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This sample investor operational due diligence report, including the name of the fund, fund manager, service
providers and systems are purely fictitious and designed only to provide an indication of the typical content and
analysis present in an Amber Partners’ investor operational due diligence report. Any similarities to actual
persons, funds, fund managers or fund administrators are purely coincidental.
The scope and format of this sample report is applied to any investor operational due diligence review performed
after January 1, 2017.
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Overview
Fund Strategy

Multi-strategy

Manager

ABC International Advisors LLC (“ABC”), Delaware limited liability
company.
Commenced operations on October 1, 2006.

Ownership

Susan Jones (founder, 52%), PR Investors LLC (38%) and Edward
Smith (co-CIO, 10%).

AUM as of December 31, 2016 in USD Manager (and affiliates): $850m
Fund:
$430m
Master Fund:
$550m
Manager Office Locations & Staff

New York – 32 full time employees.

Due Diligence Summary
ABC has witnessed strong growth over the past year, with assets under management increasing by
approximately 50% due to net subscriptions and positive investment performance in the Fund. Amber Partners
met with management and staff at ABC’s New York offices to discuss operations, accounting, compliance, IT,
human resources and corporate governance matters. In tandem with the growth in assets under management,
ABC has developed an operational infrastructure appropriate for the size and complexity of its business,
overseen by an experienced chief operating officer and chief financial officer.
The Fund is subject to full service independent administration provided by XYZ Limited (“XYZ” or the
“Administrator”) in Bermuda. Amber Partners discussed XYZ’s servicing of the Fund with XYZ staff responsible
for the NAV calculation, valuation and share registration. The Administrator maintains full transaction level
accounting and investor records and, at month-end, performs an independent valuation on a majority (typically
90-95%) of portfolio positions. At each month-end, XYZ sourced prices, excluding prices provided by ABC’s
valuation committee are included in the dealing NAV.
The Manager’s valuation committee (which includes the COO, the CCO (a non-voting member) and an external
Chairman, Dr. A. Shah, a finance professor with extensive knowledge of security pricing), provides prices to
XYZ for less liquid fixed income securities where only one broker quote is obtained or where no recent quotes
can be sourced. The committee reviews available pricing information or model prices prepared by front office
staff for these securities. The valuation committee reviews subsequent disposal proceeds of specific securities
previously valued by the committee for pricing bias as part of its monthly meeting. Changes in values of
committee priced securities are noted in the minutes and sent to the Administrator along with pricing support.
Once XYZ is satisfied with the documentation provided by the valuation committee, these prices are included in
the final NAV. The Administrator stated that it also reviews subsequent disposal proceeds as part of the
month-end process.
XYZ noted that a monthly statement could be obtained to independently confirm the existence of all portfolio
securities at the time of Amber Partners’ review.

Not to be copied or distributed in any form without the expressed written permission of Amber Partners Ltd.
© 2017 Amber Partners Ltd. All rights reserved.

