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This sample operational certification summary 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’ operational certification summary 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 operational certification summary review performed
after January 1, 2017.

CERTIFIED SINCE JANUARY 2009

ABC Fund Limited – January 2017

Key Information

Certification Summary

Manager

ABC International Advisors
(“ABC”)
Founded by Susan Jones
Commenced operations in 2005

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

Fund Strategy

Multi-strategy

Fund
Commencement of
Operations

October 1, 2006

Fees

No management fee (as operating
expenses charged to the Fund), 25%
performance fee

Subscriptions

Monthly, $1m minimum

Redemptions

2 year initial lock-up,
thereafter,
subject
to
redemption gate

Administrator

XYZ Limited

Auditor

BGF LLP

LLC

quarterly
a
20%

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 monthend, 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.
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Amber Certification
Key areas considered by Amber Partners in its operational certification summary review of the ABC Fund Limited include (but are not
limited to):
Staff



Reconciliations



Physical and IT infrastructure



Existence confirmation



Compliance function



Accounting / NAV calculation / investor statements



Segregation of duties



Portfolio valuation



Account opening / asset transfer controls



Fund administration services



Trade flow processes



Auditors / audited financial statements



Due Diligence Highlights
Human Resources

Infrastructure & IT

Manager & Fund
Governance

•

Given the size of their firm, ABC does not yet have a dedicated HR function. However, recruitment is
ultimately overseen by Ms. Jones for front office hires and by Mr. Kevin Newman, COO, for back office
hires. A formal process is in place to perform reference and background checks. There have been no
significant departures of either front office or back office personnel in the past twelve months.

•

ABC has developed a contingency and succession plan to address the key-person risk associated with
Ms. Jones. In addition, there is appropriate short term back up for key non investment staff including
Mr. Newman and Ms. Catherine Wright, CFO/CCO.

•

Staff earn a base salary and a discretionary bonus as determined by management. Bonus amounts
greater than a pre-specified dollar threshold must be reinvested in the Manager’s products.

•

Given the nature of the investment strategy and size of the Manager’s firm, ABC has made a substantial
investment in systems and IT infrastructure to support the day to day trading and trade processing
activities of the Fund.

•

ABC is developing a more comprehensive Business Continuity Plan with assistance from its external IT
consultants. 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, communications with stakeholders (investors, regulators,
service providers).

•

Although elements of the Business Continuity Plan are tested throughout the year, a complete business
continuity test has not been performed. We recommend that a full annual exercise be completed as
soon as possible, and the results be documented, to improve the readiness of the firm to deal with
unexpected events and identify any further enhancements to the plan.

•

The Fund’s Board of Directors consists of Susan Jones and two employees of the Fund’s offshore legal
counsel. The Directors meet quarterly to discuss the Fund’s investment and operational activities.
Based on our review of minutes of meetings during the year, the Directors appear to provide active
oversight of the Fund’s activities. Service providers report directly to the Board (the Administrator,
auditors, compliance consultants) and valuation matters are monitored by reviewing the monthly
minutes of the Manager’s valuation committee.
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Legal & Compliance

Custody of Assets &
Trading
Relationships

Trade Processing

Accounting &
Reporting

•

The Manager has a systematic and formalised process in place to monitor its business activities.
Committee meetings are held for senior management (weekly), best execution (monthly) and valuation
(monthly). Minutes are taken for each of the committee meetings.

•

There is a strong culture of corporate compliance within the firm. ABC has been registered with the SEC
since January 2012. The SEC has not performed any reviews of the firm; however, ABC has utilised
the services of an external consultant, HedgeCo, to perform periodic mock reviews. In addition, a
detailed compliance program has been developed in conjunction with HedgeCo. Employees are subject
to periodic training and mock compliance review results are shared with the Fund’s Board of Directors.

•

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.

•

The Master Fund uses Citigroup Global Markets Inc. and JPMorgan Chase as its prime brokers. All
assets held by prime brokers are maintained in segregated accounts in the name of the Fund. The Bank
of Bermuda Limited, a member of the HSBC Group, is used for processing subscriptions and
redemptions. The terms of bank, prime brokerage and ISDA agreements (and any changes thereto) are
negotiated by the COO with the assistance of external legal counsel. All agreements must be approved
by the Board of Directors.

•

All transfers away from accounts in the name of the Fund require dual authorisation. Authorised
signatory lists are maintained with prime brokers and custodians and are updated for changes in staff.
Amber Partners’ review identified asset transfer and accounting opening procedures appropriate to
safeguard Fund assets.

•

The Master Fund has ISDA agreements with its prime brokers and a further 12 counterparties. All ISDA
counterparties are well known, global financial institutions and must be approved by the CFO, COO and
CEO. Key provisions of counterparty agreements are tracked using an application developed internally.
According to management, ABC actively negotiates its counterparty agreements and particularly
focuses on maximising its margin locks. Management stated that the Master Fund has negotiated
bilateral collateral terms with most of its counterparties. The COO is responsible for monitoring the
Fund’s counterparty exposure daily; portfolio management staff monitor credit news, CDS spreads,
credit ratings and the market value of its counterparties. Any issues are discussed at the weekly senior
management committee meeting.

