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COHNREZNICK
ROUNDTABLE

ith financial markets

evolving following the

unprecedented events
of the past 20-plus months, a
CohnReznick-hosted discussion
examined how the hedge fund
industry is adapting to the evolving
landscape and the changing nature
of investor relationships.

Virtual communications allowed
managers to maintain dialogue with
allocators throughout lockdown
- but the pandemic has left the
manager-investor relationship
in a state of flux. The discussion
saw speakers explore a range of
developments across the major
themes and topics, including
fees, incentives, due diligence,
and strategy selection. They
also weighed out how industry
initiatives, such as the evolving
Open Protocol and the growing
use of technology, are boosting
transparency and disclosure in the

sector.

As the COVID-19 pandemic
tore through global markets and
economies, hedge funds have, on
the whole, successfully fulfilled
their role in investor portfolios,
with the majority of strategy classes
notching up positive returns over
the last 20-plus months and the
industry generating an average
return of 12% annually in 2020.
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hat commendable showing has boosted allocator interest

in the sector, with hedge funds offering effective downside

insulation during the COVID-fueled turmoil and providing
the kind of volatility protection that investors look for, according to
Patrick Decker, a Managing Director at outsourced chief investment
officer (ClO) Verger Capital Management.

In particular, allocators and investors are increasingly seeking
out sector-specific equity long/short strategies which focus
predominantly on what Gaurav Amin, Partner and Head of Fintech
& Implementation at the non-discretionary alternative investment
consultant Albourne Partners, describes as “COVID-dependent”
industries - such as technology and healthcare.

Both Amin and Decker also point to a sharp uptick in interest in
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multi-strategy and event-driven strategies where managers can
navigate across sector exposures in an active manner.

“We want to own a lot of things that zig when the market is zagging,”
said Decker, whose firm manages around $2.5 billion in assets on a
discretionary basis for exclusively non-profit institutions.

“I don’t want to say it’s completely benchmark-agnostic, but what
we’re really looking to do is go out and find the best solutions at
any particular time for our clients,” he explained, adding that many
institutions in the non-profit space often traditionally tie their future
to equity market beta.

“We just don’t believe that’s the right situation to be in, particularly
when you see equity valuations so high. When people look to fixed
income to diversify, my concern is how great of a diversifier is that
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when interest rates are basically zero or negative,” Decker said. “Is
that really going to provide the protection you need?”

He added that, “with non-profits, there’s an interesting paradox in
that they have short-term liabilities that they need to meet but they
are the longest of long-term investors - most of these institutions are
designed to exist in perpetuity.”

As aresult, Verger’s investment approach has less to do with timing
(“We are likely always going to have an active allocation to hedge,”
he explained) and more to do with the fact that his firm is constantly
looking for diversifiers that can complement the overall portfolio
composition.
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PANDEMIC
CHALLENGES

he COVID-19 pandemic - and its attendant remote working

and economic lockdowns - has also heralded far-reaching

and fundamental changes to the way hedge fund managers
and investors operate, ranging from how managers look to assemble
their pipelines to the ways investors conduct due diligence on
potential allocations.

For Amin, whose firm specializes in investment, operational
and quantitative due diligence and risk management across the
liquidity spectrum, advising clients investing some $600 billion in
alternatives globally, the elements of due diligence have remained
the same - but the process has altered dramatically.

He suggests due diligence is now more accessible and time-
efficient, with less need for investors to travel to and from meetings
or schedule lengthy four-hour meetings with managers.

“If we didn’t have the level of video conferencing that we had
under a COVID environment - if something like this happened say
five or ten years ago - then | do feel that there would have been a
bigger impact than right now,” Amin observed.

According to Gary Berger, Senior Partner at CohnReznick in
New York and financial services leader for the Northeast region,
hedge funds have been able to nimbly adapt their business and
operational models to meet their clients’ demands, particularly in
the tax and audit sphere.

“They did not skip a beat,” added Berger, who has more than 30
years’ experience in helping launch hedge funds and private equity
funds.