1

ABC Fund Limited – January 2017

IT Infrastructure / Business Continuity Plans
Two full-time staff members oversee the firm’s IT infrastructure. These two staff are supported by Hedge
Technology, Inc. (“HTI”), a New York based IT service provider. Prior to 2016 and the hiring of internal IT staff,
ABC outsourced its IT functions, including business continuity, to HTI. Management indicated that HTI has
assigned a dedicated programmer to ABC who is physically located in the Manager’s office at least one
afternoon per week.
Office Security: Amber Partners visited ABC’s New York office as part of its review. Security at the premises
appears appropriate, with a locked entrance controlled by access cards, a receptionist for visitors and
comprehensive lobby building security.
IT Security: Access level rights are assigned to employees upon commencement of employment, and are
subject to review upon a change in responsibilities. Logical access to the IT infrastructure and user
applications is restricted via passwords (which are changed every 30 days). The IT team maintains an
application control list which details access levels assigned to each member of staff; any changes to the list
require the approval of the COO. The IT team is also responsible for restricting IT access for departing staff.
ABC’s servers are housed in a dedicated server room equipped with appropriate cooling and fire suppression
facilities. Physical access to the room is restricted to the firm’s IT staff and a HTI representative by means of
security code entry. The IT team monitors the firm’s IT software and hardware needs, material updates and
changes to which require documented approval from Ms. Jones and the COO.
Business Continuity Plans: Management has developed a detailed and practical business continuity plan.
Amber Partners reviewed the Manager’s business continuity plan dated April 2016. Key employees can
currently connect remotely to the Manager’s systems from any computer with internet access and all
employees can access their email via Outlook Web Access. All applications and data are continuously mirrored
to remote servers located at ABC’s business continuity site in Stamford, Connecticut via two redundant,
dedicated T1 connections. Additionally, a daily tape backup is maintained by ABC (in a fire proof safe), and a
weekly tape is collected and stored offsite by HTI. ABC maintains redundant internet and phone connectivity
and servers are protected by uninterruptible power supplies to allow for an orderly shut-down in the event of a
power outage. In the event that ABC’s offices are unavailable, identified key staff will report to the business
continuity site, which has dedicated seats and terminals for eight staff. All staff maintain a wallet sized call tree
and specific group instructions. ABC staff test this facility on a quarterly basis.
At the time of Amber Partners’ review, ABC was developing a more comprehensive plan with assistance from
HTI. We recommend that the updated plan include: details on how ABC and critical service providers prepare
for unexpected events, provisions for loss/unavailability of any key service providers, procedures to protect staff
during a crisis and communications with stakeholders (investors, regulators, service providers). Although
elements of the plan are tested throughout the year, a complete business continuity test has not been
performed. We recommend a full annual test be performed, and the results documented, to improve the
readiness of the firm to deal with unexpected events and identify any further enhancements to the plan.

Governance & Compliance
Regulatory Registrations

SEC since January 2012.
Most recent examination and results: no visits since inception.

Fund Governance: The Fund and Master Fund maintain Boards with consistent directors, which include: the
CEO of ABC, Stacy Brown and Peter O’Grady, both employees of the Fund’s offshore legal counsel. The
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Directors meet quarterly (by telephone and one in-person meeting per year) to discuss the investment and
operational activities of the Fund. Service providers report directly to the Board (XYZ, auditors, compliance
consultants) and valuation matters are monitored by reviewing the monthly minutes of the Manager’s valuation
committee. Per Amber Partners’ review of a sample of minutes, it appears that the Board provides active
oversight over the Fund and Master Fund’s activities.
The Master Fund allocates capital to unrelated external investment funds (approximately 3% of the portfolio).
The Board of Directors approves all external investment fund allocations. The Board requires that all external
funds be: independently administered and be subject to annual audit by a well-known auditors.
Compliance: ABC’s chief compliance officer (“CCO”) is Catherine Wright, who also acts as the firm’s CFO.
Ms. Wright is responsible for all of the Manager’s regulatory compliance and reporting.
With the aid of an external consultant, ABC has drafted a very comprehensive compliance manual which
details, among other things, ABC’s policies and procedures with respect to AML, employee and insider trading,
trade errors, gifts and entertainment, best execution, confidentiality, document retention, proxy voting, use of
expert networks, dealing commissions, and use of expert networks. The CCO and external consultant review
the compliance manual at least annually, and are responsible for keeping ABC’s compliance program up to
date with the most recent regulatory requirements. Upon joining the firm, all staff are required to read the
compliance manual and sign a declaration to this effect. Key policies are summarised below:
Personal Trading:

All employees must pre-clear any personal trades with the CCO. ABC utilises an
electronic compliance platform to track employee trade requests, confirmations and
employee brokerage statements. Employees sign an annual attestation form stating
compliance with the firm’s personal trading policies. The firm discourages personal
trading and the CCO noted that personal trading levels are minimal.

Trade Error:

The Manager maintains a formal error log of all trading errors, which is reviewed
monthly by the CCO and senior management. The firm’s policy is that in the event of
a trading error, any losses would be borne by the Manager while any gains would
remain with the Fund. Amber Partners reviewed the trade error log onsite at ABC’s
offices; there have been no errors recorded over the past 12 months. Additionally,
management stated that no significant errors have occurred to date.

Dealing
Commissions:

The Manager has one soft dollar relationship which accounts for less than 1% of total
firm commissions, according to management.
Management stated that all
arrangements are within the 28(e) safe harbour rules, and have been disclosed to
investors in the Fund’s offering document.
ABC uses speadsheets to track key terms of brokerage relationships. The investment
staff review and rate broker performance quarterly and report to ABC's Best
Execution Committee (members consist of principals, CCO and COO).

