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s Hedge funds: GCA singles out emerging opportunities
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Of the 8,000 or 20 hedge funds globally, around 97% are focused on the US and European capital markets. And although opportunities in Asia, Latin
America, and central and eastern Europe are being recognized, with the net amount of money flowing into hedge funds that focus on emerging-market
investments rizing 13% in 2005 according to Hedge Fund Research, not many investors are sufficiently confident to invest in these regions separately.

In any case, it iz hard to find managers that have sufficient knowledge of individual countries to be able to take full
advantage of the opportunities that lie in them.

"These markets...
do not move in
sync. To access
crozs-border
opportunities you
need to be there”
d Lou Gerken,
Gerken Capital
Advizsors

Lou Gerken iz one manager that evangelizes the value that hedge fundz focusing on =ingle emerging countries can
create. He founded and iz president of Gerken Capital Advizors (GCAJ, an alternative investment company started in
15985, Since itz inception, GCA and itz principalz have managed and advised 34.7 billion in azsetz under management, and
now run two hedge funds — an India fund and a Greater China fund. A& Latin American fund and a Greater Ruzzia fund
will be launched =oon.

“Invezstors arg aware of the returns that investing in emerging markets can create,” zays Gerken. Emerging market growth '
iz three times the rate of G¥ GDP growth, and there iz less capital competing for investment in theze marketz. “But
opportunities to invest in 2uch markets tend to be through hedge fundz or funds of hedge funds that invest in emerging
marketz az a whole,” Gerken =2ays.

By choosing either of these strategies rather than investing in dedicated regional or country-specific funds, investors
could be mizzing out on alpha, Gerken =ays.

I’z zimply a caze of casting the net too wide, he believezs. “vou need to be dedicated to a country or region, and rezearch has to be there on the ground to identify and
capitalize on the opportunities available, rather than accesszing these markets from London or New York,” he zays. GCA does thiz through leng-term joint ventures with
domestic financial servicez companies. The Greater China hedge fund, for example, which launched last December, i= run in conjunction with the Polariz Group. Polarizs
equity derivatives group iz Taiwan's largest, operating in the third-largest equity derivatives market in the world.

Polariz iz rezponsible for alpha generation, making bottom-up fundamental and technical investment recommendations, particularly in the Greater China mid-cap space — not
onhy the fastest-growing =ector but accountable for the majority of GOP growth. “In the case of China, it iz important to look at Hong Kong, Taiwan and China together,” zays
Gerken. “These markets, while fuelled by the China growth enging, do not move in 2ync, like most would think. Companiez may be headgquartered in Taiwan, with productz
manufactured in China, and lizted and marketed cut of Hong Kong. To access crozs-border opportunities you need to be there.” GCA haz a portfolio manager =sitting with the
Polariz investment team and reporting back to GCA in San Francizco. Out of San Francizco, GCA iz rezponzible for constructing the top-down trading strategy and iz in
charge of the fund’s operationzs.

Eztablizhing a relationzhip with an emerging market =pecializt and creating a zuitable product can taks time. De=pite a relationzhip between GCA and Polariz going back more
than a decade, it took almost two years to put together GCA’s Greater China fund. Gerken has been able to use his long-standing experience to forge relation=hipz. He has
been investing in emerging markets =ince the mid-1870=, having =tarted hiz career as an anahyst and portfolio manager with emerging marketz pioneer GT Capital
Management.

GCA looks for sub-advizers that are regional powerhouzes, have extenzive experience, non-competing hedge fund activity, and will be committed to building a 21 billion
hedge fund with GCA in three to five yvears. The sub-advizers are alzo required to have “skin in the game™. The joint venture that GCA e=stablizhed with Polariz iz structured
g0 that the underlying managers are directhy motivated. Managers own 100% of the management company, and operational economice are ghared S0:50.

For domestic financial 2ervices companies with no hedge fund marketing experience, or indesd no previous standalone hedge funds, a tie-up with GCA i obviously
appealing.

GCA marketz the funds to European and US investorz. So far performance has been impressive. The Greater China fund was up 15.5% net at the end of April with volatility
not exceeding the targeted 15%.

To encourage nervous investors, GCA haz =&t up itz country funds with an offzshore master share structure. Thiz iz dezigned to offer offzhore flexibility. “Investors can buy
into zhare clazzes as they =ee fit, 2hifting money from the China fund to the other BRIC clazzes, and with no fund of funds fees”™, Gerken zays.

Gerken comments that *to many outzide ob=ervers the fast pace and crankinezs of the Hong Kong stock market, apparent craziness of the China capital markets and
continually threatened overtones of Taiwan politice®, can still be offputting to investors and managers. But to knowledgeable investors it iz theze very factors in the region
that are creating attractive trading opportunities.



