, leading to conditions becoming even tougher and more

competitive.

However, if the global credit markets improve then this could

bolster LPsi con!dence, and we could witness a mini-boom in

No. and Value of Funds in Market, 2005 - October 2007
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fundraising, with many of the !rms currently on interim closes
able to reach their targets and close within a relatively short
space of time. There are clearly too many funds on the road, and
a mini-boom in the number of funds closing could help to bring
this number down to a more manageable level where the supply

and demand levels become more balanced.

With so many funds currently on the road with an interim close,
the likelihood is that regardless of conditions in the credit market,
we are not going to witness a signilcant drop in fundraising in
terms of aggregate capital being raised and vehicles achieving
a Inal close i even if more managers are forced to close short
of target or take longer than originally estimated before having a

I'nal close on their vehicle. However, with so many funds currently

on the road, a mini-boom in fundraising is almost a necessity if
the supply-demand balance is to be brought into a more even

state.

Ifyou are currently raising a fund then having a focused strategy for
attracting LPs is more vital than ever. Private Equity Intelligenceis
online database Investor Intelligence is the most comprehensive
resource available today showing investors in private equity, with
over 3,700 investors on the database which are continuously
maintained by our team of over 15 analysts. For more information
on this, and our Fund Raising Support Service, where we will
identify and contact the best investors for your fund, please visit

www.preqgin.com, or contact us at +44(0)20 7822 8500.

© 2007 Private Equity Intelligence Ltd. / www.pregin.com
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2007 Real Estate Review:
Order Form

The 2007 Private Equity Real Estate Review is the leading source
of information on the private equity real estate industry, and is an
essential purchase for all real estate professionals.

7 Detailed analysis, data and listings for all aspects of the private
equity real estate industry.

T See vital information on investors, fundraising, 'rms, fund terms, @pregin
placement agents, fund performance and more.

For more information please visit:
realestate.preqgin.com

2007 Real Estate Review Order Form - Please complete and return via fax, email or post

| would like to purchase the 2007 Real Estate Review with the special 25% Pre-Publication Discount:
| ]£495+£10 Shipping | ] $995 +$40 Shipping [ | A725 + A25 Shipping

| would like to purchase the 2007 Real Estate Package (publication plus 12 monthis access to Real Estate Online)
[ ]£1,495 + £10 Shipping | ] $2,995 + $40 Shipping | | 42,245 + A25 Shipping  (Prices include 55% discount on full publication price)

Additional Copies

[ ]£95 + £10 Shipping [ ]$180 + $40 Shipping [ | A135 + A25 Shipping

(Shipping costs will not exceed a maximum of £15 / $60 / A37 per order)

Name:

Firm: Job Title:
Address:

City: Post / Zip Code: Country:

Telephone: Email:

PAYMENT OPTIONS:

|:| Cheque enclosed (please make cheque payable to éPrivate Equity Intelligence) |:| Please invoice me

|:| Credit Card |:| Visa |:| Amex |:| Mastercard

Card Number: Expiration Date:

Name on Card:

Private Equity Intelligence - Fleet House, 8 - 12 New Bridge Street, London, EC4V 6AL
w: www.pregin.com / e: inffo@pregin.com / t: +44 (0)20 7822 8500 / f: +44 (0)87 0330 5892 or +1 440 445 9595
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Performance Spotlight is your monthly update on Private Equity Performance. This month Spotlight looks at

the performance of the venture capital industry.

Some industry commentators and also venture

Venture Benchmark: Median Net IRR and its Quartiles

fund managers have recently claimed that the 60

traditional venture capital model is broken. It 50

has been suggested that venture capitalists are \
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unable to create suf''cient returns as a result of
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too much money chasing too few good deals, %
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with the current market conditions offering a poor
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exit environment. Although many are concerned

Net IRR (%) Since Inception

about the decline of the venture capital industry,
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performance data shows that the industry has 1995
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undergone a clear improvement for funds of the

most recent vintage years.

