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In summary

e A combination of positive performance and marginal net
inflows saw industry assets grow over the year by just over

$243bn. From a growth perspective, multi-strategy funds were
the big winners, benefitting from a combination of significant

net inflows as well as strong performance.

e The hedge fund industry continued its positive run of

performance through 2021, finishing up 7.6%, having returned

over 9% the previous year.

e Performance dispersion between the top and bottom decile

performing segments of the hedge fund universe fell sharply in
2021, however, current dispersion remains elevated relative to

the 2012-2020 period.

e The best performing strategies were event (+12.1%), multi-
strategy (+11.4%), long biased (+10.8%), and credit (+9%).

e Coordinated activity by retail investors in January led to
extreme levels of volatility in the equity long/short space.

However, diversification contained the damage, ensuring that

contagion from elevated equity long/short volatility did not

spread across the whole hedge fund space, with strategies such

as event, long biased, credit, arbitrage and macro sailing
through January relatively unscathed.

e Overall hedge funds performed well in 2021 with the HF
composite return comfortably above its 5yr CAR (6.59%)

*HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index.
All figures and charts use asset weighted returns unless otherwise stated. All Hedge
Fund data is sourced from Aurum Hedge Fund Data Engine.

For definitions on how the Strategies and Sub-Strategies are defined please refer to
https://www.aurum.com/hedge-fund-strategy-definitions/ , and for information on
index methodology, weighting and composition please refer to
https://www.aurum.com/aurum-strategy-engine
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2021 overview

Going into 2021, there was a sense of optimism linked to the vaccine rollout. Unfortunately, we have not been able to
shake off the spectre of COVID-19, with the virus continuing to extract a heavy human toll as well as the persistent negative
impact on economies and global markets. Since the initial onset of the pandemic, the WHO has identified multiple
‘variants of concern’. Market volatility rose in May as the Delta variant became more widespread, posing a threat to the
continuing economic recovery. Then towards the end of the year in November, the Omicron variant's emergence led to a
fall in equities.

However, there was some optimism and a sharp reversal in fortunes as it was suggested that Omicron may be milder
compared to previous strains. In addition, vaccination and booster program rollouts combined with advances in antiviral
drug treatments give some hope that COVID-19's negative influence will continue to diminish.

January saw Joe Biden sworn in as US President, while Donald Trump became the first US President to be impeached twice.
Runoff elections in the US on 5™ January in Georgia saw control of the Senate handed to the Democrats. A $1.9 trillion
stimulus package announcement on 14™ January providing a significant boost for risk assets. This also contributed to rising
inflationary pressures — which we discuss below - a theme that has persisted throughout the year.

A $1.9 trillion stimulus package announcement on 14" January provided a
significant boost for risk assets. This also contributed to rising inflationary
pressures — a theme that has persisted throughout the year

At the end of January the focus shifted towards the impact of coordinated activity by retail investors in a number of stocks.
The ‘Reddit’ retail investor-led phenomenon led to a massive short-squeeze and a period of hedge fund deleveraging,
which led to significant losses across the industry. The week of 25" January saw the largest US single stock de-grossing on
record’, with a number of prime brokers reporting the worst monthly alpha they had ever observed. The first week of
February saw a sharp ‘snap-back’ and outsized positive alpha; this manifested in significant P&L volatility for a number of
hedge fund managers in equity strategies.

Regarding the situation with China, there was unrest in Hong Kong and international condemnation of the subsequent
crackdown. Tensions between the US and China continued throughout the year. This included tit-for-tat allegations of
hacking, the imposition of new SEC audit standards rules on foreign firms, and concerns over security and intellectual
property. This has increased uncertainty around cross-border corporate transactions where regulatory approval is
required, particularly in the tech and semiconductor space.

Within China, there was a regulatory clampdown on tech, education, gaming, commodity pricing, and the Internet as well
as a ban on cryptocurrency mining. There was a liquidity crisis at Evergrande - a Chinese property developer on the brink
of default. China’s regulator’s focus on capital adequacy rules led to liquidity issues across the China real estate sector,
with further defaults and fall-out expected. All of these factors had ramifications for pricing and introduced heightened
volatility across those sectors.

