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The shift to a virtual world means the sales cycle for 
emerging managers is being elongated as investors 
go through a deeper due diligence exercise, in lieu 

of face to face meetings. In this tough environment, niche 
players are more likely to triumph.

For new and emerging managers, capital raising 
is always going to be the first and arguably the most 
important hurdle they have to overcome. No matter how 
avant-garde their investment strategy is, they need money 
to implement it so getting access to those funds is the key 
to getting started. 

Although organisations were quick to adapt to working 
remotely, the Covid-19 pandemic has thrown a wrench in 
the works of traditional capital raising campaigns which 
relied on roadshows and extensive travel to meet potential 
investors.

Faryan Amir-Ghassemi, partner, Epsilon Asset 
Management comments: “The catalyst for finding those 
early supporters has become a little harder. We operate 
in a business where trust is paramount, and so the ina-
bility to meet people can be insurmountable for a lot of 
organisations.”

According to Danny Dayan, founder and CIO at DWD 
Partners: “As an emerging manager, you are a less recog-
nised brand. You do not have the ability to simply call for 
additional capital as easily as the larger, more established 
firms. Therefore, it is crucial to focus on building relation-
ships with your investors and potential investors in order 
to raise capital. Relationship building is certainly more chal-
lenging during the pandemic.”

Managing partner & co-founder of CARN Capital 
Christer Bjørndal has a different perspective: “Everyone 
says video conferencing works very well if you know 
the people, but my impression is that it works for 
introductions as well and can be almost as good as 
physical meetings.” 

He finds virtual meetings “shorten the timeframe of get-
ting in touch with investors across the world. Conducting 
meetings online limits the friction, cuts down on trave-
ling costs and on time, which is positive, especially for 
smaller organisations.” 

But this has not been everyone’s experience, in Amir-
Ghassemi’s view: “Investors aren’t diving into the pool 
quite as quickly. So plans get attenuated and the cycle 

Changing industry 
dynamics

By A. Paris

http://www.hedgeweek.com


OV E RV I E W

US HEDGE FUND STARTUP GUIDE | Feb 2021 www.hedgeweek.com | 5

gets elongated. If you are a new fund that had existing 
relationships with LPs, you’re probably having a completely 
different time compared to those that didn’t have them. I 
think continuation dialogues are doing very well on Zoom 
as opposed to new dialogues which may be a little bit 
more challenging.”

Dayan also speaks of an extended sales 
cycle: “The entire allocation process, from sourcing, to ini-
tial meeting and finalising a commitment, takes longer in 
the current environment.” 

Shifting balance of power
The struggle to raise funds is largely due to changing 
industry dynamics. Amir-Ghassemi comments: “In the last 
cycle, we’ve seen the balance of power shifting from the 
GP to the LP. Fifteen years ago, new hedge fund launches 
were oversubscribed and hedge funds could pick the 
LPs they wanted to work with. Nowadays, this has been 
inverted and the fundraising environment has become even 
more difficult.”

This means startup and emerging managers need to 
balance their need for capital against the sacrifices they 
are willing to make to get it. Amir-Ghassemi warns they 
may be at risk of giving too much away.

Discussing the potential of this, Dayan notes: “I’ve seen 
this happen in the past and I tried to design my firm to not 
be susceptible to it. As a manager you certainly can give 
away too much and there are times where you have to walk 
away from deals, even though they may be very enticing. As 
a fund manager, you don’t only have to focus on having a 
good trading strategy, you also must build a viable business. 
We think it’s very important to be a profitable business from 
Day One, more so than just chasing as much as possible. 
I know not many fund managers look at things that way.”

One consequence of this shift of power from the GPs to 
the LPs is greater transparency on behalf of managers, a 
trend which has been further accelerated by the pandemic.

Amir-Ghassemi outlines: “The days of measured and 
controlled access to information are over. You now have 
more of a running dialogue. Many new, highly-pedigreed 
managers have a greater desire to be open about the way 
they think about the world and their portfolios. You’re even 
seeing some Old Guard managers evolving and adapting 
the way they interact with the public as well as with their 
clients. This is a function of the change in that balance of 
power, as well as a change the velocity of information.”

These raised levels of transparency can also be a result 
of large market events like the GameStop run which saw 
retail investors piling into shorted stocks, causing markets 
to go haywire. Dayan details: “The GameStop saga is going 
to lead to increased transparency with investors. 
Investors are only going to ask for more information on 
short-selling, liquidity and stop-losses. Some managers 
may resort to buying puts as opposed to shorting stocks 

in order to avoid public disclosure of positions. This can 
lead to more elevated volatility than we are accustomed to 
at this stage of the economic recovery.” 