Vintage

Looking at the performance of venture funds by vintage year,
the intuence of the technology bubble on returns becomes
immediately obvious. Pre-crash, most venture funds were
generating good returns. This abruptly changed for the funds of
vintages 1998 to 2000, with over half of these funds still showing
negative IRRs today. More recent vintage years con"rm that the
venture industry has not only recovered from the technology
bubble but is also delivering good performance. The median IRRs
have steadily improved for each vintage year between 2000 to
2004, and top quartile IRRs have dramatically increased during
that period. Top quartile venture funds of vintage 2000 have IRRs
starting from only 5.7% but funds of vintage 2004 must now reach

IRRs of at least 17.4% to be ranked top quartile.

As with all private equity investments, there exists a large
spread of performance between the top venture funds and those
that have not generated such strong returns. The high returns
delivered by the current top quartile funds con'rm that there is
still a pro't to be made in venture capital, and that the industry

model is not broken.

The table below summarises the net performance of some of the
best performing venture funds of recent vintages fi showing that
venture capital funds are still able to achieve high returns in the

current environment.

Fund Vintage Fund Size Called Distr. (%) Value (%) Multiple Net IRR Date
(Mn) (%) DPI RVPI (X) (%) Reported
RFG Private Equity 1 2004 325 CAD 88.0 22.7 120.6 1.43 24.2 31-Mar-07
HealthpointCapital Partners | 2004 160 USD 92.0 50.4 89.0 1.39 22.2 31-Mar-07
PTV Sciences | 2004 66 USD 91.5 27.6 117.9 1.45 20.8 31-May-07
Thomas Weisel Healthcare Ventures 2003 122 USD 61.8 22.9 116.5 1.39 19.4 31-Mar-07
Technology Crossover Ventures V 2004 900 USD 80.0 18.0 122.1 1.40 16.7 31-May-07
© 2007 Private Equity Intelligence Ltd. / www.pregin.com 7 @- pf@Qlﬂ



Fundraising Spotlight- Overview
Global Fundraising Update - Q3 2007
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Fundraising slows in Q3 2007, with the $91 billion in aggregate capital raised by 136 new private equity funds
the lowest quarterly levels in two years.

$91 billion raised during Q3 2007 200 Quarterly Fundraising 2006 - Q3 2007

250
200
an aggregate $91 billion. This represents a signilcant decrease in 150

A total of 136 funds achieved a !nal close during Q3 2007, raising

terms of aggregate commitments from Q2 earlier in the year when | 190 1
50 -
a total of $177bn was raised by a total of 191 funds. However,

Q2 fundraising was the highest ever experienced by the private o © © © a a N
o o . A S L A )
equity industry, and $91bn is still a relatively healthy amount. As I g > o> > S é\é“
. . . . . Q*
further information on funds closed during Q3 continues to trickle N
B No. Funds Closed W Aggregate Capital Raised (Sbn) D

in, it is likely that the Inal 'gure may grow to at least match that

of aggregate commitments garnered during other quarters over No. and Value of Funds in Market, 2005 - October 2007
the past two years. More concerning is the drop in the number | 1400

of vehicles achieving a nal close. With a record 1,196 funds | 1200

currently seeking a combined $619 billion, sheer competitive noise | 1000

will make fundraising an increasingly challenging prospect in the zzg

coming months. 200 |

Fundraising in Q2 2007 by Fund Type 202 1 L

January 2005 January 2006 January 2007 October 2007

1 37 buyout funds raised an aggregate $31 billion during Q3 2007,

. . . . ® No. Funds on the Road HA te Target Value (Sb
with over 52% of the aggregate committed capital coming from ©- Funds onthe Foa geregate Target Value (Sbn)

Europe-focused funds, 45% from funds focused on the US and

just 3% from buyout funds targeting the Rest of the World. Q3 Fundraising by Fund Type

T 26 real estate funds raised an aggregate $19.5 billion in capital

commitments in the second quarter of 2007. This is still a high

level, but does represent a decrease of $10 billion on the total
raised in Q2 2007.

m No. Funds Raised

= Aggregate Value
(Smn)

T Venture funds had an excellent quarter, with 41 vehicles raising
an aggregate $19.2 billion in commitments. This represents
an increase of 56% from Q2 2007, and suggests that investor

enthusiasm for the fund type is growing.