However, delving deeper into the capital-raising hurdles, both
Berger and Decker point to a sharp contrast in fortunes between
emerging and established fund managers.

“In terms of emerging managers, if they were pretty much done
with the process, and were on the one-yard line going into the end
zone, then they maybe got the allocation,” said Berger. “But if the
process had just started when the pandemic hit, and their allocation
process and capital-raising hit a major snag, a lot of them had to
resort to friends and family money.”

Building on this point, Berger continued: “It changed the whole
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dynamic for a lot of emerging managers, and it’s become a much
longer haul unfortunately. Hopefully, in the post-pandemic period,
they are able to get these allocations that they were hoping to get.”

In contrast, for larger hedge fund firms, having stable and
established relationships with allocators in place prior to COVID-19
made it easier for investors to either allocate additional capital or
new capital to a manager.

Decker acknowledged the challenges of not being able to conduct
in-person meetings and actively allocate to new managers over
the last two years. But he revealed there have been a number of
instances where his firm has allocated capital to managers they had
not yet met in person.

“Do | expect that to be the norm going forward? Absolutely not
- it was a necessity at the time. We do believe still that face-to-face
meetings will happen, but | think this has really increased efficiency
and accelerated the due diligence process as well,” Decker added.
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ALIGNING
INTERESTS

the heart of the hedge fund manager and investor dynamic.
Lukewarm returns in the years following the Global Financial
Crisis have led to considerable downward pressure on fees, and the
classic “two and twenty” hedge fund fee model is now “pretty much
long gone,” particularly for emerging and start-up fund managers,
according to Berger.
However, innovations around fee flexibility and alignments of
interest have evolved the conversation and shaped the direction of
travel when it comes to investor-manager relationships.

The question of fees has often proved to be a thorny topic at

Fees could be better structured and shaped in order to better
reflect the difference between alpha and beta returns, according to
Amin. “When the manager is giving you beta returns, they should not
be charging you high levels of fees,” he noted. “You want to pay the
hedge fund fees for alpha, and so you need to structure the terms in
a way that allows you to make it fair beforehand.”

Decker said that, “when we think about incentive fees and
performance fees, for us that just means better alignment with our
clients. At the end of the day, our job is not to reduce our clients’
fees to the lowest point possible, our job is to provide them with the

highest performance, net of fees. And we’re happy to pay those - that
means the manager has done exactly what they said they were going
to do. That means they’re doing a great job for our clients.”

Decker also points to other mechanisms that can further align
interests between hedge funds and investors.

“One of the things we’d like to see, particularly among emerging
newer managers regardless of what their background may have
been before starting a particular strategy or company, is being able
to have preferred terms when it comes to things like capacity,” he
said.
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HEIGHTENED
TRANSPARENCY

n recent years, the rise of ESG investing among managers and

investors, and the development of new EU regulations impacting

hedge fund firms that have a global presence, have increasingly
nudged transparency, reporting, and risk disclosure matters toward the
top of the industry’s agenda.

Transparency is a hot topic within the hedge fund space, according
to Berger.

“Every conference you go to, every session, talks about transparency
at the manager level. But one thing that’s important is that you have
to be careful what information you give one investor versus another,”
he cautioned. “If you provide certain transparency to one investor, the
question is whether you advantage that investor if you haven’t made
that information available to all investors.”

One major initiative that looks to address reporting consistency
has been the Open Protocol template, led by co-chairs Albourne and
the SBAI, which aims to standardize and streamline the reporting of
risk information among hedge funds and other investment managers.
Following its introduction 10 years ago, more than 50% of assets in the
hedge fund space are now reporting in the Open Protocol format, notes
Amin.

“Open Protocolisverydeartome,” hesaid. “Itisacompletelyindustry-
led initiative, with no commercial agenda whatsoever - Albourne has
spent resources and efforts to put it together, but effectively we are
giving it to the industry; there’s no proprietary data here.”