A time for niche players
Although the market environment may not be the most con-
ducive to asset raising, the volatility has allowed managers 
who have a truly unique investment approach to shine.

Dayan comments: “Given the extreme volatility in equity 
allocations observed on both the up and down moves over 
the last year, we think investors will continue to look for 
uncorrelated strategies that offer them diversification.” 

Amir-Ghassemi agrees: “Having a differentiated story is 
important. New funds are launching with different portfolio 
construction philosophies. They’re also launching with a dif-
ferent philosophy around how they interact with their LPs 
and how they cultivate those relationships. When LPs hire 
an active manager or a specialist in the alternative space 
they’re not asking them to control the traditional market 
beta risks, they’re asking for them to deliver on their area 
of expertise. Some of these new hedge fund launches are 
hyper concentrated and can have maybe five to 10 positions 
and allocators are gravitating more towards this model.”

In CARN Capital’s case, having a niche focus has 
worked to the firm’s advantage. Bjørndal comments: 
“We are operating within a niche and we don’t have a 
need to become very large very fast. Our product works, 
and if investors like it, they buy it. If it takes 10 years for 
us to grow the assets to our capacity, that’s fine. We have 
enough capital and we like our jobs, which is why we’re 
not a very sales focused organisation.” 

Bjørndal’s team have recently made an alliance with a 
third party marketer: “We have established a relationship 
with one at the end of the year and they can target some 
of the largest players with whom they have relationships. 
We probably would have done this even if there was no 
pandemic since our strategy was to start meeting with 
investors internationally in 2020.” 

Others also speak of the growing importance of digital 
introduction platforms. Amir-Ghassemi discusses: “Some 
of the more forward-looking prime brokers and some of 
the event planning organisations are testing these digital 
forums to connect LPs and GPs. But people are now real-
ising their success depends on how well curated they are 
– whether they’re exclusive or whether the allocators are 
overwhelmed by a flurry of managers.”

Dayan is also considering this option: “It has become 
very important in this environment to look at digital plat-
forms, capital introduction events and other virtual meetings 
in order to get directly in front of the target audience.”

“We’re looking at platforms, cap intro events and other 
virtual meetings where we can get directly in front of the 
decision makers to tell our story. It is something we have 
to do and which in this environment is very important.” n
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Offshore fund vehicles
A transparent guide to making the right choice  

to maximise your fund’s potential. By Philip Graham

Introduction
One of the most common scenarios we 
encounter is a US-based manager who ini-
tially establishes a domestic fund to attract US 
taxable investors. With the performance going 
in the right direction, the manager begins to 
think about US tax-exempt investors, such as 
charities, pension funds and university endow-
ments, as well as investors based outside of 
the US, who like the track record and want to 
invest.

They have probably then been made aware 
that they will need an offshore vehicle and 
now have the task of working out why, where, 
and how much they need to spend.

Why do I need one of these?
US tax-exempt and non–US investors will want 
to avoid potential US tax exposure that could 
result from direct investment into your US 
vehicle and so they will want to come into an 
offshore “blocker” vehicle. To ensure you can 
take in their capital, you will need to add at 
least one offshore structure to form either the 
traditional “master-feeder” or the “mini-master”.

What is a master-feeder?
Here, we will create two new offshore vehi-
cles. Your existing US fund will then contribute 
its assets into the offshore master fund upon 
the launch of the new structure. The offshore 
feeder vehicle will then be available to take 
in US non-taxable investors and the non-US 
investors and “feed” into the offshore master 
fund as well, allowing for a co-mingling of 
all of the invested capital in the most tax 
efficient manner.

Sounds good, so what about the mini-
master?
In a mini-master structure, a single offshore 
fund is established which is taxed as 
a corporation to benefit US tax-ex-
empt investors and block UBTI for 
non-US investors. 

Adding a single offshore vehicle saves 
cost and therefore has proven popular with 
startup and emerging managers. The offshore 
fund invests directly into the existing US fund, 
which will then act as the master fund (whilst 
remaining the fund into which the US taxable 
investors will continue to invest). 

This provides an additional benefit of not 
requiring the ownership of the assets of the 
domestic fund to be transferred. This reduces 
the administration around the restructuring 
and subsequently the cost as well. While there 
are some tax consequences to be discussed 
(and some investors may not want to invest 
even indirectly into a US vehicle), it has proved 
to be appealing to those looking to keep it as 
simple as possible to begin with.

