THE MARKET ENVIRONMENT

4th Quarter 2008 Performance
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Despite continuing

5.5% | spread widening and
i liquidity contractions,
fixed income

.@ outperformed all other
7 maijor asset classes,
.ﬁ mostly due to the
i panic-driven flight to
Treasuries.
0.3%

FOURTH QUARTER 2008

Equity Perfformance

The equity risk premium has
mostly been a no-show for the
past decade.

Even after plummeting over 50% this year,
Emerging M arkets have outperformed other
equity markets over longer periods.

The majority of the negafive
performance for hedge

. funds occurred in October,
as volatility spiked in the
face of massive dislocations
and deleveraging.
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Equity markets crumbled, as
consumer spending dried up
and financial companies
required enormous government
- bailouts.

—

. Emerging Markets’ dependence
on exports to developed markets
and on commodity prices made
growth prospects suspect.

The commodity markets,
especially olil, fell further as
. demand faded.
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Unemployment

FOURTH QUARTER 2008

Economic Environment
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Global Equity

Value versus Growth / Large versus Small Four Bad Bear Markets
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Sector Returns - Fourth Quarter 2008
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Financials led the decline, as the Citigroup
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Consumer Staples and Healthcare, the typical “safe havens”, led for the year, but hardly protected capital.
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Fixed Income

FOURTH QUARTER 2008

Spread Sector Performance vs. Treasuries

35.0 ~ 30 Year
Plots above the red line indicate spread sectors
< 30.0 outperformed Treasuries while below the red line
c 250 - indicate underperformance. Treasuries
=]
3 200 -
5 10 Year
:9_ 150 1 Fixed-Rafe Treasuries outperformed all spread sectors during
10.0 4 Morfgage- the fourth quarter, with the exception of Fixed-
Backed Securities .
Rate MBS. MBS gained from the government
50 A Int. Corporates A Corporates . o
program aimed to purchase up to $500 billion in
0.0 1 T T T mortgage securities backed by Fannie M ae and
-5.0 - Asset-Backed Freddie Mac. CMBS experienced extreme
securities _ volatility during the quarter, with much of the
-10.0 - Commercial i > X X
Mortgage-Backed spread widening due to massive deleveraging.
215.0 4 A Securities
0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0 18.0
Effective Duration (Years)
140 - CMBS Spread (Option-Adjusted Spread) 1800 1
) 1600 A
120 - The CMBS (Commercial Mortgage-Backed
Securities) sector was the most volatile 1400 -
10.0 - during the fourth quarter, as investors have 1200 -
tagged the Commercial Real Estate sector @
£ 80 1 as the next to falll. % 1000 A
[} o
(Y %)
& 60 ‘a 800 -
o O
-]
40 - 600 1
400 A
2.0 -
(P TN NAG TN 200 A
0.0 —
O 4

Dec-99

Jun-00
Dec-00 1
Jun-01

Dec-01

Jun-02 7
Dec-02 1
Jun-03
Dec-03 1
Jun-04 7
Dec-04 1
Jun-05 1
Dec-05 1
Jun-06
Dec-06
Jun-07 7
Dec-07 7
Jun-08 1
Dec-08 -

SLOCUM

High Yield

Investment-Grade Default Rate
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Credit Spreads by Sector (Option-Adjusted Spread)

Investors exposed to long spread
sector risk fell victim to massive spread
widening over the past 18 months.
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Real Assets / Private Equity
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Hedge Fund Index Performance
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A declining picture for the global
economy benefitted macro
managers’ positions in interest rate

3.9% futures, short commodities, and

foreign currencies.
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Relative Value was hit
hardest, with higher funding
costs, increasingly restrictive
margin requirements,
investor redemptions,
forced selling, and
continued deleveraging
driving returns down.

Month End Debt Levels
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FOURTH QUARTER 2008

Hedge Funds

Margin Debt Levels ($Bil)
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FOURTH QUARTER 2008

*Annualized Fourth Quarter One Year Two Years* Three Years* Five Years* Ten Years*
U.S. Markets

CPI -3.9 0.1 2.1 2.2 2.7 2.5
Dow Jones Industrial Average -18.4 -31.9 -13.9 -4.1 -1.1 1.6
Russell 3000 Index -22.8 -37.3 -18.8 -8.6 -1.9 -0.8
NASDAQ Index -24.2 -40.0 -18.5 -9.8 -4.0 -2.6
S&P 500 Index -21.9 -37.0 -18.5 -8.4 2.2 -1.4
Russell 1000 Index -22.5 -37.6 -18.8 -8.7 -2.0 -1.1
Russell 1000 Value Index -22.2 -36.9 -20.6 -8.3 -0.8 1.4
Russell 1000 Growth Index -22.8 -38.4 -17.0 -9.1 -3.4 -4.3
Russell Mid Cap Index -27.3 -41.5 -21.4 -10.7 -0.7 3.2
Russell Mid Cap Value Index -27.2 -38.4 -22.1 -10.0 -0.3 4.4
Russell Mid Cap Growth Index -27 .4 -44.3 -21.2 -11.8 -2.3 -0.2
Russell 2000 Index -26.1 -33.8 -19.3 -8.3 -0.9 3.0
Russell 2000 Value Index -24.9 -28.9 -19.9 -7.5 0.3 6.1
Russell 2000 Growth Index -27.4 -38.5 -18.9 -9.3 -2.4 -0.8
91-Day T-Bills Index 0.3 1.8 3.3 3.8 3.1 3.0
Barclays Aggregate Bond Index 4.6 5.2 6.1 5.5 4.6 5.6
Barclays Infermediate Aggregate Bond Index 3.6 4.9 5.9 9.5 4.4 8.5
Barclays Gov't/Credit Index 6.4 5.7 6.5 5.6 4.6 5.6
Barclays Infermediate Gov't/Credit Index 4.8 5.1 6.2 5.5 4.2 5.4
ML 1-3 year Treasury Index 2.7 6.6 7.0 6.0 4.1 4.7
Dow Jones AIG Commodity Index -30.0 -35.6 -13.5 -8.6 0.2 7.6
HFR Fund of Funds Conservative Index -9.9 -18.4 -6.2 -1.3 1.3 4.6
HFR Equity Hedge Index -12.1 -26.2 9.7 -3.1 1.6 7.0
NAREIT Equity Index -38.8 -37.7 -27.5 -10.8 0.9 7.4
Non-U.S. Markets

MSCI EAFE Index -20.0 -43.4 -20.7 -7.4 1.7 0.8
MSCI EAFE Growth Index -20.1 -42.7 -18.3 -6.5 1.4 -1.3
MSCI EAFE Value Index -19.8 -44.1 -23.0 -8.2 1.8 2.7
S&P/Citigroup EMI World ex-U.S. Index -23.8 -47.7 -25.1 -10.1 2.7 4.3
MSCI Emerging Markets Index -27.6 -53.3 -19.3 -4.9 7.7 9.1
S&P/Citigroup -World Broad Investment Grade 88 10,1 108 95 6.0 56

Bond ex-U.S. Index (unhedged)
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