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Evaluate amount of start-up 

capital and fund growth 

expectations

Determine investment 

strategy and set target 

investor audience

Select Fund Administrator

(if applicable)

Test all internal systems

Draft and finalize marketing materials

Approach potential investors and have discussions (ongoing)

MARKETING

Select an IT outsourced vendor

Determine technology infrastructure requirements

Develop disaster recovery plan

COMPLIANCE & 

SEC 

REGISTRATION

Install all Prime Brokerage technology
TECHNOLOGY

Register with the SEC (if applicable)

Designate a Chief Compliance Officer

Create/finalize internal compliance policies/procedures

FINDING 

OFFICE SPACE

Develop a marketing plan

Have discussions with Prime Brokerage Capital 

Introduction Team (ongoing)

Create HR plan (employee benefits, payroll, insurance, 

etc.)

Complete hiring process (background and reference checks)

Train all staff on interval systems & 

procedures (ongoing)

BUILDING YOUR 

TEAM

Determine office space 

requirements and time frame

Evaluate all lease options

Order all office equipment and purchase furniture

Select Auditor

SERVICE 

PROVIDER 

SELECTION

ALTERNATIVE ASSET  FUND START-UP TIMELINE

Determining staffing requirements (outsource 

or in-house?)

Select Attorney and begin set-up of legal entity

Select Prime Broker (If Applicable)

BUSINESS PLAN 

FORMULATION

MONTH 1 MONTH 2 MONTH 3
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Investor Due Diligence Areas of Focus

Corporate Governance Fund Expenses & Fees Business Sustainability

Operating Procedures & Controls Fund Terms Regulation & Compliance

• Independence & expertise
• remuneration
• Number of boards sat on
• Transparency & Proactivness
• Background & reputation
• Advisory boards
• Management Company Oversight
• Management Company Segregation

• Fund Versus management company 
expenses

• Outsourcing charged to the fund
• Overall fee level, total expense ratio & 

softing
• Innovative management & performance fee 

methods

• Investor base management and capacity 
constraints

• Talent retention/compensation
• Use of deferral mechanisms & equity 

participation
• Policy on use of any excess management 

fee over running costs
• Message on business capitalism versus 

regulatory requirements
• Length of office lease versus use of service 

offices

• Adequacy of infrastructure
• Systems and trade flow process
• Reconciliation & frequency of confirmations
• Work flow separation & middle/back office 

separation
• Counterparty & risk management 

framework & implementation
• Independent & external valuation
• NAV calculation and approval process

• Liquidity – asset/liability match – peer 
analysis

• Use of gates and linkages to suspension 
language

• Side pocket and SPV provisions
• Share lock-ups & multi-year performance 

fees

• Compliance culture
• Level of regulatory approval of individuals 

and entities
• Compliance oversight & training
• Consistency of documentation
• Trade errors, conflicts of interest, soft dollar 

usage & PA dealing
• Insider trading controls
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Considerations for the US Hedge Fund Manager

There are a number of different structures used by US hedge fund managers.  The choice is largely driven by considerations regarding the 
categories of investor being targeted, and the associated tax and regulatory requirements.  The issues of costs and administrative convenience are 
also significant factors.

• Common fund structures generally fall into one of the following (mutually-exclusive) categories: single fund, parallel funds, or master/feeder.

• The general aim is to establish the fund vehicle(s) so as to minimize taxation and so that, to the extent possible, redemption
payments out of the structure are not subject to charges, such as withholding tax.

• The most common starting point for US hedge funds is to consider the location and specific requirements of the investors that the fund will target.  Particularly, to consider to 
what extent the structure will need to be tax-efficient for investors in the following categories:

• US taxable investors

• US tax-exempt investors

• non-US investors

• It is important to consider whether the above investor types will be targeted buy the fund at any point in the lifecycle, not just whether they will be investing or targeted at 
the outset.
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Types of Hedge Fund Investors

For the purpose of initial discussions on fund structure, it is initially useful to place investors into one of the following categories.

US tax-exempt investors
• Certain US investors are classified as tax exempt. This exemption does not, however, extend to profits made as a result of such investors' use of leverage, as would be 

employed by a hedge fund.  Such profits are referred to as unrelated business taxable income (UBTI).
• However, US tax will not need to be paid on UBTI, if the profits from the use of leverage can be attributed to the fund vehicle instead of to the investor itself.
• These investors therefore often prefer to invest in a fund vehicle that is not tax transparent.  The usual vehicle for US tax-exempt investors is an offshore company.  This 

vehicle is commonly incorporated in an offshore jurisdiction, such as the Cayman Islands, Bermuda, or the British Virgin Islands.