Amin added that, “that has increased the level of transparency and
the efficiency of data processing, so you no longer need to go and fill in
individual templates for different clients or investors, you can just fill in
this one template and give it to everybody.”

The Open Protocol template has seen several updates made over
the past decade, and two new key additions this year driven largely by
current market demand and involving ESG and digital assets.

The addition of a digital assets tab - focused on cryptocurrencies
and related blockchain infrastructure - comes as cryptos form an
increasingly larger part of hedge funds’ overall investments. It allows
investors to get a better handle on what exposures they may have. The
addition of an ESG reporting tab, meanwhile, looks to address a lot of
the “noise” generated by different players in the market, Amin said.
“Each one has their own agenda, their own template, their own way of
doing things, and it is effectively increasing the cost of monitoring ESG
risk.”

For managers, Open Protocol is a “first step in that journey” to
better ESG disclosure, Amin adds. “At no additional commercial cost
to you, you can see what your exposures are to different industries, to
different sectors. Then you can apply a framework on top of that and
understand your ESG exposure risk across your portfolios and across
your investments. You can then think about how you want to manage
it going forward.”

So what types of information are investors looking for now? And
are managers able to easily provide it? For Berger, whose client
base comprises many emerging and start-up funds, managers are
increasingly being pressed for more portfolio detail, as opposed to
information about their broader investment strategies.

“Separate and distinct from profitability, there are many more
requests for portfolio data,” Berger explained. “For an emerging
manager these requests can be burdensome as new managers are
usually thinly staffed with most infrastructure outsourced. Ultimately,
these requests will be directed to the manager’s fund administrator.”

For Amin, this is where Open Protocol templates can play a beneficial
role.

“It covers multiple angles: It covers your leverage risk, your liquidity
risk, your market risk, your concentration risk, your tail risk. It covers
multiple aspects of the risk that you want to convey information for,”
he added.

Similarly, Decker sees a push for more transparency among managers
and allocators alike, against a broader landscape characterized by the
accelerated digitization in areas such as due diligence and reporting.

“That’s a very positive thing,” Decker said. “We need to be focused on
what really matters for us. What are the exposures we have? What are
the factors in the portfolio? Those are the types of things that are more
important than a line-by-line look at what the holdings are.”

He concedes that there are always going to be certain managers that
will be more opaque and push back on requests. However, he stressed
that these typically are not emerging managers; rather it will be those
larger, established managers which are less dependent on new capital.

“| think there’s always going to be that push and pull between
investors and the funds themselves,” Decker said. “It really goes back to
what you need to know, what isimportant to you, and what isimportant
for your clients.”
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LOOKING

TO THE FUTURE
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s talk turns to what lies ahead for hedge funds following an

eventful 20-plus months, the continued blurring of the lines

between hedge funds and private equity is expected to be a
key industry theme.

“We are seeing private equity managers behaving more like hedge
funds, and hedge fund managers behaving more like private equity
managers. That kind of transition, that narrowing of the divide
between those two spaces is something that we are noticing a lot,”
Amin observed.

He also points to the ongoing digitization of information, with
technology and Al at the heart of the process, along with more
efficient due diligence, underpinned by ongoing monitoring and
dialogue. “Investors won’t just see a manager once a year,” he added.

Decker is meanwhile keen to highlight a shift in hedge fund
managers’ approaches to pitching opportunities, and sees manager-
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investor relationships evolving more toward partnerships and less
like transactions.

“What we’re really seeing an increase of, and what we’re really
encouraged by, are managers coming to us not trying to fill a hole
in a portfolio, or solve a problem, but rather coming to us with what
their best ideas are,” Decker said.

Expanding further, he said: “What we’ve seen a lot of through the
pandemic is an increase in managers coming to us and saying, ‘Hey,
you’ve invested in this with us in the past, you actively participated
in this portfolio, we’re going to redeem that because we think that
opportunity set has shrunk but here’s our next best idea; here’s this
high conviction idea that we have.” ”

“That’s what we love to see,” Decker added. “We don’t want them
to look at us as a transaction, we want this to be a partnership.”