Quantitative easing and stimulus packages rolled out to combat the negative economic effects of COVID-19 during the
downturn have had inflationary ramifications, particularly as economies have reopened. In the US and Europe, a number
of key inflation metrics continued to rise though the year? By November, inflation was reported to be at 40-year highs,
driven by energy and food prices, increasing pressure on central banks.

We expect continuted uncertainty to lead to greater volatility across rates and FX,
particularly impacting macro and fixed income relative value strategies

Towards the end of the year, the US Federal Reserve changed its narrative, indicating that financial conditions are too
loose and no longer in line with inflation and economic growth expectations. At the 30" of November meeting, Powell
dropped the word ‘transitory’ completely, hinting that tapering may occur at a faster pace than previously expected. At the
15" of December Fed meeting, a majority of Federal Open Market Committee members projected three rate hikes in 2022.
This is in contrast to Europe, where Christine Lagarde, largely downplayed a rate hike scenario in 2022. We expect more

1 Source: Goldman Sachs Prime Content (1° February 2021)

2 pcE inflation figures hit 4%, the US CPI reached just under 7% year-on-year in November while in Europe the HICP was just under 5%, relative to a negative
print the previous year (Source: Bloomberg)
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uncertainty to lead to greater volatility across rates and FX, particularly impacting macro and fixed income relative value
strategies.

Afinal word in this overview relates to digital assets. There has been a dramatic rise in the participation by institutional
investors in this sector, not just in allocation or trading cryptocurrencies, but also in other areas such as NFTs (non-
fungible tokens). We have witnessed a number of large managers updating their offering documents and structures, such
that they will be able to participate in this area, which is growing at an exponential rate.

Markets review

To put hedge fund industry performance in context it is helpful to recall what happened in major markets across the year.
Global equities continued their strong performance from the previous year, supported by the continued rollout of the
global COVID-19 vaccination programs as well as the announcement of several major stimulus packages.

Volatility levels were also impacted as rising bond yields and inflationary concerns weighed on investor sentiment. Bond
yields rose globally, with the exception of Germany, where the 10y bond remains in negative territory. From a performance
perspective, global bonds?® had a torrid Q1, losing nearly 5%, before recovering some of the loss in Q2 and then fading in
the second half of the year to finish down 5.6%.

Global bonds had a torrid Q1, losing nearly 5%, before recovering some of the loss
in Q2 and then fading in the second half of the year to finish down 5.6%.

Global equity markets* exhibited exceptionally strong performance in H1 2021, up 11.7%. Volatility was higher in H2,
although performance was still positive, finishing up over 16% for the year. The US markets outperformed, although
performance was still very strong in Europe and to a lesser extent in the UK. Asian markets generally underperformed, with
China down on the year while Hong Kong struggled in particular. EM markets were also negative on the year.

Global equity markets exhibited exceptionally strong performance in H1 2021, up
11.7%. Volatility was higher in H2, although performance was still positive, finishing
up over 16% for the year

The ‘reflation trade’ has been particularly strong in the commodity sector, with energy (natural gas, oil) and softs (corn,
sugar) performing exceptionally well and helping drive strong returns from a number of hedge funds able to capture those
moves. On the flip side, precious metals (gold and silver) were down on the year, irrespective of increasing inflationary
concerns.

Credit performance was mixed. Lower grade (CCC) performed well, while some higher grade credits underperformed. EM
credit was down for the year. In currencies there has been some volatility. The US dollar finished up for the year, with
particularly strong appreciation vs the Japanese yen and euro.

3 s&P Global Developed Aggregate Ex Collateralized Bond (USD)
4 s&p Global BMI
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Hedge fund industry performance review

Asset growth

A combination of positive performance and marginal net inflows saw industry assets grow over the year by just over
$243bn. From a growth perspective, multi-strategy funds were the big winners, benefiting from a combination of
significant net inflows as well as strong performance. Quant strategies, in spite of producing a solid return saw almost
all the performance offset by investor outflows, a likely consequence of multiple previous years of poor performance.

