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What Does the Directive Require of AIFMs
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Are There Capital Requirements?
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How Does the Directive Treat Marketing of AIFs?
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What Impact Will the Directive Have on Non-EU
AIFMs and AIFs?
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ÅìêêÉåíäó=ëìÄàÉÅí=íç=Å~éáí~ä=êÉèìáêÉãÉåíëK
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êáëÉÇ=ìåÇÉê=íÜÉ=aáêÉÅíáîÉI=íÜÉó=ïáää=åçí=ÄÉ=~ÄäÉ=íç=ã~êJ
âÉí=^fcë=EïÜÉíÜÉê=äçÅ~íÉÇ=áå=çê=çìíëáÇÉ=íÜÉ=brF=~åóJ
ïÜÉêÉ=áå=íÜÉ=brI=ÉîÉå=íÜçìÖÜ=íÜÉó=Å~å=ÅìêêÉåíäó=Çç=ëç
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ïÜáÅÜ=~êÉ=áãéê~ÅíáÅ~ÄäÉ=~åÇ=ã~ó=éêçîÉ=ìåïçêâ~ÄäÉKÒ
^äãçëí=íÜÉ=çåäó=éçáåí=çå=ïÜáÅÜ=~ää=é~êíáÉë=~ÖêÉÉ=áë=íÜÉ
`çããáëëáçåÛë=ÅçããÉåí=íÜ~í=íÜÉ=aáêÉÅíáîÉ=ïáää=ÄÉ=�íÜÉ
çÄàÉÅí=çÑ=áåíÉåëÉ=éçäáíáÅ~ä=ÇáëÅìëëáçå=~åÇ=åÉÖçíá~íáçåÒ
áå=íÜÉ=ÅçãáåÖ=ãçåíÜëK==^fcjë=ÄçíÜ=áå=~åÇ=çìíëáÇÉ=íÜÉ
br=ïáää=~åñáçìëäó=~ï~áí=íÜÉ=çìíÅçãÉK
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Until the PBGC’s
decision, many
practitioners had
taken the position
that private equity
funds were not
“trades or
businesses” and,
therefore, were
shielded from the
pension liabilities of
their portfolio
companies.

Implications for Private Equity Funds with
Portfolio Company Pension Liability

få=pÉéíÉãÄÉê=OMMTI=íÜÉ=^ééÉ~äë=_ç~êÇ=çÑ=íÜÉ=mÉåëáçå=_ÉåÉÑáí=dì~ê~åíó
`çêéçê~íáçå=E�m_d`ÒF=ÜÉäÇ=~=éêáî~íÉ=Éèìáíó=ÑìåÇ=äá~ÄäÉ=Ñçê=íÜÉ=éÉåëáçå
ìåÇÉêÑìåÇáåÖ=çÑ=çåÉ=çÑ=íÜÉ=ÑìåÇÛë=Ä~åâêìéí=éçêíÑçäáç=Åçãé~åáÉëK==páåÅÉ
íÜ~í=ÇÉÅáëáçå=ï~ë=áëëìÉÇI=~åÇ=ÖáîÉå=íÜÉ=áãéçêí~åí=~åÇ=éçëëáÄäó=ëÉîÉêÉ
ÉÅçåçãáÅ=áãéäáÅ~íáçåë=Ñçê=éêáî~íÉ=Éèìáíó=ÑìåÇëI=ÑìåÇë=ãìëí=êÉã~áå
ÑçÅìëÉÇ=çå=íÜáë=áëëìÉ=~åÇ=Ñçääçï=çåJÖçáåÖ=ÇÉîÉäçéãÉåíë=áå=íÜáë=~êÉ~K

Background
råÇÉê=íÜÉ=bãéäçóÉÉ=oÉíáêÉãÉåí=fåÅçãÉ
pÉÅìêáíó=^Åí=çÑ=NVTQ=E�bofp^ÒFI=ïÜÉå=~
éÉåëáçå=éä~å=ëéçåëçê=íÉêãáå~íÉë=~=éä~åI
ãÉãÄÉêë=çÑ=íÜÉ=ëéçåëçêÛë=�ÅçåíêçääÉÇ
ÖêçìéÒ=~êÉ=àçáåíäó=~åÇ=ëÉîÉê~ääó=äá~ÄäÉ=Ñçê
íÜÉ=ÅçêêÉëéçåÇáåÖ=ìåÑìåÇÉÇ=äá~ÄáäáíáÉëI
ÉîÉå=íÜçìÖÜ=íÜÉ=ãÉãÄÉêë=ã~ó=Ü~îÉ=Ü~Ç
åç=êÉä~íáçåëÜáé=íç=íÜÉ=éÉåëáçå=éä~åK
båíáíáÉë=~êÉ=é~êí=çÑ=íÜÉ=ë~ãÉ=ÅçåíêçääÉÇ
Öêçìé=áÑ=íÜÉó=~êÉ=ENF=ÉåÖ~ÖÉÇ=áå=~=�íê~ÇÉ
çê=ÄìëáåÉëëÒ=~åÇ=EOF=ìåÇÉê=�Åçããçå
ÅçåíêçäKÒ==dÉåÉê~ääóI=~=é~êÉåíJëìÄëáÇá~êó
Öêçìé=áë=ìåÇÉê=Åçããçå=Åçåíêçä=ïÜÉêÉ
íÜÉ=é~êÉåí=çïåë=~í=äÉ~ëí=UMB=çÑ=íÜÉ=ëíçÅâ
çÑ=íÜÉ=ëìÄëáÇá~êóI=Ä~ëÉÇ=ìéçå=ÉáíÜÉê=îçíJ
áåÖ=éçïÉê=çê=î~äìÉI=çêI=áå=íÜÉ=Å~ëÉ=çÑ=~
é~êíåÉêëÜáéI=~í=äÉ~ëí=UMB=çÑ=íÜÉ=Å~éáí~ä
çê=éêçÑáíë=áåíÉêÉëíK

^ÅÅçêÇáåÖäóI=áÑ=~=éêáî~íÉ=Éèìáíó=ÑìåÇ
ÉåÖ~ÖÉë=áå=~=íê~ÇÉ=çê=ÄìëáåÉëë=~åÇ=çïåë
~í=äÉ~ëí=~å=UMB=áåíÉêÉëí=áå=~=éçêíÑçäáç
Åçãé~åóI=áí=ã~ó=ÄÉ=äá~ÄäÉ=Ñçê=ÅÉêí~áå
éÉåëáçå=~åÇ=ÄÉåÉÑáíë=äá~ÄáäáíáÉë=çÑ=íÜÉ
éçêíÑçäáç=Åçãé~åóK==qÜÉ=ÅçåíêçääÉÇ
Öêçìé=äá~ÄáäáíáÉë=ïçìäÇ=ÖÉåÉê~ääó=åçí
ÉñíÉåÇ=ÑìêíÜÉê=ìé=íÜÉ=çïåÉêëÜáé=ÅÜ~áå
íç=íÜÉ=ÑìåÇÛë=é~êíåÉêëI=ìåäÉëë=~åó=é~êíåÉê
~ÅèìáêÉÇ=~å=UMB=çê=ÖêÉ~íÉê=Å~éáí~ä=çê
éêçÑáíë=áåíÉêÉëí=áå=íÜÉ=ÑìåÇK==eçïÉîÉêI
ìåÇÉê=é~êíåÉêëÜáé=ä~ïI=íÜÉ=ÖÉåÉê~ä=é~êíJ
åÉê=çÑ=íÜÉ=ÑìåÇ=ïçìäÇ=ÄÉ=ìäíáã~íÉäó
êÉëéçåëáÄäÉ=Ñçê=~åó=äá~ÄáäáíáÉë=áåÅìêêÉÇ=Äó
íÜÉ=ÑìåÇI=áåÅäìÇáåÖ=íÜÉ=éÉåëáçå=äá~ÄáäáJ
íáÉë=ÇÉëÅêáÄÉÇ=ÜÉêÉáåK

råíáä=íÜÉ=m_d`Ûë=ÇÉÅáëáçåI=ã~åó=éê~ÅíáJ
íáçåÉêë=Ü~Ç=í~âÉå=íÜÉ=éçëáíáçå=íÜ~í=éêáJ

î~íÉ=Éèìáíó=ÑìåÇë=ïÉêÉ=åçí=�íê~ÇÉë=çê
ÄìëáåÉëëÉëÒ=~åÇI=íÜÉêÉÑçêÉI=ïÉêÉ=ëÜáÉäÇÉÇ
Ñêçã=íÜÉ=éÉåëáçå=äá~ÄáäáíáÉë=çÑ=íÜÉáê=éçêíJ
Ñçäáç=Åçãé~åáÉëK==qÜÉ=ÇÉÅáëáçåI=ÜçïÉîÉêI
êÉîÉ~äë=íÜ~í=íÜÉ=m_d`=Çáë~ÖêÉÉëK

Decision
qÜÉ=éêáî~íÉ=Éèìáíó=ÑìåÇ=E�cìåÇÒF
áåîçäîÉÇ=áå=íÜÉ=ÇÉÅáëáçå=ï~ë=~=aÉä~ï~êÉ
äáãáíÉÇ=é~êíåÉêëÜáéK==qÜÉ=cìåÇ=çïåÉÇ=~
VSB=áåíÉêÉëí=áå=~=aÉä~ï~êÉ=Åçêéçê~íáçåI
ïÜáÅÜ=Ü~Ç=ëéçåëçêÉÇ=~=éÉåëáçå=éä~å
íÜ~í=ï~ë=íÉêãáå~íÉÇ=ïÜÉå=íÜÉ=Åçêéçê~J
íáçå=ÑáäÉÇ=Ñçê=Ä~åâêìéíÅóK==qÜÉ=m_d`
~ëëÉêíÉÇ=íÜ~í=íÜÉ=cìåÇI=~ë=~=ãÉãÄÉê=çÑ
íÜÉ=Åçêéçê~íáçåÛë=ÅçåíêçääÉÇ=ÖêçìéI=ï~ë
äá~ÄäÉ=Ñçê=íÜÉ=Åçêéçê~íáçåÛë=ãçêÉ=íÜ~å
APIMMMIMMM=áå=ìåÑìåÇÉÇ=éÉåëáçå=äá~ÄáäáJ
íáÉë=~êáëáåÖ=Ñêçã=íÜÉ=éä~åÛë=íÉêãáå~íáçåK

qÜÉ=cìåÇ=ÇáëéìíÉÇ=~åó=äá~ÄáäáíóI=~êÖìáåÖ
íÜ~í=áí=ÅçìäÇ=åçí=ÄÉ=áå=íÜÉ=Åçêéçê~íáçåÛë
ÅçåíêçääÉÇ=Öêçìé=ÄÉÅ~ìëÉ=íÜÉ=cìåÇ=ï~ë
åçí=ÉåÖ~ÖÉÇ=áå=~=íê~ÇÉ=çê=ÄìëáåÉëëK==qÜÉ
cìåÇ=~êÖìÉÇ=íÜ~í=áí=ï~ë=ãÉêÉäó=~=�é~ëJ
ëáîÉ=áåîÉëíãÉåí=îÉÜáÅäÉ=íÜ~í=Ü~ë=åç
ÉãéäçóÉÉëI=åç=áåîçäîÉãÉåí=áå=íÜÉ=Ç~óJ
íçJÇ~ó=çéÉê~íáçåë=çÑ=áíë=áåîÉëíãÉåíë=~åÇ
åç=áåÅçãÉ=çíÜÉê=íÜ~å=é~ëëáîÉ=áåîÉëíJ
ãÉåí=áåÅçãÉKÒ==

qÜÉ=m_d`=êÉàÉÅíÉÇ=íÜÉ=cìåÇÛë=~êÖìãÉåí
~åÇ=ÜÉäÇ=íÜÉ=cìåÇ=äá~ÄäÉ=Ñçê=áíë=éçêíÑçäáç
Åçãé~åóÛë=íÉêãáå~íáçå=äá~ÄáäáíóK==qÜÉ
m_d`=ÇáëíáåÖìáëÜÉÇ=áíë=ÇÉÅáëáçå=Ñêçã
Å~ëÉë=ïÜÉêÉ=áåÇáîáÇì~äë=ïáíÜ=é~ëëáîÉ
áåîÉëíãÉåí=~ÅíáîáíáÉë=ïÉêÉ=ÑçìåÇ=åçí=íç
Ü~îÉ=ÄÉÉå=ÅçåÇìÅíáåÖ=~=íê~ÇÉ=çê=ÄìëáJ
åÉëëK==qÜÉ=m_d`=Éñéä~áåÉÇ=íÜ~í=íÜÉ
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cìåÇI=ìåäáâÉ=íÜÉ=í~ñé~óÉêë=áå=íÜçëÉ=Å~ëÉëI=ï~ë=~ÅíáîÉäó
áåîçäîÉÇ=áå=áíë=áåîÉëíãÉåíë=~ë=ÉîáÇÉåÅÉÇ=Äó=íÜÉ=ÖÉåÉê~ä
é~êíåÉêëÛ=áåîÉëíãÉåí=~åÇ=ã~å~ÖÉãÉåí=ëÉêîáÅÉë=~åÇ
ÅçãéÉåë~íáçå=Ñçê=ëìÅÜ=ëÉêîáÅÉëK==qÜÉ=cìåÇ=ï~ë=ÑçêãÉÇ
~ë=~=ÄìëáåÉëë=Éåíáíó=�íç=ëÉäÉÅíI=~ÅèìáêÉI=ÇáëéçëÉ=çÑI=~åÇ
ã~å~ÖÉ=áåîÉëíãÉåíë=KKK=íÜêçìÖÜ=áíë=~ÖÉåíIÒ=ìåäáâÉ=áåÇáJ
îáÇì~ä=í~ñé~óÉêë=ïÜç=áåîÉëí=íÜÉáê=çïå=ãçåÉó=Ñçê=íÜÉáê
çïå=Ö~áåK