•

ISDA collateral is actively monitored by back office staff on a daily basis. In contrast, margin
movements at the prime brokers are not checked in detail as excess cash is maintained in the accounts
to cover margin requirements. We recommend a procedure be instituted to ensure that margin
balances are accurately calculated and management has agreed to do so going forward.

•

The principals oversee all trading and typically place approximately 100-120 trades. Amber Partners’
review identified a well controlled trade flow process with segregation of trade capture, confirmation,
settlement and reconciliation procedures.

•

ABC and XYZ perform daily reconciliations of cash and positions to prime brokers and counterparties. In
addition to month end reconciliations, XYZ performs a weekly three-way reconciliation of cash and
positions to ABC and prime brokers/counterparties to identify issues and expedite the month-end
process.

•

XYZ calculates the month-end NAV. ABC back office staff perform a review of portfolio pricing but not of
non-portfolio items or of investor allocations as it relies on the Administrator for this purpose. We
recommend that ABC review non-portfolio items including all fee accruals, and test XYZ’s investor
allocation calculations at each NAV date. Management has agreed to adopt these recommendations
going forward.
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Valuation

•

As disclosed in the Fund’s offering memorandum, rather than charging an annual management fee, all
firm operating expenses (including infrastructure costs, salaries and bonuses of ABC’s staff) are
charged monthly to the Fund. In the last calendar year, these fees approximated 2.7% per annum of
the NAV.

•

The Master Fund held three positions in unrelated investment funds (approximately 3% of the portfolio)
at December 31, 2016. The Fund has waived performance fees on monies allocated to external
managers to avoid the double charging of these fees. However, the Fund is responsible for the
management fees of the underlying funds ranging from 1.5% to 2%.

•

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.

•

The Master Fund invests using a multi-strategy approach focusing on long-short equity, global macro
and event-driven strategies. The portfolio typically has significant exposure to 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; and other investment funds.

•

ABC’s valuation committee meets monthly and includes the CEO, the COO, and an external
independent Chairman, Dr A. Shah. 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 committee meetings.

•

Based on Amber Partners’ review, the valuation policy appears comprehensive and appropriate for the
types of securities typically held by the Master Fund. XYZ staff noted that it follows the Fund’s pricing
policy when sourcing valuations.

•

With the exception of securities priced by ABC’s valuation committee (5% of the portfolio at December
31, 2016), XYZ independently sources pricing for the portfolio for inclusion in the monthly NAV. The
Administrator was able to price 80% of the portfolio at December 31, 2016 (equities, foreign exchange
and investment grade corporate and sovereign fixed income securities) to its pricing database (level I
inputs).

•

For security positions not priced from feeds, XYZ will independently obtain counterparty prices or broker
quotes (level II inputs). All quotes or prices received by the Manager are concurrently copied to the
Administrator directly by brokers, counterparties or fund administrators. ABC uses a pricing matrix to
value broker sourced securities, and the average mid-price of received quotes is used, with outliers
removed by back office staff. The matrix tracks the history of broker sources used. At December 31,
2016, approximately 80% of securities valued in this manner (approximately 9% of the portfolio at
December 31, 2016) had three broker sources for valuation support, and the remaining had two quotes.
XYZ recreates ABC’s matrix pricing and reviews broker sources for consistency and to reduce the risk
of “cherry-picking” of more favourable quotes by the Manager. Independent counterparty quotes (for
swaps) are obtained by XYZ for 3% of the portfolio pricing at December 31, 2016. The Administrator
uses industry standard valuation models as a check on the counterparty values for credit default and
variance swaps.

