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Senior Vice President Spencer Boggess Offers a Framework
For Hedge Fund Manager Selection

Senior Vice President Spencer N. Boggess of Alternative Investments has
authored a guide on how to pick an equity hedge fund manager, entitled Best
Practices in Hedge Fund Investing:
Due Diligence for Hedge Fund
Strategies.

The guide, the first of its kind, was
published by the Greenwich
Roundtable, a non-profit industry
group for investors who allocate
capital to alternative investments, . b 2
which is headquartered in Greenwich, “There is so much misinformation
Conn. Boggess, who manages he g1 myhalegy sbout nedas unde
Excelsior Directional Hedge Fund of  process of manager selection,” said
Funds in the Stamford office, chairs Senior Vice President Spencer

the group’s Education Committee. His B099ess, who authored the guide.
white paper was covered in a

Bloomberg story, with U.S. Trust mentioned in the lead, and in HedgeWorld
News, a Reuters publication.

“We believe it’s the first qualitative study of what criteria to use in selecting
a hedge fund manager,” said Boggess, who spent a year writing the detailed
36-page study. “There is so much misinformation and mythology about
hedge funds that we wanted to demystify the process of manager selection
and help educate people about what sophisticated investors do and how they
think.”

The report concentrates on 10 categories that investors should consider when
interviewing a manager, ranging from reviewing the fund's strategy and
investment process to analyzing the team, fee structure, risk management
procedures and third-party vendor relationships. Each chapter poses frank
questions and underscores important issues, such as:

o How unique is the strategy? Does it attempt to exploit persistent
market inefficiencies, or is it a less viable, shorter-term strategy? What
is the fund manager’s edge?

e What is the manager’s investment philosophy and what are the core
principles that inform this strategy?

o What professional mistakes have been instructive for the portfolio
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manager?

o To what degree does the manager seem to appreciate the risks posed
by excessive industry or market capitalization concentration?

o Is there a stop/loss discipline? How is it executed?

o Is the liquidity provision for investors consistent with the liquidity of
the underlying securities in the fund?

o When was the last audit? How often are the books audited?

“Spencer believes passionately that managing other people’s money is a
privilege,” said Stephen McMenamin, executive director of the Greenwich
Roundtable. “That’s why he placed such emphasis in his study on risk
management and risk control. Hedge funds are a wonderful investment
vehicle, but investors have to be aware of the risks and approach them
intelligently. Spencer did an amazing job of writing this study, and it
provides an easy-to-use checklist of key questions that investors should
consider when selecting managers.”

Boggess noted that he undertook the study to balance some of the negative
coverage that hedge funds have received of late.

“When you invest in a hedge fund, you’re not buying a company, you’re
making a bet on the people—the portfolio management team,” he said.
“You’re buying their professional expertise and judgment, and it’s on that
basis that you have to judge them.”

The reaction to his white paper, he said, has been very positive.

“It’s an area that hasn’t been written about with care,” he said. “I wrote it to
be helpful as an educational tool, and the Greenwich Roundtable has been
giving it wide distribution among pension funds and endowments, as well as
mailing it to every congressional office, the Treasury Department, the SEC
and the President’s Working Group on Capital Markets. If we’ve raised
awareness of what to look for in selecting a hedge fund manager and what to
ask, then we’ve succeeded.”

To receive a copy of Best Practices in Hedge Fund Investing, please call

Tracey Keegan of the Greenwich Roundtable at (203) 625-4529, or e-mail
info@greenwichroundtable.org
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