Absolute return strategy, 6, 7
Access to capital and prime brokers, 33
Accountants
choosing, 60, 134
cost of, 34, 134-135
documents and, 26, 29
pricing strategy and, 61-64
role of, 25, 33-36, 59-61, 140
tax issues and, 67-70
Accredited investors, 9, 51
Action plan, 144-145
Administrators
choosing, 74
documents and, 29
due diligence process and, 74-76
need for, 59
role of, 25, 36-37, 70-73
Advent Geneva portfolio accounting syst=n:,
116
Aggregate method to allocate profite.cr
losses, 68
American Jobs Act of 2011, §9
Anti-money laundering (AML) functions,
46-47, 52-53
Articles of incorpozatinn tor offshore funds,
46
Assets
ERISA, 79-84
under management at launch, 128-129
raising, 37-39, 92-94, 108-109
sticky, 78
Audit firms, role of, 33-36
Audit process, 66—67
Author, contact information for, 21
A.W. Jones & Company, 2

Back office. See Infrastructure

Bank accounts, requirements for, 45-46
Bayou Hedge Funds case, 47-48
Bloomberg machine, 115
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Business plans, 128-130, 133-134, 152
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lawyers and, 24, 28
master-feeder, 42,.55-57
side-by-side, 42,55, 57
simple onstorc, 19
3(c)(1) ard 3(c)(7) funds, 50-51
types of, 42
typieal, 44-45
Buying technology, 117-118

Capital introduction services, 33
Carried interest, 89
Cartine, Maury, 86
Case studies

failure, 146-148

manager and seeder, 150-152

overview of, 145

understanding roles, 148-150
Cayman Islands, 55
Checking boxes, 96-98, 106
Choosing service providers

accountants, 60

administrators, 74

CPA firms, 35-36

interviews for, 145

lawyers, 27-28, 134

references for, 29
COBRA (Consolidated Omnibus Budget

Reconciliation Act) insurance, 120

Cohen, Steven A., 118
Communication

marketing as, 103-104

with partner, 130-131
Compensation, structuring, 67-68
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Competitive pressures, 73-74

Compliance with registration requirement,
17-18

Conferences and programs, attendance at,
97-98

Consolidated Omnibus Budget
Reconciliation Act (COBRA) insurance,
120

Cook, Peter, 32

Credit crisis, 7, 13-14

Day 1 of business, 142-143
De minimis exception, 65
Designated investments, 63
Disclosures, 26
Diversification, 81-83
Documents
accountants and, 26, 29
administrators and, 29
description of, 21
explanation of risk in, 45
lawyers and, 25-26
for partnership, 132-133
subscription, 25, 26, 46
See also specific documents
Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010,
1,16
Domestic non-taxable investors, 43
Domestic taxable investors, 42-43
Domicile of hedge funds, 41-43;.75-54
Due diligence process
administrators and, 74/
as checking boxes, 2097 106
of investors, 93-235
for managers, 107-108
of pension plan fiduciaries, 81-83
rainy day funds and, 112
service providers and, 20-22
Due diligence questionnaire, 95-96

Edge, developing and maintaining, 114

Ego, importance of, 143-144

E-mail servers, 119

Emergency Economic Stabilization Act of
2008, 88

Employee Retirement Income Security Act
(ERISA) of 1974, 79-84

Entrepreneurship, 19, 77, 102-104, 127

Equalization of shares approach, 69-70

European Union, Undertakings for Collective
Investment in Transferable Securities
(UCITS) 1V Directive, 43

Executing orders, 116-117

Feeder funds frauds, 47-48
Fees
accounting and auditing, 34, 134-135
incentive, 44—45, 68-69
legal, 26-27, 134
management, 44
Fee structures, 8
Fiduciaries of pension plans, 81-84
Financial Industry Regulatory Authority
(FINRA) rules, 64-66
Forty Act (Investment Corapany Act of
1940), 8-9, 50, 51
Fraud, 20, 47-48
Front running, 47
Fund of funds-cud administrators, 36-37
Funds for starsup, 111-112, 128-130
Fund stact-t ps, number of in 2011, 24