Okay, so I need one of these structures. 
Where do I choose to set it up?
The British Virgin Islands and the Cayman 
Islands are both highly suitable and well-re-
garded offshore fund jurisdictions that have 
been used for many decades and always 
strive to meet the requisite international stand-
ards. We have long-standing clients who 
elected to use one or the other for different 
and highly sensible reasons at the time of their 
first launch. But there are differences, and a 
number of our clients have fund vehicles in 
both jurisdictions to maximise the advantages 
that they each offer.

Understood. But how do I choose the 
best one for my fund?
Cayman is the world’s most popular offshore 
funds jurisdiction. We estimate that Cayman 

has over 70 per cent of the world’s offshore 
funds and so is the well-trodden path. 

Although the BVI has around 15 
per cent, managers who 

opt to establish their 
funds in the BVI some-
times encounter the 
additional question 

H A R N E Y S
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from institutional investors of “Why BVI?”. Whilst there 
are very reasonable and logical answers, the selection of 
Cayman removes this additional query in the DDQ.

But I am also looking to minimise cost…
In terms of corporate and regulatory costs, Cayman is a 
significantly more expensive jurisdiction than the BVI, both 
upon formation and for the annual maintenance of the vehi-
cle(s). This is then compounded by the greater regulatory 
requirements in Cayman, which result in the cost differen-
tial for the jurisdictions being substantial. 

For this reason, many fund managers who are operat-
ing with a relatively low level of AUM prefer to establish 
their offshore fund in the BVI to keep overheads down 
whilst they build a track record and the BVI has intention-
ally designed some fund products to do this very thing. The 
Incubator Fund and the Approved Fund in the BVI have 
developed quite a following since their launch in 2015 and 
with the ever increasing barrier to entry in the funds indus-
try, they provide very attractive cost-saving possibilities.

Is it important where my potential foreign investors 
are likely to be based?
Absolutely, although given the strong fund industries in 
both domiciles, you will generally find that investors are 
well aware of both jurisdictions and will not particularly 
object to either option given the vast similarities.

That being said, careful consideration should be given to 
this analysis to ensure that your fund’s particular offering is 
well catered for; a conversation with your chosen offshore 
counsel will often lead to helpful guidance in this area.

One aspect that should be noted is if you are consid-
ering marketing in the EU, you will need to seek advice 
on the marketing restrictions within this region. While both 
the Cayman Islands and BVI vehicles continue to oper-
ate under the long-standing EU national private placement 
regimes, managers do need to be very careful around their 
EU marketing strategy, as well as thinking through the posi-
tion in the UK and Switzerland separately. With that in mind, 
we do also assist with the structuring of investments funds 
in Luxembourg, which is the pre-eminent European funds 
jurisdiction and has a wide range of structuring solutions 
for managers looking to attract EU investors.

Conclusion
While there are many other options available to a US man-
ager, this article should give you a solid platform to begin 
your thought process around taking the next step. We 
always recommend discussing this initially with your US 
counsel because they are best placed to ensure that your 
success story continues by surrounding yourself by the 
right service providers. n

H A R N E Y S

Philip Graham
Partner, Harneys

Philip Graham is global head of Harneys’ Investment Funds and 
Regulatory groups and head of the firm’s transactional team in the 
British Virgin Islands. He advises on the laws of the British Virgin 
Islands and the Cayman Islands and is a leading advisor on all 
aspects of offshore investment funds, including pre-formation 
strategy, regulatory compliance and restructuring.

http://www.hedgeweek.com
mailto:philip.graham%40harneys.com?subject=
https://www.linkedin.com/in/philip-graham-865a4011/


US HEDGE FUND STARTUP GUIDE | Feb 20218 | www.hedgeweek.com

2020 was a good year for most fund managers, as 
the market volatility provided them the opportunity to 
perform. Now, as investors become more comfort-

able with remote manager selection, can these emerging 
managers continue to stand out from the crowd and main-
tain their strong returns in 2021 while also tapping their 
industry contacts to make sure they get enough face time 
with potential investors?

Jeffrey Rosenthal, Partner and Leader of Anchin’s 
Financial Services Practice, observes: “Getting in front of 
investors has been more difficult this year, especially for 
startup managers. However, although initially investors 
were hesitant to jump into the fray of virtual due diligence, 
they reached a point where they had to deploy capital and 
many institutional investors became more comfortable per-
forming their due diligence remotely. 

“It’s not a perfect science and it’s hard to read body 
language over a zoom call so you can miss those intangi-
bles in a remote meeting. But until managers can go out 
and meet investors again, the process is becoming more 
robust. When the pandemic is behind us, I don’t believe 
everything will go back to the way it was before, but there’ll 
be a good balance between remote 
and face to face meetings.”

