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What is the Hedge Fund Operational Peer Group? 

About the following white paper
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Hedge Fund Infrastructure: The Practitioner’s View
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Domain Model: From Chaos to Organization
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Diagram 2: Hedge fund infrastructure needs, grouped by domains. 
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Way of  Thinking: Data, Documents,  
Information and Workflows

Approaches to Developing the Blueprint

WORKFLOW

DATA

DOCUMENTS

Templates & Static Documents Contracts, Reports, Filings, Correspondences

Subscription Notes
Confirm Notes
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Offering Memorandum
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Subscription Agreements
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Investor Documents
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Form PF
Incorporation Documents
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Diagram 3: Data, documents, information and work"ows (illustrative and not exhaustive)
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 What is the typical legal structure of  a hedge fund?

 When should a master-feeder structure be used?

 How is a typical hedge fund management 
company organized?

 When is SEC registration required?
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When is CFTC registration required?

 What rules apply to employee benefit plans subject to ERISA?

 What other reporting obligations might apply?

 Any other practical advice?
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How long does the launch process normally 
take from start to finish?

 What structures and vehicles need to be put in place for the fund?
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 Will the fund offer voting or non-voting shares?

 Will independent directors be on the board?

 What is the role of  offshore counsel?
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 What costs are typically involved?

 What else should be considered? 
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 Can I grow my business and not outgrow my audit or tax firm?

  Do they understand my business and do they have the resources 
to properly service it? 
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 How will my accountant/auditor interact with my other 
service providers? 
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 What are the key characteristics and capabilities to look for when 
choosing a prime broker?
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Introduction

Duties: What are a director’s duties?

Terminology: What do “independent” and “non-executive” mean?
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Role: What do you do?

Value-added: What value will you add?
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Approval of  documentation and agreements

Jurisdictional/corporate governance knowledge and experience 
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Where do you start, and what should you be asking?

1) Independence:

2) Experience:

3) Quali!cations:

4) Capacity:

5) Back-up/coverage:

6) Regulatory approval or refusal:

7) Charges/convictions/investigations: 

8) Insurance: 

9) Remuneration:
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10) References:

Conclusion
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 What does an administrator do?

 How important is technology to an administrator?
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What do investors look for when performing due diligence on opera-
tions and administrators?
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 Do culture and values matter at an administrator?
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 What technology do I need day one?

 At what point does it make sense to outsource infrastructure?

 What can a private cloud offer vs. a public cloud?

 Why do hedge funds opt to go with private cloud model?
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 What are some of  the most popular private cloud services hedge 
fund clients’ request?

 What should hedge funds look for when selecting a cloud service 
provider?

 Why not just leverage Dropbox, Gmail and Amazon cloud?

 What would happen to data in the case of  a natural disaster? 
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 Do we need counsel if  many of  our trading agreements will be based 
on industry standard forms? 

 When hiring legal counsel for trading arrangements, what are the 
key questions that a fund manager should be asking?
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 Why is it important that a fund obtain favorable terms in its trading 
documentation?

 Which trading agreements should the fund seek to put in place?
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 Should a fund execute trading documentation with more than one 
counterparty?

 What regulatory concerns should I consider?

 Can I rely on in-house counsel (if  available) to negotiate trading 
documentation?
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 Should I forego trading counsel if  I am trying to minimize 
my expenses? 

Conclusion 
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 What should a firm try to remember on a regular basis?

 Are the roles of  marketing/business development and investor rela-
tions different, or are they interchangeable?
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What are examples of  a sales tactic or technique that is not as effec-
tive anymore?

What mistakes are frequently repeated, and how can we avoid as 
many as possible?

 What are the most important marketing materials/deliverables and 
what should they contain?
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 What role will my capital introduction team play? How can I best 
utilize them?

 When should I consider using a third-party marketer?
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 What role does an integrated CRM system play today in marketing 
and IR, and how early should a firm begin to utilize them as part of  
their internal culture?

 Should cost be the main driver when considering a CRM solution?

 How can CRM software help a hedge fund and improve contact with 
its client base? 
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 How can a good CRM system help with better customer profiling and 
opportunity management?

 To what extent do regulatory requirements affect how CRM soft-
ware is used?

 How else can a CRM be of  service to a hedge fund?

 Is there only one CRM version offered for hedge funds irrespective 
of  role and responsibility?

 When should the CRM be purchased and implemented?
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 How would hiring a compliance consultant benefit me 
and my business? 
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What are the risk factors to my business that an effective compliance 
consultant will help me to address? 

 At what point does it make sense for me to hire a compliance con-
sultant? 
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 Why is price not the only variable that I should consider when evalu-
ating a compliance consultant? 