Implications
^ëáÇÉ=Ñêçã=íÜÉ=çÄîáçìë=ÉÑÑÉÅí=íÜ~í=éêáî~íÉ=Éèìáíó=ÑìåÇë
E~åÇ=ãÉãÄÉêë=çÑ=íÜÉáê=ÅçåíêçääÉÇ=ÖêçìéF=ã~ó=ÄÉ=äá~ÄäÉ
Ñçê=íÜÉ=éÉåëáçå=éä~å=íÉêãáå~íáçå=äá~Äáäáíó=çÑ=íÜÉáê=éçêíJ
Ñçäáç=Åçãé~åáÉëI=íÜÉ=ÇÉÅáëáçå=Ü~ë=áãéäáÅ~íáçåë=Ñçê
åìãÉêçìë=çíÜÉê=ëáíì~íáçåë=áå=ïÜáÅÜ=äá~Äáäáíó=Å~å=ÄÉ
áãéçëÉÇ=çå=ÑìåÇëK==fÑ=íÜÉ=m_d`Ûë=áåíÉêéêÉí~íáçå=çÑ
ÉåÖ~ÖáåÖ=áå=�íê~ÇÉ=çê=ÄìëáåÉëëÒ=áë=ÑçääçïÉÇ=Äó=~êÄáíê~J
íçêë=~åÇLçê=ÅçìêíëI=~=éêáî~íÉ=Éèìáíó=ÑìåÇ=íÜ~í=çïåë
UMB=çÑ=áíë=éçêíÑçäáç=Åçãé~åó=ã~ó=ÄÉ=äá~ÄäÉ=Ñçê=íÜÉ
ïáíÜÇê~ï~ä=äá~Äáäáíó=áåÅìêêÉÇ=Äó=~=éçêíÑçäáç=Åçãé~åó
ïÜÉå=áí=ïáíÜÇê~ïë=Ñêçã=~=ãìäíáJÉãéäçóÉê=éÉåëáçå
éä~åK==^äëçI=éçêíÑçäáç=Åçãé~åáÉë=ã~ó=ÄÉ=Ä~êêÉÇ=Ñêçã
íÉêãáå~íáåÖ=ìåÇÉêÑìåÇÉÇ=éÉåëáçå=éä~åë=ìåäÉëë=~ää
ãÉãÄÉêë=çÑ=íÜÉ=ÅçåíêçääÉÇ=Öêçìé=~êÉ=áå=Ä~åâêìéíÅó=çê
äáèìáÇ~íáçåK==cìêíÜÉêI=íÜÉ=ÑìåÇ=ã~ó=ÄÉ=äá~ÄäÉ=Ñçê=ÅÉêí~áå
`l_o^=é~óãÉåíëI=m_d`=éêÉãáìãë=~åÇ=ÉñÅáëÉ=í~ñÉë
Ñçê=Ñ~áäáåÖ=íç=ãÉÉí=ãáåáãìã=ÑìåÇáåÖ=ëí~åÇ~êÇëK

`êÉÇáí=~ÖêÉÉãÉåíë=ã~ó=~äëç=ÄÉ=áãé~ÅíÉÇ=Äó=íÜÉ=ÇÉÅáJ
ëáçåK==`êÉÇáí=~ÖêÉÉãÉåíë=çÑíÉå=Åçåí~áå=Åä~ìëÉë=íÜ~í=éêçJ
ÜáÄáí=íÜÉ=ìåÇÉêÑìåÇáåÖ=çÑ=~åó=éÉåëáçå=éä~åë=áå=íÜÉ
ÇÉÄíçêÛë=ÅçåíêçääÉÇ=ÖêçìéI=~ë=ïÉää=~ë=êÉèìáêÉ=ÅÉêí~áå
Ñáå~åÅá~ä=ÅçîÉå~åíë=íç=ÄÉ=ã~áåí~áåÉÇK==^å=ìåÇÉêÑìåÇJ
ÉÇ=éÉåëáçå=éä~å=ëéçåëçêÉÇ=Äó=~=éçêíÑçäáç=Åçãé~åó
ÅçìäÇ=Å~ìëÉ=~=ÇáÑÑÉêÉåí=éçêíÑçäáç=Åçãé~åó=çïåÉÇ=Äó
íÜÉ=ÑìåÇI=çê=íÜÉ=ÑìåÇ=áíëÉäÑI=íç=ÄÉ=áå=îáçä~íáçå=çÑ=áíë
bofp^=çê=Ñáå~åÅá~ä=ÅçîÉå~åíëK

páåÅÉ=íÜÉ=áëëì~åÅÉ=çÑ=íÜÉ=m_d`=ÇÉÅáëáçåI=ïÉ=Ü~îÉ=ÄÉÉå
~ï~áíáåÖ=ÑìêíÜÉê=áåíÉêéêÉí~íáîÉ=ÖìáÇ~åÅÉK==qç=Ç~íÉI=ÜçïJ
ÉîÉêI=íÜÉêÉ=Ü~ë=ÄÉÉå=åç=ÖìáÇ~åÅÉ=Ô=çåÉ=ï~ó=çê=íÜÉ
çíÜÉê=Ô=Ñêçã=ÑÉÇÉê~ä=Åçìêíë=çå=ïÜÉíÜÉê=íÜÉó=ïáää
~ééäó=íÜÉ=m_d`Ûë=éçëáíáçåK==eçïÉîÉêI=ÄÉÅ~ìëÉ=íÜÉ
ëíêìÅíìêÉ=çÑ=íÜÉ=cìåÇ=áå=íÜÉ=m_d`=ÇÉÅáëáçå=áë=ëáãáä~ê=íç
íÜ~í=çÑ=ã~åó=éêáî~íÉ=Éèìáíó=ÑìåÇëI=áí=áë=êÉ~ëçå~ÄäÉ=íç
ÉñéÉÅí=íÜ~í=íÜÉ=m_d`=ïáää=éìêëìÉ=çíÜÉê=ÑìåÇë=ÖçáåÖ
Ñçêï~êÇK==dáîÉå=íÜÉ=éçíÉåíá~ääó=ä~êÖÉ=äá~ÄáäáíáÉëI=éêìÇÉåí
éêáî~íÉ=Éèìáíó=ÑìåÇë=ëÜçìäÇ=ìëÉ=Å~êÉÑìä=éä~ååáåÖ=ÄÉÑçêÉ
~ÅèìáêáåÖ=éçêíÑçäáç=Åçãé~åáÉë=~åÇ=áå=ÇÉíÉêãáåáåÖ=íÜÉ
çïåÉêëÜáé=äÉîÉäë=çÑ=ëìÅÜ=Åçãé~åáÉëK

Recommendations
låÉ=ï~ó=íç=~îçáÇ=íÜÉ=áëëìÉI=çê=ãáåáãáòÉ=áíë=áãé~ÅíI=áë
íç=éÉêÑçêã=íÜçêçìÖÜ=ÇìÉ=ÇáäáÖÉåÅÉ=çå=í~êÖÉí=Åçãé~J
åáÉë=~åÇ=íÜÉáê=bofp^JÅçåíêçääÉÇ=ÖêçìéëK==aìÉ=ÇáäáÖÉåÅÉ
ëÜçìäÇ=Éå~ÄäÉ=éêáî~íÉ=Éèìáíó=ÑìåÇë=íç=ÇÉíÉêãáåÉ
ïÜÉíÜÉê=~=í~êÖÉíÛë=éÉåëáçå=éä~å=áë=ìåÇÉêÑìåÇÉÇ=~åÇ
ïÜÉíÜÉê=íÜÉêÉ=Éñáëíë=éçíÉåíá~ä=ãìäíáJÉãéäçóÉê=éÉåëáçå
éä~å=ïáíÜÇê~ï~ä=äá~ÄáäáíóK==fÑ=ëçI=íÜÉ=éêáî~íÉ=Éèìáíó=ÑìåÇ
ã~ó=ÅçåëáÇÉê=êÉÑäÉÅíáåÖ=íÜÉëÉ=éçíÉåíá~ä=äá~ÄáäáíáÉë=áå=íÜÉ
éìêÅÜ~ëÉ=éêáÅÉK==aìÉ=ÇáäáÖÉåÅÉ=ëÜçìäÇ=~äëç=ÄÉ=ìëÉÇ=íç
ÇÉíÉêãáåÉ=ïÜÉíÜÉê=íÜÉ=í~êÖÉí=áë=~=ãÉãÄÉê=çÑ=~=�ÅçåJ
íêçääÉÇ=ÖêçìéÒ=ïáíÜ=éä~å=ëéçåëçêë=ïÜçëÉ=éä~åë=~êÉ=çê
ã~ó=ÄÉÅçãÉ=ìåÇÉêÑìåÇÉÇK==qÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=ëÜçìäÇ
ÄÉ=ÅçåíáåìÉÇ=~ÑíÉê=íÜÉ=ÇÉ~ä=ÅäçëÉëI=ÄÉÅ~ìëÉ=éä~å=ìåÇÉêJ
ÑìåÇáåÖ=ÑäìÅíì~íÉë=ïáíÜI=~ãçåÖ=çíÜÉê=íÜáåÖëI=ÅÜ~åÖÉë
áå=íÜÉ=Éèìáíó=ã~êâÉíëI=ÇÉÄí=ã~êâÉíëI=~åÇ=éä~å=ëéçåëçêÛë
ïçêâÑçêÅÉK

^åçíÜÉê=éçëëáÄäÉ=ï~ó=íç=~îçáÇ=äá~Äáäáíó=áë=íç=ëíêìÅíìêÉ
íÜÉ=~Åèìáëáíáçå=ëìÅÜ=íÜ~íI=ÉîÉå=áÑ=íÜÉ=éêáî~íÉ=Éèìáíó
ÑìåÇ=áë=ÉåÖ~ÖÉÇ=áå=~=íê~ÇÉ=çê=ÄìëáåÉëëI=íÜÉ=ÑìåÇ=áë=åçí
ìåÇÉê=�Åçããçå=ÅçåíêçäÒ=ïáíÜ=íÜÉ=í~êÖÉíK==qÜáë=Å~å=ÄÉ
~ÅÜáÉîÉÇ=áå=ëÉîÉê~ä=ï~óëK==cçê=Éñ~ãéäÉI=íÜÉ=ÑìåÇ=ã~ó
âÉÉé=áíë=çïåÉêëÜáé=äÉîÉäI=Äó=îçíÉ=~åÇ=î~äìÉI=íç=äÉëë
íÜ~å=íÜÉ=UMB=íÜêÉëÜçäÇK==^äíÉêå~íÉäóI=íÜÉ=éêáî~íÉ=ÉèìáJ
íó=Ñáêã=ãáÖÜí=ëéäáí=íÜÉ=áåíÉêÉëí=áå=íÜÉ=í~êÖÉí=~ãçåÖ=íïç
çê=ãçêÉ=çÑ=áíë=ÑìåÇëI=áÑ=éçëëáÄäÉI=çê=Éãéäçó=~å=~äíÉêå~J
íáîÉ=áåîÉëíãÉåí=îÉÜáÅäÉI=ÉáíÜÉê=çÑ=ïÜáÅÜ=Å~å=ÇáäìíÉ=íÜÉ
ÑìåÇÛë=áåíÉêÉëí=áå=íÜÉ=í~êÖÉí=íç=ìåÇÉê=UMBK==bîÉå=áå=íÜÉ
ÉîÉåí=çÑ=ëìÅÜ=~=ÄáÑìêÅ~íáçåI=íÜÉêÉ=êÉã~áåë=~=êáëâ=íÜ~í
íÜÉ=m_d`=ÅçìäÇ=éçëáí=íÜ~í=íÜÉ=áåîÉëíãÉåí=áëI=áå=ÉÑÑÉÅíI
ã~áåí~áåÉÇ=Äó=~=ëáåÖäÉ=ÉåíáíóI=áå=ïÜáÅÜ=ÉîÉåí=íÜÉ
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Credit Default Swaps — In Regulatory Flux

The SEC has been a
harbinger of
changes to come in
credit default swap
regulation.  One of
the first steps has
been the establish-
ment of clearing-
houses as central
counterparties for
certain credit default
swaps, which the
SEC has facilitated
through exemptive
orders and an inter-
im final rule.
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íÜÉ=qêÉ~ëìêóI=pb`=~åÇ=`cq`=ÑÉäí=åÉÉÇÉÇ=íç=ÄÉ=í~âÉåK
qÜÉó=~ëâÉÇ=`çåÖêÉëë=íç=êÉèìáêÉ=ÅäÉ~êáåÖÜçìëÉë=íç
ÉåÑçêÅÉ=ëáÖåáÑáÅ~åí=ã~êÖáå=êÉèìáêÉãÉåíë=çå=çîÉêJíÜÉJ
ÅçìåíÉê=ÇÉêáî~íáîÉë=ÇÉ~äÉêëK==qç=éêÉîÉåí=é~êíáÉë=Ñêçã
ÅêÉ~íáåÖ=ÅìëíçãáòÉÇ=çîÉêJíÜÉJÅçìåíÉê=ÇÉêáî~íáîÉë=ëçäÉäó
íç=ÉëÅ~éÉ=íÜÉ=êÉÖìä~íÉÇ=ÅäÉ~êáåÖÜçìëÉëI=íÜÉó=ëìÖÖÉëíÉÇ
`çåÖêÉëë=Éå~Åí=~=éêÉëìãéíáçå=íÜ~íI=çåÅÉ=~=êÉÖìä~íÉÇ
ÅäÉ~êáåÖÜçìëÉ=Ü~ë=~ÅÅÉéíÉÇ=~=ÅÉêí~áå=íóéÉ=çÑ=çîÉêJíÜÉJ
ÅçìåíÉê=ÇÉêáî~íáîÉ=Ñçê=ÅäÉ~êáåÖI=~ää=ÇÉêáî~íáîÉë=çÑ=íÜ~í
íóéÉ=ïçìäÇ=ÄÉ=ÅçåëáÇÉêÉÇ=ëí~åÇ~êÇáòÉÇ=Åçåíê~Åíë=íÜ~í
ãìëí=ÄÉ=ÅäÉ~êÉÇK

qÜÉ=pb`=~åÇ=`cq`=ïçìäÇ=~äëç=ÄÉ=ãçêÉ=ÅäÉ~êäó=ÉãéçïJ
ÉêÉÇI=íÜêçìÖÜ=~=�êçÄìëí=~åÇ=~ééêçéêá~íÉ=êÉÖáãÉ=çÑ=éêìJ
ÇÉåíá~ä=ëìéÉêîáëáçå=~åÇ=êÉÖìä~íáçåIÒ=íç=ÉåÑçêÅÉ=~=ëóëJ