US taxable investors
• US taxable investors look to invest in a fund vehicle that is, or can be, treated as tax-transparent for US tax purposes.
• Given the choice, US taxable investors will typically look to invest in a US vehicle although many are content to invest in an offshore vehicle, provided it has the requisite tax-

transparency.  This demand is typically met by setting up a US Limited Partnership or US Limited Liability Company for US taxable investors, usually in Delaware.

Non-US investors
• As part of the fund structuring process (conducted with input from legal counsel), it will be important to consider the profiles of these non-US investors, e.g. the country of 

domicile, and whether they are individuals or institutions.
• Broadly speaking, non-US investors generally prefer to invest in an offshore corporate fund.  This would usually be the same offshore fund vehicle as that in which the US tax-

exempt investors invest.
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Single Onshore Fund Structure

The single fund structure consists of only one fund vehicle, which both receives investments and acts as the trading vehicle.

• This structure, which features a single onshore fund, is used where 
the hedge fund is intended for distribution to US taxable investors.  
Non-US investors willing to receive K-1's may invest as well.

• US taxable investors would be expected to be able to invest directly 
into the fund.

• The usual vehicle for a US onshore fund is a Delaware LP or Delaware 
LLC. Delaware is commonly chosen as domestic jurisdiction due to 
it's efficient legal infrastructure and business friendly, sophisticated, 
corporate law.

• Where, after launch, a decision is made to target US non-taxable 
investors, moving to any kind of master/feeder structure can be quite 
inconvenient.  On the other hand, as noted on the next slide, parallel 
funds can be burdensome to operate.

• For these reasons, many Hedge Funds often choose a master/feeder 
structure at the outset.

Investment manager

Investment management entity

Funds
US Onshore Fund

LP or LLC

US tax exempt 
investors

Non-US investors

Investor base
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Parallel Fund Structure

The single fund structure consists of only one fund vehicle, which both receives investments and acts as the trading vehicle.

• In general, the investment manager trades in the name of each of the 
two funds as if they were a single pool.

• The usual vehicle for the US onshore fund is a Delaware limited 
partnership or a Delaware limited liability company.  These provide 
the requisite tax-transparency for US investors.  An offshore LP or 
LLC could be used, but there is generally a preference for an onshore 
vehicle.

• The prospectus of each fund would be expected to refer to the 
existence of the other fund, which has the same investment manager 
and the same strategy.

• The initial attraction is often out-weighed for the manager by the 
administrative inconveniences of trade allocation, and portfolio 
rebalancing after trading in connection with subscriptions and 
redemptions, especially where the strategy is very active and/or there 
is substantial use of derivatives.

• For these reasons, hedge funds often use other multiple fund 
structures referred to as master/feeder structures.

Investment manager

Investment management entity

Funds

US tax exempt 
investors

Non-US investors

Investor base

Offshore corporate 
fund vehicle

US onshore fund 
vehicle (LP or LLC)

US taxable 
investors
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Two-Vehicle Master/Feeder Structure

The single fund structure consists of only one fund vehicle, which both receives investments and acts as the trading vehicle.

• US taxable investors would invest directly into the offshore (typically, 
Cayman Islands) master fund taking the form of an LP.

• Other investors invest in an offshore corporate vehicle which feeds 
into the master fund.

• This structure would, of course, require that the vehicle for US 
taxable investors is set up at the outset.

• Like the three-vehicle structure described on the next slide, there is 
still a requirement for two prospectuses.

• Some US investors would prefer not to invest into an offshore fund 
(even though the effective tax treatment may be the same)

Investment manager

Investment management entity

Fund

US tax exempt 
investors

Non-US investors

Investor base

Offshore 
corporate  feeder 

fund vehicle

US taxable 
investors

Fund

Offshore master 
fund vehicle (LP)
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Fund Terms Review and Development

Valuation

• Accounting
• Policy & Approach
• Fund administrator 

appointment
• Hard-to-value assets
• Communication of the NAV
• Valuation dates and AML 

requirements
• Year-end

Liquidity (basic)

• Subscription frequency
• *Redemption frequency
• *Redemption notice period

Liquidity (asset/liability match)