T 5 Mezzanine funds raised an aggregate $1.2 billion during Q3
2007. Atotal of $9.5 billion has now been raised by the mezzanine 7 4 distressed debt and special situations funds achieved a !nal
sector so far in 2007. close during Q3 2007, raising an aggregate $6.6 billion.

© 2007 Private Equity Intelligence Ltd. / www.pregin.com 8 0 i
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Funds in Market

Global Fundraising Update - Q3 2007
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The number of funds on the road has continued
to grow, with 1,196 funds currently seeking
commitments - up from 1,090 last quarter and from
821 in Q3 2006. The level of aggregate capital being
sought has also risen, with Irms currently seeking
a combined $619 billion. This represents a 80%
increase from the $343 billion aggregate target at
Q3 2006, and a 15% increase from the target in Q2
2007 of $537 billion. The total fund target this quarter
of $618 billion is in"uenced by the presence of 19
funds with targets of over $5 billion, including the
emergence this quarter of Goldman Sachs new $20

billion GS Mezzanine Partners V fund which will be

targeting mezzanine investments in North America.
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Funds in Market by Region - Q3 2007
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Buyout funds continue to dominate the market with buyout 'rms having an aggregate target of $243 billion, one third of the total market.

The rise in aggregate target is accompanied by an increase in the overall number of buyout funds on the road with 226 funds now seeking

commitments. The US dominance in the buyout market continues, with 126 funds in the market focusing on the region. A total of 21% of

all buyout funds in market are focused on Asia and the Rest of the World, only slightly less than those funds focusing on Europe, which

account for 23%.

The third quarter of 2007 saw the number of venture

funds in market decrease in both number and

aggregate target. The current aggregate target for

venture funds is $81 billion, down from $87 billion

in Q2, with funds on the road also decreasing from

448 in Q2, to 424 in Q3. US focused venture funds

Funds in Market by Fund Type - Q3 2007
1400
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m Buyout W Real Estate m Infrastructure
M Venture (General)  m Distressed Debt ® Fund of Funds
m Secondaries m Natural Resources Mezzanine

continue to dominate the global market, with funds
focusing on the region seeking an aggregate $42
billion, compared with $18 billion for Europe and $20
billion to Asia and the Rest of the World.

© 2007 Private Equity Intelligence Ltd. / www.pregin.com
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Funds in Market
Global Fundraising Update - Q3 2007
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LARGEST BUYOUT FUNDS ON THE ROAD