Credit Default Swaps — In Regulatory Flux

S `ÜçK=a~îáÇ=~åÇ=w~ÅÜ~êó=^K=dçäÇÑ~êÄK=�rKpK=mìëÜÉë=^ÜÉ~Ç=táíÜ=aÉêáî~íáîÉë=oÉÖìä~íáçåKÒ=qÜÉ=t~ëÜáåÖíçå=mçëíI=j~ó=NQI=OMMVK
T qÉííI=dáääá~å=~åÇ=m~ìä=gK=a~îáÉëK=�lìí=çÑ=íÜÉ=ëÜ~ÇçïëW=eçï=Ä~åâáåÖÛë=ëÉÅêÉí=ëóëíÉã=ÄêçâÉ=ÇçïåKÒ=cáå~åÅá~ä=qáãÉëI=aÉÅÉãÄÉê=NSI=OMMTK
U i~Ä~íçåI=píÉéÜÉå=~åÇ=g~ÅâáÉ=`~äãÉëK=�lÄ~ã~=mêçéçëÉë=~=cáêëí=lîÉêÜ~ìä=çÑ=cáå~åÅÉ=oìäÉëKÒ=qÜÉ=kÉï=vçêâ=qáãÉëI=j~ó=NQI=OMMVK
V o~éé~éçêíI=iáòK=�^ë=pb`=píÉéë=ré=sáÖáä~åÅÉI=fíÛë=mçäáÅáåÖ=pçãÉ=kÉï=_É~íëKÒ=qÜÉ=t~ää=píêÉÉí=gçìêå~äI=j~ó=TI=OMMVK
NM pÉÅìêáíáÉë=~åÇ=bñÅÜ~åÖÉ=`çããáëëáçåK=oÉäÉ~ëÉ=kçëK=PPJUVVVX=PQJRVOQSX=PVJORQVK=g~åK=NQI=OMMVK=�qÉãéçê~êó=bñÉãéíáçåë=Ñçê=bäáÖáÄäÉ=`êÉÇáí=aÉÑ~ìäí=pï~éë=íç

c~Åáäáí~íÉ=léÉê~íáçå=çÑ=`Éåíê~ä=`çìåíÉêé~êíáÉë=íç=`äÉ~ê=~åÇ=pÉííäÉ=`êÉÇáí=aÉÑ~ìäí=pï~éëKÒ=
NN T=rKpK`K=¬=NI Éí=ëÉèK
NO iÉííÉê=Ñêçã=qáãçíÜó=cK=dÉáíÜåÉêI=pÉÅêÉí~êó=çÑ=íÜÉ=qêÉ~ëìêóI=íç=pÉå~íçê=eÉåêó=oÉáÇK=j~ó=NPI=OMMVK
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íÉã=çÑ=êÉÅçêÇâÉÉéáåÖ=~åÇ=êÉéçêíáåÖ=Ñçê=ÅêÉÇáí=ÇÉÑ~ìäí
ëï~éëK==qÜáë=ëóëíÉã=ïçìäÇ=Å~éíìêÉ=~ää=çîÉêJíÜÉJÅçìåíÉê
ÇÉêáî~íáîÉë=ÇÉ~äÉêëI=áåÅäìÇáåÖ=íÜçëÉ=íê~ÇáåÖ=áå=ÅìëJ
íçãáòÉÇ=çîÉêJíÜÉ=ÅçìåíÉê=ÇÉêáî~íáîÉë=íÜ~í=åÉÉÇ=åçí=ÄÉ
ÅäÉ~êÉÇI=~åÇ=�~ää=çíÜÉê=Ñáêãë=ïÜçëÉ=~ÅíáîáíáÉë=áå=íÜçëÉ
ã~êâÉíë=ÅêÉ~íÉ=ä~êÖÉ=ÉñéçëìêÉë=íç=ÅçìåíÉêé~êíáÉëKÒ qÜÉ
~ÖÖêÉÖ~íÉÇ=Ç~í~=ÅçääÉÅíÉÇ=áå=íÜáë=ã~ååÉê=ïçìäÇ=íÜÉå
ÄÉ=éêçîáÇÉÇ=íç=íÜÉ=éìÄäáÅK

qÜÉ=lÄ~ã~=~Çãáåáëíê~íáçå=çå=j~ó=NQI=OMMVI=ÉÅÜçÉÇ
íÜÉ=ëí~íÉãÉåíë=Ñêçã=íÜÉ=qêÉ~ëìêóI=pb`=~åÇ=`cq`I=~åÇ
~äëç=ã~ÇÉ=~=éçáåí=çÑ=êÉèìÉëíáåÖ=íÜ~í=`çåÖêÉëë=íáÖÜíÉå
íÜÉ=êÉÖìä~íáçå=çå=ÇÉêáî~íáîÉë=~ë=èìáÅâäó=~ë=éçëëáÄäÉ=~åÇ
Å~ääáåÖ=Ñçê=íÜÉ=êÉéÉ~ä=çÑ=ãìÅÜ=çÑ=íÜÉ=`çããçÇáíó
cìíìêÉë=jçÇÉêåáò~íáçå=^Åí=çÑ=OMMMK

qÜÉ=qêÉ~ëìêóI=pb`=~åÇ=`cq`=~äëç=ëí~íÉÇ=íÜ~í=êÉÖìä~íçêë
ëÜçìäÇ=ÅççéÉê~íÉ=ïáíÜ=åçåJråáíÉÇ=pí~íÉë=àìêáëÇáÅíáçåë
íç=éêçãçíÉ=ãçêÉ=ëí~åÇ~êÇ=ÇÉêáî~íáîÉë=êÉÖìä~íáçå=áåíÉêJ
å~íáçå~ääóI=~åÇ=éêÉîÉåí=íÜÉ=ãáÖê~íáçå=çÑ=íê~ÇÉë=çìí=çÑ
íÜÉ=råáíÉÇ=pí~íÉëK==qÜÉ=ïçêêó=áë=íÜ~í=íççJëíêáåÖÉåí=êìäÉë
áå=íÜÉ=råáíÉÇ=pí~íÉë=ïçìäÇ=ëáãéäó=ëÉåÇ=íÜÉ=çîÉêJíÜÉJ
ÅçìåíÉê=ÇÉêáî~íáîÉë=ã~êâÉí=ÉäëÉïÜÉêÉK

oÉëéçåÇáåÖ=íç=ëçãÉ=çÑ=íÜÉ=áëëìÉë=~åÇ=èìÉëíáçåë=çìíJ
äáåÉÇ=~ÄçîÉI=çå=gìåÉ=NSI=OMMVI=íÜÉ=lÄ~ã~=~Çãáåáëíê~J
íáçå=ÇáëíêáÄìíÉÇ=~=ãçêÉ=ÇÉí~áäÉÇ=tÜáíÉ=m~éÉê=éêçîáÇáåÖ
Åä~êáíó=~åÇ=ëéÉÅáÑáÅáíó=çå=áíë=éêçéçë~ä=íç=êÉÖìä~íÉ=çîÉêJ
íÜÉJÅçìåíÉê=ÇÉêáî~íáîÉëKNP qÜÉ=~Çãáåáëíê~íáçå=éä~åë=íç
~ëâ=`çåÖêÉëë=íç=í~âÉ=äÉÖáëä~íáîÉ=~Åíáçå=~ë=ëççå=~ë=éçëëáJ
ÄäÉ=íç=ÖáîÉ=íÜÉ=pb`=~åÇ=`cq`=ÖêÉ~íäó=ÉåÜ~åÅÉÇ=Åçåíêçä
çÑ=çîÉêJíÜÉJÅçìåíÉê=ÇÉêáî~íáîÉë=íê~ÇÉëKNQ

qÜÉ=tÜáíÉ=m~éÉê=ÑäÉëÜÉë=çìí=ïÜ~í=éêçãáëÉë=íç=ÄÉ=~=ëáÖJ
åáÑáÅ~åí=ÅÜ~åÖÉ=áå=íÜÉ=ï~ó=ÇÉêáî~íáîÉë=~êÉ=êÉÖìä~íÉÇ=áå
íÜÉ=råáíÉÇ=pí~íÉëK==cáêëíI=ã~êÖáå=êÉèìáêÉãÉåíë=~åÇ=êÉÖJ
ìä~íçêó=Å~éáí~ä=êÉèìáêÉãÉåíë=ÉñÅÉÉÇáåÖ=íÜçëÉ=ÅìêêÉåíäó
êÉèìáêÉÇ=çÑ=Ä~åâë=ïçìäÇ=ÄÉ=áåëíáíìíÉÇ=Ñçê=íê~ÇÉë=áå
çîÉêJíÜÉJÅçìåíÉê=ÇÉêáî~íáîÉëK==pÉÅçåÇI=ÄçíÜ=íÜÉ=pb`
~åÇ=`cq`=ïçìäÇ=ÄÉ=ÉãéçïÉêÉÇ=íç=êÉèìáêÉ=êÉÅçêÇâÉÉéJ
áåÖ=~åÇ=êÉéçêíáåÖ=Ñêçã=é~êíáÉë=íê~ÇáåÖ=áå=çîÉêJíÜÉJ
ÅçìåíÉê=ÇÉêáî~íáîÉëI=áåÅäìÇáåÖ=ÅçääÉÅíáåÖ=Ç~í~=çå=ÅìëJ
íçãáòÉÇ=ÇÉêáî~íáîÉ=íê~ÇÉë=íÜ~í=ïçìäÇ=åçí=ÄÉ=ÅäÉ~êÉÇ
íÜêçìÖÜ=~=ÅÉåíê~äáòÉÇ=ÅçìåíÉêé~êíóK==qÜáêÇI=áå=ÅÉêí~áå
áåëí~åÅÉë=íÜÉ=`cq`=ïçìäÇ=ÄÉ=~ääçïÉÇ=íç=éä~ÅÉ=äáãáíë
çå=éçëáíáçåë=í~âÉå=áå=çîÉêJíÜÉJÅçìåíÉê=ÇÉêáî~íáîÉëK

qÜÉ=êÉÖìä~íçêó=êÉÖáãÉ=çìíëáÇÉ=íÜÉ=råáíÉÇ=pí~íÉë=áë
ÇÉîÉäçéáåÖ=áåÇÉéÉåÇÉåíäó=~åÇ=ê~éáÇäóK==pçãÉ=ãÉãÄÉêë
çÑ=íÜÉ=bìêçéÉ~å=m~êäá~ãÉåí=~êÉ=~Ç~ã~åí=íÜ~í=íÜÉ=br

ëÜçìäÇ=ÅçåíáåìÉ=ìéÇ~íáåÖ=áíë=êÉÖìä~íáçåë=íç=éêçíÉÅí=br
Ñáå~åÅá~ä=ã~êâÉíë=Ñêçã=íÜÉ=ÑìíìêÉ=ëéêÉ~Ç=çÑ=Ñáå~åÅá~ä
ÅêáëÉë=Ñêçã=íÜÉ=råáíÉÇ=pí~íÉëK==oÉÅÉåíäóI=íÜÉ=bìêçéÉ~å
m~êäá~ãÉåí=~ééêçîÉÇ=äÉÖáëä~íáçåI=íç=í~âÉ=ÉÑÑÉÅí=áå=OMNNI
íÜ~í=êÉèìáêÉë=Ä~åâë=áå=íÜÉ=bìêçéÉ~å=råáçå=íç=ã~áåí~áå
~=RB=éçëáíáçå=áå=~åó=ëíêìÅíìêÉÇ=~ëëÉíë=íÜÉó=ëÉää=íç
áåîÉëíçêëK==få=~ÇÇáíáçåI=br=Ä~åâë=ïáää=åçí=ÄÉ=éÉêãáííÉÇ
íç=Äìó=~åó=ëíêìÅíìêÉÇ=~ëëÉíë=Ñêçã=Ä~åâëI=áåÅäìÇáåÖ
íÜçëÉ=áå=íÜÉ=råáíÉÇ=pí~íÉë=çê=áå=çíÜÉê=åçåJbr=àìêáëÇáÅJ
íáçåëI=ïÜçëÉ=çêáÖáå~íáåÖ=äÉåÇÉêë=çê=áåîÉëíãÉåí=Ä~åâ
ëéçåëçêë=Çç=åçí=~äëç=~ÇÜÉêÉ=íç=íÜÉ=RB=êÉíÉåíáçå
êÉèìáêÉãÉåí=ãáåáãìãKNR fí=êÉã~áåë=íç=ÄÉ=ëÉÉå=Üçï
ÅÜ~åÖÉë=áå=çíÜÉê=àìêáëÇáÅíáçåë=ïáää=~ÑÑÉÅí=íÜÉ=ÇÉÅáëáçåë
íç=ÄÉ=ã~ÇÉ=áå=íÜÉ=ÉîçäîáåÖ=råáíÉÇ=pí~íÉë=êÉÖìä~íáçåëI
~åÇ=îáÅÉ=îÉêë~K

