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Evolution of Investor Evaluations

Only a subset of hedge funds are focusing on excellent people management as a
differentiator—this creates a unique opportunity for them to cite their “People Alpha”

Focus of Investor Due Diligence on Hedge Funds  Pre the 2008 Global Financial Crisis
investors evaluated hedge funds
based on the CIO’s pedigree and
investment process

Broad

* During this period, only a sub-set of
hedge fund firms had built out
robust operational platforms.
These firms were able to differentiate
themselves with investors by claiming
that they created “operational alpha”

s S I - After the 2008 Global Financial Crisis,

Infrastructure Infrastructure the industry became more institutional

and the requirement to have a high

caliber operational platform

Pedigree & Pedigree & Pedigree & became an industry norm

Investment Investment Investment
Process Process Process

Standard Investor Evaluation Criteria

* Investors are now looking at firms’
) people management and employee
incustny Maturity turnover metrics. They believe that
Early 2009- 2018+ firm’s with a focus on people
2000s 2010 management have a unique
Source: Citi Prime Finance Opportunity to create “people
alpha”
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Equally weighted, the FUNDAMENTALS create institutional stability
because they each sit on a base of informed leadership
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Four Pillars of “People Alpha”

1. Talent Acquisition: Identifying the Best Talent and Fit for the
Organization

a. Sophistication of Recruiting
b. Sourcing of Candidates

2. Talent Retention: The Focus on Culture
a. Clear articulation of firm values into behaviors and mindset
b. Quality of benefits

3. Learning and Development: Building a Performing Organization
a. Training and mentorship programs
b. Trading and executive coaches

4. Performance Management: Measuring a Performing Organization
a. Performance measurement reviews annually
b. Feedback and peer reviews
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‘Top benefits of a strong culture are...
(2 choices)

1. Attract top talent
2. Effective hiring
3. Retain top talent

2. Promote and compensate based
on values

5. Mentor and coach more
effectively.

6. Better weather the tough times
7. Improved decision making

8. Stronger branding

o. Lead change more effectively
10. Client satisfaction
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Core of winning culture

Purpose,
Trust,
Values

Actions

Results

LRN, The HOW Report
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'Which are most meaningful to
me? (pick 2) My work...

allows me to use my talents and
abilities and to challenge myself. 23

allows me to spend time with bright
and engaging colleagues. 1 like
these team interactions.

contributes to a sound and
sustainable financial future for our "

firm. 11 11

benefits our clients, and | enjoy
happy clients most of all.

serves a larger purpose, doing
something positive in the world
(such as allocating capital properly
In the markets.)
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Trust Builders vs. Trust Busters

Trust Builders Trust Busters
1. Eliminate Gossip Gossip A Lot
2. Make and Keep Clear Agreements— Make Sloppy Agreements
3. Adopt Win/Win Attitude Serve Only Yourself
4. Take Responsibility Blame Others
5. Practice Candor Withhold, Withhold, Withhold
6. Discuss and Agree on Decision ——— Second Guess Decisions
Rights
7. Be Consistent Be Inconsistent
8. Assume gOOd Intent Assume the worst
9. Align Incentives Create Poor Alignment of Incentives
10. Create a True Meritocracy Play Favorites
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Game Theory: Building Trust

1. Lead with Trust (Win/Win)
2. Respond in kind (Trust begets Trust)

3. Inquire about Dis-trustful behavior (24 hour
rule)

2. Forgive & forget, allow for fresh starts
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My intention at our tirm is to help

create a culture of trust.
A Yes
B. NoO
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Culture: Values, Beliefs and Behaviors that
differentiate one firm from another.

4) Excellence
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‘ Maslow on Culture

Client, Integrity m—

Excellence )

Teamwork

Security: “Money, safety,
insurance”
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Which 3 would be top rated at your firm?

Meritocracy
Candor/transparency
Balance (home/work)
Respect

Professional/
accountable/ trust

Long term vision
Creativity

Development/ mentoring
Passion/energy
Curiosity/open minded
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Values: Defined & Aligned
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“Lets face 1£: you and this Organizaz‘ion have never been a good ﬁz‘. 7
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‘ Consequences of a Red X

-j Less engaged, less
committed
- ] Decreased work effort

Christine Porath and Christine Pearson, “The Cost of Incivility”

Performance declined
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‘ Freud on working with Red X’s...

Before you diagnose yourself

with depression or low self-esteem,
first make sure you are not, in fact,
merely surrounded by assholes/
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‘A Red X in L.ondon

How many Red X’s are in this senior team?

(London Team)

. Choice One
> Choice Two

2 Choice Three
4. Choice Four
= Choice Five
Choice Six

7. Choice Seven
z. Choice Eight
s. Choice Nine
0. Choice Ten
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‘A Red X in LLondon...but not ME!

‘DD you consider yourself a Red X7 (London

Team)
1 Yes 100%
2> No
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How many Red X’s in your work environment?

© © N o 0o bk~ W DN BE

10. (push O for no Red X's)
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‘ How do you typically manage Red X’s:

Choices (2)

A. Fret about ‘em
Forget about ‘em
Fix ‘em
Firewall ‘em
Fire ‘em
Fall in love with ‘em
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‘ How do leaders build culture?

YOU COULD START
BY BEING LESS OF A
MICROMANAGING
D—-BAG WHO HIDES
LIKE A HIGGS—BOSON
WHENEVER LWJE NEED

A DECISION.

I™ LOOKING FOR

IDEAS ON HOW) WE

CAN TMPROVE OUR
CORPORATE CULTURE.
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How Leaders Affect Culture: E-S-A-R

o >, > ACtions>,

What are people What stories drive  what actions lead to ~ What is our vision of
experiencing in the the actions? the results? success?
culture?

“Start with the end in
mind”
Stephen Covey
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For copies of these slides—or FCG white papers—contact:

Liz Severyns Lsevervns(@focusCgroup.com
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