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Overview

PwC’s Asset & Wealth Management practice is pleased to publish the results from our Asset & Wealth
Management Benchmarking Insights Series for Alternatives.

Our benchmarking series is designed to gather, analyze and share information about key industry trends and
metrics. This report summarizes industry practices related to financial reporting practices and protocols. In
this report we will explore topics related to reporting policies and governance, current trends in financial reporting,
and industry protocols. Separate reports in this series address other industry practices related to valuation,
expenses, fund of funds, organizational structure and use of service providers.

The information reflected in this report leverages the knowledge and experience garnered from providing audit
services to leading alternative asset management firms. Our financial reporting practices and protocols report
captures information from approximately 60 US-based alternative asset management firms across
various product types and strategies representing around $1.4 trillion of assets under management
(AUM). Participants primarily have calendar year ends and include a combination of hedge funds, private equity
funds, credit funds and other alternative fund types domiciled across numerous geographic areas, predominantly
within the United States of America and the Cayman Islands.

Because of the diverse nature of alternative asset managers, these results should not be considered
representative of all alternative asset management firms. Furthermore, many of the concepts in this
report are influenced by the specific facts and circumstances of each participant. Accordingly, these results should
be viewed as directional, rather than authoritative, and do not necessarily represent practices that are applicable in
all situations. Lastly, some of the data in this report can be compared to data in previous reports that we have
published on the same topic. However, note that there are some survey participants which participated in prior
surveys but did not participate in the 2024 survey, and vice versa. Therefore, differences should not be interpreted
as trends. Should you have any questions about the data herein we encourage you to reach out to our team. Refer to
the back of the report for our contact information.

We hope that you find this report interesting and useful as you evaluate your organization on the topics highlighted
herein.
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Participant locations

18%
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11% 26%

Mid-Atlantic New York

6%

Midwest

22%

California

(0) 9 %
5 /0 Southeast
Texas
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Participant demographics

Total number of funds managed Assets Under Management

Greater than $20 billion
Less than 10 funds 28%

28%

More than 100 funds
8%

Less than $5 billion
47%

31-100 funds
39%

10 - 30 funds
25% $5 — 20 billion
25%

Types of Funds Managed by the Advisor

83%

NOTE: Some
advisors manage
multiple types of
funds. Therefore,
percentages will not
sum to 100%.

37%

20%

Hedge Funds  Private Equity Credit Funds
Funds
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Mix of strategies

All participants

Growth Equty [ ;¢
crecit |
Venture Capital | ¢
vult-Straresy | -
Real ssare | -
Long/short N 5
Event Driven _ 5%
Distressed Assets - 3%
Quantitative/Algorithmic - 3%
L3O [ 2%
oer I

*Other includes Emerging Markets, Energy, and Real Assets

NOTE: Participants were given the option to select multiple responses. Therefore, percentages will not sum to 100%.
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Pre-audit year end capital statements

Percentage of participants that issue pre-audit year end capital statements to investors

Because the length of time to complete the annual audit process generally takes longer
than the interim reporting cycle, some advisors have taken on the practice of issuing
‘pre-audit’ capital statements at year end. Of participants surveyed, 31% of participants
indicated that they issue pre-audit capital statements at year end. On average, the
statements are issued to investors 37 days after year end.

Equity investors, 70% of participants provide data to their investor at or on the 45-day mark,
Funds which may be indicative of a fund’s ability to produce information timely which may be
helpful to comply with the new private funds and advisers rules.

31%

Private Of the participants that indicated that they issue pre-audit year end capital statements to
27%

29% Credit Although the issuance of pre-audit capital statements causes incremental time to be
427 Funds incurred by performing another formal reporting cycle, this gives investors transparency
All Participants into year end performance and returns earlier. This is likely of particular importance to

institutional investors, which can utilize this information to begin their year end
diligence process, improving phasing by decreasing the time needed for this process
once post-audit statements are issued.

For those that issue pre-audit capital statements, average number of days after year end to
issue pre-audit year end capital statements to investors

All Participants 36 days

Hedge Funds 18 days
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Annual reporting timeline

How many days after year-end is the year-end close completed?

Hedge Funds Private Equity

105

49
28
8 14
E— I
Credit All Participants
30 34
10 11
I I
B Lowest 20% Average B Highest 20%

Note: Some responses include Fund of Funds, which increases the amount of time year end close can be completed.
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Timing of audited financial statements

Are financial statements issued in waves or all at once?

= All at once = Waves

Typical number of waves utilized
57%

23%

14%
6%

® One Two Three Four or more
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of participants issue their financial statements

in waves, instead of one single date for all funds within the
complex.

