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How Hedge Funds Can Grow Assets

in Today's Tough Environment
By Stan Altshuller

According to feedback from our readers, today’s greatest challenge facing hedge funds is growth,
and for some managers it’s even more fundamental: simply staying in business.

For multiple reasons, most hedge fund managers find the current environment extremely difficult
for raising capital. From conversations with clients on both sides of the equation (asset owners and
managers), we’ve found four main obstacles to growing assets. Let’s dissect each one and explore

ways to overcome these hurdles.
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Overcome Performance Headwinds

First, the elephant in the room: Hedge funds
haven’t kept up with the broad markets and have
lower alpha and higher beta today than twenty
years ago. The last eight years were especially
challenging, even on a risk-adjusted basis. Be-
low, two charts show the alpha and correlation
of the HFRI Equity Hedge Index to the S&P 500
on a five-year rolling basis.

learn why they hired hedge funds in the first
place. Tune into their needs in that first meeting
in order to learn about them and get a second
meeting.

Zero in on allocators whose goals line up nice-
ly with your strategy, and don’t spend much time
with the others. For instance, if the prospect’s
goal is to diversify their predominantly equity
holdings, and you’re an equity manager, their
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Even if you’ve performed well in the past, there’s
no doubt the industry’s backdrop looms over
your prospects. When large allocators divest
from hedge funds, this is usually why. Unfortu-
nately, by divesting from the entire segment,
allocators lose good managers along with the
mediocre. However, not everyone is divesting,
despite what headlines would have you be-
lieve. Dispersion of returns between best- and
worst-performing hedge funds is still very wide.
Some of our allocator clients are in fact in-
creasing their investment to hedged strategies,
judging the bull cycle long in the tooth.

We humbly propose that to win business

today, you must listen to your prospects and
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business isn’t worth your while. If, on the other
hand, you’re a relative-value credit manager with
low correlation to the prospect’s book, you can
bypass the return side of the conversation and
focus on reducing risk for the client.

Understanding the investor is key, and they’ll
appreciate your time spent considering their
needs. You’ll become a partner in finding a good
solution, versus someone simply selling a prod-
uct. This changes the tone of the meeting and
differentiates you from those who pitch regard-
less of fit.
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FIG 1 - ROLLING ALPHA/CORRELATION - 5Y (S&P 500)
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FIG 2 - NUMBER OF GLOBAL HEDGE FUNDS
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Source: HFR

Differentiate Yourself Among
Record Number of Hedge Funds

Large allocators are inundated with managers
pitching their funds through email, phone calls,
and events. The total number of hedge funds in
operation has tripled in twenty years, and there
are a record number of managers to keep track
of and many more opening shop at a rapid pace.
How do you differentiate your offering from the
thousands of others competing for the same in-
vestment dollars? Our hedge fund clients who’ve
achieved this goal usually follow the below steps
in presenting their firm to prospects.
Build a compelling narrative—simplify your
message, and clearly communicate why your
business exists. You're telling a story, not
listing off facts from a bio.
Show, don’t tell—add color to your narrative
with one or two illustrations that reinforce
your main point.
Don’t try to do too much—assume the pros-
pects will only remember one thing from your
presentation. What do you want it to be?
Focus on repeatable skill—investors want you
to perform on their dollar. Show them how

you’ll do that in one clear slide.

Demonstrate that you invest in your process
and improve over time—investors are more
sophisticated and in tune with the changing
economic landscape than ever. More effective
presentations make it clear that the manager
has built an adaptive machine vs. a static
investment process at the mercy of shifting
winds.

Beat the Size Bias

Most new capital is allocated to the biggest man-
agers. Investors, especially larger ones, want
institutional processes in place, and many man-
agers simply won’t get there. If you’re a smaller
manager, weed out the prospects where this is a
nonstarter, and focus your efforts on those that
can be swayed. Then, examine the reasons inves-
tors wind up going to the brand names.