Within this virtual world, 
Rosenthal says emerging man-
agers need to be even more 
cognisant of what makes them 
different: “Nobody can time the 

market, but a good manager can make money in a vola-
tile environment. However, what is key to raising assets is 
getting out there, presenting to investors and making sure 
you have a strong marketing deck and are very clear in 
communicating the essence and strategy of your fund.”

Rosenthal’s primary advice for startup managers hinges 
on them remaining strong in their convictions: “Focus on 
what you do best and don’t lose that conviction, don’t lose 
sight of your strategy. Know your strengths and surround 
yourself with a good team, whether its outsourced or 
insourced, to help build your business strategically.” 

Emerging and startup managers are also under pres-
sure to offer more flexible fee structures to prospective 
investors, Rosenthal notes: “In their bid to win clients, man-
agers need to strike a balance between giving their seed 
investors the incentive they want and not giving conced-
ing too much. Many investors don’t want to be the first 
ones to commit to a new fund manager, and those who do 
take a chance often want to be a partner rather than just 
an investor.

“The challenge is managers need money to trade as well 
as to generate enough fees to cover operating expenses, 
so it depends on whether they have 
alternative sources of accessing 
funds or whether they can struc-
ture a sound agreement with seed 
investors which is beneficial to all 
parties involved.” n

Standing out from 
the crowd

Interview with Jeffrey Rosenthal & George Teixeira

A N C H I N

George Teixeira
Tax Leader, Financial Services, Anchin

Jeffrey Rosenthal
Leader, Financial Services, Anchin

George Teixeira, CPA, is the Tax Leader of the Firm’s Financial 
Services Practice and Leader of the Firm’s Private Equity 
Group, as well as a member of Anchin Private Client. George 
is experienced in servicing the alternative investment, private 
equity and financial services industries. His expertise includes tax 
planning for high net worth individuals, investment partnerships, 
investment advisors, broker-dealers, venture capital companies, 
hedge funds (and their investors), investment partnership 
management companies and general partner entities. He 
specialises in the taxation of securities transactions and financial 
services companies, in addition to offering tax compliance and 
consulting services for a diversity of entities and individuals.

Jeffrey I. Rosenthal, CPA, CGMA is the Leader of Anchin’s 
Financial Services Practice. Jeffrey specialises in providing 
accounting, tax, and business advice to a wide array of 
financial services entities including broker/dealers, investment 
partnerships (domestic and offshore), funds-of-funds, mutual 
funds, private equity funds, and investment advisors. He has 
extensive experience advising newly formed entities and assisting 
with startup considerations such as form of practice, structure 
of agreements, compensation arrangements, compliance, and 
regulatory matters.
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As a start-up fund manager, your attention 
should be focused on raising capital, 
building a compelling investment proposition 
and meeting return objectives. During 
the launch process, you may encounter 
many unfamiliar challenges, including 
managing risks, navigating complex 
regulatory environments and thinking about 
compliance considerations.  
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Standardisation of data platforms around a core set 
of technology is critical for emerging managers, as 
it helps ensure business and technology alignment, 

increased efficiency, and improved security. 
“It’s always important to make thoughtful, strategic deci-

sions, but for emerging managers it’s even more salient. 
They have less financial room to make mistakes and less 
time to recover,” highlights Rich Itri, Senior Vice President 
of Professional Services, Eze Castle Integration.

He recommends startup and emerging managers recruit 
strong people early on, adding how the remote environ-
ment and distributed workforce has caused a shift in 
onboarding. However, in Itri’s view, technology is a key part 
of a firm’s offering when looking to attract professionals.

To help support this view, Eze Castle Integration 
launched its Digital Transformation Resource centre in 
February 2021. This was done to provide the financial 
industry with the actionable guidance necessary to effec-
tively transform business operations. The company is also 
running a Tech Talk series in the month of February high-
lighting key considerations to power digital transformation, 
best vulnerability management practices to combat risk, 
and must haves for a successful cloud migration.

When considering the technology powering their busi-
ness, there are several factors managers must keep in 
mind. “It’s important to think through your IT strategy and 
partner with a firm that has experience, depth, and breadth. 
Many startup managers leverage too many vendors early 
on, driving up costs and creating risk and complexity. Over 
time it becomes difficult to unwind and manage. The right 

partnership can help optimise your business, reduce risk, 
and enable the business to grow,” Itri advises.

