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* Madoff Specifics
o Alternative Markets Overview
 Alternatives Due Diligence
— Critical
— Different
 Diversification within Alternatives
— Fund of Hedge Funds
« Alternatives Still Make Sense
« What Happens Going Forward?
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Madoff Split-Strike Conversion Strategy

A Terminal
payoff

Ceiling from call options

Participation
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S&P Index
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Fund of Fund Correlation

Hedge Fund Return and Risk Characteristics (1990-2008)

Index Return
S&P 500: 7.3%
HFRI Equity Hedge: 13.7%
HFRI Macro: 14.4%

HFRI Convertible Arbitrage: 6.9%
HFRI Equity Market

Neutral: 8.0%
HFRI Fixed Income

Arbitrage: 7.1%
HFRI Merger Arbitrage: 9.4%
HFRI Distressed: 12.1%

Risk
14.6%
9.2%
7.9%
6.3%

3.3%

6.7%
4.4%
6.6%

Draw
44.7%
28.1%
10.7%
36.0%

8.5%

25.8%
8.3%
26.7%

Sharpe Correlation
0.31 1.00
1.05 0.70
1.30 0.35
0.52 0.44
1.25 0.19
0.52 0.52
1.25 0.53
1.21 0.49

Relative to S&P 500 Index
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Fund of Fund Strategy Allocation/Contribution

Strategy Allocation
(%o of total assets)
As of 12/31:2007

36.0%

B Equity Hedge
B Evert Driven
B Emenging Markets
Relative “alue
M ncro & CTA
hiulti- Strategy & Cther
B Ca:h and Receivables

0.830%

0.60%

0.40%

0.20%

0.00%

-0.20%

Gross Return Contribution By Strategy

As of 12/31/2007
0.70%
. 0LED%
0.16%
0.10%
0025

B Equity Hedge
B Event Oriven
B Emerging harkets
Relative “alue
B tbcro 2 CTA
halti- Strategy & Other
B Cash & Receivables
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Fund of Fund

Style Grid

Diversified Directional Non-Directional
Low The portfolio should be e  The portfolio should The portfolio should
Volatility constructed with a mix of be constructed be constructed
directional and non- primarily with primarily with
directional funds, long/short equity relative value and
providing for exposure to funds. event driven funds.
all types of hedge fund e  Volatility should be Volatility should be
sl S managed to a level managed to a level
Volatility should be that approaches that of that approaches that
managed to a level that fixed income markets. of fixed income
approaches that of fixed e  The portfolio should markefs.
mncome markets. not employ leverage. The portfolio should
The portfolio should not not employ leverage.
employ leverage.
High The portfolio should be e  The portfolio should The portfolio should
Volatility constructed with a mix of be constructed be constructed
directional and non- primarily with primarily with

directional funds,
providing for exposure to
all types of hedge fund
strategies.

Volatility should be
managed to a level that
can approach that of
equity markets (although
will typically be less).

The portfolio may employ
leverage.

long/short equity.
global macro. CTA or
other multi-strategy
funds.

e  Volatility should be
managed to a level
that can approach that
of equity markets
(although will
typically be less).

¢  The portfolio may
employ leverage.

relative value and
event driven funds.

Volatility should be
managed fo a level
that can approach that
of equity markets
(although will
typically be less).

The portfolio may
employ leverage.
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Scenario Analysis

HFOF Scenario Analysis

OHFRI FOF Composite Index ~ BRussell 3000 Index

| | |
. -18.9%
Subprime Meltdown (Jul. 07 — Dec. ’082??): g 5o
-017%
September 11th (Sept. '01 — Oct. ’01): 6.1
-0.2%
Tech Crash (Mar. ‘00 — Sep. ’02): .
-38.6%
-10.0%
Russian Default and LTCM (Jul. — Sep. ’98): °
-11.2%
5.7
Asian Debt Crisis (Jul. — Oct. *97): e ?
. o
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Thank You!

www.PrimaCapital.com
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