Goldstzin, Phillip, 15
Cralante, Charles J., 48

Havens, Nancy, 19
Headhunters, 123-124
Health insurance, 120
Hedge, definition of, 1
HEDGEanswers.com, 100, 123
Hedge fund hotels, 31, 117, 135-136
Hedge fund industry
after credit crisis, 13-14
foundation of, 2-3
growth of, 1-2, 10, 12-13, 18
history of, 10-14
low entry barrier to, 11, 13
media and, 127-128
success in, 4-5, 14, 19
Hedge funds, 2, 5-10, 17, 18. See also Hedge
fund industry; Launching hedge funds;
Offshore funds; Onshore funds; Setting
up hedge funds
Hennessee, E. Lee, 48
Hennessee Group LLC, 48
High-water mark, 44-45, 69
Hiring process, 121-125
Hot issues, 64
Hurdle, 69
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Illiquid investments, 62-63
Incentive fees, 44-45, 68-69
Infrastructure

hiring, 121-124

insurance, 119-121

office, 117-119

policies and procedures, 124-125

technology, 113-117
Institutional investors, 94-95
Insurance, 119-121
Internet, free sites on, 114-115
Investment Company Act of 1940 (Forty

Act), 8-9, 50, 51

Investments, types of, 52, 62-63
Investors

accepting, 46-47

accredited, 9, 51

delivering on promises to, 19-22

due diligence process of, 93-95

institutional, 94-95

lawyers for, 47

as lazy, 95-96

limits on numbers of, 50-51

listening to, 97-98

needs of, 43-44

non-accredited, 10, 51

providing position-level data to, 105

relationships with, 78-79, 109-111

special treatment of, 109

states of, 51-52

types of, 42-43

verifying identity of, 53
Israel, Samuel, III, 48

Job boards, 123
Jones, Alfred Winslow, 1, 2-3, 4, 8

Keep It Simple (KISS principle), 100-102,
103-104

Know-your-customer (KYC) functions, 46,
53

Launching hedge funds, 41-45, 99,
111-112, 128-130. See also Setting up
hedge funds

Law breaking, definition of, 47

Lawyers

business structures and, 24, 28, 41-42
choosing, 134
cost of, 26-27, 134

for investors, 47
for offshore funds, 55
Patriot Act requirements and, 53
role of, 25-29, 140
Layering method to allocate profits or losses,
68
Leads, asking service providers for, 29
Legal fees, estimates of, 26-27, 134
Lehman Brothers Holdings Inc., 16
Leonard, Robert, 53
Lewis, Mark, 55
Limited liability company (LLC)
description of, 42, 44
operating agreement of, 46
as shield, 47, 48
Limited partnership (LP), 42,66
Liquid investments and-anti-money
laundering ruleg, 52
Liquidity provisiens, &
LLC. See Limited liability company
LLC agreenicns, 25
Look-throrgh provision, 51
LP (lua ted partnership), 42
Lyn-h, Feter, 95

Madoff, Bernard, 16-17, 47
Mainstream, hedge funds becoming, 17, 18
Management fees, 44
Manager platforms, 138-140
Managing members, 44, 47
Marino, Daniel E., 48
Marketers, role of, 25, 37-39
Marketing
administrators and, 72
as communication, 103-104
implementing strategy for, 99-101
Keep It Simple principle and, 100-102,
103-104
listening and, 96-98
need for plan for, 91-92, 102
overview of, 92-96, 108-109
during setup stage, 53-54
Master-feeder structure, 42, 55-57
Members, 44
Method of equalization, 69-70
Microsoft Office suite, 115, 116
Money laundering, 46-47, 52-53
Money management, 37
Monitoring and enforcement of regulations,
16
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Motivation to succeed, 127-128
Multi-strategy hedge fund firm, 138
Mutual funds, 6, 7, 44

Names for funds, 118-119

National Securities Markets Improvement
Act of 1996, 50

New issues, 64, 65

Non-accredited investors, 10, 51

Non-taxable offshore investors, 43

Offering memorandums, 25, 26, 34-35, 45
Office managers/administrators, 122, 123,
137
Offices, setting up, 117-119
Office space and prime brokers, 30, 31-32,
135-136
Offshore funds
administrators for, 72-73
advantages of, 87-89
articles of incorporation, 46
domicile of, 42
legal counsel for, 55
performance fees, calculating for, 69-70
UBTTs and, 87
unrelated business taxable income and, 54
Onshore funds
administrators for, 36-37
Delaware domicile, 42
simple structure for, 49
starting with, 41-42
Operating agreement of LLC, 48
Order execution, 116-117