få=~ÇÇáíáçå=íç=íÜÉ=éçíÉåíá~ä=Ñçê=ãìäíáéäÉ=ëÅÜÉãÉë=çÑ
êÉÖìä~íáçå=áå=ÇáÑÑÉêÉåí=àìêáëÇáÅíáçåëI=áí=áë=äáâÉäó=íÜ~í
áåÅêÉ~ëÉÇ=íê~åëé~êÉåÅó=ïáää=ÇÉÅêÉ~ëÉ=íÜÉ=éêçÑáí~Äáäáíó=çÑ
ÅêÉÇáí=ÇÉÑ~ìäí=ëï~éë=~åÇ=çíÜÉê=çîÉêJíÜÉJÅçìåíÉê=ÇÉêáî~J
íáîÉëI=~=åçí=áåëìÄëí~åíá~ä=ÅçåÅÉêå=ÖáîÉå=íÜÉ=ëáòÉ=çÑ=íÜÉ
ã~êâÉíK==aáëÅäçëìêÉ=ã~ó=Ü~îÉ=~=ëáãáä~ê=éêçÑáíJÇ~ãéÉåJ
áåÖ=ÉÑÑÉÅí=~ë=íÜÉ=áåíêçÇìÅíáçå=çÑ=íÜÉ=qê~ÅÉ=êÉéçêíáåÖ
ëóëíÉã=Ñçê=Åçêéçê~íÉ=ÄçåÇë=áå=OMMOI=ïÜáÅÜ=êÉÇìÅÉÇ=íÜÉ
ÄáÇJ~ëâ=ëéêÉ~Ç=çå=áåîÉëíãÉåíJÖê~ÇÉ=Åçêéçê~íÉ=ÄçåÇë
Ñêçã=~ééêçñáã~íÉäó=ëÉîÉå=Ä~ëáë=éçáåíë=íç=Ñçìê=Ä~ëáë
éçáåíëKNS=

_ÉÅ~ìëÉ=çÑ=íÜÉ=ä~êÖÉ=Ñáå~åÅá~ä=ëí~âÉë=áå=íÜÉ=çîÉêJíÜÉJ
ÅçìåíÉê=ÇÉêáî~íáîÉë=ã~êâÉí=~åÇ=íÜÉ=ïçêäÇïáÇÉ=éçäáíáÅ~ä
ë~äáÉåÅó=çÑ=Ñáå~åÅá~ä=êÉÖìä~íáçå=áå=íÜÉ=ï~âÉ=çÑ=íÜÉ=ÅìêJ
êÉåí=ÅêÉÇáí=~åÇ=äáèìáÇáíó=ÅêáëáëI=íÜÉ=êÉÖìä~íáçå=çÑ=ÅêÉÇáí
ÇÉÑ~ìäí=ëï~éë=áë=äáâÉäó=íç=ÄÉ=~=ãìÅÜJÇÉÄ~íÉÇ=~åÇ=çåÖçJ
áåÖ=éêçàÉÅí=áå=íÜÉ=ÅçãáåÖ=ãçåíÜë=~åÇ=óÉ~êëK==tÜÉíÜÉê
çê=åçí=íÜÉ=éêçéçëÉÇ=ÅÜ~åÖÉë=ïáää=íÜÉãëÉäîÉë=ÅÜ~åÖÉI=áí
êÉã~áåë=îáêíì~ääó=ÅÉêí~áå=íÜ~í=íÜÉ=ÅêÉÇáí=ÇÉÑ~ìäí=ëï~é=áë
çå=íÜÉ=Åìëé=çÑ=ã~àçê=êÉÖìä~íçêó=êÉáåîÉåíáçåK
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NP pÉÉ aÉé~êíãÉåí=çÑ=íÜÉ=qêÉ~ëìêóI=cáå~åÅá~ä=oÉÖìä~íçêó=oÉÑçêãW=^=kÉï=cçìåÇ~íáçåW=oÉÄìáäÇáåÖ=cáå~åÅá~ä=pìéÉêîáëáçå=~åÇ=oÉÖìä~íáçåI=~î~áä~ÄäÉ=~í
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NQ tÉääëI=oçÄÉêí=~åÇ=p~ê~Ü=kK=ióåÅÜK==�lÄ~ã~=t~åíë=pb`I=`cq`=íç=mçäáÅÉ=aÉêáî~íáîÉëKÒ==qÜÉ=t~ää=píêÉÉí=gçìêå~äIK=gìåÉ=NUI=OMMVK=
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qÜÉ=ÅìêêÉåí=íìêãçáä=áå=ÖäçÄ~ä=Å~éáí~ä=ã~êâÉíëI=~ë=ïÉää=~ë=íÜÉ=êÉÅÉåí
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The Due Diligence Process
qÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëë=ëÜçìäÇ=ÄÉ=~
ïáÇÉJê~åÖáåÖ=áåîÉëíáÖ~íçêó=ÉñÉêÅáëÉ=ÅçåJ
ÇìÅíÉÇ=Äó=~å=áåîÉëíçê=áå=ÅçåàìåÅíáçå
ïáíÜ=íÜÉ=áåîÉëíçêÛë=äÉÖ~äI=í~ñI=~ÅÅçìåíáåÖ
~åÇ=Ñáå~åÅá~ä=~ÇîáëÉêëK==qÜáë=áåîÉëíáÖ~íáçå
ëÜçìäÇ=áåÅäìÇÉI=~ãçåÖ=çíÜÉê=íÜáåÖëI
êÉèìÉëíë=Ñçê=áåÑçêã~íáçå=Ñêçã=~åÇ=áåíÉêJ
îáÉïë=ïáíÜ=íÜÉ=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêI=áíë
éêáåÅáé~äë=~åÇ=êÉä~íÉÇ=é~êíáÉëI=ÅçìåíÉêJ
é~êíáÉë=~åÇ=ëÉêîáÅÉ=éêçîáÇÉêëK=qÜÉ=ÇìÉ
ÇáäáÖÉåÅÉ=éêçÅÉëë=ëÜçìäÇ=ÄÉ=ÇÉëáÖåÉÇ=íç
Ö~áå=~=Ñìää=ìåÇÉêëí~åÇáåÖ=çÑ=íÜÉ=ÄìëáåÉëë
~åÇ=çéÉê~íáçåë=çÑ=~=ÜÉÇÖÉ=ÑìåÇI=ïáíÜ=~
îáÉï=íçï~êÇ=~ÅÅìê~íÉäó=~ëëÉëëáåÖ=íÜÉ=é~êJ
íáÅìä~ê=êáëâë=áåîçäîÉÇ=~åÇ=áÑ=éçëëáÄäÉI
åÉÖçíá~íáåÖ=ãçêÉ=Ñ~îçê~ÄäÉ=íÉêãë=Ñçê=íÜÉ
áåîÉëíçêK

qÜÉëÉ=Öç~äë=ã~ó=ÄÉ=ÅçãéäáÅ~íÉÇ=Äó=íÜÉ
ÅçãéÉíáåÖ=çÄàÉÅíáîÉ=çÑ=íÜÉ=ÜÉÇÖÉ=ÑìåÇ
ã~å~ÖÉê=íç=éêÉëÉêîÉ=ÅçåÑáÇÉåíá~äáíó=áå
çêÇÉê=íç=ã~áåí~áå=~=ÅçãéÉíáíáîÉ=~Çî~åJ
í~ÖÉK==tÜáäÉ=íÜáë=ÅçåÅÉêå=ã~ó=ÄÉ=äÉÖáíáJ
ã~íÉI=áåíÉåíáçå~ä=çÄÑìëÅ~íáçå=çê=ÉîÉå
êÉäìÅí~åí=ÅççéÉê~íáçå=Äó=íÜÉ=ÜÉÇÖÉ=ÑìåÇ
ã~å~ÖÉê=áå=íÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëë
ëÜçìäÇ=ÄÉ=í~âÉå=ëÉêáçìëäó=Äó=íÜÉ=áåîÉëíçêI
~ë=áí=ã~ó=áåÇáÅ~íÉ=ä~êÖÉê=áëëìÉëK==qÜÉ=ÅáêJ
Åìãëí~åÅÉë=ëìêêçìåÇáåÖ=íÜÉ=j~ÇçÑÑ=ëáíìJ
~íáçå=ëÜçìäÇ=ÄÉ=áåëíêìÅíáîÉ=çå=íÜáë=éçáåíK
jêK=j~ÇçÑÑ=êÉéçêíÉÇäó=êÉàÉÅíÉÇ=éêçëéÉÅJ
íáîÉ=áåîÉëíçêë=ïÜç=~ëâÉÇ=íçç=ã~åó=èìÉëJ
íáçåë=~Äçìí=íÜÉ=éçíÉåíá~ä=áåîÉëíãÉåíKP

tÜáäÉ=É~ÅÜ=éçíÉåíá~ä=ÜÉÇÖÉ=ÑìåÇ=áåîÉëíJ
ãÉåí=çééçêíìåáíó=áë=ìåáèìÉ=~åÇ=íÜÉ=äÉÖ~ä

With bank failures a
real possibility in the
current
environment, having
several reputable
prime broker
relationships
reduces the fund’s
exposure to
counterparty and
liquidity risk.

N kÉáíÜÉê=_Éêå~êÇ=j~ÇçÑÑ=E�j~ÇçÑÑÒF=åçê=oçÄÉêí=^ääÉå=pí~åÑçêÇ=E�pí~åÑçêÇÒF=ëíêìÅíìêÉÇ=Üáë=áåîÉëíãÉåí=îÉÜáÅäÉë=~ë=ÜÉÇÖÉ
ÑìåÇëK=j~ÇçÑÑ=áåîÉëíçê=ÑìåÇë=ïÉêÉ=çëíÉåëáÄäó=ÜÉäÇ=~ë=áåÇáîáÇì~ä=~ÅÅçìåíë=áå=íÜÉ=ÄêçâÉêJÇÉ~äÉê=~êã=çÑ=_Éêå~êÇ=iK=j~ÇçÑÑ
fåîÉëíãÉåí=pÉÅìêáíáÉë=ii`=E�_jfpÒFI=~å=Éåíáíó=ÅçåíêçääÉÇ=Äó=j~ÇçÑÑK==j~ÇçÑÑÛë=áåîÉëíãÉåí=ëíê~íÉÖó=ï~ë=íÜÉå=éìêéçêíÉÇäó
ÉñÉÅìíÉÇ=áå=É~ÅÜ=~ÅÅçìåí=Äó=íÜÉ=áåîÉëíãÉåí=~ÇîáëÉê=~êã=çÑ=_jfpI=ïÜáÅÜ=Ü~Ç=ÇáëÅêÉíáçå~êó=~ìíÜçêáíó=íç=ã~âÉ=íê~ÇÉë=áå
íÜÉ=~ÅÅçìåíëK==qÜÉ=~ääÉÖÉÇ=pí~åÑçêÇ=ëÅÜÉãÉ=áåîçäîÉÇ=íÜÉ=ë~äÉ=çÑ=ïÜ~í=ïÉêÉ=åçãáå~ääó=ÜáÖÜJóáÉäÇ=ÅÉêíáÑáÅ~íÉë=çÑ=ÇÉéçëáí
Äó=íÜÉ=pí~åÑçêÇJÅçåíêçääÉÇ=pí~åÑçêÇ=fåíÉêå~íáçå~ä=_~åâI=~ÅíáåÖ=íÜêçìÖÜ=~ÑÑáäá~íÉÇ=ÄêçâÉêJÇÉ~äÉê=~åÇ=áåîÉëíãÉåí=~ÇîáëÉê
ÉåíáíáÉëK==eçïÉîÉêI=~=ëáÖåáÑáÅ~åí=åìãÄÉê=çÑ=ÄçíÜ=j~ÇçÑÑ=~åÇ=pí~åÑçêÇÛë=áåîÉëíçêë=ïÉêÉ=íÜÉãëÉäîÉë=ÜÉÇÖÉ=ÑìåÇë=EëÉÉ=íÜÉ
�cìåÇë=çÑ=cìåÇëÒ=ëÉÅíáçå=çÑ=íÜáë=~êíáÅäÉFK

O ^=ãçîÉãÉåí=íçï~êÇ=áåÅêÉ~ëÉÇ=êÉÖìä~íáçå=çÑ=éêáî~íÉ=ÑìåÇë=~åÇ=íÜÉáê=~ÇîáëÉêë=ã~ó=ÄÉ=ìåÇÉêï~óK==iÉÖáëä~íáçå=Ü~ë=êÉÅÉåíäó
ÄÉÉå=éêçéçëÉÇ=íÜ~í=ïçìäÇ=êÉèìáêÉI=~ãçåÖ=çíÜÉê=íÜáåÖëI=ÑìåÇ=ã~å~ÖÉê=êÉÖáëíê~íáçåI=çåÖçáåÖ=êÉéçêíáåÖ=êÉèìáêÉãÉåíë=~åÇ
ëíêáÅíÉê=áåîÉëíçê=ëìáí~Äáäáíó=ëí~åÇ~êÇëK=pÉÉ=pK=PQQW=ÜííéWLLÖê~ëëäÉóKëÉå~íÉKÖçîLéêáî~íÉLìéäç~ÇLMNOVOMMVJOKéÇÑ=~åÇ=eKoK=TNNW
ÜííéWLLíÜçã~ëKäçÅKÖçîLÅÖáJÄáåLèìÉêóLò\ÅNNNWeKoKTNNKfeWK==eçïÉîÉêI=~=êìäÉ=Éå~ÅíÉÇ=áå=aÉÅÉãÄÉê=OMMQ=Äó=íÜÉ=pÉÅìêáíáÉë
~åÇ=bñÅÜ~åÖÉ=`çããáëëáçå=E�pb`ÒF=êÉèìáêáåÖ=ã~åó=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêë=íç=êÉÖáëíÉê=~ë=áåîÉëíãÉåí=~ÇîáëÉêë=ìåÇÉê=íÜÉ
fåîÉëíãÉåí=^ÇîáëÉêë=^Åí=çÑ=NVQM=ï~ë=çîÉêíìêåÉÇ=Äó=íÜÉ=råáíÉÇ=pí~íÉë=`çìêí=çÑ=^ééÉ~äë=Ñçê=íÜÉ=aáëíêáÅí=çÑ=`çäìãÄá~K
dçäÇëíÉáå=îK=pÉÅK=~åÇ=bñÅÜK=`çããÛåI=OMMS=ti=NTNRTSS=EaK`K=`áêK=gìåÉ=OPI=OMMSFK