64% of participants issue in waves with at least 25 funds

of participants issue in waves with at least 50 funds
of participants issue in waves with at least 75 funds

Financial statements are most commonly issued in waves
in order to manage scale for asset managers with a large
volume of funds. However, even for relatively small
advisors, issuance in waves may help to improve phasing in
order to better manage internal resources. Other than
phasing, timing of waves are generally driven by regulatory
deadlines or stipulations within governing documents.

Issuance in waves may, however, potentially cause a trade-
off with efficiency, as certain administrative tasks may
need to be performed multiple times in line with each
wave, so evaluation of the cost-benefit to improve
efficiency based on the circumstances specific to the asset
manager is important.

The following page includes a chart indicating the timing of
issuance of the audited financial statements across all
participants, along with the drivers for why financial
statements are issued in a particular week.
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Timing of audited financial statements

All Participants

Week6or Week7 Week8 Weekg Week1o Week11 Week12 Week13 Week14 Week1s Week16 Week1y Week18 Week19 Week 20
earlier and
beyond

m CFTC/NFA Requirement LPA driven m Client preference / phasing of funds u SEC Rule 206(4)-2 (Custody Rule) m Other

*Qther includes complexity of funds, availability of information, complexity of portfolio valuation, investor preference, debt covenants compliance, and counterparty agreement.

NOTE: The chart represents the number of participants that release funds each week. As several participants release their funds in waves, the total above exceeds the total number
of respondents.
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Frequency of interim reporting

Frequency with which the advisor report to investors

6%

94%

All Participants

9% 8%

= Annually = Quarterly = Monthly

Based on the survey responses, open-ended funds tend to report to their investors on a monthly basis. Closed-ended
funds, on the other hand, frequently report to their investors on a quarterly basis.
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Interim reporting timeline

Days after interim period-end to complete the interim period-end close

63
o0 47 43
32
23
1
9 6 4
[ ] - .
Private Equi
All participants Hedge Funds Fund(sl v
B Lowest 20% Average B Highest 20%

Days after interim period-end to issue capital statements to investors

81
64 o
53 >
41
28 21
[ ] -
.. Private Equi
All participants Hedge Funds mv;uen d(slmty
B Lowest 20% Average B Highest 20%
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Credit Funds

60

44

11

Credit Funds

16



Interim reporting packages

What information is included in unaudited monthly or quarterly statements?

All Participants

18%
33%

6%'

Hedge Funds
12%

Contents of the interim reporting package

Fund-level financial statement information, ranging from core
statements only to full unaudited financial statements are included in
the interim financial reporting package 69% of the time. Other items
commonly included in interim reporting packages are letters from
management, capital statements, and portfolio summary information.

43%

Private Equity Funds Credit Funds

10%‘

10%

24%
30%
46%

30%
42%

4% 9 9
42% 50%

Unaudited full financial statements and capital statements M Basic primary financial statements and capital statements

B Capital statements only B  Basic primary financial statements with abridged note

disclosures and capital statements
Asset & Wealth Management Benchmarking Insights | Alternatives

PwC 17



The Financial
Reporting
Function

1]




Preparation of annual financial statements

Who is primarily responsible for preparation of the financial
statements?

3% 3%

» Third party administrator

Fund accounting group

All
Participants
= Mix between fund accounting and third party
admin
37% = Other*

*Other includes other groups within the company and third party accounting firms.

4%

% % 0
4% 4 4% 17%
O\ | \ L
20%
52%
40% 25% 58%
72%
Hedge Funds P“V;te ](Elqulty Credit Funds
unds
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As has been the case across the
alternatives industry for a
number of years, it is most
common to outsource the
preparation of the annual
financial statements. This
typically is performed by the fund
administrator that oversees the
books and records of the fund,
thus taking advantage of
efficiencies. Even if preparation
of the financial statements is
outsourced, ultimate
responsibility for the financial
statements rests with
management, and a robust
process to review the output of
the third party preparer is
necessary.

In some cases, the preparation of
the annual financial statements
was outsourced to a third party
accounting firm (other than the
fund’s auditor). This has emerged
as third party accounting firms
have incorporated managed
services offerings into their
business models.
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Preparation of capital statements

Who is primarily responsible for preparation of capital statements?

4% 6%
(V]

29% All
Participants

61%

Private

Equity
Funds

15% Credit

Funds

52%

42%
= Third party administrator

. 69%
Fund accounting group

= Mix between fund accounting and third party admin

» Other*

*QOther includes other groups within the company and third party accounting firms.

Similar to the preparation of the annual financial statements, it is most common among participants to outsource the preparation of capital
statements to a third party administrator. The insource vs. outsource model for investor capital statements generally follows that for the
annual financial statements, likely to take advantage of systems that create capital statements directly off of the official books and records.