Partners
choosing and working with, 130-132
identifying roles for, 38, 132-133, 135,
136-137
money fronted by, 145
Partnership interest sale ruling, 87
Patriot Act, 45-46, 52-53
Payroll services, 120
Pension plans, fiduciaries of, 81-84
Pension Protection Act of 2006, 81
Personal finances, putting in order, 129-130
Pitch books, 100-101
Poker, 11-12
Policies and procedures, 124-125
Ponzi schemes, 47

Portfolio accounting packages, 32
Position-level data, providing to investors,
105

Pricing, 61-64
Prime brokerage/brokers

choosing, 134

description of, 10-11

finding, 24

number of firms acting as, 30

role of, 29-33

technology and, 115, 116
Promises to investors, delivering on, 19-22
“Proprietary” fund of funds, 138-139

Qualified purchasers, 9, 50

Raising money, 37-39,%2-94, 108-109
Rates for prime brokeic, 31
Recordkeeping, 24-55
References for-ccrvice providers, 29
Registered iinvesiment advisers (RIAs),
1416017
Relativ > recurn strategy, 6
Retorting requirements, 10
Reporting services, online, real-time
portfolio, 32
Restricted persons, 65
RIAs (registered investment advisers), 14-16
Risk
explanations of in documents, 45
as quantified, 13
Robertson, Julian, 50, 118

Schedule K-1 tax form, 54
Section 326 of Patriot Act, 53
Section 352 of Patriot Act, 52, 53
Securities Act of 1933 (Thirty-Three Act), 7,
8,9
Securities and Exchange Commission (SEC)
look-through provision, 51
registration requirement, 14-16, 17-18
Seeding platforms, 139-140
Service providers
asking for leads, 29
due diligence process and, 20-22
growth of, 14
list of, 21
references for, 29
relationships with, 138
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resources for, 133-134
risk and, 13
schedules from, 137
types of, 23-25
value of, 5, 105-108
See also Accountants; Administrators;
Choosing service providers; Lawyers;
Prime brokerage/brokers
Setting up hedge funds, 45-52, 134-136.
See also Launching hedge funds
Short-sale ruling, 86-87
Short selling, 7
Side-by-side structure, 42, 55, 57
Side-pocket accounts, 63-64
Soft dollars, 31
Solicitation prohibitions, 8
Soros, George, 118
State general partnership (GP) laws, 67
Sterling Stamos Capital Management LP,
48
Sticky assets, 78
Story of business, for marketing, 107-108,
110-111
Strategy, executing and sticking with,
19-22
Stress, dealing with, 129
Subscription documents, 25, 26, 46
Success
ego and, 143-144
in hedge fund industry, 4-5, 14,12
keys to, 142-143
motivation for, 127-128
Summary of offering, 21
Sustainability phase, 798

Tax-haven jurisdictions, 53-55
Tax issues
offshore funds, 87-89
overview of, 67-70
unrelated business taxable income, 54,
84-87
Technology and tools, 113-119
Ten Commandments, repeal of, 73-74, 88
Testaverde, Peter, 34, 69
Texas Hold ’em phenomenon, 11-12
Thirty-Three Act (Securities Act of 1933), 7,
8,9
3(c)(1) and 3(c)(7) funds, 50-51
Title IV, Dodd-Frank Wall Street Reform
and Consumer Protection Act, 16
Trade claims, 61-62
Trading houses, 139-144
25 percent limit on ERISA assets, 80-81

Undertakings for.Collective Investment in
Trancferable Securities (UCITS) IV
Directr =, 43

Unit tovets; 43

Unr-laied business taxable income (UBTI),
54, 84-87

1JSA PATRIOT Act, 45-46, 52-53

Verifying identity of investors, 53

Wall Street, evolution of since 1987 crash,
10-14

Web presence, building, 119

Workers” compensation insurance, 120

Worst, preparing for, 111-112
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