P m~ìä=h~íòÉÑÑI=�eçï=vçì=`~å=^îçáÇ=mçåòá=pÅÜÉãÉëIÒ=fåîÉëíçêÛë=_ìëáåÉëë=a~áäóI=aÉÅK=OQI=OMMUI=~î~áä~ÄäÉ=~í=OMMU=tiko
OQSNPNMMK
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ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëë=ëÜçìäÇ=ÄÉ=í~áäçêÉÇ=~ÅÅçêÇáåÖäóI
áåîÉëíáÖ~íáçå=~åÇ=~å~äóëáë=çÑ=íÜÉ=ÑçääçïáåÖ=~êÉ~ë=~êÉ
äáâÉäó=íç=éêçîÉ=ìëÉÑìäW=íÜÉ=íÉêãë=çÑ=íÜÉ=áåîÉëíãÉåíI=íÜÉ
êáÖÜíë=çÑ=íÜÉ=áåîÉëíçê=êÉä~íáîÉ=íç=çíÜÉê=áåîÉëíçêëI=íÜÉ
ÑìåÇÛë=êÉä~íáçåëÜáéë=ïáíÜ=áíë=ëÉêîáÅÉ=éêçîáÇÉêëI=çéÉê~J
íáçå~ä=áëëìÉëI=ëíêìÅíìêáåÖ=áëëìÉëI=~åÇ=áëëìÉë=êÉä~íÉÇ=íç
íÜÉ=å~íìêÉ=çÑ=íÜÉ=ÑìåÇÛë=éêçéçëÉÇ=áåîÉëíãÉåíëK

Investment Terms
qÜÉ=ÇçÅìãÉåíë=íÜ~í=ÖçîÉêå=íÜÉ=íÉêãë=çÑ=íÜÉ=áåîÉëíJ
ãÉåí=~åÇ=íÜÉ=Ç~óJíçJÇ~ó=çéÉê~íáçåë=çÑ=íÜÉ=ÑìåÇ=éêçJ
îáÇÉ=~=ëí~êíáåÖ=éçáåíK==tÜáäÉ=íÜÉ=Ä~ëáÅ=íÉêãë=çÑ=~=ÜÉÇÖÉ
ÑìåÇ=áåîÉëíãÉåí=ïáää=íóéáÅ~ääó=ÄÉ=ÇÉëÅêáÄÉÇ=áå=~å=çÑÑÉêJ
áåÖ=ãÉãçê~åÇìãI=êÉîáÉï=çÑ=íÜÉ=ÅçåëíáíìÉåí=ÇçÅìJ
ãÉåíë=çÑ=íÜÉ=ÑìåÇ=ÉåíáíáÉëI=~ë=ïÉää=~ë=ÄáåÇáåÖ=ÑìåÇ=ëìÄJ
ëÅêáéíáçå=ã~íÉêá~äëI=áë=ÅêáíáÅ~äK==råëìêéêáëáåÖäóI=ÜÉÇÖÉ
ÑìåÇ=áåîÉëíãÉåí=íÉêãë=ÖÉåÉê~ääó=Ñ~îçê=íÜÉ=ÜÉÇÖÉ=ÑìåÇ
ã~å~ÖÉêKQ eçïÉîÉêI=íÜÉ=áåîÉëíçê=~åÇ=áíë=äÉÖ~ä=ÅçìåëÉä
ëÜçìäÇ=Å~êÉÑìääó=ÅçåëáÇÉê=íÜÉ=ÑçääçïáåÖ=áëëìÉë=~åÇI=áÑ
~ééêçéêá~íÉ=~åÇ=ÑÉ~ëáÄäÉI=ëÉÉâ=íç=åÉÖçíá~íÉR íÜÉ=êÉäÉî~åí
áåîÉëíãÉåí=íÉêãëW

√ iáãáí~íáçåë=çå=oÉÇÉãéíáçåë Ô=iáãáí~íáçåë=çå=~å
áåîÉëíçêÛë=~Äáäáíó=íç=êÉÇÉÉã=áíë=áåíÉêÉëí=áå=íÜÉ=ÑìåÇ
ã~ó=áåÅäìÇÉW=äçÅâJìéëI=éÉå~äíáÉë=Ñçê=É~êäó=ïáíÜÇê~ïJ
~ä=~åÇ=Ö~íÉëK==tÜáäÉ=êÉëíêáÅíáçåë=çå=êÉÇÉãéíáçåë
ã~óI=íç=~=ÅÉêí~áå=ÉñíÉåíI=ëÉêîÉ=íÜÉ=äÉÖáíáã~íÉ=éìêJ
éçëÉ=çÑ=éêçíÉÅíáåÖ=åçåJêÉÇÉÉãáåÖ=áåîÉëíçêë=Ñêçã=~
�êìåÒ=çå=íÜÉ=ÑìåÇÛë=~ëëÉíëI=ÅçìåëÉäI=áå=Åçåëìäí~íáçå
ïáíÜ=íÜÉ=áåîÉëíçêÛë=çíÜÉê=~ÇîáëçêëI=ëÜçìäÇI=~í=~=ãáåáJ
ãìãI=ÅçåÑáêã=íÜ~í=ëìÅÜ=êÉëíêáÅíáçåë=~ééÉ~ê=êÉ~ëçåJ
~ÄäÉ=áå=äáÖÜí=çÑ=íÜÉ=å~íìêÉ=~åÇ=äáèìáÇáíó=éêçÑáäÉ=çÑ
íÜÉ=ÑìåÇÛë=ìåÇÉêäóáåÖ=áåîÉëíãÉåíëK

√ fåJháåÇ=aáëíêáÄìíáçåë Ô=eÉÇÖÉ=ÑìåÇ=~ÖêÉÉãÉåíë=ÅçãJ
ãçåäó=áåÅäìÇÉ=éêçîáëáçåë=íÜ~í=éÉêãáí=áåJâáåÇ=ÇáëíêáJ
Äìíáçåë=çÑ=íÜÉ=ÑìåÇÛë=~ëëÉíë=íç=ÜÉÇÖÉ=ÑìåÇ=áåîÉëíçêëK
^=ÇáëíêáÄìíáçå=áåJâáåÇ=çÑ=ëìÅÜ=ëÉÅìêáíáÉë=ïçìäÇ=êÉëìäí
áå=íÜÉ=áåîÉëíçê=ÜçäÇáåÖ=íÜÉ=ëÉÅìêáíáÉë=áå=áíë=çïå
å~ãÉI=~äçåÖ=ïáíÜ=~åó=Åçåíê~Åíì~ä=çÄäáÖ~íáçåë=~ííÉåJ
Ç~åí=íç=íÜçëÉ=ëÉÅìêáíáÉëI=áåÅäìÇáåÖ=ã~êÖáå=Å~ääëI=é~óJ
ãÉåíëI=Öì~ê~åíÉÉë=çê=çíÜÉê=äá~ÄáäáíáÉëK=fåîÉëíçêë
ëÜçìäÇ=ÅçåëáÇÉê=åÉÖçíá~íáåÖ=Ñçê=äáãáí~íáçåë=çå=íÜÉ
~Äáäáíó=çÑ=íÜÉ=ã~å~ÖÉê=íç=ã~âÉ=áåJâáåÇ=ÇáëíêáÄìíáçåë
çÑ=ëÉÅìêáíáÉë=ïáíÜ=ëìÅÜ=~ÅÅçãé~åóáåÖ=çÄäáÖ~íáçåëK

√ `çåÑäáÅíë=çÑ=fåíÉêÉëí Ô=j~å~ÖÉêë=ã~ó=ã~å~ÖÉ=ëÉîÉê~ä
ÑìåÇë=íÜ~í=ÅçãéÉíÉ=Ñçê=áåîÉëíãÉåí=çééçêíìåáíáÉëK
få=çêÇÉê=íç=ÇÉ~ä=ïáíÜ=~åó=ÑáÇìÅá~êó=ÇìíáÉë=íÜ~í=ã~ó
çíÜÉêïáëÉ=êÉëíêáÅí=íÜÉ=ã~å~ÖÉêÛë=~Äáäáíó=íç=ã~âÉ=ÇáÑJ
ÑÉêáåÖ=áåîÉëíãÉåí=ÇÉÅáëáçåë=~ãçåÖ=áíë=ã~å~ÖÉÇ
ÑìåÇëI=ÜÉÇÖÉ=ÑìåÇ=~ÖêÉÉãÉåíë=ïáää=íóéáÅ~ääó=EáF=ÇáëJ
ÅäçëÉ=íÜ~í=íÜÉ=ã~å~ÖÉê=ã~å~ÖÉë=çíÜÉê=ÑìåÇë=~åÇ
íÜ~í=áåîÉëíãÉåíë=ã~ÇÉ=Äó=íÜÉ=ã~å~ÖÉê=ã~ó=åçí=ÄÉ
~ääçÅ~íÉÇ=éêç=ê~í~ ~ãçåÖ=íÜÉ=ã~å~ÖÉÇ=ÑìåÇë=~åÇ
EááF=ÉñéêÉëëäó=éÉêãáí=íÜÉ=ã~å~ÖÉê=íç=ÉåÖ~ÖÉ=áå=íê~åëJ
~Åíáçåë=~åÇ=~êê~åÖÉãÉåíë=áå=ïÜáÅÜ=íÜÉ=ã~å~ÖÉê=Ü~ë
~=ÅçåÑäáÅí=çÑ=áåíÉêÉëíK==j~å~ÖÉêë=ÖÉåÉê~ääó=ÅçåëáÇÉê
ä~Åâ=çÑ=~ééêçî~ä=éêçÅÉÇìêÉë=Ñçê=íÜÉáê=ÉåÖ~ÖáåÖ=áå
áåíÉêÉëíÉÇ=íê~åë~Åíáçåë=~ë=åÉÅÉëë~êó=íç=~ääçï=íÜÉã=íç
áãéäÉãÉåí=íÜÉáê=áåîÉëíãÉåí=ëíê~íÉÖáÉë=~åÇ=íç=êÉ~Åí
èìáÅâäó=íç=ÅÜ~åÖÉë=áå=íÜÉ=ã~êâÉí=Ñçê=íÜÉ=ìåÇÉêäóáåÖ
áåîÉëíãÉåíëI=ïáíÜçìí=íÜÉ=ÅìãÄÉêëçãÉ=éêçÅÉëë=çÑ
~ééêçî~ä=Äó=áåÇÉéÉåÇÉåí=ÇáêÉÅíçêë=çê=~åçíÜÉê=ÖçîJ
ÉêåáåÖ=ÄçÇóK==`çìåëÉä=ëÜçìäÇI=~í=~=ãáåáãìãI=ÅçåJ
Ñáêã=íÜ~í=íÜÉ=ä~Åâ=çÑ=êÉëíêáÅíáçåë=~ééÉ~êë=êÉ~ëçå~ÄäÉ
áå=äáÖÜí=çÑ=íÜÉ=ã~å~ÖÉêÛë=áåîÉëíãÉåí=ëíê~íÉÖó=~åÇ
íÜÉ=å~íìêÉ=~åÇ=äáèìáÇáíó=éêçÑáäÉ=çÑ=íÜÉ=ÑìåÇÛë=ìåÇÉêJ
äóáåÖ=áåîÉëíãÉåíëK==`çìåëÉä=ëÜçìäÇ=~äëç=ÅçåÑáêãI=çê
ÅçåëáÇÉê=åÉÖçíá~íáåÖ=ÑçêI=êÉëíêáÅíáçåë=çå=íÜÉ=ã~å~ÖJ
ÉêÛë=~Äáäáíó=íç=ÉåÖ~ÖÉ=áå=áåíÉêÉëíÉÇ=íê~åë~Åíáçåë=ïáíÜ
êÉëéÉÅí=íç=ëáÇÉ=éçÅâÉíëI=ïÜÉêÉ=íÜÉ=ã~å~ÖÉêÛë=~Äáäáíó
íç=êÉ~Åí=èìáÅâäó=íç=ÅÜ~åÖÉë=áå=íÜÉ=ã~êâÉí=Ñçê=ìåÇÉêJ
äóáåÖ=~ëëÉíë=áë=ÖÉåÉê~ääó=åçí=~=ÅçåÅÉêåK