Amber Partners does not verify the completeness or accuracy of any regulatory investigations, matters of
litigation or taxation. According to management, there are no regulatory investigations, matters of litigation or
taxation.
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Back Office
Staffing: ABC’s non-investment functions are overseen by the COO, Kevin Newman (CPA), who was
previously a senior vice president at BoNY where he was responsible for overseeing a team of 30 staff
engaged in external administration of 12 investment advisors employing a variety of hedge fund strategies, and
an Audit Manager at Ernst & Young. He is supported by an experienced CFO and a staff of four back
office/operations professionals.
Systems: ABC uses a proprietary order management system, Straight-Thru, which is a Microsoft Access
developed system. Straight-Thru was developed by in-house portfolio management and IT staff and
management expects that any necessary updates or adjustments can be handled internally. The portfolio
accounting and risk reporting system is Ascent, a popular system used in the hedge fund industry. These
systems are supplemented by further in-house and third party software.
Asset Transfer Controls: ABC relies on internet-accessible treasury systems provided by the prime brokers
for asset transfers. All transfers require one individual (a member of the back office team) to create the
instruction, and two authorised staff to approve and release the payment. Staff authorised to release funds
include the principals, the COO and the CFO. Amber Partners reviewed the authorised signatory list for cash
transfers, dated September 9, 2016, and verified its distribution to a prime broker selected by Amber. Manual
asset transfers may be instructed by fax, but are subject to the same authorised signatories noted above. Both
the Administrator and the Manager must approve transactions for the HSBC Bank Bermuda account, using the
bank’s online wire payment system, which also operates on a preparer and authoriser basis. Amber Partners
reviewed the Manager’s cash transfer policy and authorised signatory list to verify our understanding. In
addition, we undertook a sample review of correspondence with a selected counterparty to verify the cash
transfer policy had been communicated to the selected counterparty. Amber Partners’ review identified asset
transfer and accounting opening procedures appropriate to safeguard Fund assets.
Trade Flow Process: On a typical trading day the Manager will place approximately 100 to 120 trades on
behalf of the Master Fund and 300 trades across all products.
Authorisation

- 80% of orders are generated systematically; the balance is discretionary.
- Either of the principals can authorise discretionary trades.
- Authorised trading lists are maintained with executing brokers and updated
and disseminated by CCO for staff changes.
- A daily trade summary is reviewed by the principals.
- Portfolio guidelines and restrictions are programmed into Straight-Thru,
which flags deviations and automatically e-mails a daily report to the
principals, CCO and COO.

Execution

- Principals and two traders can execute orders.
- Orders are placed via electronic trading platforms (80%) and by telephone
(approximately 20%).

Capture

- System generated trades are automatically updated into an electronic
Straight-Thru trade blotter.
- Traders complete electronic tickets in Straight-Thru for trades placed by
telephone.
- All trades are numbered by systems.

Allocation

- Trade allocation is performed automatically based upon criteria within
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Straight-Thru set by Ms. Jones.
- Allocation model considers the asset values and investment restrictions of
ABC products and is automatically updated at the end of every month.
- CCO reviews a daily trade allocation report that identifies changes to
allocation parameters in Straight-Thru and non–standard allocations on
T+1.
Confirmation

- Majority of trades are confirmed electronically and automatically matched
in Straight-Thru.
- E-mail trade confirmations (approximately 5% of trades) are received by
the trading assistants throughout each day.
- Trades confirmed by email are sent to a general mailbox at ABC that is
viewable by trading and operations staff.
- Blotters for each trader are generated in Straight-Thru, which are reviewed
and confirmed on T+O by traders.

Upload

- Straight-Thru sends trade information throughout the day to Ascent, the
portfolio accounting system.
- End-of-day trading reports are sent electronically to the prime brokers and
XYZ from Straight-Thru.

Trade Settlement

- Monitored by both the Administrator and the Manager.
- The back office team reviews the break reports received from XYZ daily
and resolves differences with the assistance of traders.
- The CFO maintains a list of outstanding OTC trade confirmations to ensure
all confirmations are received on a timely basis.