Berger sees “a new world” in which virtual communications are at

the heart of client relationships.

“If you look at some of the larger hedge funds and emerging
managers, they’re spread out throughout the country and they’re
basically going to either not go back to the office full-time or go
back on a limited basis, maybe one or two days a week at most,” he
explained.

“Everyone has learned that they could do business virtually.
Everyone was very concerned about it when the pandemic hit; we
didn’t know what was going to happen, we didn’t know if hedge
funds would survive, or do what they’re supposed to do,” he said.
“We all learned that not only did hedge funds survive, they did a
lot better than we thought they were going to do. | think they will
continue to flourish in this virtual environment.”
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CONTRIBUTORS

GARY BERGER

CPA, PARTNER, FINANCIAL
SERVICES INDUSTRY LEADER,
NORTHEAST, COHNREZNICK

Gary Berger is an audit partner at
CohnReznick LLP and serves as the
Northeast Financial Services Industry
Leader. Based in the firm’s New York
office, he is extensively involved in
the firm’s Financial Services practice
and has more than 30 years of
experience serving domestic and
offshore hedge funds, private equity
funds, venture capital funds, and

fund of funds. Gary provides advice
on fund start-up issues including
organizational structure, economic
and tax issues, seeding arrangements,
and general business consultation. He
serves as a relationship manager on
numerous clients and is responsible
for coordinating, managing and
performing audit services of funds.

DR. GAURAV AMIN

HEAD OF FINTECH & IMPLE-
MENTATION AND MEMBER OF
THE EXECUTIVE COMMITTEE,
ALBOURNE PARTNERS

Dr. Gaurav Amin is the Head of
Fintech & Implementation and
member of the Executive Committee
at Albourne Partners, an alternative
investment consultancy firm. He
joined Albourne, in July 2006,

from the fund of hedge fund team

at Schroders. He also co-chairs

the Open Protocol Enabling Risk
Aggregation (OP) working group. He
has a Ph.D. in Finance, focusing on
various aspects of investing in hedge
funds, and has co-authored several
papers with Dr. Harry Kat.

PATRICK DECKER
MANAGING DIRECTOR,
CLIENT DEVELOPMENT,
CFP, VERGER CAPITAL
MANAGEMENT

Patrick Decker is focused on
engaging the non-profit community
and regularly interacts with
institutions, their constituents,
consultants, and industry experts.
Through this outreach, Patrick seeks
to communicate Verger’s ability
to support mission-based non-
profits and expand the number of
institutions the company serves.
Prior to joining Verger, Patrick
spent 13 years at Hirtle, Callaghan &
Co. Most recently, he served the firm
as an Investment Officer and was
primarily responsible for developing
and managing client relationships.
Prior to joining Hirtle, Callaghan &
Co., Patrick held various client-facing
positions at The Vanguard Group and
ING Direct (now Capital One).
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ABOUT COHNREZNICK

As a leading advisory, assurance, and tax firm,
CohnReznick helps forward-thinking organizations
achieve their vision by optimizing performance,
maximizing value, and managing risk. Clients
benefit from the right team with the right
capabilities; proven processes customized to their
individual needs; and leaders with vital industry
knowledge and relationships. Headquartered in
New York, NY, with offices nationwide, the firm
serves organizations around the world through

its global subsidiaries and membership in Nexia
International. For more information, visit
www.cohnreznick.com

DISCLAIMER

This has been prepared for information purposes and
general guidance only and does not constitute legal

or professional advice. You should not act upon the
information contained in this publication without
obtaining specific professional advice. No representation
or warranty (express or implied) is made as to the
accuracy or completeness of the information contained
in this publication, and CohnReznick LLP, its members,
employees and agents accept no liability, and disclaim
all responsibility, for the consequences of you or
anyone else acting, or refraining to act, in reliance on
the information contained in this publication or for any
decision based on it.
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