Headline performance

The hedge fund industry continued its positive run of performance through 2021, finishing up 7.6%, having returned over
9% the previous year. Most master strategies and sub-strategies had a reasonable year, supported by a tail wind of
accommodative global monetary and fiscal policy. The exception was the macro strategy, who was the stand-out
underperformer of the year.

Dispersion

In contrast to 2020, which was a story of a dramatic spike in hedge fund performance dispersion, 2021 saw dispersion
between the top and bottom performing segments of the hedge fund universe tighten sharply. However, dispersion still
remains at what would have been the ‘high-end’ of the 2012-2020 range as the chart below clearly illustrates.
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Strategy performance

The best performing strategies were event (+12.1%), multi-strategy (+11.4%), long biased (+10.8%), and credit (+9.0%). All of
these strategies’ performance (except multi-strategy) figures were heavily skewed towards positive performance produced
in the first half of the year.

Multi-strategy funds had the most consistent returns and also outperformed in H2, with particular stand out performance
in September and November, both of which were negative months for the hedge fund industry (-0.3% and -1.3%) and also
where both equities and bonds sold off.

Quantitative strategies ended their dismal run of performance (+8.6%); they did particularly well in December driven by the
risk premia and quant EMN sub-strategies.

Macro funds were the clear underperformers in 2021, down 20bps after a particularly challenging second half of the year,
with many funds wrong-footed by rate moves in October and November.

Equity long/short (+4%) also underperformed relative to other strategies and longer-term averages. This
underperformance is also surprising given continuing appreciation of equity markets.

Credit's performance was strong relative to its 5 year CAR (compound annual return) (+5.1%).

AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. 4
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NET RETURN OF MASTER STRATEGIES (1 YR)

Net Performance’ Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 12M
Event 160% 2.05% 069% 0.45% -053% 123% 0.74% 1.21%W I12.12%
Multi-Strategy 036% 1.48% 027% 022% 034% 098% 227% 0.15% 055%  1.12% I 11.35%
Long biased 0.86%- 154% 097%  0.25% 1,31%- 217% -178%  1.97% |10.76%
Credit 070% 121% 1.02% 073% 0.18% 0.49% 054% 037% 0.52% l 9.04%
Quant 167% 226% 109% -021% 101% 044% 0.07% 1.08%%- W858%
Arbitrage 1.86% -059% 0.15% 024% -025% -0.10% 0.88% 0.44% 052% 0.21% l 4.45%
Equity L/S -2.02% -0.69%  272% -025% 141% -0.64% 126% -093% 237% -0.20% l 3.92%
Macro 010% 035%  0.71% 0.69% -074% -079% 057% 0.01% -0.20%
HF Composite* -0.23% 0.59% 0.66% 0.54% -0.01% 0.90% -0.27% |7.56%
iBonds** -1.08% 0.49% -0.39%- -0.50% -0.26% -0.48% -0.23% ‘-5.59%
]Equities*** -0.21% 133% 1.04% 0.32% 2.35% -2.90% 3.79% is.oz%

Alpha generated returns

A general observation that has been made in previous reviews is that those strategies that traditionally have exhibited a
higher beta to equities or other risk-assets, have typically been the best performers since the March 2020 lows. 2021 saw a
continuation of this theme to a point (explored further below in sub-strategy performance).

As is highlighted in the charts on page 12 one can see that when decomposing performance across the industry, the
majority of it is attributable to ‘beta’ since the March 2020 lows. This ‘beta heavy’ contribution is largest (unsurprisingly) in
long biased strategies, but is also consistently high across credit, equity l/s, and event, with the biggest driver of event
outperformance coming from activist strategies. Distressed credit and risk premia strategies have also been beneficiaries
of a broad ‘rising tide" in risk assets.

Multi-strategy managers have not only performed well, but generated the majority
of their performance through alpha. However, a number of the biggest multi-
strategy managers are either at, or near capacity and now hard-closed.

By contrast, multi-strategy managers have not only performed well, but generated the majority of their performance
through alpha. As already highlighted, multi-strategy funds have also seen the lion’s share of inflows - so allocators are
voting with their feet.