£ b

Fund Manager Target Size (mn) GP Location
KKR Fund 2006 Kohlberg Kravis Roberts 16,625 USD us
Apollo Investment Fund VII Apollo Management 15,000 USD us
Carlyle Partners V Carlyle Group 15,000 USD us
Apax Europe VII Apax Partners 10,000 EUR Europe
KKR European Fund Il Kohlberg Kravis Roberts 8,000 EUR Europe
Bain Capital Fund X Bain Capital 10,000 USD us
Silver Lake Partners 11l Silver Lake 8,000 USD us
Thomas H Lee VI Thomas H Lee Partners 8,000 USD us
PAI Europe V PAI Partners 5,000 EUR Europe
Bridgepoint Euro Private Equity IV Bridgepoint 4,000 EUR Europe
LARGEST VENTURE FUNDS ON THE ROAD
Fund Manager Target Size (mn) GP Location
Fiber-To-The-Home Revolution Fund Lachman & Malik Capital 5,000 USD us
Cyrte Investments TMT Fund Delta Lloyd Group 1,500 EUR Europe
Pine Brook Road Partners | Pine Brook Road Partners 2,000 USD us
Technology Crossover Ventures VIl Technology Crossover Ventures 2,000 USD us
Bertelsmann Bertelsmann Capital Ventures 1,000 EUR Europe
Invention Development Fund | Intellectual Ventures 1,000 USD us
Sai Fu Growth Venture Capital Softbank Asia Infrastructure Fund Advisors 1,000 USD ROW
DIB Media & Telecommunications Fund (TMT) Dubai Islamic Bank 1,000 USD ROW
Patenterprise Energy Fund | Patenterprise 1,000 CHF Europe
Norgeslinvestor IV Norgeslinvestor 600 EUR Europe
LARGEST OTHER FUNDS ON THE ROAD
Fund Manager Fund Type Target Size (mn) GP Location
GS Mezzanine Partners V Goldman Sachs Private Equity Group Mezzanine 20,000 USD us
Warburg Pincus Private Equity X Warburg Pincus Balanced 12,000 USD us
Blackstone Real Estate Partners VI Blackstone Real Estate Group Real Estate 10,000 USD us
Oaktree Loan Fund Oaktree Capital Management Bridge Fund 5,000 USD us
Avenue Special Situations V Avenue Capital Group Distressed Debt 4,000 USD us
CB Richard Ellis Strategic Partners V CB Richard Ellis Investors Real Estate 4,000 USD us
Generali Global Private Equity AMB Generali Asset Managers Fund of Funds 2,700 EUR Europe
MHR Institutional Partners ll| MHR Fund Management Distressed Debt 3,500 USD us
OCM Opportunities Fund VII Oaktree Capital Management Distressed Debt 3,000 USD us
Tennenbaum Opportunities Fund V Tennenbaum Capital Partners Distressed Debt 3,000 USD us

© 2007 Private Equity Intelligence Ltd. / www.pregin.com 10
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Geographic Focus
Global Fundraising Update - Q3 2007
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In Q3 2007 US-focused fund raising activity experienced a signi!cant drop in terms of the aggregate value of funds raised in comparison
with Q2 2007. The levels of commitments raised were 51% lower than the previous quarter, falling from $100 billion to $49 billion in

Q3. Atotal of 71 US-focused funds were raised during Q3 2007, representing 54% of the total capital committed globally.

Over the same period European-focused funds raised an aggregate $22 billion in funding, with a total of 35 funds achieving a Inal

close. This represents close to a quarter of the total fundraising market for the period in question.

Funds focused on Asia and the Rest of the World have raised an aggregate $19 billion, which represents an increase of $2 billion from
Q2 2007. The number of funds achieving a !nal close has also increased from the previous quarter, with the 30 funds closed in Q3

2007 representing a 20% increase from earlier in the year.

us:
T Buyout 'rms were again the biggest source for private equity Number of Funds Raised by Regional Focus
commitments in Q3 2007, attracting 28% of the total capital | gg
committed. A total of 17 US-focused buyout funds raised over $13 | 70
billion, with Fortress Investment closing its !fth fund at $5 billion. ig
T Venture and distressed debt funds each accounted for around 40
16% of the total capital raised in Q3, with venture capital funds ;g
raising $7.7 billion, and distressed debt fund managers raising 10
$8 billion. 0
us Europe RoW
Europe: H Buyout H Venture ¥ Real Estate
T In Q3 2007 a total of 18 Europe-focused buyout funds had a = Other ® Fundof Funds = Distressed Debt

