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Cornerstone Research staff and experts have worked Determining the extent to which available information was
on a number of matters involving disputes over the perfor- appropriately considered.

mance of hedge funds and the failures of hedge funds and

Assessing the effectiveness of risk management efforts.
other financial institutions. In hedge fund matters, we have

Considering the ways that risk management practices evolved
addressed such issues as investment strategy, risk manage- in response to market developments.

ment, and valuation.

Understanding the sensitivity of risk management practices to
the quality of available information.
Investment Strategy Valuation of Fund Positions

Our analyses of investment strategy have involved: Valuation analyses have focused on the value of both positions held

o Comparing the actual investment approach to that which had by funds and of fund enterprises. Our valuation analyses of fund
been stated to investors. positions have involved:
* Analyzing market developments that affected the value of « Considering contemporaneous valuations by the fund managers
investments (assessing causes, foreseeability, and liquidity). and other sources.
« Understanding the extent to which investment practices « Conducting valuations of illiquid and idiosyncratic instruments
adapted to changing market conditions. (including complex derivatives).
o Assessing the performance of a given fund relative to that of « Relating changes in value to market factors.
peer funds.
« Evaluating the relative performance of different funds invested ~ Valuation of Fund Enterprises
by the same manager. Our valuation analyses of fund enterprises have involved:
* Assessing the marking to market of positions. « Assessing capital structure (including performance incentives
« Determining the values of complex derivatives and other for managers and pricing structures for investors).
illiquid assets held. « Considering the nature of the risks taken by the funds managed
« Considering the ways that investment results were accounted by the enterprise in question.
for and reported. « Examining the size and performance of the funds and their
peers over time.

Risk Management Practices « Analyzing investment flows to and from the funds, the

Our evaluations of risk management practices have involved: sensitivity of those flows to performance and other factors,
o Understanding the procedures used and the information and fund fee structures.
considered in risk management.

« Comparing actual risk management activities to approaches
that had been stated to investors and to contemporaneous
standards in the field.
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