√ páÇÉ=mçÅâÉíë Ô=eÉÇÖÉ=ÑìåÇ=~ÖêÉÉãÉåíë=ã~ó=~ääçï
íÜÉ=ÑìåÇ=íç=ÜçäÇ=ÅÉêí~áå=áåîÉëíãÉåíë=íÜ~í=~êÉ=áääáèJ
ìáÇ=çê=çÑ=áåÇÉíÉêãáå~íÉ=î~äìÉ=áå=ëÉÖêÉÖ~íÉÇ=éççäë
âåçïå=~ë=�ëáÇÉ=éçÅâÉíëKÒ=fåîÉëíãÉåíë=ÜÉäÇ=áå=íÜÉëÉ
ëáÇÉ=éçÅâÉíë=~êÉ=î~äìÉÇ=ëÉé~ê~íÉäó=Ñêçã=íÜÉ=êÉëí=çÑ
íÜÉ=ÑìåÇÛë=éçêíÑçäáçI=íóéáÅ~ääó=~í=íÜÉ=äçïÉê=çÑ=~ÅèìáJ
ëáíáçå=Åçëí=çê=Ñ~áê=î~äìÉI=~åÇ=íÜÉ=áåîÉëíçêëÛ=é~êíáÅáé~J
íáçå=áå=íÜÉ=ëáÇÉ=éçÅâÉí=ã~ó=ÄÉ=áåîçäìåí~êóK==råäáâÉ
~ëëÉíë=ÜÉäÇ=áå=íÜÉ=ÖÉåÉê~ä=ÑìåÇ=éçêíÑçäáçI=ÑìåÇ=ã~åJ
~ÖÉêë=íóéáÅ~ääó=Çç=åçí=êÉÅÉáîÉ=éÉêÑçêã~åÅÉ=ÑÉÉë=çå
íÜÉ=ëáÇÉ=éçÅâÉí=~ëëÉíë=ìåíáä=íÜÉ=~ëëÉíë=~êÉ=äáèìáÇ~íÉÇ
çê=ÄÉÅçãÉ=êÉ~Çáäó=î~äìÉÇK=iáâÉïáëÉI=áåîÉëíçêëÛ=áåíÉêJ
Éëíë=áå=ëáÇÉ=éçÅâÉí=~ëëÉíë=~êÉ=íóéáÅ~ääó=ÜÉäÇ=ìåíáä
ëìÅÜ=~ëëÉíë=~êÉ=äáèìáÇ~íÉÇI=~í=ïÜáÅÜ=íáãÉ=íÜÉ
áåîÉëíçê=áë=é~áÇ=áíë=éêç=ê~í~ éçêíáçå=çÑ=íÜÉ=äáèìáÇ~íáçå
î~äìÉI=ëìÄàÉÅí=íç=~ééäáÅ~ÄäÉ=ÑÉÉë=~åÇ=ÉñéÉåëÉëK

Q oÉ~ëçåë=Ñçê=íÜáë=ÜáëíçêáÅ~ä=íêÉåÇ=áåÅäìÇÉ=íÜÉ=�áåíÉåí=çÑ=ÜÉÇÖÉ=ÑìåÇë=íç=áåîÉëí=ïáíÜ=ãáåáã~ä=Åçåëíê~áåíëI=~=ÑçÅìë=çå=äá~Äáäáíó=ÅçåÅÉêåëI=~åÇ=ëìééäó=~åÇ=ÇÉã~åÇ
ÅçåëáÇÉê~íáçåë=áå=íÜÉ=áåîÉëíãÉåí=ã~êâÉíéä~ÅÉKÒ=oÉéçêí=çÑ=íÜÉ=fåîÉëíçêëÛ=`çããáííÉÉ=íç=íÜÉ=mêÉëáÇÉåíÛë=tçêâáåÖ=dêçìé=çå=cáå~åÅá~ä=j~êâÉíëI=mêáåÅáé~äë=~åÇ=_Éëí
mê~ÅíáÅÉë=Ñçê=eÉÇÖÉ=cìåÇ=fåîÉëíçêëI=QP=Eg~åì~êó=NRI=OMMVFI=~î~áä~ÄäÉ=~í=ÜííéWLLïïïK~ã~áÅãíÉKçêÖLmìÄäáÅLfåîÉëíçêëBOMoÉéçêíBOMJBOMcáå~äKéÇÑK

R oÉÅÉåíäóI=ÅÉêí~áå=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêë=Ü~îÉ=ëÜçïå=~å=áåÅêÉ~ëÉÇ=ïáääáåÖåÉëë=íç=åÉÖçíá~íÉ=áåîÉëíãÉåí=íÉêãëK=EpÉÉI=ÉKÖKI=a~îáÇ=t~äâÉê=~åÇ=píÉéÜ~åáÉ=_~ìãI=�mÉêêó
e~äîÉë=mÉêÑçêã~åÅÉ=cÉÉIÒ=qÜÉ=t~ää=píêÉÉí=gçìêå~äI=cÉÄêì~êó=OOI=OMMVI=~î~áä~ÄäÉ=~í=ÜííéWLLçåäáåÉKïëàKÅçãFK==kÉï=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêë=Ü~îÉ=ÜáëíçêáÅ~ääó=ÄÉÉå
ãçêÉ=ïáääáåÖ=íç=åÉÖçíá~íÉ=íÉêãë=~åÇ=éêçîáÇÉ=ÅçåÅÉëëáçåëI=~ë=Åçãé~êÉÇ=íç=ãçêÉ=Éëí~ÄäáëÜÉÇ=~åÇ=ëìÅÅÉëëÑìä=ã~å~ÖÉêëK==kÉÖçíá~íáçå=çÑ=áåîÉëíãÉåí=íÉêãë=Äó=~å
áåîÉëíçê=ïáää=íóéáÅ~ääó=ÄÉ=~ÅÅçãéäáëÜÉÇ=íÜêçìÖÜ=íÜÉ=ìëÉ=çÑ=ëáÇÉ=äÉííÉêëK
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Legal Due Diligence Considerations for Hedge Fund Investors

`çåÅÉêåë=Ü~îÉ=ÄÉÉå=ê~áëÉÇ=íÜ~í=�ÜÉÇÖÉ=ÑìåÇë=ã~ó
ÜáÇÉ=éççêJéÉêÑçêãáåÖ=~ëëÉíë=áå=ëáÇÉ=éçÅâÉí=~ÅÅçìåíë
íç=ÉñÅäìÇÉ=ëìÅÜ=~ëëÉíë=Ñêçã=íÜÉ=ÑìåÇÛë=î~äì~íáçå=Ñçê
éìêéçëÉë=çÑ=Å~äÅìä~íáåÖ=éÉêÑçêã~åÅÉ=ÑÉÉëKÒ

S=
`çìåëÉä

ëÜçìäÇ=ÅçåëáÇÉê=íÜÉ=ã~å~ÖÉêÛë=~ìíÜçêáíó=íç=íê~åëÑÉê
éçêíÑçäáç=~ëëÉíë=áåíç=ëáÇÉ=éçÅâÉíë=~åÇ=ëÜçìäÇ=ÅçåJ
Ñáêã=íÜ~í=áåîÉëíçêë=~êÉ=ÉåíáíäÉÇ=íç=~ÇÉèì~íÉ=ÇáëÅäçJ
ëìêÉ=çÑ=~ääçÅ~íáçå=~åÇ=êÉãçî~ä=çÑ=~ëëÉíë=Ñêçã=ëáÇÉ
éçÅâÉíë=~ë=ïÉää=~ë=íÜÉ=êÉä~íÉÇ=î~äì~íáçå=éêçÅÉÇìêÉëK

√ hÉó=j~å=mêçîáëáçåë Ô=j~åó=ÜÉÇÖÉ=ÑìåÇë=êÉäó=ëáÖåáÑáJ
Å~åíäó=çå=íÜÉ=ÉñéÉêíáëÉ=~åÇ=Å~é~ÄáäáíáÉë=çÑ=ÅÉêí~áå
áåÇáîáÇì~äëI=ëìÅÜ=~ë=~=éçêíÑçäáç=ã~å~ÖÉêI=~åÇ=íÜÉ
ëìÅÅÉëë=çÑ=~=ÑìåÇ=ã~ó=ÄÉ=ÜáÖÜäó=ÇÉéÉåÇÉåí=çå=íÜÉ
ÅçåíêáÄìíáçåë=çÑ=ëìÅÜ=áåÇáîáÇì~äëK==^=ÜÉÇÖÉ=ÑìåÇ
~ÖêÉÉãÉåí=ã~ó=çê=ã~ó=åçí=áåÅäìÇÉ=~=êÉÇÉãéíáçå
êáÖÜí=íÜ~í=áë=íêáÖÖÉêÉÇ=Äó=íÜÉ=äçëë=çÑ=ëìÅÜ=áåÇáîáÇìJ
~äëK=`çìåëÉä=ëÜçìäÇ=áåèìáêÉ=~Äçìí=íÜÉ=êáëâë=~ëëçÅá~íJ
ÉÇ=ïáíÜ=íÜÉ=äçëë=çÑ=é~êíáÅìä~ê=áåÇáîáÇì~äë=~åÇ=~ëÅÉêJ
í~áå=ïÜÉíÜÉê=~åó=ëìÅÜ=êÉÇÉãéíáçå=éêçîáëáçåë=~êÉ
éêÉëÉåíKT

√ s~äì~íáçå=çÑ=cìåÇ=^ëëÉíë Ô==tÜáäÉ=áí=áë=Åçããçå=Ñçê
ÑìåÇ=~ÖêÉÉãÉåíë=íç=~ÑÑçêÇ=ã~å~ÖÉêë=Äêç~Ç=ÇáëÅêÉJ
íáçå=áå=íÜÉ=î~äì~íáçå=çÑ=ÑìåÇ=~ëëÉíëI=ã~åó=ä~êÖÉê
ÜÉÇÖÉ=ÑìåÇë=ïáää=ëÉÉâ=î~äì~íáçå=çéáåáçåë=Ñêçã=áåÇÉJ
éÉåÇÉåí=íÜáêÇ=é~êíáÉëI=áåÅäìÇáåÖI=Ñçê=Éñ~ãéäÉI
~ÅÅçìåíáåÖ=ÑáêãëI=éêáãÉ=ÄêçâÉêëI=ÄêçâÉêJÇÉ~äÉêë=~åÇI
Ñçê=ÅÉêí~áå=íóéÉë=çÑ=ÉëçíÉêáÅ=~ëëÉíëI=~=íÜáêÇJé~êíó=ïáíÜ
ëéÉÅá~äáòÉÇ=âåçïäÉÇÖÉ=çÑ=ëìÅÜ=~ëëÉíëK==`çìåëÉä
ëÜçìäÇ=áÇÉåíáÑó=~åó=íÜáêÇ=é~êíó=î~äì~íçêë=~åÇ
áåèìáêÉ=~ë=íç=íÜÉáê=î~äì~íáçå=ãÉíÜçÇë=íç=ÉåëìêÉ=íÜ~í
ëìÅÜ=íÜáêÇ=é~êíáÉë=Çç=åçí=êÉäó=íçç=ÉñíÉåëáîÉäó=çå
áåÑçêã~íáçå=éêçîáÇÉÇ=Äó=íÜÉ=ÑìåÇ=ã~å~ÖÉê=E~åÇ
åçí=çíÜÉêïáëÉ=îÉêáÑáÉÇF=áå=ã~âáåÖ=íÜÉáê=î~äì~íáçåëK
fÑ=íÜÉ=ÑìåÇ=ÇçÉë=åçí=Éãéäçó=íÜáêÇJé~êíó=î~äì~íçêëI
ÅçìåëÉä=ëÜçìäÇ=ÅçåëáÇÉê=åÉÖçíá~íáåÖ=Ñçê=íÜÉ=êÉèìáêÉJ
ãÉåí=íÜ~í=íÜÉ=ã~å~ÖÉê=êÉí~áå=~=íÜáêÇJé~êíó=î~äì~íçê
íÜ~í=áë=~ÅÅÉéí~ÄäÉ=íç=íÜÉ=áåîÉëíçêK

√ líÜÉê=mçïÉêë=çÑ=íÜÉ=eÉÇÖÉ=cìåÇ=j~å~ÖÉê Ô=eÉÇÖÉ
ÑìåÇ=~ÖêÉÉãÉåíë=íóéáÅ~ääó=äáãáí=íÜÉ=ÑáÇìÅá~êó=ÇìíáÉë
çïÉÇ=Äó=íÜÉ=ÑìåÇ=ã~å~ÖÉê=íç=áíë=áåîÉëíçêë=~åÇ=éêçJ
îáÇÉ=Äêç~Ç=~åÇ=ìåêÉëíêáÅíÉÇ=éçïÉê=Ñçê=íÜÉ=ÜÉÇÖÉ
ÑìåÇ=ã~å~ÖÉêI=áåÅäìÇáåÖ=íÜÉ=~ìíÜçêáíó=íç=áãéäÉJ
ãÉåí=íÜÉ=ÑìåÇÛë=áåîÉëíãÉåí=ëíê~íÉÖó=~åÇI=áå=ÅÉêí~áå
ÅáêÅìãëí~åÅÉëI=íç=ïáíÜÇê~ï=~ë=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêK
`çìåëÉä=ëÜçìäÇ=Éî~äì~íÉ=íÜÉëÉ=éçïÉêë=~åÇ=~ìíÜçêáJ
íáÉë=~åÇ=ëÜçìäÇ=~äëç=êÉîáÉï=íÜÉ=ÉñíÉåí=íç=ïÜáÅÜ=íÜÉ