Inal close, raising an aggregate $16.3 billion - 72% of the total
European market. Carlyle Europe Partners Il was the largest

fund that was raised, holding a !nal close on A5.3 billion. The Aggregate Capital Raised by Regional Focus
60

fund received commitments from LPs such as AIG, AP-Fonden 2,

CalPERS and Equitrust. 30

40

T Funds of funds attracted 8% of total European-focused
30

commitments raising an aggregate $1.8 billion.
20

ROW 10
T Venture funds vehicles focusing on the rest of the world were the 0
most successful at attracting !'nancing, raising an aggregate $10 us Europe RoW
billion during Q3 2007. Citigroup International Growth Partnership :g‘t‘zz:’t :;T;::;ied Dbt :::LE::?EMS

was the largest venture fund closing in Q3 at $4.5 billion.

© 2007 Private Equity Intelligence Ltd. / www.pregin.com 11 @. prQ|ﬂ
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Investor Spotlight:

Investors in Hedge Funds
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This Month’s Investor Article: Investors in Hedge Funds Remain Positive

Over recent years the levels of institutional investor interest
in hedge fund vehicles has risen to previously unparalleled
levels, with institutional capital now accounting for 40% of all
commitments made to the hedge fund asset class. Traditionally
more reliant on commitments from high-net-worth individuals,
hedge fund managers are now having to adapt their products in

order to appeal to this increasingly vital source of capital.

The increase in the importance of the institutional investor to the

hedge fund asset class can be attributed to two main factors:

First is the intux of new investors that are making their initial
forays into hedge funds. In the Pregin Hedge survey of institutional
investors, we discovered that a signi''cant 35% of investors have
been investing in hedge funds for three years or less, with 19%
of all current institutional investors having only been active for a

year or less. (Fig. 1)

Fig. 1: How long have investors have been active
in the hedge fund asset class

M 3 years or less B 4-6years B 7+ years

Second is the trend of increasing allocations amongst existing
investors in hedge funds fi a trend that looks set to continue in
2008 and beyond. The current average allocation to hedge funds
stands at 12.5%, whilst the long term average target allocation
to hedge funds is 15%. With the estimated current aggregate
levels of institutional investment in hedge funds standing at $660
billion, this suggests that an extra $80-90bn could be pumped
into the industry from existing investors alone over the next

twelve months.

A good level of understanding of the needs and requirements of
these investors is essential in order for hedge fund managers to

attract new investors.

We analysed over 1,150 investors in hedge funds, questioning
them in order to reveal what it is that investors are looking for from
the hedge fund asset class in 2008 and beyond. In this monthis
Investor Spotlight we reveal a few of the most pertinent results
which can be seen in full along with a detailed examination of the
hedge fund institutional investor universe, and detailed pro"les
for over 750 of the most important investors in the asset class, in
our forthcoming publication The 2008 Pregin Hedge Institutional

Investor Directory.

One questions we put to LPs was with regards to their long
term plans towards their allocations to hedge funds, asking
whether they intended to increase their allocation, decrease their
exposure, or maintain current levels. The overall "ndings were
that investors are positive in their outlook on the asset class, and
the majority expect to increase their allocations. As shown by Fig.
2, no less than 68% of investors in North America, and 55% in

Europe surveyed expect to increase their allocations, compared

© 2007 Private Equity Intelligence Ltd. / www.pregin.com
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with just 4% and 2% respectively, . . . .
: P Y Fig. 2: Expected Change in Hedge Fund Allocation by Region
who expect their allocations to
decrease.
100%
. . 90% -
Public pension plans were
80% -
amongst the most optimistic of all 70% -
. I m Will Increase
the investor types. In total, 55% g 60% -
. . ) g = Will Remain the Sa
of the public pension plans said E 50% 7 T remen e same
. . ‘s g m will De
they were looking to increase 2 40% Hheeress
30% -
their allocation, 42% were looking 20% |
to maintain their current allocation 10% -
with only 3% were looking to 0% T 1
decrease their exposure to the North America Europe
market.
Fig. 3: Critical Factors Affecting Investorsi Hedge Fund Selection Criteria
Factors affecting manager selection
45
With the increased capital being committed 40 1
. T 35 A
to the hedge fund market from institutional
30 A
investors we looked to analyse the most
£ 25 4
important criteria for investors when they i 20 |
chose a hedge fund, or fund of hedge funds 15 1
manager. We asked investors for their top 10 -
3 factors and then calculated the results on 5
a points scoring basis. For the investoris 0 T . . . . T {
most important factor we would award 3 ahd-b & < & & f“ o
_ . ¢ ¢ $ ¢ o
points, 2 points for the next factor and then & @.;’PQ’ <° Q@G‘( 63.%‘? (5@&
& < & o
1 point for the third most important factor. Q@é\""" QE#- 5}@ & <«
o
These results can be seen in Fig. 3.