However, a number of the biggest multi-strategy managers are either at, or near capacity and now hard-closed.
Consequently, there is a noticeable trend for managers in the space to demand ever more onerous liquidity and fee terms,
i.e. allowing less frequent redemptions or imposing longer lock-ups. In addition to this, we have seen the laws of supply
and demand at work here, with fees also on the rise. Given the significant barriers to entry in setting up a complex multi-
strategy business, it is not expected that growth in these groups will continue at the same pace as access to ‘top funds’
becomes ever more restrictive.

Within quant the relative contribution of beta vs alpha has risen over the last year, fuelled by a higher contribution from
risk premia strategies as highlighted above.

Impact of retail traders

As covered in the Overview section above, the activities of retail traders led to a series of events that significantly
impacted equity /s strategies in Q1. In addition to a number of ‘low-net’ equity l/s funds there were a number of multi-
strategy funds (with large allocations to low-net equity |/s PM teams) that experienced losses ranging from low single
digits to significant losses of 30% and beyond.

A review of the monthly dispersion figures in the candlestick charts on page 17 shows that equity |/s bottom decile
performance in January was slightly worse than -5%. A massive ‘short-squeeze’, leading to an escalating cycle of short-
covering and risk reduction led to contagion across equity /s.

The initial impact of losses was experienced by a handful of funds that had short exposure to the ‘meme stocks’, which
saw a stratospheric rise in value. In February, as many of these short-term technical factors aggressively reversed, so did
the fortunes of these managers, which one can see in the contrasting Jan/Feb figures in equity l/s, multi-strategy and
quant in the table above (top decile equity long/short performance was up over 10% in February).

AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. **Bonds = S&P Global Developed Aggregate Ex 5
e e Collateralized Bond (USD). *** Equities = S&P Global BMI. t = Returns net of all fees and expenses.
Source: Aurum Hedge Fund Data Engine.



Whilst the moves were unprecedented, what was interesting was that the contagion did not spread across the whole
hedge fund space, with strategies such as event, long biased, credit, arbitrage and macro sailing through January relatively
unscathed, which provided a positive demonstration of the benefits of diversification.

Another interesting observation is that the ‘meme stocks’ (e.g. GME, AMC, etc.) rose sharply once again towards the end of
May and into early June. However, this time round there did not appear to be material losses in the hedge fund space.
Managers certainly became much more cautious after January of involvement in stocks with a very high short-interest,
reduced exposure to these ‘headline-risk’ stocks and there were less funds running concentrated exposure to these types
of names.

Hedge funds struggle in November

Another clear stand out from the table above was the poor performance across the industry in November. While the HF
Composite finished down 1.3%, the bottom decile suffered losses of 6% (see candlestick monthly dispersion chart on
Page 17.

Equity markets finished down (-2.9%), bonds sold off (-0.5%) and the only two main hedge fund categories to be up on the
month were arbitrage (+0.5%) and multi-strategy funds (+0.6%).

At the sub-strategy level there were a number of areas that were still able to make money, typically in the arbitrage or
other relative value market neutral spaces. Inflationary concerns dominated the headlines for the first part of the month,
but the emergence of the Omicron COVID-19 strain led to a volatility spike that impacted markets as well as challenging
the economic recovery thematic.

AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. **Bonds = S&P Global Developed Aggregate Ex 6
e e Collateralized Bond (USD). *** Equities = S&P Global BMI. t = Returns net of all fees and expenses.
Source: Aurum Hedge Fund Data Engine.



Performance

Sub-strategy performance

Event

Decomposing the event strategy’s strong returns, we can see that the activist sub-strategy was also the top performing across
the hedge fund sub-strategy classifications in the Aurum Hedge Fund Data Engine returning +20.3%. Activist funds typically run
with a high net exposure and consequently historically exhibited high beta to equity markets. That said, it is worth highlighting
September performance, where the strategy losses were barely negative during the worst month for global equities since
March 2020. Multi-strategy and opportunistic event funds also outperformed the broader hedge fund composite returns
driven by a strong corporate deal pipeline, attractive deal-spreads and less competition in the space after the events of March
2020.