Eze Castle Integration’s Digital Services allow leading 
organisations to accelerate business transformation, over-
come obstacles and create value. By expertly blending 
business aligned digital strategies with a modern engineer-
ing driven design, Eze Castle helps clients capitalise on 
data initiatives with its data science workbench, modernise 
IT and applications, transform with new cloud-based appli-
cations, and optimise process automation. 

In terms of client needs, Itri identifies an uptick in a need 
to provide services around data analysis and management 
as well as DevOps. Many emerging managers hire very 
technical analyst who need the support and frameworks 
used by developers.  

In a whitepaper, Itri outlines: “The Covid-19 pandemic 
has created uncertainty and fluidity in the work environ-
ment. As a result, organisations need dynamic IT strategies 
that align with the business, have a vision towards the 
future, and focus on security. Technology plans need to 
be tightly aligned to the business goals and operations, 
with a transformational theme, rather than the traditional 
framework of incremental change.”

“Many organisations are coming to the realisation that 
the lack of vision and investment around IT Strategy has 
led to challenges and risks in the rush to create a robust 
WFH environment. Firms are now looking for a pathway 
to transformational change that includes strategy around 
security. However, they lack the resources or skillset to 
build, direct, and execute.” n

Strategic decisions critical 
for startups

Interview with Rich Itri

E Z E  C A S T L E  I N T E G R AT I O N

Rich Itri
Senior Vice President of Professional Services

Rich Itri is a Senior Vice President of Professional Services (CIO 
Advisory) at Eze Castle Integration. Rich has over 22 years of IT 
executive experience, spending his entire career managing IT within 
the financial services industry. Prior to joining Eze Castle, Rich was 
Managing Director and Chief Technology Officer for PJT Partners, a 
boutique investment bank, Principal and Chief Information Officer for 
Sky Road and held Chief Information Officer positions at Arrowhawk 
Capital Partners and Arbalet Capital Partners. Over the years, Rich 
has developed and managed innovative, business aligned platforms, 
that drive revenue and operational efficiencies. Rich holds positions 
on several Advisory Boards and volunteers his time to help non-
profits leverage technology. 
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I nvestors are pushing their hedge fund managers 
to deliver better returns, and to revise their terms to 
better align with the specific needs of investors. This is 

leading to changes in fund terms and more dialogue with 
clients. Among other things, these adaptations include an 
increased use of hurdle rates among emerging managers 
as they aim to give their investors what they want. It is also 
a symptom of the growing need for flexibility in the startup 
arena where investors, managers and service providers 
must find that crucial symbiosis.

“The use of hurdles has always been there but whereas 
historically we would see the odd fund using one, now 
a good portion of them include a hurdle relevant to their 
strategy. Investors have expectations of their managers and 
they want the assurance of hurdle, so that managers are 
only compensated when they go above and beyond market 
beta,” explains Leanne Golding, Director of HTC Fiduciary 
Services (“Harbour”) in the Cayman Islands.

She says now more than ever, emerging managers need 
to have flexibility in their fee structures: “The cookie-cutter 

fee structure of 2 and 20 doesn’t really exist anymore. 
Specific nuances beyond investment strategies, with more 
options in fee terms, duration, or co-invest opportunities 
are starting to catch investors’ attention and helping to 
boost startup funds’ success.”

An example of this distinction is building a profit class 
into a fund. This means a fund will allow a specified per-
centage of net gains to be allocated into a redeeming profit 
class. Through this, investors have the opportunity to take 
some of those gains out on an annual basis without break-
ing lockups and without being subject to any redemption 
fees. Another example is the continued use of Founders 
share classes for startup funds, giving early investors pre-
ferred terms and capacity rights, in exchange for a longer 
lockup of their capital. 

Dialling up the dialogue
The Covid-19 pandemic has also meant emerging man-
agers need to up the ante on the dialogue they have with 
their prospects and strategic partners. Golding stresses: 

Flexibility key to striking 
the right balance

Interview with Leanne Golding

H A R B O U R
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“Managers want to create a roadmap to be 
able to grow and not have to re engineer 
things halfway down the road. They need to 
have the right framework from day one. They 
can also look at what portions of that frame-
work can be outsourced, be it permanently or 
until they reach a critical mass.”

Investors are now quite comfortable with 
managers outsourcing some aspects of their 
business operations including IT, compliance 
and reporting. However, Golding stresses: 
“Managers need to make sure they have a 
plan when they choose to outsource. They 
need to have a procedure or process at the 
outset detailing how they’re going to monitor 
and oversee those various providers. 

“Outsourcing allows you to delegate some 
of the operating burden and infrastructure to 
other providers, but ultimately you, as the man-
ager, are the one responsible to make sure 
that they’re doing what you’ve asked them to 
do. From my position as a director, I would 
advise startups to have the right procedures in 
place to make sure any outsourced providers 
are meeting the standards they require.