• *Lock-ups (hard)
• *Redemption fees (“soft 

lock”)
• *Side pockets
• *Deferred redemptions 

(“gate”)
• Retention of redemption 

proceeds
• Suspension of redemptions

Strategy-Driven Terms

• *Listing of the fund
• Co-investment rights
• *Additional Trading 

entities/SPVs
• Key-man provisions

Share Classes

• Base currency
• *Currency classes
• New issues/IPO’s
• *Additional classes
• *Management shares
• *Founders shares

Subscriptions

• *Minimum subscription
• Minimum additional 

subscription
• Deadlines for investments

Fees

• Sales charges
• Management fee amount
• Management fee frequency
• Performance fee allocation
• Performance fee frequency
• *Additional fees or 

calculations 

Expense Policy

• Directors fees
• *Fees attributable to the 

fund versus the manager
• Amortization/setup costs
• Use of dealing commission

* Denotes items more likely to vary between 
strategies/funds
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Fund Expenses Example

Expenses included: Core Fund Administration & Transfer Agency, Financial Statements, Fund Audit, Directors Fees, K1 Tax Reporting, legal fees, D&O insurance and amortization 
of start-up costs over 3 years.

Expenses not included: Prime Brokerage fees, transaction fees, interest on borrowing and taxes.

AUM Simple Moderate Complex Highly Complex

$40,000.000 0.583% 0.645% 0.795% 0.870%

$50,000.000 0.466% 0.516% 0.636% 0.696%

$60,000.000 0.389% 0.434% 0.530% 0.580%

$70,000,000 0.347% 0.389% 0.473% 0.505%

$80,000,000 0.316% 0.355% 0.431% 0.460%

$90,000,000 0.292% 0.329% 0.399% 0.426%

$100,000,000 0.273% 0.299% 0.373% 0.398%

$150,000,000 0.215% 0.245% 0.295% 0.315%

$200,000,000 0.187% 0.214% 0.257% 0.274%

$250,000,000 0.169% 0.195% 0.233% 0.249%

Strategies Equity Long/Short Event Driven Macro Multi-Strat

• Investors have increased the levels of due 
diligence performed on funds expenses and 
increasingly expect any costs that are 
charged to the fund relate solely to that 
entity and not to the investment 
management group.

• Managers need to consider the overall level 
of fund expenditure, factoring in the blended 
management fee between share classes, the 
AUM breakeven point and any other 
expenses charged to the fund.

• The total expense ratio should also be 
assessed relative to the fund’s strategy and 
the following matrix example shows that this 
typically increases with more complex 
portfolios, but then decreases as AUM grow.
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Types of Fund Expenses

A fund manager needs to have a very clear expenditure policy which certainly benefits a new launch in order to be transparent to investors.

FUND EXPENSES

• Fund administration fees and out of pocket 
expenses

• Charges and expenses of the fund’s legal 
advisers and auditors

• Fund Director fees and Directors & Officers 
insurance relating to the Fund Board

• Communication expenses with regards to 
investor services

• Fund establishment costs
• All other organization and running expenses 

of the fund entities
• Prime brokerage fees
• Transaction costs (commissions and issue or 

transfer tax)
• Taxes and fees payable to government and 

agencies
• Interest on borrowing
• Litigation and indemnification expenses (and 

extraordinary expenses)

MANAGEMENT EXPENSES

The day-to-day costs of running the 
management group are naturally charged to 
these entities.  The following fees are 
occasionally charged to the fund, but managers 
normally face push back from investors.

• Fees for market data feeds and middle office 
services

• Portfolio Management, Risk and other 
systems

• Marketing & travel related costs relating to 
asset raising

• Travel and other expenses related to 
sourcing and researching investment 
opportunities, including company visits

Note: Any ‘softing’ of expenses related to the 
investment manager through dealing 
commissions also needs to be factored in when 
looking at the overall level of expenditures 
charged to the fund and full transparency to 
investors is paramount. 
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Hedge Fund Architecture

The diagram below provides a high level overview of the potential process and systems flows to support the investment platform of a fund.

Order 
Management / 

Execution

Trade 
Confirmation

Reconciliation

Risk Analysis / 
Management Portfolio Management

Market Data / 
News

Research / Data 
Aggregation

Trade 
Counterpart 

/MarketReal Time P&L 
and Position 
Reporting

Prime Broker

Fund 
Administrator

Front Office Team

Operations Team

Key

Front Office Investment process

Middle/Back Office Trade Data Process

Middle/Back Office T+1 and ongoing 
reconciliation process

1. Research 2. Order Requirement

3. Order Execution

5. Trade Confirmation
4. Trade 
Capture 
(Manual or 
automated)

6. Trade notification for settlement

6. Trade notification for NAV calculation

11. Three-way 
reconciliation of 
positions, transactions, 
cash and prices.

7. Consolidated position 
and transaction 
management and visibility

8. Monitoring of risk 
of the portfolio

10. Risk data updated 
with new trade data

11. Risk metrics from 
component of 
research process
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Hedge Fund Order Management & Execution

The diagram below provides an overview of the potential order management process to support the fund front office teams.

