Hedge funds

Hedge fund secondary market

recovers some poise

After a torrid couple of years, hedge fund Net Asset Values started to show signs
of moving from deep discounts to premium territory. But as David Walker explains,
the revival has not been as swift or easy as many managers were hoping

You could bear the sighs of relief Tram excharges vadier this
year when some hedge funds began dranging hands a1 a
premium 1o net asset vabies for the first time sirce the oredit
crunch

Dunng the anais, wade Bs00uNts o0 trades prevarked
a5 investons who had lodked unwillingly nto open-ended
partfolios used prrate excharges ta sell out quddy and at
losses, and public excharges expenenced harsh farced selirg
of shares in dased-ended portfolos

There were some apparturistic buyers on bath markets,
Incuding investors setang Lp vehickes speaficaly ta soak up
cheap deals. But the meager demand could not match the
Socd of supply.

Preate excharge Hedgebay did not have ane furd transact
aberar NAV far 18 manths, and sseen share prce falks oo the
Landan Stack Excharge led 10 a rash of buybacks ard tender
offers by the beieaguensd sectar.

Private-public gaps
Eddgar Senice, managing tirectar and beed of capital seroces
at Credit Suisse in Lordan, says participants on private markets
had locked 10 decounts an the public market 1o gauge what
wats a reasanable gap

Between May 2006 ard Sepiernber 2008, this seermed
a reasonable practice, s he Two transacted within about
four percentage ponts of oee anather, Then the rdationship
colapsed

On public exchanges, the average discount hit 26%, i1s.
widest pantin December 2008, On Hedgebay it 100k a year
loeger for the extreme 1o be reached, at 20% By March

Hedge fund NAVS

Discount to NAV %

2010 e gap wans back within four points, but Elizs Tueta,
Hedgebay's founder, sad oukss o6 federmptions weighed
healy oo discounts for oper-erded furds raded via prate
rarkels

Whike noang that family offices and other sebers are no
longer offloading stakes an Hedgebay at almast ary price, 35
they orce die, Tueta added pouate markets shoud expenence
the wider dscounts for some months yet

“1wsould expect this trend Lntil the dean-up process of
g pastioes s completed. Then we shall see hedge funds
will trade again on e [prvate] secondary market at namower
[disconnts] 1o NAV then hsted funds,™ he sand

Discounts

Nail Camgitied, head of alternaswe imestmerts at brokers
Tullett Preban, says, even though & handful of funds haam
e swapped hards at modest premia 1o NAV, the primary
attraction of secondary markets - ta buyers at least « remars
the decounts

On public markets the gap in favaur of the buyer currently
averages 9.5%, accarding %o Rayal Bark of Scodlard, On
Hedgebay, it is 15%.

Antrees Wer, senior analyst at $2 7hn investor Sterham,
said his firm has steered dear of funds that raded at sharp
dscounts because of some form of mnpairment 1o them,
Sterham used The private markets onde, in 2007, 10 10p up an
exsling holdng in a fund at a margral premium to NAVY, he
added

Tueta and Wer agree due dligence when buyirg funds an
Private markets is onugial

Carmpbell conterded that n off-exchange rading it 5
moce the vakue of te fund itsell that guides where NAV urits
change hands, whereas the levels on putilc markets are more
2 reflection of supply ard demand for shares.

Qf both models, howewer, he said “Buying something at
3 2% discount to NAV means you hawe made 2% befame you
hane eeen started, and that 1s goed for irvestons 1argeting 8%
10 9% retums in this low intenest rate enwroement

Board action
Tubett Prebon 15 prorg up ta 50 funds for imvestoans at ary ane
time, Camptiel siys.

Robin Bowie, dharman of hssed fund of hedge fund
promoser Dexicn Capnal, sad what 15 important fo imesions
in dlosed-erded particlios is haw baards act ta narmow
decaunts when they anpear, and prowde sharehakders vath
exits if required

The listed hedge fund Lraserse returmed appravimately X%
af its assets 10 IMvestons va corporate acSors Gnce September
2008, accardirg 1o analyss by Winterflood Securities.

Desocrr’s Borsve sad greater dermand for baud sted funds has
dered derounts on thase furds first, as arbitrageurs buy in oo
the hope same poetiobes might {al corsruaton votes, then be
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weaurd ug and have cash
feturred mate quidkly.
Shaeholders can beive
bsted furds rside three
days, be sad, eaen If
taking a hit wa 3 discount
5 the price 10 be pad.
Bowie sad “We beleve,
owerall now the sector has
come back ko balarce
In 2009 it becarme dear
there vere mary mone
seflers than buyers and
the sector war in dsamay
But | e dicourss vl
became clear there narmaw from here, leaing
were many more sellers the best funds tradng at
than buyers and the Naw.®

Robin Bowie, chairman of

listed fund of hedge fund
promoter Dexion Capital:
“We believe, overall now
the sector has come back
into balance. In 2009

sector was in disaray. He sand anky the
But | believe discounts regulated pubiic exchanges
will narrow from here, show bids and affers

leaving the best funds

i immediatdy on dermand
trading at NAV

Imprereed corpoeate
governance has mate the
sector mare wransparent,
he added. “In the ksed
seckor there bave been
exarnples of baards sackirg managers,” he added, “whereas it s
50 sekam in Me peogle prosect sharehoiders ower managers.”

Dasly tradrg woburne has abo retumed 1o exdharges, Bove
S0, and it row Sits between 0.15% and 0.25% of a fund's

the play secondary marke

olhations hine urderpinred pariKipants
Edkgar Ser

ght 1o buikd hoidr

to held

hedge fi

poranly dosed,

Hedge funds

marked capitaisation, compared 10 about 19 for other lsied
entities.

Ancrew Todd, chef puestment of ficer at BleCrest Capital
Maragement, sad ane further benefit of buypng funds wa
secondary markets s the ability 1o access portfalos othenase
chosed 10 new wesions.

Two of seven hedge funds maraged by BlueCrest, which the
histed AllBhe portfolo invests in are shut 1o fresh investors, be
saidl, making AlELe the cely easly accessble route now left 1o
accwss these managers

AlBlue vax the first fund after the crurch to he abile 1o raie
fresh capital via a share issur, and it 15 doing 5o again row.
Degute addrg to the poal of its equty in i way, AlELe's
shares now trade 3% abowe NAV, partly due 1o the access’
argument.

Private markets

1t appiies pst as readily 10 papular funds changing hands an
prwate markets, of course, and cee broker <aid partfalos
such 26 Lansdowne Partrers’ capped UK Equity fund or
Newsky Capital had reguarly appeared on his st of in-demard
managers.

But, speakorg generally, Cretit Sisse's Serice sad manogers
usualy must approve transfers of nterests in their fund befare
imaestoes can buy in using off-exharge routes.

Stne apen-srded funtd maragers may prefer o repurchase
urits in their furd fram redeemers, and so reman in cosrol of
which investars step inta the poetfclio,

However, far mary lorg/dhart maragers at the mament,
Girving irtated irvestons a rapid exit fom a fund Wa a secoedary
market sale may be preferatile 10 bawrg therm ket studkn i«

har
mber of pradicts

¥ pension furds b

secvrities directly, but foe imoe

receive the disibution of their propartice

irvestrnents, and either manage it themsed
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