“You can operate a lean but efficient firm, 
as long as you’re thoughtful about where you 
place certain responsibilities and where your 
cost centres are located, whether they’re there 
within your firm or with a third-party provider.”

In Golding’s experience managers just start-
ing out appreciate having some extra support 
to get them through their launch – this includes 
advice from their legal counsel, directors or 
their prime broker for guidance on the best 
fund structure, what fee terms to offer, and 
selection of service providers, for example.

“We’ve been a bit more involved in some 
of those early-stage decisions than we might 
have been in the past. This is hugely benefi-
cial because we’re having more contact with 
our clients through this process. Hopping 
onto a virtual call is easy and helps to ensure 
that things are set up properly from day-one,” 
she outlines. n

“They need to collaborate as much as they 
can with their existing contacts and networks. 
It involves more than a one time zoom call, it’s 
about building a relationship. Startups need to 
work on building trust and find other ways of 
having regular contact with potential investors. 
Now is the time to not be shy – reach out to all 
contacts you have, whether they’re investors 
or even a centre of influence with their own 
contacts.”

In Golding’s view, there has been some 
benefit to conducting due diligence virtually: 
“A greater proportion of each organisation on 
both sides of the deal can participate in the 
process, which is a good thing. Investors can 
also make more use of the information they 
get through this virtual format.”

Being as forthcoming as possible with inves-
tors and providing them with as much access 
as they can is how emerging hedge funds 
can make up for the lack of in person contact. 
Golding advises: “Take advantage of the fact 
that you can give investors a robust view of 
how you operate. Involve different areas of your 
firm to really get that message across.”

This is something that has been made pos-
sible through this virtual medium. Historically, 
one person or a small team would host the 
on-site visit with investors only making mean-
ingful contact with that single touchpoint. 

Golding does highlight however: “The one 
thing investors miss out during the virtual 
experience is the gut feeling upon meeting a 
manager. However, an overall decision is never 
based on one gut feeling whether it’s positive 
or negative.”

Operating a lean business
Another by-product of the virtual shift is the 
opportunity to re-think costs going forward, 
particularly operating costs. “The cost to start 
a firm has risen sharply, whether it is to cover 
regulatory compliance or to keep up with 
technology. However, this new environment 
we’re operating in allows managers to think 
about what their physical footprint needs to 
be and how much they’re going to invest in 
physical space. They also need to consider 
the technology they’re going to employ and 
how they are going to use these capabilities 
to attract the best team to work at their firms,” 
Golding comments.

When considering their infrastructure and 
how to operate efficiently, Golding says: 
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The trajectory of a startup hedge fund does not solely 
depend on the strength of the investment strategy 
on offer. Several elements must come together to 

set managers on their journey towards a successful first 
capital raise which will see them grow into emerging firms.

Startup managers in the pre or just launched stage 
should turn to private wealth and institutional investors 
when looking to raise their initial capital. Friends and family, 
their professional network and single-family offices can be 
their first port of call followed by larger seed investors, 
institutions with an appetite for early-stage investments and 
funds of separately managed accounts.

David Kaufman at Pershing notes: “After that initial cap-
ital raise, managers can broaden their outreach strategy 
to include multi-family offices, consultant and outsourced 
CIOs, fund of funds, endowments and foundations.”

As startup managers move beyond that first capital 
raising and grow into emerging managers, they need to 

consider whether to add a dedicated fund marketer to their 
staff. If they choose not to do this, they need to question 
what they are sacrificing if an existing team member is 
tasked with leading the charge in this regard.

“Someone on the team needs to lead the investor rela-
tions and marketing effort,” says David Shalom, also from 
Pershing. “For startup managers who cannot hire a sea-
soned fundraising professional yet, they can engage a 
third-party placement agent to help with their initial capi-
tal raise. Then as startup managers evolve into emerging 
managers, with an increasing revenue base that sup-
ports additional in-house hires, they can add an in-house 
marketer.”

Continuing to discuss the marketing front Kaufman adds: 
“Managers need to question whether they have a polished, 
updated marketing presentation that clearly explains the 
investment strategy, the differentiation of the strategy, per-
formance track record, manager background, etc. Their 

Paving stones on the path 
to success

Interview with David Kaufman & David Shalom
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Kaufman continues by stressing how despite 
virtual meeting fatigue, managers should 
pursue as many live interactions with pro-
spective investors as possible: “It’s a numbers 
game; the more meetings you have, the greater 
the chances of success. We have heard anec-
dotes from managers who raised capital solely 
from virtual meetings in the Covid era.”