Activist was the top performing sub-strategy across the hedge fund sub-strategy
classifications in the Aurum Hedge Fund Data Engine returning +20.3%.

Macro

Whilst Macro had a poor 2021 in aggregate, the commodity sub-strategy has enjoyed exceptional performance, driven by
trading opportunities in the energy and soft commodity spaces in particular. On the flip side, traditional global macro, EM
macro and fixed income RV are all among the worst performing hedge fund sub-strategies of 2021.

Fixed income RV, typically a very consistent but lower returning strategy, had a poor year (+0.56%) posting four negative
months and suffering an outsized drawdown (relative to history) of over 2% in October, the worst performance since the 2008
financial crisis. The month saw some significant dislocations across both Europe and the US yield curves. In the US there was
a flattening of the yield curve as the spread between near and long dated bonds narrowed. Then, on the 28" October, the 20
and 30-year US Treasury note yields temporarily inverted. At the same time in Europe, Christine Lagarde reaffirmed her view
that while inflation appeared more persistent than originally thought, it was still considered transitory. The comments failed
to prevent yields rising, particularly in European peripheral government bonds. Several central banks have moved to become
more hawkish - going against trader expectations. October saw a number of funds stopped-out in curve and relative
value/swap spread trades, with the worst losses occurring in US rates.

The issues in October also negatively impacted the global macro sub-strategy although that does not fully explain the poor
yearly performance. Global macro struggled throughout 2021, being down in five out of twelve months where the average
negative return during those months was over double the average positive return.

Only equity /s - sector hedge funds and tail protection strategies performed worse than global macro, although given the
buoyant market in risk-assets, declining levels of implied/realised volatility and credit spreads the performance of tail
protection is in line with what one would expect. Equity /s - sector hedge funds are discussed below.

Credit

Within credit, those funds more focused on distressed did well, capitalising on price dislocations from earlier in the pandemic
and buoyed by the general rising valuations of risk assets, facilitated by stimulus and liquidity measures from global
governments and central banks.

Multi-strategy

As highlighted above, multi-strategy funds performed well throughout the year, not just when benchmarked to the broader
hedge fund universe and other core strategies, but also when benchmarked across all of the sub-strategies monitored by
Aurum. January (-0.3%) was the only negative month, a consequence of the meme stock phenomenon and subsequent
industry deleveraging in equity |/s. Funds were able to dynamically allocate capital to various opportunities, in particular
commodity, credit, systematic, equity /s and event driven.

Quant

The considerable improvement in quant strategy performance from their low points in the year was driven by outsized returns
from risk premia (+13.5%) and quant EMN (+13%) sub-strategies. Both are areas that were among the worst performers of 2020.
Statistical arbitrage has persistently been the most consistent of the quant sub-strategies and enjoyed another relatively
strong year (+9.3%) having returned 9.8% the previous year. Statistical arbitrage traditionally has exhibited a higher alpha/low
beta attribution relative to many of the other sub-strategies and also recorded positive performance in September and
November, both challenging months for the equity space.

CTA performance (+8%) was marginally better than the hedge fund composite. Persistent trends in equity markets as well as
the commodity energy sector would have provided a tail wind to the strategy, which is dominated by trend-following funds.

AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. 7
Source: Aurum Hedge Fund Data Engine.



Statistical arbitrage traditionally has exhibited a higher alpha/low beta attribution
relative to many of the other sub-strategies and also recorded positive
performance in September and November, both challenging months for the equity
space.

Arbitrage

Arbitrage, which typically exhibits considerably less volatility than other strategies and a higher Sharpe, marginally
outperformed its 5 year CAR in 2021 (4.5%). Tail protection strategies, as previously mentioned, were the worst performing sub-
strategy and a drag on performance. The more benign volatility environment was a headwind for volatility arbitrage managers
(+0.9%) while convertible arbitrage (+7.6%) and arb opportunistic funds (+10.5%) performed strongly; with both delivering an
outsized proportion of 2021 returns in the first two months of the year. A number of arbitrage managers also benefitted from
the opportunity in the SPAC space, before losing in the March pull-back. The rest of the year was less eventful.