Market Data / 
News Feeds

Research / Data 
Aggregation

Order 
Management

Voice / OTC 
Trading

Risk Analysis / 
Management Portfolio Management

DMACompliance

Execution 
Management 
(Blocks, Algos

etc.)

Trade 
Confirmation / 

Affirmation

Front Office Team
Trade Counterpart / 

Market

1. Based on a review 
of the existing 
portfolio (risk etc.) 
and internal / external 
research, trading 
ideas are formed.

2. Depending on the 
trade type / allocation 
fund profile, pre-trade 
compliance checks 
may be useful in 
monitoring book 
limits.

3. If necessary, pre-trade 
allocations (rule based or ad-hoc) 
across funds can be captured at 
this stage using pre-defined rules. 
In addition, orders can be routed 
to a central dealing desk for 
execution.

Execution Venue / Platform

4. Depending on trade type, 
trades can be executed via voice, 
straight to market or via 
execution management systems. 
These may be internally 
developed or vendor based.

6. Trades should be confirmed / 
affirmed against broker confirms 
on trade date. Timing for this is 
critical especially in the OTC 
markets where some trades need 
to be confirmed within hours.

5. Executed orders are booked 
out based on intended allocations 
for confirmation / settlement. 
This is especially important for 
settlement in markets where the 
client holds own ID e.g. Korea 
and Taiwan.

7. As trades are captured 
throughout the day, ideally 
positions / risk metrics should be 
updated in real time giving the 
front office complete visibility on 
the portfolio performance.

7a. Feedback on any risk 
breaches, such as limits 
and derivatives risk.

8. If required, 
ongoing fund 
rules and 
exposure limits 
monitored via 
compliance 
engine. E.g. 
UCITS III rules
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Hedge Fund Portfolio Management

The diagram below provides an overview of the potential portfolio management platform.

Risk Analysis 
and Research

Listed 
Instrument 

Pricing

Trade 
Confirmation / 

Affirmation

Trade and 
Position 

Reconciliation 

Portfolio Management
Prime Broker

Fund 
Administrator

Front Office Team Trade Counterpart / 
Market

1. Trades and 
allocations are 
captured from the 
front office. PM’s can 
access consolidated 
positions, P&L, and 
exposure data in real 
time.

Execution Venue / Platform

Operations Team

Model Based 
Pricing

Rates – FX, 
Fixings, Spreads

Corporate 
Actions

Holiday and 
Settlement 

Dates

Security Master

S
ta

ti
c
 D

a
ta

P
ri
c
in

g
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o
u
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e
s

2. Market pricing data 
input into the systems 
as frequently as 
possible. Specific 
rules can be 
configured to affect 
the pricing across the 
portfolio. e.g. pricing 
longs on the offer & 
shorts on the bid.

3. Complete set of cross product 
static data managed and loaded into 
the PMS ensuring that any 
dependent data such as pricing 
models / risk analysis is correct.

7. Fully automated 
trade, cash and 
position 3 way 
reconciliation 
performed between 
in-house records 
(PMS), PB and fund 
administrator.

4. Trades are notified to the 
prime broker for settlement. 
Overnight the funds positions 
and cash figures are updated 
and automated reports sent 
back to PMS for reconciliation.

6. PB Reports 
available to fund 
administrator for 
NAV calculation.

5. Trade data sent to 
fund administrator 
for NAV calculation
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Administrator Services

The core administration services provided by hedge fund administrators typically involve investor servicing, compliance and NAV production.  Some hedge fund administrators 
provide outsourcing services for middle, back and front office functions.

Investor Communication, Services and Compliance

• Process subscriptions, redemptions, exchanges and stock transfers
• Ensure proper completion of forms and report to manager
• Maintain share register and investor registration details
• Issue confirmations, statements and reports to investors and deal with queries
• Distribute financial, tax and other client reporting
• Complete all appropriate Anti-Money Laundering procedures and client 

identification checks

Net Asset Value Calculation

• Receive daily reporting from Prime Broker and perform reconciliation with the trade 
file submitted by the investment manager

• Value the assets of the fund, using independent sources wherever possible, 
including pricing services and broker quotes.