Overcoming fee pressure & looking ahead
Another challenge startup managers face is 
the persistent fee compression. “New normal” 
fee arrangements can range from a 1 per cent 
management fee coupled with a 10 per cent 
performance fee or up to a 1.5 per cent man-
agement fee and 15 per cent performance 
allocation or higher — but generally it’s harder 
to get to the 2 per cent and 20 per cent stand-
ard from years past.

In addition, founders share classes (which 
offer discounted fees to early investors up 
to a certain AUM threshold) remain popular. 
They are an effective option for pre-launch/
just-launched managers and emerging man-
agers looking to build an initial critical mass 
of capital. 

“It is crucial for new managers to structure 
their business and budget from the start in 
relation to their current capital base. This will 
help ensure operational soundness and sol-
vency in the eyes of prospective investors that 
will vet the business risk of the management 
company,” advises Shalom.

The recipe for success hinges on three 
moving parts which all need to be executed 
to a high level. First, managers must manage 
their strategy well, meeting return and vola-
tility targets. Next, they need to manage the 
business side of things, balancing infrastruc-

ture and staffing expenses with profitability. 
The final piece of the puzzle is related to 
how managers present themselves in 
meetings. Here, their demeanour and col-
lateral need to inspire confidence in their 
abilities. n

marketing collateral also should have a differ-
ent look and feel from other similar collateral, 
to stand out from the pack.”

This differentiation is a critical feature of a 
startup manager’s establishment of a strong 
foundation. They need to clearly outline their 
investment philosophy and how they are plan-
ning on implementing it. Demonstrating how 
this philosophy is different to their peers — and 
highlighting the strategy’s edge over larger 
established managers — is also vital for funds 
which have just launched. Articulating in which 
market environment their strategy works best 
is also critical.

Another important building block in this 
eco-system of support is the prime broker. 
To assist their operational efficiency, startups 
need to be able to rely on a solid prime broker 
that is both a stable financing counterparty 
and dependable day-to-day provider of a man-
ager’s account and trading needs. 

Beating virtual fatigue
In terms of product offering, the needs and 
demands of startups have not changed sig-
nificantly since before the Covid outbreak. 
However, the need for greater transparency 
and increased communications has been 
reinforced by volatile market conditions which 
demand heightened awareness between 
counterparties.

In the current environment, the inability to 
host and meet with an investor’s due diligence 
staff and progress those investor discussions 
to the closing check-writing stage is a signifi-
cant challenge.

“Despite this challenge, the market environ-
ment for many hedge fund strategies improved 
significantly with increased investor interest. 
This leaves significant opportunities for man-
agers who can find allocators with both the 
appetite to invest and have the operational 
wherewithal to still write those checks to 
new managers despite the logistical chal-
lenges,” Kaufman explains.

B N Y  M E L L O N  |  P E R S H I N G

David Shalom 
Vice President, Prime Services, BNY Mellon | Pershing

David Kaufman
Director, Prime Services, BNY Mellon | Pershing 

David Shalom is a Vice President from the Prime Services division 
of BNY Mellon | Pershing. David leads our capital introduction team 
in the Northeast and Midwest US, assisting clients in their capital 
raising efforts. Allocator relationships available for introductions 
include private wealth investors (leading private banks, trust banks, 
RIA wealth managers) and institutions (university endowments, 
hospital networks, and multi-manager platforms). 

Based in Dallas, Dave Kaufman oversees BNY Mellon | Pershing’s 
capital introductions efforts across the Sun Belt in the US, from 
the Southeast to the West Coast. He has built a robust network 
of investors into alternative strategies – ranging from single 
family offices and independent private wealth managers to top 
university endowments, private foundations – as well as public 
and corporate pension managers. 

http://www.hedgeweek.com
http://www.Linkedin.com/in/david-a-shalom
http://www.linkedin.com/in/DaveKaufman-TX


What does 2021 have in store for
global private debt players?

21st & 22nd April 2021

Register Now

Digital Summit

https://live.privateequitywire.co.uk/private-debt-summit


US HEDGE FUND STARTUP GUIDE | Feb 2021 www.hedgeweek.com | 19

I nvestors and regulators continue to evolve, becoming 
more sophisticated and asking more probing questions. 
Now more than ever, successfully launching a hedge 

fund is dependent upon selecting the proper structure 
and complying with the ever changing federal and state 
regulations governing hedge funds. Structuring a hedge 
fund involves both the creation of one or more entities 
through which investments will be made (domestic and 
offshore hedge funds), as well as the management entities 
through which the advisory services will be provided to the 
hedge funds (the general partner and/or the investment 
manager). The structure and domicile of the hedge fund 
is primarily dependent upon two variables: (i) the nature 
and demographics of the prospective investors, and (ii) the 
investment strategy employed by the investment manager. 
The structure and domicile of the investment manager is 
primarily determined by the citizenship and tax considera-
tions of its owners.