Equity long short

Perhaps somewhat surprisingly given the continuing surge in equity markets, equity l/s underperformed relative to the
broader hedge fund universe. As already covered, the meme stock moves in January certainly did not help, but when looking
at the sub-strategy performance that clearly is not the key driver of the troubles. Equity /s - sector funds finished the year
down nearly 2%; they managed to contain losses in January to less than 2% but lost money in seven out of twelve months.
Equity /s - other funds were up less than 0.6% on the year having been up nearly 4% YTD in Jan/Feb, but proceeded to lose
money by year end.

By contrast, fundamental EMN, equity |/s - global, Equity |/s - Europe and Equity /s - US all suffered relatively poor Januarys,
but were able to recover and deliver returns more in line with the hedge fund industry by year end.

Particular pain was witnessed in September and November, both negative months for equities. In addition to this, while equity
markets were buoyant for much of the year, the sector specialist funds in particular struggled throughout, dragging the
strategy down.

AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. 8
Source: Aurum Hedge Fund Data Engine.



NET RETURN OF SUB-STRATEGIES (1 YR)

Net Performance’ Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 12M
Event - Activist 0.33% 0.63% -0.03% 0.11% 0.67% -0.08%

Commodities 0.95% 177%  221% 050% 0.80% 229%

0.99% -021% 074% 0.79%

0.44%  222% 0.74% -

027%  321% 2.03% -‘1.64%- 0.80% -2.28%

Distressed Credit

Risk Premia

0.84% -0.04%
Quant EMN

Multi-Strategy 036% 148% 027% 022% 034% 0.98% 1.12%

Long biased 151% 0.86% 097% 025%  131% 1.97%

Event - Multi-Strategy 1.07%

0.73%

1.18% 0.86%

Arb Opportunistic 1.08% -019% 020% 139% 133% 0.15% 0.30%

Event - Opportunistic 071% -0.41% 0.46%

Stat Arb 078% 099% 0.43%

ELS - Europe 0.99%- 1.12% 1.08%
CTA -0.67% 0.87% 0.16% -0.11% 0.62%
Convert Arb 033% 018% 028% 1.03% 127% -0.08% 0.36%
ELS - Global 0.90% 0.73% 0.08% 031% 0.41% 297% -0.77%
ELS - US 1.08% -0.28%  1.01% 0.06% 0.65%- 2.40% 1.59%
Credit 0.38% 0.60% 063% 031% 041% 0.46% 0.23% 0.47%

114%  -1.04% 0.31% -0.43%- 0.74% 075% 0.74% 0.02% 0.55%

034% 025% -0.63% 0.43% 1.45% 0.30%_

0.24% -030% 0.92% 137% 0.07% 035% -115% 0.27%

Event - Merger Arb

Quant Macro/GAA -0.55% -0.07% 0.77%

Fundamental EMN

ELS - APAC 120% -1.85% 0.81% 0.37%- 0.99% 0.60% -0.41%  -1.70%
Vol Arb -021% -036% -0.08% 0.38%
Fixed Income RV -0.77% -0.45% -037% 0.15% 037%
IELS - Other 0.87% -0.52% -2.06% 038%
EM Macro -0.88% -0.52% -0.12%  -0.17% -0.92%
Global Macro -0.09% 0.55% -126% -1.25% -1.12%

ELS - Sector -1.91% —1.74%- -1.61%

Tail Protection -051% -1.08% -0.84%

HF Composite* -0.23% 0.66% 0.54% -0.01% 0.90% 1.13%
Bonds** -1.08% 0.49% -0.39% - -0.50% -0.26% -0.48% -0.23%
Equities*** -0.21% 2.64% 2.28% 1.33% 1.04% 0.32% 2.35%
AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. ** Bonds = S&P Global Developed 9

Aggregate Ex Collateralized Bond (USD). *** Equities = S&P Global BMI. t = Returns net of all fees and expenses.
Source: Aurum Hedge Fund Data Engine.



