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KEY MESSAGES

There have been few developments in the LP-GP relationship over the
last year as adverse market conditions continue to test the partnership.
A mixed view emerges with some areas of improvement. However, a
significant number of LPs and GPs continue to have communication
difficulties as well as strongly divergent views on terms, and disagree
on whether reporting standards have improved.

RELATIONS
Mixed views on the LP-GP relationship.

The LP-GP relationship seems to be coping well with the
market turbulence but mixed views remain and, despite
some further improvements in the investor relations
process, a significant number of LPs remain dissatisfied
with the quality of the relationship.

* A mixed picture for the LP-GP relationship — A quarter of the
respondents, evenly split, believed that the LP-GP relationship
had deteriorated during the last year; however, over a third of
LPs responded that it had improved, indicating mixed views on
last year’s development.

*GPs seem less aware of relationship issues — 45% of GPs
described the LP-GP relationship as strong while only 27% of
LPs agree. A fifth of LPs described the relationship as weak,
compared with 5% of GPs.

*The IR process has improved — 60% of LPs and 45% of GPs
believed that the IR process has improved in the last year, which
continues last year’s trend.

TERMS

Terms remain an area of disagreement with strongly
divergent views.

Given the increased pressure on the LP-GP relationship,
it is hardly surprising that LPs remain dissatisfied with
current terms.

¢ Fee structures remain an area of disagreement — 89% of LPs
believed that fee structures remained a problem compared to
only 39% of GPs.

* Opposing views on investor protection clauses — 63% of LPs
believed that these clauses are weak, 37% that they are adequate
and none said that they are strong. Only 9% of GPs responded
that they are weak, 80% adequate and 11% strong.

* Mixed views on GP commitment - 95% of LPs agree or tend to
agree that GPs should invest more in their own funds - in line
with last year. GPs remain divided as 53% of GPs agree or tend
to agree.

¢ As last year, both LPs and GPs believe that advisory committees
could be more codified - 79% of LPs agree or tend to agree
that the powers and duties of advisory committees need to be
codified to ensure consistency and transparency. 63% of GPs
agree or tend to agree.

How would you describe the LP/GP relationship?
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RELATIONS

1 In the last year, LP-GP relations have:

35% of LPs and 20% of GPs
said that their relationship
improved over the last year.
This is surprising given the
difficult market conditions,
particularly as only 20% of LPs
last year indicated improved
relations.

39% of LPs and 53% of GPs
said that, LP-GP relations
stayed the same. Thisis in stark
contrast with the last survey,
where a higher percentage

for both LPs and GPs believed
relations had stayed the same.
GPs in particular were less
confident in their relationships
this year compared to last
year’s survey when 27% noted
an improvement in relations.

It is important to note that
about a quarter of LPs and
GPs suggested that there was
a deterioration in relations;
significantly higher than in the
previous survey.

How would you describe the LP/GP

relationship?

Over half of LPs and GPs see
their relationships as neither
weak nor strong. 45% of GPs
see relations as strong but
only 27% of LPs agree.

19% of LPs felt the
relationship was weak; this is
almost four times higher than
GPs, suggesting a significant
disparity in overall beliefs.

In the last year, the investor relations process

has:

There is a continued improve-
ment in the investor relations
process with 60% of LPs
and 45% of GPs responding
positively. Interestingly, there
are more LPs than GPs who
say the investor relations
process is more effective.
This is a continuation of the
previous survey, where 69% of

GPs and 58% of LPs agreed to
the statement.

Some 37% of LPs and 43% of
GPs saw no difference in the
effectiveness of the investor
relations process. Only a very
small number of respondents
saw the investor relations
process as being less effective
than in previous years.

4LPs contribute significantly more than money:

50% of LPs and 48% of
GPs agree or tend to agree,
indicating an almost sym-
metrically split view between
the two sides roughly similar

to the previous survey'’s results
of 56% of LPs and 45% of GPs.
Nearly a fifth of GPs disagreed,
compared to only 5% of LPs.