 If  I decide to hire a compliance consultant, what should I look for in 
terms of  credentials and expertise? 
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 How would hiring an outsourced risk solution benefit my business? 

 At what point does it make sense to hire an external risk consultant? 

 Can your risk service provider aggregate data from multiple sourc-
es, including custom tagging and classification?



41

 How does your risk service provider support the evolving regulatory 
reporting landscape?

 What level of  support is provided for interpretation of  analytics? 

 Does your risk service provider have an integrated data warehouse?

 How can a new or existing firm establish a comprehensive, cost ef-
fective data management system to provide for all of  the internal and 
external reporting requirements required in the current environment?
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What are the key elements of  this reporting structure?
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When should a fund consider insurance?

 What should I find in an insurance adviser/partner?
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 In general terms, what purpose does insurance serve 
for a hedge fund?
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Package policy 
Typically Includes:
Property 
Business Interruption/Extra 
Expense
General Liability 
Personal & Advertising Injury
Damages to Premises You Rent 
Medical Payments to Others
Non-Owned & Hired Automobile 
Liability & Physical Damage

Umbrella Liability 

Workers Compensation

Fidelity Insurance
Typically Includes: 
Employee Dishonesty
Forgery or Alteration
Counterfeit Money 
Computer System Theft
ERISA Bond 

Fiduciary Fidelity Bond

Network Security/Technology

Management Liability Package
Typically Includes: 
Directors & Officers Liability 
Professional Liability 
Investment Company Coverage
Private Fund Coverage
Employment Practices Liability 
Fiduciary Liability 

Employee Bene!ts

• Property, usually office contents and 
electronic equipment (fire, all risk 
perils, etc.)

• Premises Liability  — a visitor slips 
and falls and brings a suit. 

• Non-owned Auto Liability  — the firm 
is sued for an auto accident  — ex-
cess coverage over employee/rental 
insurance. 

You are on the losing end of a $3mm 
lawsuit for Premises Liability or Auto 
Liability. 

Any workplace related injury to an 
employee including injuries resulting 
from an auto accident on the way to 
meet an investor. 

An employee embezzles funds; a 
hacker transfers money to accounts 
outside the firm. 

Crime losses to ERISA plan funds 
held by you on behalf of other plan 
sponsors. 

Privacy breach

• Investors sue the IA &/or the Fund 
Board/ GP. 

• Defense costs for certain regulatory 
and criminal proceedings. 

Health/ Dental/ Vision Ins, Life Ins, Dis-
ability Ins, 401K. 

• Required by lease agreements 
(office, equipment leases, etc). 

• Overwhelmingly common busi-
ness practice. 

The $1mm that is the typical limit 
of a Package Policy’s Premises 
and Non-Owned Auto Liability 
coverage may not be enough.  

Required by law (certain states 
also require State Disability 
Insurance in addition to Workers 
Compensation). 

• Protection from theft in a money 
business. 

• Some investors may request 
evidence of this as a credential. 

• ERISA rider covers the statutory 
obligations related to your spon-
sored retirement plan. 

May be required by investors. 

Satisfy regulatory requirements 
following a breach. 

• Buffer in disputes. 
• Requirement of board
• Some investors may request 

evidence of this as a credential. 

Attract and retain associates 
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 How is this insurance priced?

Package policy 
Typically Includes:

Umbrella Liability 

Workers Compensation

Fidelity Insurance
 

Fiduciary Fidelity Bond

Management Liability Package
(D&O and  E&O/ Professional 
Liability)

Employee Benefits

Property Values
Square Footage Leased
Number of Employees 

Underlying (General Liability & 
Automobile Liability Premiums)

Annual payroll multiplied by a 
state promulgated rate + taxes

Number of employees 
Controls
AUM

Flat premium, AUM. 

Subjective — typically per $1m 
of coverage purchased. AUM. 

Number of employees

Single leased location for 10 
people $1,500 - $5,000. 

$1,000-$2,000 per million pur-
chased. 

Office employees are gener-
ally charged .25-.50 per $100 
of annual payroll. 

Range $3,000 to $5,000 per 
$1,000,000 of coverage. 

Approx. $1,000 per $1,000,000 
of coverage. 

Approx. $5,000 to $40,000 per 
$1,000,000 

Varies greatly by benefit level 
and % of cost paid by employ-
ees — rule of thumb 10 per-
cent of payroll expense. 
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 Are there any commercial benefits to maintaining insurance?

 Six months from now, I’ll have forgotten most of  the details offered 
here. What — in a nutshell — should I take away, not to be forgotten?
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