In reality, most allocators are conflicted re-
garding asset size. They understand the benefits
of investing in smaller managers—namely, they
have higher performance (on average), their
incentives are more aligned, and they more often
offer favorable terms like liquidity, transparen-
cy, and fees. But from what we’ve seen, these
benefits don’t help the smaller manager raise
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capital because of the higher risk associated
with smaller managers.

Investors are drawn to larger managers mostly
to avoid this risk. Will your business operations
be able to handle growth? What about your
investment process? Will it survive a change in
market regime? Do you have a plan to adopt if
you raised capital? How “institutionalized” is
your business from the investment process to
operations and providers? The best you can do is
make the investors comfortable on these fronts
and move on.

However, there’s another, more difficult to ad-
dress reason investors go with larger managers.
There’s safety in numbers, and large managers
guarantee many peers by the investor’s side.
Although investors rarely state that outright, we
believe it accounts for some of the discrepancy
between interest and actual investor cash flow.

Turn Negative Perception on its Head

There’s a sense among the broad investment
community that hedge fund managers operate
under an air of mystery and don’t justify their
fees. You can see it in the media, the commen-
tary sections of news stories, and even coming
from some hedge fund managers themselves.

To combat this perception, treat your inves-
tors like partners. Show them flexibility on fees
in exchange for a longer lock-up or some other
trade-off that’s less important to them. Investors
want to feel that the manager is working with
them to come to a common solution. Display
your aligned interests by investing a significant
portion of your own capital into the fund. This is
a big one with many investors, and a show-stop-
per for some.

Another important attribute is transparency.
Investing is an act of trust, and trust works both

ways. If you don’t trust an investor to properly

handle the details to your portfolio, why should
they trust you with their capital? Our allocator
clients want to feel like their managers are truly
their partners. This can be a great source of
differentiation, since four out of five managers
don’t provide position-level transparency to their
investors.

As partners, investors want to know that you
have their best interests in mind. This means giv-
ing them a call when things don’t go as planned,
not only to inform them of good news. When an
analyst leaves, or when there is a bout of unex-
pected volatility in a fund, reaching out first goes

a long way. Especially in this tough environment.
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ABOUT THE NOVUS PLATFORM™

ALL YOUR ANALYTICS IN ONE PLACE.

The Novus Platform™ is the world's most advanced portfolio analytics and intelligence platform designed to help
institutional investors consistently generate higher returns. The platform is used by the top hedge funds, fund of
funds, pensions plans, sovereign wealth funds and endowments around the world to analyze risk, performance and
attribution and conduct portfolio research across aggregated and historical data sets. Portfolio managers, investor
relations teams and operations teams use the Novus Platform in different ways, but ultimately to generate more
alpha, analyze and manage their risks, report to their investors and become more efficient with resources.

Novus automates the data management side of investing.
Our team actively manages all exposure reports, monthly
performance updates, balances & transactions, quarterly
letters, position level extracts and more on a historical and
forward going basis. Novus scrubs the data, normalizes it so
it can be interpreted across investments, and produces clean
historical datasets for your ready consumption.

By centralizing disparate sets of data in one place, investors
can easily view their firm-level, portfolio-level and fund-level
exposures, performance & attribution, risk analytics and
positions data without the hassle of building complex systems
to track their investments. Investors can graduate from tangled
excel spreadsheets and internal models that need to be
constantly maintained. Focus on what matters most - research,
due diligence and analytics.

Novus’ performance & attribution tools let investors easily
measure and compare all of their managers individually, side-
by-side and from a top-level aggregated view across the entire
portfolio. Investors can focus on where their managers are
generating alpha and what strategies are working best in their
portfolios. Using advanced peer-analytics tools, investors can
also compare their manager’s performance against a universe
of hedge funds that employ similar strategies in order to get
an unbiased understanding of how their existing managers
compare against peers.