When insourced capital statements are typically prepared by the fund accounting group, though the investor relations group sometimes has a
role in capital statement preparation, likely due to this group’s proximity to investor-level data. As is the case with the annual financial
statements, even when outsourced, ultimate responsibility for the capital statements rests with management.
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Levels of financial statement review

Have the number of individuals that are responsible for
the preparation of the annual financial statements
increased or decreased over the past 3 years?

How many individuals are in your financial
reporting department?

60% 36%
Remained Increased Ten or more
consistent 25% Less than
%
Participants Participants
4%
Decreased Between 5 and 10
32%

The average percentage increase in people involved in the financial statement preparation process based on

respondents who identified an increase in the number of individuals that are responsible for the preparation of the annual
financial statements.

Asset & Wealth Management Benchmarking Insights | Alternatives
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Use of technology in the reporting process

Use of technology in the creation of the annual financial statements

10%
41% Third party
Third party technology
administrator
technology All
Participants
3% 4 46%
Internal automation Word processing &
spreadsheet
programs
14%
\ 39%
%
45 Hedge Funds
6%
. 3

5%

Third party administrator technology

B Internal automation
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Private Equity

Though manual creation of word processing and spreadsheet applications
continue to be most common (whether prepared in-house or by a third
party administrator), technology solutions can be used to standardize and
automate the generation of the financial statements and footnote
disclosures. Some fund administrators have proprietary systems to
generate financial statements based on template language approved by
the asset manager. Similarly, third party technology solutions have
emerged that can be used directly by the asset manager to automate and
streamline the creation of the financial statements and the footnotes. Less
commonly, asset managers invest in proprietary systems to create the
financial statements, though this is likely less cost effective given the
number of third party solutions that have become available in recent
years.

6%

15%

8%

Credit Funds
Funds

' 51%

4%

77%

Word processing & spreadsheet programs

B Third party technology
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Artificial Intelligence (AI)

Consideration surrounding the implementation of Al into the creation of Financial Statements?

Interest in artificial intelligence has grown

in recent years as use cases become more

defined. Advisors are increasingly looking towards
digital solutions to meet their reporting needs, yet
the landscape remains largely unchartered. Of

the participants who indicated that they are

not interested in utilizing AI for the financial
reporting process, over 50% have less than $5
billion in assets under management.

Generative Al is a type of artificial intelligence
that allows users to create, enhance, summarize,
and analyze unstructured data, such as text,
code, voice and images. This type of data makes up
a large portion of enterprise data. Generative

Al's impact on business and society is expected to
be enormous. Many companies are already
realizing real cost and efficiency gains in various
functions of their business including operations,
marketing & sales, IT and engineering, risk and
legal, tax and R&D.

Asset & Wealth Management Benchmarking Insights | Alternatives
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= Yes, have thought about using AI for the creation of the financial statements, however, we have
not implemented

= No, have not thought about using AI for the creation of the financial statements and we do not
want to use Al in the creation of the financial statements

= No, have not thought about using AI for the creation of the financial statements
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Return to office

How much of the companies' Financial Reporting team is hybrid versus in person?

we per week*

Two Days

Fully in Person

Fully Remote One Day

8%

Four Days Three Days

* On average
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Responsibilities for financial statement review

How many individuals within the organization review the annual financial statements?

Number of individual reviewers

One
8%

Four or more
22%

Three
25%

Two
45%

When only one individual within the organization reviews the
annual financial statements, it is typically either the CFO or a
reviewer within fund accounting. When there are two reviewers,

it is typically either the controller and CFO or a reviewer within
fund accounting and the controller.

Asset & Wealth Management Benchmarking Insights | Alternatives
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Position of reviewers - All Participants

CFO 80%

Fund Accountant - Reviewer 72%

Controller 68%

Fund Accountant - Staff

52%

Board of Directors 12%

General Counsel . 8%

CO0 l 7%

General Partner I 5%

Other . 8%

Other includes positions such as: CAO, CCO, Managing Director, Director of Finance,
Financial Control Committee

Note: Participants were given the option to select multiple responses, as such
percentages will not sum to 100%
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Responsibilities for financial statement review

Breakdown of parties that perform a detailed review of the annual financial statements

Hedge Funds

cro [ 5%
Fund ACCOUNIANT - il 8490
eviewer
Controller _ 48%

Fund Aé:;:;)i}fmtant— I
Board of Directors [ 16%
General Counsel [l 20%
coo P 8%
General Partner . 12%

Other I 4%

Other includes positions such as: CAO, CCO, Managing Director, Director of Finance, Financial Control Committee

Note: Participants were given the option to select multiple responses, as such percentages will not sum to 100%
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Private Equity Funds

cro [ 86%

Fund Accountant -
Reviewer

Controller

Fund Accountant -
Staff

Board of Directors

General Counsel

COO

General Partner

Other

P 08%
I 68%

I 52%
. 10%

B 8%

I 6%

| 4%

. 10%

Credit Funds

CFO

Fund Accountant -
Reviewer

Controller

Fund Accountant -
Staff

Board of Directors

General Counsel

COO

General Partner

Other

8%

8%

8%

0%

17%

68%

92%

83%

67%



Documentation of financial statement review

Does Management use a formal reporting checklist in its review of the financial statements?