HEDGE FUND COMPOSITE* NET MONTHLY RETURN (5 YR)
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NET RETURN OF MASTER STRATEGIES (5 YR)
Annual Perf 2021 2020 2019 2018 2017 5YrCAR  5YrVol  5Yr Sharpe
Arbitrage 4.45% 13.20% 2.590% 2.35% 237% 3.92% 2.82% 0.91
Credit 9.04% 3.04% 5.67% 0.97% 7.07% 512% 6.68% 0.59
Equity L/S 3.92% 18.31% 14.38% -5.18% 1.11% 8.18% 7.90% 0.87
Event 1212% 1319% 12.24% -191% 9.50% 8.88% 6.38% 16
Long biased 10.76% 12.63% 18.02% -6.71% 13.88% 9.36% 9.57% 0.85
Macro -0.20% 832% 7.95% -1.25% 3.88% 3.66% 4.54% 0.52
Multi-Strategy 1135% 16.14% 9.61% 0.72% 737% 8.92% 3.94% [ ige]
Quant 8.58% -5.39% 4.23% -0.39% 4.28% 2.15% 4.54% 0.20
HF Composite* 7.56% 9.45% 10.67% -2.72% 8.53% 6.59% 5.90% 0.89
Bonds** -5.59% 9.84% 6.19% -1.20% 7.63% 3.21% 4.26% 0.45

MASTER STRATEGY AND HEDGE FUND COMPOSITE* CUMULATIVE RETURN (5 YR)
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AU RUM *HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index. 10
SRS A s ** Bonds = S&P Global Developed Aggregate Ex Collateralized Bond (USD). *** Equities = S&P Global BMI.
Source: Aurum Hedge Fund Data Engine.



PERFORMANCE OF HEDGE FUND COMPOSITE* DURING WORST 10 MONTHS FOR EQUITIES*** (10 YR)
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DECOMPOSING DOLLAR PERFORMANCE INTO ALPHA, BETA AND RISK FREE (RF) COMPONENTS
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These charts decompose the Hedge Fund Composite dollar returns into Beta, Alpha and Risk free (“Rf") components, as
follows: Alpha = Actual return — Rf — Beta * (Market return - Rf).

Where Rf is the Risk free rate as defined by a rolling 3m USD Libor, where market return is that of S&P Global BMI (‘the market
index’) and where Beta has been calculated with respect to each underlying fund observed on a 24m rolling basis to the
market index. The monthly Alpha, Beta and Rf components are then applied to each underlying fund’s dollar performance for
a particular month, and then at a master strategy or industry level the individual fund dollar contributions are aggregated.

By way of example since 2013 (to June 2021) at the HF Composite level we observe that hedge funds performance generated
~$1.23trillion dollars (net of fees) to the benefit of investors. Decomposed $394bn of this are classified as performance
attributable to alpha, whilst $598bn are classified as performance attributable to beta, whilst $239bn would have been
achieved from purely investing in Rf.

Note, Betas can be negative in certain cases, creating negative dollar attributions. These are offset by corresponding positive
Alpha contributions.
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AU RUM *Risk Free Rate = period average of 3-month US Libor 0.20%. Source: Bloomberg. 12

*HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index.
Source: Aurum Hedge Fund Data Engine.
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*HF Composite = Aurum Hedge Fund Data Engine Asset Weighted Composite Index.
Source: Aurum Hedge Fund Data Engine.



Performance dispersion and correlation

As the chart on page 4 and the table below illustrates, there has been a very large normalisation of the dispersion of strategy
performance between top and bottom decile performing funds across all of the strategy groups. The middle of 2021 saw
dispersion figures across the HF Composite peak at well over a 70% performance differential between top and bottom decile
performing hedge funds. That figure has now dropped to just under 33%.

It should be noted that dispersion remains elevated - over 8.5% greater (or over a 2% differential on an absolute basis) than
the 10y average of nearly 30%. This is driven predominantly by equity long/short (which still has a 39% differential between
top and bottom decile) and long-biased strategies (a 39% spread). Equity long/short dispersion remains 21% above 10-year
average (or absolute level of nearly 7%). On the other end of the spectrum: arbitrage, multi-strategy and quant funds show a
much tighter dispersion in performance relative to their respective 10-year averages.