ÑìåÇ=ã~å~ÖÉê=ã~ó=ìåáä~íÉê~ääó=~ãÉåÇ=íÜÉ=íÉêãë=çÑ
íÜÉ=ÑìåÇ=~ÖêÉÉãÉåíë

Rights Relative to Other Investors
`çìåëÉä=ëÜçìäÇ=ÅäçëÉäó=êÉîáÉï=íÜÉ=êáÖÜíë=çÑ=íÜÉ
áåîÉëíçê=êÉä~íáîÉ=íç=çíÜÉê=áåîÉëíçêë=áå=íÜÉ=ÑìåÇK==fí=áë
Åçããçå=éê~ÅíáÅÉ=Ñçê=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêë=íç=ÉåíÉê
áåíç=ëáÇÉ=äÉííÉêëI=é~êíáÅìä~êäó=ïáíÜ=ä~êÖÉ=áåîÉëíçêë=çê
áåîÉëíçêë=ã~âáåÖ=É~êäó=áåîÉëíãÉåíë=áå=~=ÑìåÇK
^äíÜçìÖÜ=ÜÉÇÖÉ=ÑìåÇ=ã~å~ÖÉêë=Ü~îÉ=ÜáëíçêáÅ~ääó=ÄÉÉå
êÉäìÅí~åí=íç=ã~âÉ=íÜÉã=~î~áä~ÄäÉI=ÅçìåëÉä=ëÜçìäÇ
êÉèìÉëí=ÇáëÅäçëìêÉ=çÑ=íÜÉ=íÉêãë=çÑ=~åó=ëáÇÉ=äÉííÉêëK
jçêÉ=Ñ~îçê~ÄäÉ=íÉêãë=çÑÑÉêÉÇ=íç=çíÜÉê=áåîÉëíçêë=ã~ó
éêçÑçìåÇäó=~ÑÑÉÅí=íÜÉ=Å~äÅìäìë=çÑ=êáëâë=~ëëçÅá~íÉÇ=ïáíÜ
íÜÉ=áåîÉëíãÉåíK

fåîÉëíçêë=ëÜçìäÇ=ÄÉ=é~êíáÅìä~êäó=ï~êó=çÑ=ëáÇÉ=äÉííÉêë
éêçîáÇáåÖ=Ñçê=éêÉÑÉêÉåíá~ä=äáèìáÇáíó=çê=íê~åëé~êÉåÅó
íÉêãë=Ñçê=çíÜÉê=áåîÉëíçêëK==cçê=Éñ~ãéäÉI=~=ëáÇÉ=äÉííÉê
íÜ~í=~ÑÑçêÇë=~åçíÜÉê=áåîÉëíçê=ÖêÉ~íÉê=íê~åëé~êÉåÅó
êáÖÜíë=ïçìäÇ=éêçîáÇÉ=íÜ~í=áåîÉëíçê=ïáíÜ=~=Ñáêëí=äççâ=~í
~åó=éêçÄäÉãë=ÇÉîÉäçéáåÖ=ïáíÜ=íÜÉ=ÜÉÇÖÉ=ÑìåÇI=~åÇ
ïçìäÇ=ÉÑÑÉÅíáîÉäó=ÖáîÉ=íÜ~í=áåîÉëíçê=íÜÉ=çééçêíìåáíó=íç
êÉÇÉÉã=áíë=áåíÉêÉëí=ÄÉÑçêÉ=çíÜÉê=áåîÉëíçêë=âåÉï=çÑ=íÜÉ
éêçÄäÉãëK==^åó=ëìÅÜ=ÉÑÑÉÅíáîÉ=êÉÇÉãéíáçå=éêÉÑÉêÉåÅÉ
Ü~ë=é~êíáÅìä~ê=áãéçêí~åÅÉ=áå=íÜÉ=ÅçåíÉñí=çÑ=~=Ñ~áäÉÇ
ÜÉÇÖÉ=ÑìåÇK

få=ÖÉåÉê~äI=áå=~å=~Åíáçå=Äó=íÜÉ=êÉÅÉáîÉê=çÑ=~=Ñ~áäÉÇ
ÜÉÇÖÉ=ÑìåÇ=íç=êÉÅçîÉê=~ãçìåíë=é~áÇ=íç=~=êÉÇÉÉãáåÖ
áåîÉëíçê=éêáçê=íç=íÜÉ=Åçää~éëÉ=çÑ=ëìÅÜ=ÜÉÇÖÉ=ÑìåÇI
Åçìêíë=Ü~îÉ=~ääçïÉÇ=íÜÉ=êÉÇÉÉãáåÖ=áåîÉëíçê=íç=êÉí~áå
íÜÉ=~ãçìåí=çÑ=áíë=áåáíá~ä=áåîÉëíãÉåíI=éêçîáÇÉÇ=íÜ~í=íÜÉ

S pÅçíí=gK=iÉÇÉêã~åI eÉÇÖÉ=cìåÇ=oÉÖìä~íáçåI=mê~ÅíáëáåÖ=i~ï=fåëíáíìíÉI=oÉäK=@NI=¬OWPKP=Ej~êÅÜ=OMMTFI=ÅáíáåÖ oÉã~êâë=çÑ=oçÉä=`K=`~ãéçëI=pb`=`çããáëëáçåÉêI=ÄÉÑçêÉ
íÜÉ=pf^=cìåÇë=~åÇ=^äíÉêå~íáîÉ=fåîÉëíãÉåí=`çåÑÉêÉåÅÉ=EgìåÉ=NQI=OMMSFK

T oÉéçêí=çÑ=íÜÉ=fåîÉëíçêëÛ=`çããáííÉÉ=~í=ONK

Counsel should closely review the
rights of the investor relative to
other investors in the fund.  It is
common practice for hedge fund
managers to enter into side letters,
particularly with large investors or
investors making early investments
in a fund.



11Summer 2009

êÉÇÉãéíáçå=é~óãÉåí=ï~ë=î~äáÇ=~åÇ=éêçéÉê=ìåÇÉê=íÜÉ
ÖçîÉêåáåÖ=ÇçÅìãÉåíë=çÑ=íÜÉ=ÑìåÇI=~åÇ=íÜ~í=íÜÉ
êÉÇÉãéíáçå=ï~ë=í~âÉå=Äó=íÜÉ=áåîÉëíçê=áå=ÖççÇ=Ñ~áíÜK
qÜáë=Ü~ë=íÜÉ=ÉÑÑÉÅí=çÑ=ÇÉéäÉíáåÖ=íÜÉ=êÉã~áåáåÖ=~ëëÉíë
~î~áä~ÄäÉ=íç=ÅêÉÇáíçêë=çÑ=íÜÉ=Ñ~áäÉÇ=ÑìåÇI=áåÅäìÇáåÖ=~åó
áåîÉëíçêë=íÜ~í=ÇáÇ=åçí=êÉÇÉÉã=áå=~Çî~åÅÉ=çÑ=íÜÉ=ÑìåÇÛë
Åçää~éëÉK

Service Providers
`çìåëÉä=ëÜçìäÇ=êÉîáÉï=~åÇ=Éî~äì~íÉ=íÜÉ=êÉä~íáçåëÜáéë
ÄÉíïÉÉå=íÜÉ=ÜÉÇÖÉ=ÑìåÇ=~åÇ=áíë=ëÉêîáÅÉ=éêçîáÇÉêëK==qÜÉ
~ÄëÉåÅÉ=çÑ=êÉéìí~ÄäÉI=áåÇÉéÉåÇÉåí=ëÉêîáÅÉ=éêçîáÇÉêë
ëÜçìäÇ=ê~áëÉ=~=êÉÇ=Ñä~Ö=áå=íÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëëK=cçê
Éñ~ãéäÉI=áí=Ü~ë=ÄÉÉå=ïáÇÉäó=êÉéçêíÉÇ=íÜ~í=j~ÇçÑÑ=ìíáJ
äáòÉÇ=~å=~ÑÑáäá~íÉÇ=ÄêçâÉêJÇÉ~äÉê=~ë=ÅìëíçÇá~å=çÑ=íÜÉ
ëÉÅìêáíáÉë=çÑ=Üáë=áåîÉëíçêë=~åÇ=íç=éìêéçêíÉÇäó=ÉñÉÅìíÉ
íê~ÇÉë=çå=ÄÉÜ~äÑ=çÑ=íÜÉáê=~ÅÅçìåíëK==qÜáë=ä~Åâ=çÑ=íÜáêÇJ
é~êíó=áåîçäîÉãÉåí=~ääÉÖÉÇäó=~ääçïÉÇ=j~ÇçÑÑ=íç=Ñ~äëáÑó
~ÅÅçìåí=ëí~íÉãÉåíë=~åÇ=íç=çéÉê~íÉ=Ñçê=óÉ~êë=ïáíÜçìí
ÉîÉê=~Åíì~ääó=ÉñÉÅìíáåÖ=~=íê~ÇÉKU få=~ÇÇáíáçåI=ÇÉëéáíÉ
íÜÉ=ëáòÉ=çÑ=íÜÉ=j~ÇçÑÑ=çéÉê~íáçå=E~ääÉÖÉÇäó=áå=ÉñÅÉëë=çÑ
ARM=ÄáääáçåFI=~=êÉä~íáîÉäó=ìåâåçïåI=íÜêÉÉJÉãéäçóÉÉ
çìíëáÇÉ=~ìÇáíçê=ï~ë=ÉåÖ~ÖÉÇ=íç=ÅçåÇìÅí=íÜÉ=ÑìåÇÛë
~ìÇáíKV

mÉêÜ~éë=íÜÉ=ãçëí=áãéçêí~åí=íÜáêÇJé~êíó=êÉä~íáçåëÜáéI
Ñçê=éìêéçëÉë=çÑ=íÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëëI=áë=íÜ~í=çÑ=íÜÉ
ÑìåÇÛë=éêáãÉ=ÄêçâÉêK==^=éêáãÉ=ÄêçâÉê=éêçîáÇÉë=~=ÜÉÇÖÉ
ÑìåÇ=ïáíÜ=ëÉêîáÅÉë=áåÅäìÇáåÖ=ÅìëíçÇó=çÑ=~ëëÉíëI=ÅäÉ~êáåÖ
~åÇ=ëÉííäÉãÉåí=çÑ=íê~ÇÉë=ïáíÜ=ÉñÉÅìíáåÖ=ÄêçâÉêëI
Ñáå~åÅáåÖ=Ñçê=íê~ÇáåÖ=éçëáíáçåëI=êÉéçêíáåÖ=~åÇ=êÉÅçêÇ
âÉÉéáåÖK==qÜÉ=ÅäçëÉ=~åÇ=çÑíÉå=äçåÖJíÉêã=å~íìêÉ=çÑ=íÜÉ
êÉä~íáçåëÜáé=ÄÉíïÉÉå=~=éêáãÉ=ÄêçâÉê=~åÇ=~=ÜÉÇÖÉ=ÑìåÇ
ã~âÉë=íÜÉ=éêáãÉ=ÄêçâÉê=~=âÉó=ëçìêÅÉ=çÑ=áåÑçêã~íáçå=áå
íÜÉ=ÇìÉ=ÇáäáÖÉåÅÉ=éêçÅÉëëK==^=éêáãÉ=ÄêçâÉê=ïáää=íóéáÅ~äJ
äó=Ü~îÉ=Ç~óJíçJÇ~ó=áåíÉê~Åíáçå=ïáíÜ=íÜÉ=ÜÉÇÖÉ=ÑìåÇ
~åÇ=ïáää=íÜÉêÉÑçêÉ=Ü~îÉ=~å=áåëáÇÉ=äççâ=~í=~åó=çéÉê~J
íáçå~ä=ÇÉÑáÅáÉåÅáÉë=çÑ=íÜÉ=ÑìåÇK==iáâÉïáëÉI=êÉéìí~ÄäÉ
éêáãÉ=ÄêçâÉêë=ïáää=íÜÉãëÉäîÉë=çÑíÉå=ÅçåÇìÅí==êáÖçêçìë
ÇìÉ=ÇáäáÖÉåÅÉ=çå=ÜÉÇÖÉ=ÑìåÇë=éêáçê=íç=éêçîáÇáåÖ=íÜÉ
ÑìåÇ=ïáíÜ=Ñáå~åÅáåÖI=é~êíáÅìä~êäó=ÖáîÉå=íÜÉ=ÅìêêÉåí
ëí~íÉ=çÑ=ÅêÉÇáí=ã~êâÉíëK

`çìåëÉä=ëÜçìäÇ=áåèìáêÉ=ïÜÉíÜÉê=áí=ïçìäÇ=ÄÉ=éçëëáÄäÉ
íç=áåíÉêîáÉï=êÉéêÉëÉåí~íáîÉë=çÑ=íÜÉ=éêáãÉ=ÄêçâÉê=~åÇ
éÉêÜ~éë=ëÉÉâ=íç=çÄí~áå=íÜÉ=éêáãÉ=ÄêçâÉêÛë=ÇáäáÖÉåÅÉ

ã~íÉêá~äëK==fåîÉëíçêë=ëÜçìäÇ=áåèìáêÉ=ïÜÉíÜÉê=íÜÉ=ÑìåÇ
Ü~ë=ÉîÉê=ÄÉÉå=ÇÉåáÉÇ=Ñáå~åÅáåÖ=Äó=~=éêáãÉ=ÄêçâÉê=çê
Ü~Ç=~=êÉä~íáçåëÜáé=ïáíÜ=~=éêáãÉ=ÄêçâÉê=íÉêãáå~íÉÇ=çìíJ
êáÖÜíK==táíÜ=Ä~åâ=Ñ~áäìêÉë=~=êÉ~ä=éçëëáÄáäáíó=áå=íÜÉ=ÅìêJ
êÉåí=ÉåîáêçåãÉåíI=Ü~îáåÖ=ëÉîÉê~ä=êÉéìí~ÄäÉ=éêáãÉ=ÄêçJ
âÉê=êÉä~íáçåëÜáéë=êÉÇìÅÉë=íÜÉ=ÑìåÇÛë=ÉñéçëìêÉ=íç=ÅçìåJ
íÉêé~êíó=~åÇ=äáèìáÇáíó=êáëâK