Reconciliations

- On T+1, ABC and XYZ each perform automated cash and position
reconciliations to the prime brokers.
- Weekly, XYZ performs a three-way reconciliation comparing cash and positions
to ABC as well as to the prime brokers.

Our review identified appropriate trade flow processes in place to ensure the timely capture and recording of
trades. Overall, the reconciliation process appears robust and there is redundancy in the process which
reduces the risk of errors going undetected.
NAV Review: ABC’s CFO performs a detailed review of the Administrator’s portfolio pricing at month-end.
However, at the time of Amber Partners’ review, there was no formal check by ABC of non-portfolio items in the
Administrator’s NAV calculation. Notwithstanding the controls in place at the Administrator, we recommend
that ABC review the month-end NAV in detail for all non-portfolio items including fee accruals, and check XYZ’s
investor allocation calculations. Management has agreed to adopt these recommendations going forward.

Custody of Assets
Prime Broker(s)

Citi Prime Finance and JPMorgan Clearing Corp

Custodian(s)

HSBC Bank Bermuda Limited (for subscriptions/redemptions).

Fund assets custodied with Citi Prime Finance and JPMorgan Clearing Corp. are held in segregated accounts.
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The Master Fund has ISDA agreements with its prime brokers and a further 12 counterparties. All ISDA
counterparties are well known, global financial institutions. ISDAs must be approved by the CFO, COO and
other senior representatives from the front and back offices. The terms of each ISDA agreement (and any
changes thereto) are negotiated by the COO with the assistance of internal counsel. According to
management, ABC actively negotiates its counterparty agreements and particularly focuses on maximising its
margin locks. Management also stated that the Master Fund has negotiated bilateral collateral terms with most
of its counterparties.
The COO is also responsible for monitoring key provisions contained within ISDA agreements via spreadsheet;
management stated that no ISDA trigger events had been experienced in the past twelve months. The COO
monitors and maintains an open dialogue with the Fund’s counterparties, and calculates the Fund’s
counterparty exposure daily.
The COO and CFO retain oversight of financing and collateral management. ABC indicated that margin
balances are not actively monitored as excess cash is held at the counterparties to cover margin requirements.
Nevertheless, we recommend a procedure be instituted to ensure margin balances are accurately calculated by
the prime brokers. Excess cash at the prime brokers is automatically swept into a money market fund.

Valuation
Strategy

Multi-strategy.

Securities traded

Exchange traded equities and options, global sovereign debt,
investment grade and high yield G10 and non-G10 corporate
bonds and convertible bonds, derivatives such as total return,
interest rate, credit default and variance swaps, FX forwards and
futures, other investment funds.

Excluding valuation committee priced securities (as described further below), the majority of instruments held
by the Master Fund are traded on active markets or have multiple sources of pricing available at month-end.
Valuation Policy / Valuation Committee: ABC has developed an internal written valuation policy which
provides a comprehensive description of valuation procedures applied to each category of financial instruments
traded by the Fund. ABC’s valuation committee includes Susan Jones, the COO, and an external Chairman,
Dr. A. Shah, a finance professor with extensive knowledge of security pricing. The CCO was not a member of
the committee at the time of Amber Partners’ review, and as a result of our recommendation, has been added
as a non-voting member to provide oversight to the committee. Formal minutes of valuation committee
meetings are maintained and provided to the Administrator as pricing support. The valuation committee
reviews subsequent disposal proceeds of specific securities previously valued by the committee for pricing bias
as part of the monthly meeting. Further, the committee receives a pricing variance report, where variances
between the Manager and the Administrator have exceeded agreed upon thresholds, from XYZ on a monthly
basis.
Pricing: With the exception of securities priced by ABC’s valuation committee, XYZ independently sources
prices for the portfolio for inclusion in the monthly NAV. XYZ staff noted that it follows the Fund’s valuation
policy when sourcing prices. The Administrator is typically able to price between 75% and 90% of the portfolio
to its pricing database (level I inputs in accordance with ASC 820 Fair Value Measurements and Disclosures,
quoted prices in active markets) and 80% at December 31, 2016. For security positions not priced from feeds,
9% of the portfolio at December 31, 2016, XYZ will independently obtain counterparty prices or broker quotes
(level II inputs, quoted prices in markets that are not considered active or securities where all significant inputs
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to pricing are observable). Independent counterparty quotes (for swaps) are obtained by XYZ for 3% of the
portfolio pricing at December 31, 2016. The Master Fund held three positions in unrelated investment funds
(level III inputs, significant amount of unobservable inputs to pricing), following long-short equity strategies,
comprising 3% of the portfolio at December 31, 2016 (typically less than 5% of the portfolio). All underlying
investment funds are subject to independent administration and XYZ receives prices directly from the
respective fund administrators prior to release of the Fund’s NAV. XYZ will use the Manager’s valuation
committee prices in the final NAV for typically 5% to 10% (also considered level III inputs) of the portfolio.
Securities priced by the valuation committee include less liquid fixed income and convertible securities (where
only one broker quote is obtained or where no recent quotes can be sourced). Both the valuation committee
and the Administrator perform a review of subsequent disposal proceeds of specific securities previously
valued by the committee. At December 31, 2016, four positions (stated to be approximately 5% of the portfolio)
were valued by the Manager’s valuation committee.

