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Due Diligence Framework

Fund
Hedge Fund
Industry
Trends Manager
Shifting Service
Regulatory Providers

Environment
Controls and

Procedures
New Investor

Demands

Evolving
Nature of Due
Diligence ltself




Typical Hedge Fund Structure

Investor

/

Prime Brokers /
Counterparties




Fund

N \\
Prospectus / ' Shareholder :
OM. Governance Base

Fees and Corporate

Key
Issues

Expenses: Who's money is it? Governance:

Is 2 and 20 Flawed? The Role of Boards




Manager

Ownership Assets and Human ITand

and Disaster ) Compliance
Products Resources /
Structure / / Recovery / . /

Changein
AUM:
Growth or Decline? Personnel: and Oversight

Quality of Regulation

Key
Issues

A Culture of

Control?

C Ad-A °

ASSOCIATION



Service Providers

Key
Risks

N N

Administrator Valuation Agent

Administration: Who pays...so

who is the client?
Isthere an

expectationsgap?




Controls and Procedures
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Top 10 Rules of Due Diligence

#10 Operational Due Diligence is about more than operations
#9 Due diligence must be consistent and comprehensive

#8 Due diligence requires judgement, not a scorecard

#7 Due diligence is just as important on the biggest and the best

#6 Ongoing due diligence is vital
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Top 10 Rules of Due Diligence (cont)

#5 Remember that the administrator, directors and law firm are
paid by the investor...but hired and fired by the manager

#4 Beware of conflicts of interest

#3 Be prepared to ask tough questions — even when making
money

#2 If it looks too good to be true...it probably is

#1 Be prepared to say no!
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