CONTACT SALES@NOVUS.COM TO LEARN MORE

With a data infrastructure that incorporates exposures,
securities, positions and P&L, investors can quickly analyze

key risk statistics at the fund, portfolio and firm level across an
entire portfolio - all with just a few clicks. Investors can view
their risk exposure by asset-class, sector and geography or
even compare manager’s side-by-side to better understand the
portfolios risk contributors.

Novus reports put a wealth of information at your fingertips.
The platform’s reporting tools support robust analysis and
research that allow users to build insightful reports for both
internal and external consumption. Whether you’re looking

for a simple 1-pager for your weekly meetings, a more
comprehensive report for portfolio reviews or something
in-between to send to your investors, the Novus Platform’s
reporting tool lets you quickly and easily create manager-level,
portfolio-level or firm-level reports.

- Exposure Reports

- Performance & Portfolio Attribution Reports
- Risk Reports

- Peer Comparison Reports
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Disclaimer

Confidentiality Notice: This electronic mail transmission is confidential
and may be privileged and is intended only for the review of the party

to whom it is addressed. If you have received this transmission in error,
please immediately return it to the sender. Unintended transmission shall
not constitute waiver of the attorney-client or any other privilege.

Novus is not a registered investment manager, investment advisor, broker
dealer or other regulated entity. Past performance of the funds or securi-
ties discussed herein should not and cannot be viewed as an indicator of
future performance. The performance results of persons investing in any
fund or security will differ for a variety of reasons.

This paper provides general information only. Neither the information
nor any opinion expressed constitutes an offer or an invitation to make
an offer, to buy or sell any securities or any other financial instrument.
This report is not intended to provide personal investment advice and it
does not take into account the specific investment objectives, financial
situation, tax profile and needs of any specific person. Investors should
seek financial and tax advice regarding the appropriateness of investing
in financial instruments.

Any decision to purchase or subscribe for securities or funds described
in this report must be based solely on existing public information on such
security or fund, or the information contained in the prospectus or other
offering document issued in connection with such offering, and not on
this report.

Securities and other financial instruments discussed in this report are not
recommended, offered or sold by Novus. Investments involve numerous
risks, including, among others, market risk, counter-party default risk
and liquidity risk, and investors should be prepared to lose their entire
principal amount. No security, financial instrument or derivative is
suitable for all investors.

NOVUS PARTNERS, INC.
200 PARK AVENUE

NEW YORK, NEW YORK 10166
212-586-3030 WWW.NOVUS.COmM

This report is prepared for the use of Novus clients and may not be
redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of Novus. Any
unauthorized use or disclosure is prohibited. Receipt and review of this
report constitutes your agreement not to redistribute, retransmit, or
disclose to others the contents, opinions, conclusion, or information
contained in this report without first obtaining expressed permission from
an authorized officer of Novus.

The reportis based on public information. Facts and views presented in
this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of Novus. Novus has
established information barriers between certain business groups. Novus
does not disclose certain client relationships.

This report has been prepared independently of any issuer of securities or
the funds mentioned herein and not in connection with any proposed
offering of securities or as agent of any such party. Novus, any of its affili-
ates or their employees does not have any authority whatsoever to make
any representation or warranty on behalf of such persons.

The information herein (other than disclosure information relating to
Novus and its affiliates) was obtained from various sources and we do
not guarantee its accuracy. This report may contain links to third-party
websites. Novus is not responsible for the content of any third-party
website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this report and is
not incorporated by reference into this report. Access to any third-party
website is at your own risk, and you should always review the terms and
privacy policies at third-party websites before submitting any personal
information to them. Novus is not responsible for such terms and privacy
policies and expressly disclaims any liability for them.

Neither Novus nor any officer or employee of Novus accepts any liability
whatsoever for any direct, indirect or consequential damages or losses

arising from any use of this report or its contents.

Copyright 2016 Novus Partners, Inc.. All rights reserved.
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