Independent Oversight
Administrator

XYZ Limited.

Auditors

BFG LLP.

Administrator: Full service administration is provided by XYZ. XYZ is responsible for producing the Fund’s
monthly NAV and independently values the majority of the portfolio’s holdings. As stated above, approximately
5% of the portfolio’s securities at December 31, 2016 were priced by the Manager’s valuation committee.
Audited Financial Statements: We have reviewed the audited financial statements of the Fund and Master
Fund for the year ended December 31, 2015 which were given an unqualified audit opinion by BGF LLP, and
issued on February 27, 2016. A review of the financial statements and accompanying notes did not identify
any matters of concern.

Key Fund Information
Fund Structure

Master-feeder structure with the Fund feeding into ABC Master Fund
Limited. Both the Fund and Master Fund are a Cayman Islands
incorporated company.

Fund Commencement of Operations

October 1, 2006

Fees

Management Fee: No management fee (as all operating expenses
charged to the Fund). According to the financial statements, fees
charged to the Fund under this mechanism approximated 2.7% of net
assets for the year ended December 31, 2016.
Performance Fee: 25% performance fee. HWM. No restrictions on
loss carry forward. No hurdle. Crystallised and paid quarterly.
Equalisation method utilised.

Subscriptions

Monthly, $1m minimum.
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Redemptions

Lock up: 2 year initial lock-up, quarterly thereafter (subject to a 2%
penalty) or at each calendar year-end thereafter (no penalty).
Notice Period: 90 days.
Redemption gate: subject to a 20% redemption gate across Fund
and onshore fund.
Redemptions in kind possible? Yes.
Payment date of redemption proceeds: not noted in the offering
document.
Special terms: Seed investors (approximately 5% of Fund assets)
had an initial annual lock up (now expired). They now have quarterly
liquidity with no penalty, subject to 45 days notice.

Side letters

One seed investor in the Fund (representing 5% of Fund assets at
December 31, 2016) is permitted to provide 45 days notice to effect
redemptions without a penalty, but maintains the same dealing dates
as all investors. No further side letters exist for preferential liquidity or
portfolio transparency. All side letters are reviewed by the principals,
and require the approval of the Fund’s directors. Terms of the existing
side letters are monitored by the investor relations team, and have
been disclosed to investors via the Fund’s offering document.

Valuation Date

Monthly.

Investor Base as of December 31, 2016

Total: 90 shareholders.
Largest: 9% of Fund capital.
Investor Breakdown: Fund of funds (45%); HNW/family offices (22%)
Institutional (25%); management and affiliates (8%).

Directors

Independent of Manager: Peter O’Grady and Stacy Brown
(employees of Maples and Maples).
Non-independent: Susan Jones (Founder).

Amber Partners has reviewed the Offering Memorandum dated June 17, 2016 to summarize the information contained in
this report. Investors should ensure that they review the original offering document in its entirety.
® “Amber” is Registered in the United States of America and the European Union. “Amber Partners” is Registered in the United States of
America.
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This report has been provided to DEF Investments Ltd. in accordance with the consulting agreement dated April 1, 2016. This report may not
be copied or distributed in any form without the expressed written permission of Amber Partners Ltd.
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