Operational Issues
píìÇáÉë=Ü~îÉ=áåÇáÅ~íÉÇ=íÜ~í=~=ëáÖåáÑáÅ~åí=éÉêÅÉåí~ÖÉ=çÑ
ÜÉÇÖÉ=ÑìåÇ=Ñ~áäìêÉë=êÉëìäí=Ñêçã=çéÉê~íáçå~ä=ÇÉÑáÅáÉåJ
ÅáÉëINM ïÜáÅÜ=ã~ó=áåÅäìÇÉI=~ãçåÖ=çíÜÉê=íÜáåÖëI=áå~ÇÉJ
èì~ÅáÉë=áå=~=ÜÉÇÖÉ=ÑìåÇÛë=éêçÅÉëëÉë=çê=íÜÉ=Åçåíêçäë=áå
éä~ÅÉ=íç=éêÉîÉåí=ÅçåÑäáÅíë=çÑ=áåíÉêÉëí=ïáíÜ=áåÇáîáÇì~äë
áåîçäîÉÇ=áå=íÜÉ=ÜÉÇÖÉ=ÑìåÇÛë=çéÉê~íáçåëK=^äíÜçìÖÜ=áí=áë
Åçããçå=Ñçê=íÜÉ=ÑìåÇ=ã~å~ÖÉê=íç=Ü~îÉ=Äêç~Ç=Åçåíêçä
çÑ=~=ÑìåÇÛë=çéÉê~íáçåëI=~=ÑìåÇÛë=êáëâ=ã~å~ÖÉãÉåí=~åÇ
Åçãéäá~åÅÉ=ÑìåÅíáçåë=Å~å=ãáíáÖ~íÉ=éçíÉåíá~ä=ÅçåÑäáÅíë
çÑ=áåíÉêÉëíI=~ÄìëÉ=çÑ=éçïÉê=~åÇ=Ñê~ìÇK==`çìåëÉä=ëÜçìäÇ
áåèìáêÉ=ïÜÉíÜÉê=íÜÉ=ÑìåÇ=Ü~ë=~å=áåÇÉéÉåÇÉåí=~åÇ
ÅçãéêÉÜÉåëáîÉ=êáëâ=Åçãéäá~åÅÉ=ÑìåÅíáçå=íÜ~í=áë=ëÉÖêÉJ
Ö~íÉÇ=Ñêçã=éçêíÑçäáç=ã~å~ÖÉãÉåí=~åÇ=ïÜçëÉ=ÅçãéÉåJ
ë~íáçå=áë=ìåêÉä~íÉÇ=íç=íÜÉ=ÑìåÇÛë=éÉêÑçêã~åÅÉKNN
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U pÉÉI=ÉKÖKI aá~å~=_K=eÉåêáèìÉëI=�j~ÇçÑÑ=kÉîÉê=j~ÇÉ=pìééçëÉÇ=fåîÉëíãÉåíëIÒ=qÜÉ=kÉï=vçêâ=qáãÉëI cÉÄêì~êó=OMI=OMMVI=~î~áä~ÄäÉ=~í=ÜííéWLLïïïKåóíáãÉëKÅçãK

V pÉÉI=ÉKÖKI cäçóÇ=kçêêáëI=�jçêÉ=lîÉêëáÖÜí=Ñçê=^ìÇáíçê=çÑ=j~ÇçÑÑIÒ=qÜÉ=kÉï=vçêâ=qáãÉëI g~åì~êó=UI=OMMVI=~î~áä~ÄäÉ=~í ÜííéWLLïïïKåóíáãÉëKÅçãK

NM v~êÇÉå=~í=NUI=ÅáíáåÖ píÉéÜÉå=_êçïåI=táääá~ã=dçÉíòã~ååI=_áåÖ=iá~åÖ=~åÇ=`ÜêáëíçéÜÉê=pÅÜï~êíòI=�j~åÇ~íçêó=aáëÅäçëìêÉ=~åÇ=léÉê~íáçå~ä=oáëâW=bîáÇÉåÅÉ=Ñêçã
eÉÇÖÉ=cìåÇ=oÉÖáëíê~íáçåIÒ gçìêå~ä=çÑ=cáå~åÅÉ EÑçêíÜÅçãáåÖI=v~äÉ=f`c=tçêâáåÖ=m~éÉê=kçK=MSJ=NRI=Ç~íÉÇW=^éêáä=OPI=OMMUI=~î~áä~ÄäÉ=~í=pçÅá~ä=pÅáÉåÅÉ=oÉëÉ~êÅÜ
kÉíïçêâFI=éK=SK

NN oÉéçêí=çÑ=íÜÉ=fåîÉëíçêëÛ=`çããáííÉÉ=~í=OSK

Perhaps the most important third-
party relationship, for purposes of
the due diligence process, is that
of the fund’s prime broker.  A
prime broker provides a hedge
fund with services including
custody of assets, clearing and
settlement of trades with
executing brokers, financing for
trading positions, reporting and
record keeping.
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Structure and Domicile
pçãÉ=ÜÉÇÖÉ=ÑìåÇë=Éãéäçó=ëíêìÅíìêÉë=áåÅäìÇáåÖ=ãìäíáJ
éäÉ=çÑÑëÜçêÉ=ÉåíáíáÉëK==tÜáäÉ=ëìÅÜ=ëíêìÅíìêÉë=~êÉ=çÑíÉå
ÇêáîÉå=Äó=í~ñ=ÅçåëáÇÉê~íáçåëI=ÅçìåëÉä=ëÜçìäÇ=ÅçåëáÇÉê
ïÜÉíÜÉê=íÜÉ=êÉëìäíáåÖ=ÖçîÉêå~åÅÉ=~êê~åÖÉãÉåíë=ê~áëÉ
é~êíáÅìä~ê=áëëìÉëKNO fÑ=íÜÉ=áåîÉëíçêÛë=ÇáêÉÅí=áåíÉêÉëí=áë=íç
ÄÉ=ÜÉäÇ=áå=~å=çÑÑëÜçêÉ=Éåíáíó=çê=ÑìåÇ=~ëëÉíë=~êÉ=ÜÉäÇ=áå
çÑÑëÜçêÉ=ÉåíáíáÉëI=ÅçìåëÉä=ëÜçìäÇ=ÅçåëáÇÉêI=ïáíÜ=êÉëéÉÅí
íç=íÜÉ=ÑçêÉáÖå=àìêáëÇáÅíáçåW=íÜÉ=äÉîÉä=çÑ=êÉÖìä~íçêó=çîÉêJ
ëáÖÜí=çÑ=ÜÉÇÖÉ=ÑìåÇëI=ïÜÉíÜÉê=íÜÉ=ÑìåÇ=ã~å~ÖÉê=áë
ÉèìáééÉÇ=íç=ÑìäÑáää=íÜÉ=àìêáëÇáÅíáçåÛë=êÉÖìä~íçêó=çÄäáÖ~J
íáçåëI=ïÜÉíÜÉê=íÜÉ=àìÇáÅá~ä=ëóëíÉã=ïáää=éêçîáÇÉ=~ÇÉJ
èì~íÉ=êÉÅçìêëÉ=áå=íÜÉ=ÉîÉåí=íÜ~í=äáíáÖ~íáçå=áë=åÉÅÉëë~êóI
ïÜÉíÜÉê=íÜÉ=àìêáëÇáÅíáçå=êÉèìáêÉë=Åçãéäá~åÅÉ=ïáíÜ=rKpK
dÉåÉê~ääó=^ÅÅÉéíÉÇ=^ÅÅçìåíáåÖ=mêáåÅáéäÉë=çê
fåíÉêå~íáçå~ä=cáå~åÅá~ä=oÉéçêíáåÖ=pí~åÇ~êÇëI=íÜÉ=àìêáëJ
ÇáÅíáçåÛë=Ä~åâêìéíÅó=~åÇ=áåëçäîÉåÅó=ä~ïëI=~åÇ=íÜÉ
éçäáíáÅ~ä=ëí~Äáäáíó=çÑ=íÜÉ=àìêáëÇáÅíáçåKNP

Funds of Funds
qÜÉêÉ=~êÉ=ã~åó=íóéÉë=çÑ=ÜÉÇÖÉ=ÑìåÇ=áåîÉëíãÉåíëI
áåÅäìÇáåÖ=ÑìåÇë=çÑ=ÜÉÇÖÉ=ÑìåÇëI=~=Åçããçå=î~êá~íáçå
çÑ=~=íê~Çáíáçå~ä=ÜÉÇÖÉ=ÑìåÇ=íÜ~í=áåîÉëíë=áå=çíÜÉê=ÜÉÇÖÉ
ÑìåÇë=ê~íÜÉê=íÜ~å=ã~âáåÖ=ÇáêÉÅí=áåîÉëíãÉåíë=áå=éìÄJ
äáÅäóJíê~ÇÉÇ=ëÉÅìêáíáÉë=çê=çíÜÉê=áåëíêìãÉåíëK==tÜáäÉ
ëìÅÜ=î~êá~íáçåë=ã~ó=Ü~îÉ=ÅÉêí~áå=~Çî~åí~ÖÉë=Ñçê
áåîÉëíçêë=ïÜÉå=Åçãé~êÉÇ=ïáíÜ=íê~Çáíáçå~ä=ÜÉÇÖÉ
ÑìåÇëI íÜÉó=éêÉëÉåí=~=ÅÜ~ääÉåÖÉ=íç=ÅçåÇìÅíáåÖ=ÉÑÑÉÅíáîÉ
ÇìÉ=ÇáäáÖÉåÅÉK

^åó=ÇìÉ=ÇáäáÖÉåÅÉ=éÉêÑçêãÉÇ=çå=~=ÑìåÇ=çÑ=ÑìåÇë=ã~ó
ÄÉ=áåëìÑÑáÅáÉåí=íç=ÉñéçëÉ=ÇÉÑáÅáÉåÅáÉë=~åÇ=êáëâë=íÜ~í
Éñáëí=áå=íÜÉ=ìåÇÉêäóáåÖ=ÑìåÇëK==fí=ã~ó=ÄÉ=áãéê~ÅíáÅ~ä=çê

áãéçëëáÄäÉ=Ñçê=~å=áåîÉëíçê=áå=~=ÑìåÇ=çÑ=ÑìåÇë=íç=ÅçåJ
ÇìÅí=~åó=ÇìÉ=ÇáäáÖÉåÅÉ=çå=íÜÉ=ìåÇÉêäóáåÖ=ÑìåÇëK
qÜÉêÉÑçêÉI=íÜÉ=áåîÉëíçê=áë=ÑçêÅÉÇ=íç=êÉäó=çå=íÜÉ=ÇìÉ=ÇáäáJ
ÖÉåÅÉ=ÅçåÇìÅíÉÇ=Äó=íÜÉ=ÑìåÇ=çÑ=ÑìåÇë=çå=áíë=ìåÇÉêäóJ
áåÖ=áåîÉëíãÉåíëK==`çìåëÉä=íç=áåîÉëíçêë=áå=ÑìåÇë=çÑ
ÑìåÇë=ëÜçìäÇ=ëÉÉâ=íç=êÉîáÉï=íÜÉ=áåîÉëíãÉåí=ÇìÉ=ÇáäáJ
ÖÉåÅÉ=éêçÅÉÇìêÉë=çÑ=íÜÉ=ÑìåÇ=çÑ=ÑìåÇë=~åÇ=ÅçåëáÇÉê
íÜÉáê=~ÇÉèì~ÅóK=qç=íÜÉ=ÉñíÉåí=~î~áä~ÄäÉ=~åÇ=éê~ÅíáÅ~äI
ÅçìåëÉä=ëÜçìäÇ=~äëç=ëÉÉâ=íç=êÉîáÉï=ÇìÉ=ÇáäáÖÉåÅÉ=ã~íÉJ
êá~äë=éêçîáÇÉÇ=Äó=íÜÉ=ìåÇÉêäóáåÖ=ÑìåÇë=íç=íÜÉ=ÑìåÇ=çÑ
ÑìåÇëK

Conclusion
qçÇ~óÛë=ÉÅçåçãáÅ=Åäáã~íÉ=Ü~ë=éä~ÅÉÇ=~=êÉåÉïÉÇ
ÉãéÜ~ëáë=çå=íÜÉ=ìíáäáíó=çÑ=~=êáÖçêçìë=ÇìÉ=ÇáäáÖÉåÅÉ
éêçÅÉëë=áå=ã~âáåÖ=áåÑçêãÉÇ=áåîÉëíãÉåí=ÇÉÅáëáçåëK
iÉÖ~ä=ÇìÉ=ÇáäáÖÉåÅÉ=ÜÉäéë=íç=áÇÉåíáÑó=ã~åó=çÑ=íÜÉ=êáëâë
~ëëçÅá~íÉÇ=ïáíÜ=~=éêçëéÉÅíáîÉ=ÜÉÇÖÉ=ÑìåÇ=áåîÉëíãÉåí
~åÇI=ïÜÉå=ÅçåëáÇÉêÉÇ=áå=ÅçåàìåÅíáçå=ïáíÜ=ÇìÉ=ÇáäáJ
ÖÉåÅÉ=ÅçåÇìÅíÉÇ=Äó=íÜÉ=áåîÉëíçêÛë=í~ñI=~ÅÅçìåíáåÖ=~åÇ
Ñáå~åÅá~ä=~ÇîáëÉêëI=ïáää=~ëëáëí=íÜÉ=áåîÉëíçê=íç=Ä~ëÉ=áíë
áåîÉëíãÉåí=ÇÉÅáëáçå=ìéçå=~=ÅçãéêÉÜÉåëáîÉ=~å~äóëáëK

qÜÉ=~ìíÜçêë=ïáëÜ=íç=íÜ~åâ=^~êçå=oK=d~êÇåÉêI=~å=~ëëçÅá~íÉ
áå=íÜÉ=kÉï=vçêâ=çÑÑáÅÉI=Ñçê=Üáë=~ëëáëí~åÅÉ=çå=íÜáë=~êíáÅäÉK
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