•

The Master Fund held three positions (3% of the portfolio at December 31, 2016) in unrelated
investment funds (level III inputs) following long-short equity strategies. 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.
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This document is provided for information purposes only. Given the complexity of hedge fund operational risk, this
document is not intended to provide a comprehensive analysis of all operational risk issues or situations which may impact
the operational risk of an individual hedge fund.
User Agreement
Access to this document and any Amber Partners’ Operational Certification Summary (“Amber Certification”) is available
only to registered users of amberpartners.com and is subject in all cases to Amber Partner’s user agreement, as follows:
By becoming a registered user of amberpartners.com, a website owned and operated by Amber Partners Ltd. (“Amber”),
and thereby enabling access to Amber Certifications, you acknowledge and agree that (a) you are an accredited investor (as
described in Regulation D of the Securities Act 1933, as amended, if a US person, or otherwise in accordance with the
requirements of such local laws as to which you may be subject) with sufficient experience in hedge fund investments to
make independent and informed investment decisions in respect of hedge fund investments; (b) you have reviewed the
description of Amber’s Operational Certification Methodology set forth on Amber’s website and understand the scope and
limits of the assessment that Amber generally purports to undertake in its Amber Certifications, understand the methodology
used by Amber in preparing certification reports/updates and understand the limited import of these certifications; (c) you
understand that Amber Certifications are not a recommendation regarding the suitability of the hedge fund as an investment
for any particular investor; (d) you understand that Amber Certifications are not to be used as the sole criteria for any
investment decision; (e) you understand that the opinions set forth in Amber Certifications are only opinions and that other
equally informed evaluators could reach different opinions that might be either more negative or more positive on the issues
addressed; (f) you understand that Amber Certifications do not consider the risk of market losses and that Amber Partners
does not conduct any due diligence on the merits of the investment strategies, nor of investment risk management, including
any assessment of risk management systems and/or tools used for these purposes; accordingly, you understand that Amber
Certifications are not, and should not be construed to be, an opinion concerning the investment strategies of, or risk profile
of the investment strategies of, the related hedge fund or as to the future investment performance of the related hedge fund;
(g) you understand that Amber is not a certified public accountant and has not conducted a financial audit of the hedge fund
or its manager and Amber Certifications do not, and should not be construed to, constitute an opinion as to the financial
condition of the hedge fund or its manager; (h) you understand that Amber Certifications are based in part upon information
provided to Amber by the hedge fund manager in question and Amber has not independently verified that information; (i) you
understand that the conclusions set forth in the Amber Certification represent the opinion of Amber determined with respect
to its own criteria and do not necessarily indicate the extent to which a hedge fund has met “best practices” criteria that have
been or may in the future be adopted by regulators or industry groups; (j) you understand that the opinions set forth in
Amber Certifications are based upon the assessment of the hedge fund as of the date of such Amber Certification and
Amber has no obligation to update or remove an Amber Certification once posted; k) you understand that Amber’s criteria
for Certification may evolve over time as industry practice changes and Amber does not undertake to update Amber
Certifications previously issued to reflect such evolutions; (l) you understand that Amber receives from each hedge fund or
its manager a substantial fee for undertaking an assessment and publishing an Amber Certification in respect of such hedge
fund, which fee is payable whether or not the hedge fund authorises Amber to publish its findings; (m) you understand and
agree that Amber Certifications are intended for the exclusive use of registered users for the purpose of evaluating the
registered user’s own investments in hedge funds that are the subject of Amber Certifications and for no other purpose; (n)
you understand and agree that the information set forth herein, as well as information in each Amber Certification, together
with all information provided by Amber may not be further distributed or communicated by the registered user without the
prior written consent of Amber; (o) NEITHER AMBER NOR ANY OF ITS AFFILIATES, NOR THE OFFICERS, DIRECTORS,
EMPLOYEES OR AGENTS OF ANY THEREOF (THE ”AMBER PARTIES”) MAY BE HELD RESPONSIBLE FOR ANY
DAMAGE, LOSS, LIABILITY, COST OR EXPENSE, OF ANY KIND WHATSOVER, THAT MAY RESULT FROM RELIANCE
ON THE INFORMATION OR ASSESSMENT CONTAINED IN ANY AMBER CERTIFICATION, REGARDLESS OF
WHETHER SUCH INFORMATION PROVES TO BE INACCURATE OR SUCH ASSESSMENTS PROVE TO BE
ILLFOUNDED FOR ANY REASON WHATSOEVER; (p) YOU WILL NOT SEEK ANY RECOVERY FROM ANY AMBER
PARTY IN THE COURTS OF LAW OR EQUITY; (q) ANY DISPUTES ARISING OUT OF THE REGISTERED USER’S USE
OF AMBER CERTIFICATIONS SHALL BE SUBMITTED TO BINDING ARBITRATION IN BERMUDA; AND (r) YOU SHALL
INDEMNIFY AND HOLD HARMLESS EACH AMBER PARTY FROM ANY COSTS, EXPENSES (INCLUDING LEGAL
FEES) AND LIABILITIES INCURRED BY ANY OF THEM AS A DIRECT OR INDIRECT RESULT, IN WHOLE OR IN PART
OF EITHER (A) ANY CLAIMS MADE BY SUCH REGISTERED USER OR ANY PERSON OBTAINING AMBER
CERTIFICATIONS DIRECTLY OR INDIRECTLY THROUGH SUCH REGISTERED USER OR (B) ANY USE OF ANY
AMBER CERTIFICATION IN A MANNER NOT AUTHORISED HEREBY. AMBER RESERVES THE RIGHT TO SUSPEND
OR TERMINATE ANY USER’S ACCESS TO AMBERPARTNERS.COM.
® “Amber” is Registered in the United States of America and the European Union. “Amber Partners“ is Registered in the
United States of America.