Should LPs involve themselves in key GP personnel

issues?

A clear majority of GPs
disagreed that LPs should
involve themselves in key GP
personnel issues.

In contrast, LPs are almost
evenly distributed between
believing that they should
be involved in key personnel

issues and those that believe
the opposite.

Compared to last vyear's
survey, a higher number of
GPs agree or tend to agree
whereas LPs have maintained
their view.
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TERMS & PROCESS

6GPs should invest more in their own funds:

Virtually identical to the 2008
results, 95% of LPs agree or
tend to agree that GPs should
invest more in their own
funds.

Interestingly, 68% of LPs fully
agree, which is over six times
higher than the number of GPs.
In essence LPs are holding far
stronger views on the subject
than GPs.

This indicates a clear
distinction between LPs and
GPs beliefs on the matter. In
particular, GPs do not hold a
uniform view whether they
should increase their own
commitment or not, with only
a slightly higher percentage
suggesting that they either
tend to agree or fully agree.

Current fee structures cause a divergence between

LPs and GPs:

LPs generally agree or tend
to agree that current fee
structures are a cause of
divergence. However, GPs
do not share this view, with
a clear majority of managers
responding that they disagree
or tend to disagree that the fee

structure causes a divergence
of interest.

Notably, a significantly higher
proportion of both LPs and
GPs believe that current fee
structures cause a divergence
of interest compared to our
previous survey.

8 Investor protection clauses are generally:

63% of LPs believe that
protection  clauses (IPCs)
are too weak, whilst none of
the LPs asked believed that
protection clauses were too
strong. Only 37% believed that
the clauses were adequate.

On the other hand, 91% of
GPs believe that current IPCs

are adequate or strong, which
shows the great divergence
that lies between GPs and LPs
over protection clauses.

Compared to last year, both
LPs and GPs see IPCs as
weaker.

The powers and duties of Advisory Committees
need to be codified to ensure consistency and

transparency:

The majority of LPs and GPs
agree or tend to agree that the
powers and duties of Advisory
Committees need to be
codified to ensure consistency
and transparency. LPs however

had a stronger view than the
GPs.

The results are very much in
line with the 2007 and 2008
results previously gathered.
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COMMUNICATIONS

1 In the last year, how would you rate GPs'
communications/your communication
regarding underperforming investments?

Only 19% of LPs thought that
communications were good
regarding  underperforming
investments compared to 74%
of GPs. This clearly illustrates
that GPs overestimate the
quality oftheircommunications
with LPs.

This message is a
continuation of the findings
in the 2008 and 2007 surveys.
This year, 27% of LPs described
the communications regarding
underperforming investments
as poor.

1 In the last year, how would you rate GPs’
communications/your communications
regarding changes in team size, new hires

and departures?

54% of GPs responded that
their communications were
good, while only 13% of LPs
agreed. Similar to the results
found for communications
regarding  underperforming
investments, these results
illustrate a significant disparity

between GPs and LPs.

26% of LPs mention that they
feel communications are poor,
however, while five times
fewer GPs agree.These results,
nevertheless, are directly in
line with last year’s survey.

1 In the last year, how would you rate GPs'
communications/your communications to LPs
regarding changes in investment strategy?

Almost completely opposing
views are seen between LP-GP
beliefs regarding changes in
investment strategies. 69% of
GPs believe communications
were good but only 6% of LPs
agree.

In contrast, 37% of LPs re-
sponded that communications

are poor, with only 3% of GPs
sharing their view.

This shows an exceptionally
low rating from LPs concern-
ing GP communications, main-
taining similar results with the
previous questions regarding
LP-GP communications.

1 The quality of communications is are
important factor in our/a LPs decision to

invest in a GP’s fund:

Both sides were in agreement
on this question: with 60% of
LPs and 58% of GPs agreeing
that the quality of communica-
tions is an important factor in

an LPs decision to invest in a
GP’s fund.

Only a small percentage of
LPs and GPs disagree with the
comment.
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