Dispersion is predominantly driven by equity long/short (which still has a 39%
differential between top and bottom decile) and long-biased strategies (a
39% spread).

Another interesting observation is how strong global equity performance has been in 2021 (over 16%); in order to outperform
equities a hedge fund would have had to have been well inside the top quartile. It has been a fine time to be long risk-assets
although it is worth highlighting some other observations.

Since June 1989 the S&P Global BMI has compounded at 6.2%. Since Jan 09 (as accommodative policy was starting to go into
full swing and recover from the financial crisis) the return has been just under 10% compound. In the last three years the CAR
has been 17.9%. It is fair to say that the markets are operating well above and beyond their long term historical norms and it is
not unreasonable to expect — at the very least — normalisation to occur.

Whether this manifests in the form of a massive sudden repricing via a crash, or is a slower and steadier reversion to the
mean is not the subject of this report. However, it is worth reiterating the points above relating to beta and correlation.

Certain strategies and sub-strategies have consistently exhibited a lower correlation to risk assets like equities and higher

alpha, while others have been undoubted beneficiaries of these ‘abnormal’ conditions supporting risk assets. Allocators need
to keep this in mind when assessing the risk of their portfolios and decision making when (and if) allocating to hedge funds.

STRATEGY DISPERSION - ROLLING SPREAD 10-90*" PERCENTILE

Current elevation vs
Strategy Average 10 year Dec-21 10 year average
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The correlations between the main strategy buckets remains elevated (see correlation matrix on page 19) when viewed over a
five-year window, however, there has been a distinct shift in correlations relative to previous year. Rolling 12-month cross
strategy correlations declined across the board relative to the same point last year as markets continue their normalisation
from March 2020 lows.

Perhaps unsurprisingly, those strategies that typically purport to be more

relative value/non-directional in nature such as multi-strategy funds and arbitrage
funds have exhibited much lower cross correlation with other strategy areas and
risk assets.

AU RUM Equally weighted returns. 14

HF Composite = Aurum Hedge Fund Data Engine Equally Weighted Composite Index
Source: Aurum Hedge Fund Data Engine.



For some strategies, higher correlation figures have persisted. As alluded to above, some of the best performance has
occurred where there has been a high beta to risk assets and one can see that long biased, equity l/s, event, and equity
markets have continued to behave in a highly correlated fashion. Quant strategies have also exhibited a much higher
correlation to this grouping as well — as already mentioned this is largely explained by much stronger performance by the
risk-premia sub-strategy within quant in these buoyant markets. Perhaps unsurprisingly, those strategies that typically
purport to be more relative value/non-directional in nature such as multi-strategy funds and arbitrage funds have exhibited
much lower cross correlation with other strategy areas and risk assets.

The average intra-strategy correlation chart on page 19 is also important for any direct allocator to hedge funds to note. For
example: on the left-hand-side it shows that the average correlation of volatility arbitrage managers to other volatility
arbitrage managers is just 0.1 (over a rolling five-year period); but at the other extreme, it shows that the average long-biased
fund is over 0.5 correlated to other long biased funds.

Intra-strategy correlation is important to look at because it can give an indication of the extent of homogeneity of funds
within a certain strategy bucket. So while long biased managers may be top performers in recent months, as a group they
exhibit a high degree of cross correlation — which is unsurprising given they are highly likely to carry a lot of common factor
risk or beta to the market; as such they are likely to move together.

The areas where Aurum typically focuses are more towards the left-hand-side, i.e. statistical arbitrage, macro (including
commodities, fixed income RV and global macro), managers that run low net market exposure equity strategies (including
multi-strategy), etc. These are areas that are more heterogeneous and where one can potentially add a lot more value from
manager selection. These are also the areas that tend to exhibit lower beta to bonds and equities, as described above.

AU RUM Equally weighted returns. 15

HF Composite = Aurum Hedge Fund Data Engine Equally Weighted Composite Index
Source: Aurum Hedge Fund Data Engine.



Performance dispersion

HEDGE FUND INDUSTRY DISPERSION - 12M ROLLING RETURN
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