\

= Yes, but it is used as a set of
review
guidelines/instructions

No
54%
m Yes, and it is filled out to

evidence review for each
fund

Formal checklists, whether documented on a fund-by-fund basis or used as set of instructions to guide reviews performed by back office staff,
are a useful tool to drive quality and consistency in the financial statement review process. Even in situations where no checklist is used, a

robust process to review the financial statements is critical to enable adequate oversight over the year end reporting process.
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Financial highlights — additional metrics presented

Though US GAAP requires certain return and ratio metrics to be disclosed in the financial highlights,
some asset managers have also elected to include additional supplemental metrics to provide additional
transparency:

1 1 % of hedge funds

of credit funds

of private equity funds

of all participants include supplemental FiHi metrics in
addition to those required by US GAAP.

The most common additional metrics disclosed by asset managers were:
= Expense and net investment income ratios as a percentage of total commitments, for closed ended funds

= Expense ratios specific to interest expense
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Supplemental financial information

2 O/ of all participants append at least one supplemental
O schedule to their financial statements.

Of this amount that appends at least one supplemental schedule, 36% of participants include a supplemental schedule of
investors capital. This is either presented as an anonymized list of all investors or with an investor-specific capital statement
appended to each set of financials. These schedules are commonly stipulated within the fund’s governing documents or side
letters, but may also be included due to advisor policy or investor preference.

Is a supplemental schedule of portfolio company information/performance appended to the financial
statements?

Of the amount that responded “Yes”, 57% of respondents that
include supplemental portfolio company information within
= Yes an appendix to the fund’s financial statements note that the
No driver in doing so is the result of investor preference.
Increased transparency into the portfolio company was the
second most common response.

87%
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New Private Funds and Advisers Rules

As it relates to the New Private Funds and Advisers SEC rule under Investment Advisers Act of 1940, Who
will assess and work to address the new rules within your firm?

77%

63%

40%

M Accounting Legal/compliance B Special task force
team and team
service provider

NOTE: Participants were given the option to select multiple choices. Therefore, percentages will not sum to 100%.
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New Private Funds and Advisers Rules

Do you have adviser-led secondary offerings?

Do you provide fairness or valuation opinions?

Do you charge legal, regulatory and compliance
consulting costs to the funds?

Do you manage non-private fund assets similar to
the pool of assets in the private funds?

Do you conduct liquidation audits when funds
wind-down?

Do you allocate fees and expenses to portfolio
holdings in a non-pro-rata way?

Does your compliance department memorialize
your firm's annual review in a written document?

Do you currently calculate performance, both Gross

and Net IRR for each illiquid fund?

Do you currently calculate performance, both Gross

and Net MOIC for each illiquid fund?

%

w

%

w

60%

23%

75%

13%

40%

40%

13%

B Yes ®No
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Impact of the recently finalized SEC rulemaking
impacting investment advisers to private funds

The breadth of the private fund rulemaking, which includes 5 new rules along with 2 amended rules, will
have a tremendous impact on investment advisers to private funds.

Based on the survey data:

« Firms have engaged several teams internally to lead these projects including accounting, legal,
compliance, and even setting up task forces to meet implementation deadlines.

* Only 13% of firms currently calculate MOIC, which will now be required for all illiquid private funds.

* Only 3% of respondents said that they have adviser-led secondary offerings, which may suggest that
firms should review the SEC definitions included in the rule to make sure they obtain fairness or
valuation opinions when required.

* Only 40% of firms memorialize their annual reviews in writing — this new written requirement went
into effect in December 2023 and will need immediate attention.

» Finally, a large number of firms as expected charged funds with legal, compliance and regulatory
costs, which will need to be reviewed for appropriateness and consistency with the new rules by the
compliance date of September 14, 2024.
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PwC Contacts

Joe Wiggins

Partner

Global Alternative Funds Leader
joe.wiggins@pwc.com

Allen Minzer
Partner
allen.h.minzer@pwc.com

Elizabeth Burns
Director
elizabeth.c.burns@pwec.com

Jacqueline Burnett
Director
jacqueline.burnett@pwec.com

Lauren Parks
Director
lauren.parks@pwec.com

Danna Lauricin
Senior Manager
danna.lauricin@pwc.com

US_AWM-Benchmarking-Insights@pwc.com
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