The results of our survey show that the most important factor that institutional investors are moving away from the traditional
for investors when choosing a new hedge fund manager is the markets into hedge fundsis an attempt to achieve strong returns,

performance record ofthe 'rm. One of the primary reasons uncorrelated to other investments in their portfolio. It is therefore
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of little surprise that performance record emerged as the most
important search criteria for investors seeking to maximise their

potential returns.

The hedge fund managers risk management is also seen as very
important and this can be linked with the source of the mangeris
returns. A prominent North American based fund of hedge fund
manager commented that funds that have withstood market
pressures due to excellent risk management frameworks have

helped restore clientis conldence.

The quality and experience of investment personnel is another
important factor for investors when considering investment. All
the different types of investors claimed that quality of personnel
was important, however, it was interesting to note those that this
was seen as especially important amongst a number of public

pension funds, a number of which also cited !rm reputation as

Fig. 4: How have hedge fund returns lived up to
investor expectations?

M Returns have matched
expectations

M Returns have exceeded
expectations

¥ Returns have fallen short of
expectations

1 '
an important factor. A Scandinavian pension plan commented
that, iSome of the risk parameters we take into account are 'rm

reputation and age of I'rm. One thing that is of utmost importance

is track-record and experience of the current personnel.t
Institutional Investor’s Hedge Fund Returns

Through our hedge fund investor survey we wanted to investigate
whether institutional investoris hedge fund returns were reaching
the levels they expected. As shown in Fig. 4 the majority of
investors claimed that their returns were either exceeding, or

matching their expectations.

In total 44% of the investors in the survey noted that the hedge fund
returns that they have received have matched their expectations.
A leading UK private pension plan noted that returns have
consistently been about 10% per annum for the past three years

from investments in 3 fund of hedge funds.

Some hedge fund returns have exceeded institutional investoris
expectations. A total of 32% of the investors in our survey
claimed this to be the case. Generally endowments, with more
sophisticated investment models and a tendency to invest
directly, therefore avoiding extra layers of fees, have achieved

returns that have exceeded their expectations.
Conclusions

Through our analysis we have uncovered a number of important
industry trends. The overall feeling from investors towards the
asset class remains positive. Although we have seen the market
experience turbulent conditions of late, this has not shaken
investor con!dence. There has been, and may continue to be a

slowdown in growth but our research points to the fact that the
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industry will continue to evolve and expand. Those managers that

These "ndings are taken from the forthcoming Preqin
have the best risk management practices will continue to fourish | Hedge Publication, The 2008 Pregin Hedge Institutional
and a number of fund managers may reallocate capital between | Investor Directory, which is packed with the latest trends
and statistics for the institutional investor universe, plus
full results of our survey, and full, detailed pro"les for
opportunities for investors to achieve high returns. Investors may | 750 of the most important investors in hedge funds

well look to conduct even more thorough due diligence on the worldwide.

underlying strategies. There will continue to be a number of

strategies used by the managers in their portfolio but institutional

investor appetite for hedge funds sees no signs of abating.
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Ohio Public Employees’ Retirement System’s Health Care
Plan has announced its maiden private equity target allocation.
The OPERS total investment portfolio is divided into three funds:
the Delned Benel!t Fund, the Delned Contribution Fund and
the Health Care Fund. The USD 73 billion de!ned bene!t plan
has a target allocation of 4% to private equity which the system
is aiming to achieve by 2009. The USD 12 billion health care
plan has a target of 5% of its total assets to private equity and
will actively seek potential investments in 2008. Its investment
consultant Mercer Investment Consulting recommended the new
allocation.