• Agree to method of valuation with manager, review with auditor where necessary.
• Accrue for all known fees including variable (management, administration, custody 

and performance) and fixed (audit, legal, directors etc.)
• Calculate allocation ratio for each class, allocate gains and losses, income and 

expenses, and adjust for any share class specific terms.
• Calculate the NAV per share, get approval of NAV from fund manager and 

distribute the NAV.

Middle and Back office outsourcing

• Cash Management and Treasury: wiring cash for settlements, expenses, and cash 
sweeps for the fund.

• Collateral Management: monitoring accounts and alerting the manager to any 
surplus of deficit (potentially transferring money among accounts as needed).

• OTC Derivatives Processing: trade allocations, matching and confirmations through 
settlement (for example, affirm trades on DTCC).

• Specialized Product Operations: support for products including distressed debt, 
structured deals and private equity.

• Reconciliation: daily reconciliations of transaction, corporate actions, positions and 
cash between manager, PB and other counterparties.

• Daily P&L and Estimated NAV: provide daily reporting to manager.
• Corporate Actions: process voluntary corporate action notices upon adviser 

instructions.
• Exception and Break Resolution: work with counterparties to resolve trade breaks.
• Tax services: fund tax accounting and reporting.

Front/Middle Office Services

• Risk Reporting: overnight or intraday risk analytics and reporting to the manager.
• Contribution and Performance Reporting: performance measurement and 

attribution reporting for the manager.



New Fund Launch Guide 2018 17

Fund Administration Process Flow

Investment Manager

Fund Administrator Prime Brokers

Investors

Executing Brokers
Orders & Executions

Trade Reporting

End-of-Day Trade File

Cash and Position 
Reconciliation

Financial Reporting 
and K-1s

NAV Reporting

End-of-Day Trade File
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Budget Analysis 

The below assumptions are examples of market practice pricing we have seen recently.

Legal

• Onshore fund formation documents: $15k - $50k
• Off-shore fund formation documents: $70k - $125k (depending on complexity)

Prime Broker

Financing Rates
• Credits: Fed Funds less 50bps – 100bps
• Debit Rate: Fed Funds plus 50bps – 100bps on equities
• Short Rebate: Fed Funds less 65bps for easy-to-borrows

US Execution:
• Equities: $0.01 - $0.03 per share
• Options: $1.50 - $3.00 per contract
• Directed Business: $0.01 per share

Clearing and Settling
• CMTA (away options): $0.35 per contract plus exchange fees
• Exercise & Assignment: $0.50 - $1.50 per contract
• US Away Ticket Charge: $15 for trades executed away

Note: Execution prices depend largely on whether trades are executed electronically 
or via voice to trading desk.  Most Prime Brokers will also carry a commission 
minimum of around $20 - $25.

Tax/Audit

• Yearly Audit: $6,000 - $30,000
• Yearly Tax: $4,000 - $12,000

Note: Audit/Tax price ranges reflect market practice starting points.  Prices can rise 
significantly depending on amount of investors and complexity of fund.

Compliance

• Form PF: $15,000 - $25,000
• FACTA: Starts at $100 per investor
• Outsourced CCO: $1200 - $3500 a month

Fund Administration

• Yearly Administration Fees: $18,000 - $60,000
• Year-End Financial Statements: $2,500 - $5,500
• Investor Services: $100 - $250 per event
• OMS/Risk Reporting Platform: $1,000 - $2,500 a month
• Audit Assist: $3,500 - $10,500

Note: Tax/Audit and Fund Administration price ranges reflect market practice starting 
points.  Prices can rise significantly depending on amount of investors, complexity of 
fund or additional outsourced functionality.
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Why North Street Global?

At North Street Global our experience is what sets us apart.  With industry veteran understanding of the North American, European, Asian and the 
Emerging Markets, we provide a unique level of service and knowledge.  Our expertise includes a broad array of process/control functions covering 
all asset classes, from both a buy and sell side perspective.

Don’t just pick a service provider, choose a partner.

New Fund Launch Guide 2018
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To learn more about becoming a client please contact us at:

North Street Global, LLC
info@northstreetglobal.com
www.NorthStreetGlobal.com

New York
708 Third Avenue, 6th Floor
New York, New York 10017

212.203.4671 Telephone

Los Angeles
468 N. Camden Drive, 2nd Floor

Beverly Hills, CA. 90210
310.893.1743 Telephone

Miami
1395 Brickell Avenue, 8th Floor

Miami, Florida 33131
305.908.3833 Telephone
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