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Out with the old, in with the new:
Investors’ expectations for hedge funds in 2013 and beyond

In our eleventh annual Alternative Investment Survey,
over 300 global hedge fund investors provide insights
into their current sentiment and allocation plans

for 2013. Their collective feedback highlights the
underlying trends that are shaping new industry
norms and driving growth. This year investors predict
hedge fund industry assets to increase by 11%,
reaching $2.5tn by year end.

For our 2012 survey, in celebration of our 10 year
anniversary, we focused on the transformative change
that occurred in the hedge fund industry over the past
decade, highlighting 2008 as a catalyst.

This year, what caught our attention was not headline
change but rather the subtle and nuanced evolution
of hedge fund investing brought on by new investor
expectations. Hedge funds are becoming an ever
more respected part of the institutional investor's
wider portfolio, and as such their role in the portfolio
is evolving. As will be discussed, those hedge funds
that can demonstrate steady and consistent returns,
as well as a willingness to engage in an open and
thoughtful conversation on the topic of alignment of
interest, will be well placed to win investor attention
and asset flows in 2013 and beyond.
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In this year’s survey we let go of old expectations and introduce the new, all the while
acknowledging that the pillars of hedge fund investing have remained the same.

Old: “Industry growth driven by family
offices and private banks”
New: Industry growth backed by

institutional investors

Industry growth since 2008 has been largely driven by
increased institutional participation, with 2012 being no
exception. Whilst 57% of private banks decreased hedge
fund assets under management (“HF AUM") in 2012,
almost 70% of pension funds increased their allocations.
Institutional-led growth is set to continue in the coming
year, with almost half of pension funds expecting to
ramp up allocations by $100mn or more in 2013.

Old: “"Hedge funds may get an allocation
from the ‘alternative bucket’ within
institutional portfolios”

New: Hedge funds no longer viewed as a

separate asset class

Institutional investors are looking beyond the traditional
asset allocation approach of bonds, equities and
alternatives, and instead moving towards a risk-based
approach. Indeed a quarter of institutional investor
respondents have adopted this approach, and half of the
consultants are recommending it to clients.

Old: “"Hedge funds offer outsized returns in
all market environments”
New: Hedge funds expected to deliver

steady, predictable return streams

In 2010, more than half of investors were targeting
double-digit returns for their hedge fund portfolios.! Just
three years later, this percentage has fallen to less than
a third. Nearly two thirds of respondents feel that hedge
funds performed as expected or better in 2012, after the
HFR Fund Weighted Composite index returned 6.2%

for the year.? For 2013, 65% of investors, and 79% of
institutional investors are targeting returns of 5-10% for
their hedge fund portfolios.

Old: “"Hedge fund fees will collapse”
New: Greater alignment of interest

between managers and investors

Almost 80% of investors continue to pay an average
management fee of 1.5-2.0%, with over half of these
investors paying 1.75-2.0%. Three quarters of investors
pay an average of 17.5-20% for performance. Investors
increasingly recognise that successful fee negotiations
typically involve a compromise: only 29% of investors
who negotiate fees are successful over 50% of the time,
and half of these investors have their capital locked

up for at least 2 years and manage at least $2.5bn in

HF AUM. Concurrently, 83% of investors suggest that
managers should use a hurdle rate. Whilst ongoing, fee
negotiations are not the most prominent theme this year.
This is substantiated by the finding that consultants do
not place “downward pressure on fees” in their top 3
largest trends amongst their clients.

Old: “The fund of funds model is broken”
New: Funds of funds attract institutional

capital with an evolved business offering
29% of funds of funds state that over half of new
business in 2012 has been for bespoke portfolios, whilst
58% of end-allocators state that the main benefit of their
fund of funds allocations is to access niche managers,
including smaller or younger funds. Furthermore we are
starting to see a convergence between funds of funds
and consultants.

12010 Deutsche Bank Alternative Investment Survey
2 HFR Industry Reports © HFR, Inc., www.HedgeFundResearch.com

MARKETING MATERIAL. This document is intended for discussion purposes only and does not create any legally binding obligations on the part of Deutsche Bank AG and/or its affiliates (“DB").
Without limitation, this document does not constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely
solely on any specific final documentation relating to a transaction and not the summary contained herein. DB is not acting as your legal, financial, tax or accounting adviser or in any other
fiduciary capacity with respect to any proposed transaction mentioned herein. This document does not constitute the provision of investment advice and is not intended to do so, but is only
intended to be general information. Any product(s) or proposed transaction(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take
steps to ensure that you fully understand the transaction and have made an independent assessment of the appropriateness of the transaction in the light of your own objectives, needs and
circumstances, including the possible risks and benefits of entering into such transaction. For general information regarding the nature and risks of the proposed transaction and types of financial
instruments please go to www.globalmarkets.db.com/ riskdisclosures. You should also consider seeking advice from your own advisers in making any assessment on the basis of this document.
If you decide to enter into a transaction with DB, you do so in reliance on your own judgment. The information contained in this document is based on material we believe to be reliable;

however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the date of the
document and are subject to change without notice. Any projections are based on a number of assumptionsas to market conditions and there can be no guarantee that any projected results

will be achieved. Past performance does not guarantee or predict future results. This material was prepared by a Sales or Trading function within DB, and was not produced, reviewed or edited

by the Research Department. Any opinions expressed herein may differ from the opinions expressed by other DB departments including the Research Department. Sales and Trading functions
are subject to additional potential conflicts of interest which the Research Department does not face. DB may engage in transactions in a manner inconsistent with the views discussed herein.
DB trades or may trade as principal in the instruments (or related derivatives), and may have proprietary positions in the instruments (or related derivatives) discussed herein. DB may make a
market in the instruments (or related derivatives) discussed herein. To the extent that Deutsche Bank agrees to transact on a principal basis by committing its proprietary capital to purchase or sell
securities, Deutsche Bank may, in accordance with applicable rules and regulations, effect hedging transactions to mitigate the risk incurred in connection with such a principal transaction. These
hedging transactions may be effected before the principal transaction is executed in full and may impact the prices at which securities are purchased or sold in the principal transaction. Sales and
Trading personnel are compensated in part based on the volume of transactions effected by them. DB seeks to transact business on an arm’s length basis with sophisticated investors capable of
independently evaluating the merits and risks of each transaction, with investors who make their own decision regarding those transactions. The distribution of this document and availability of
these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permission. DB SPECIFICALLY
DISCLAIMS ALL LIABILITY FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL OR OTHER LOSSES OR DAMAGES INCLUDING LOSS OF PROFITS INCURRED BY YOU OR ANY THIRD PARTY THAT
MAY ARISE FROM ANY RELIANCE ON THIS DOCUMENT OR FOR THE RELIABILITY, ACCURACY, COMPLETENESS OR TIMELINESS THEREOF. DB is authorized under German Banking Law
(competent authority: BaFin - Federal Financial Supervising Authority) and regulated by the Financial Services Authority for the conduct of UK business. In the US this document is approved and
or distributed by Deutsche Bank Securities Inc., a member of the NYSE, FINRA, NFA and SIPC. Printed in February 2013.