Sequoia Capital has severed its relationship with Yale University
Endowment due to the Universityis lack of interest in Sequoia
Capitalis later stage deals in China and Israel. It will now deny
Yale access to all future Sequoia funds. In the past few years,
Yale has declined to invest in some funds launched by Sequoia,
including a 2005 fund focused on Chinese companies. The
endowment I'nds investments in Asia appealing despite the risks
but it prefers to consider all opportunities in emerging markets
on a case-by-case basis, and as such has refused to agree to
commit to Sequoiais emerging markets funds.

Los Angeles Fire and Police Pension System is planning
to increase its allocation to buyout funds, whilst decreasing its
allocation to venture capital funds. Previously, the public pension
fund had allocated 60% to buyout funds and 25% to venture funds.
Now, the target for buyout vehicles has increased to 70%, whilst
the target for venture vehicles has decreased to 15%. LAFPPis
overall annual commitment target to private equity increased to
USD 450 million earlier in the year and involves an increase in
the number of partnerships backed per year to 10-20.

CAM Private Equity is embarking on a joint venture with Fairview
Capital Partners in an attempt to gain better access to venture
capital and growth capital funds in the US. CAM Private Equity
is initially looking to form relationships with US fund managers
and believes that by working closely with Fairview, this can be
achieved. However, it will not be raising a vehicle with the 'rm.

7 -

AED 12.4 billion Zabeel Investments has made a commitment to
Shefa Healthcare Fund, a buyout fund that is looking to raise USD
115 million to make Shariah-compliant investments of between
USD 3 million to USD 15 million in healthcare operations based
in the Middle East and Africa. Other limited partners in the fund
include International Finance Corporation (IFC) and Saudi
Healthcare Investment Company.

The Wellcome Trust, the UKis largest investor in private equity,
has made a commitment to Olympus Growth Fund V which held
its 'nal close on USD 1.53 billion. The Trust is an opportunistic
investor in private equity and will invest in a variety of different
fund types and has no preference regarding industry focus.

Macif is in the process of reviewing its asset allocation. The EUR
16 billion French insurance company is considering increasing
its target allocation to private equity and expects to invest EUR
100 million over the course of 2008. It is contemplating allocating
more of its capital towards fund of funds as it prefers this fund
type and also expanding its portfolio to include funds outside of
France, particularly in the rest of Europe. A decision is likely to be
made by the end of 2007.

Golding Capital Partners is raising its latest fund of funds.
Golding Mezzanine 1V is looking to raise EUR 300 million in
commitments and will mainly target mezzanine funds with a small
allocation to buyout and venture funds. It has already committed
or pre-committed EUR 70 million to both mezzanine and buyout
funds in Europe and the US, including Apax Europe VII, Thomas
H Lee VI and ICG European Fund 2006.

AP-Fonden 7 is looking to commit approximately 6% of total
assets under management to private equity funds of funds over
the course of the next twelve months. The pension fund will
either make these additional commitments through HarbourVest
Partners, Hamilton Lane, LGT Capital Partners or invest in new
funds. In Q3 2007 the pension fund increased its target allocation
to private equity from 4% to 7.25% following a strong return of
13.9% on its investments in private equity funds for the Irst six
months of the year.

Each month Spotlight provides a selection of the recent news on institutional investors in private equity.
More news and updates are available online for Investor Intelligence subscribers.
Contact us for more information - info@preqin.com
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