Structuring the hedge fund
Investors can be divided into three categories: (i) US taxa-
ble investors, (ii) US tax exempt investors, and (iii) non-US 
persons. In the majority of circumstances, if investors are 

US taxable investors, the fund will be formed as a US lim-
ited partnership or limited liability company and is often 
referred to as a “domestic fund.” Most domestic funds 
are organised in Delaware. If the investors are US tax-ex-
empt investors or non-US persons, the fund generally will 
be formed outside of the US as a corporation (or other 
analogous entity) and is often referred to as an “offshore 
fund.” Most offshore hedge funds organised on behalf of 
US based investment managers are organised in Bermuda, 
the BVI and the Cayman Islands. US tax-exempt investors 
typically prefer to invest in an offshore fund organised as a 
corporation because if the strategy utilises margin (aka lev-
erage), an offshore fund organised as a corporation blocks 
the unrelated business taxable income (“UBTI”) that would 
otherwise be taxable to the US tax-exempt investor.

Economic analysis
In deciding whether to form both a domestic and offshore 
fund, the manager should determine the amount of assets 
that will be invested in the funds within a few months after 
the launch to determine whether the amount of assets 
justifies the formation of both a domestic and offshore 
fund. Otherwise, the launch of both funds may impair the 

Successfully launching a 
hedge fund

By Ron Geffner
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Structuring & domicile of the 
investment manager
The structure and domicile of the invest-
ment manager is primarily determined by the 
federal and state tax and regulatory consider-
ations of its principals. The majority of hedge 
funds managed by US domiciled entities are 
structured as either LLCs or LPs. If non-US 
persons own the majority of equity or receive 
the majority of economics from the invest-
ment manager, the investment manager may 
be organised in an offshore jurisdiction to 
accommodate the tax needs of the non-US 
persons. Occasionally, federal and state reg-
ulation often impact the location at which the 
investment manager maintained its office in 
the United States. Certain states have compul-
sory registration requirements which require 
an investment manager with an office in those 
states to register as an investment adviser 
prior to the launch of the hedge fund. 

Conclusion
While cash burn is critical to an emerging 
manager, the quality of the firm’s infrastruc-
ture should not be sacrificed. Having spent 
over two decades practicing law in this indus-
try, both as an enforcement attorney with the 
SEC and in private practice, I have witnessed 
many successes and failures. It is important to 
use service providers who have corporate, tax 
and regulatory experience in connection with 
structuring hedge funds. Failure to properly 
structure your firm will have material opportu-
nity costs. A firm with structural issues is less 
likely to attract investment and more likely to 
be plagued with investor litigation, regulatory 
prosecution, limitation on capital resources 
and reputational damage. The costs associ-

ated with fixing a problem far exceeds the 
costs of structuring the firm correctly at 
the outset. n

manager’s ability to survive due to organisa-
tional and operational expenses. Cash burn 
is often overlooked and can be critical to the 
survival of an emerging manager. The man-
ager must have an opportunity to establish a 
proven track record. 

Side by side, master feeder & mini-
master structures
Managers seeking to launch both domestic 
and offshore funds have several structuring 
options available. The three primary struc-
tures are side-by-side, master feeder and 
mini-master. In a side-by-side structure, the 
domestic fund and offshore fund make direct 
investments and trade tickets are allocated in 
advance between the domestic and the off-
shore fund. 

In a master feeder structure, the domestic 
and offshore fund, rather than making direct 
investments, invest all of their assets in a third 
entity known as the “master fund.” The master 
fund invests on behalf of the domestic and 
offshore fund. The mini-master structure has 
two entities; an offshore fund and a master 
fund. While the offshore feeder is taxed as a 
corporation to benefit US tax exempt investors 
and block UBTI, the master fund is structured 
as a partnership. 

There are many legal and commercial driv-
ers in determining the ideal structure. For 
example, if the strategy calls for significant 
investment in illiquid or thinly traded positions 
which are difficult to allocate among two bro-
kerage accounts, a master feeder structure 
may be preferred as the investments are allo-
cated on a pro rata basis at the master fund 
yet only require the investment manager to 
purchase and sell the positions through one 
brokerage account. Also, in many transactions 
involving early stage or “seed” investment, if 
the seeder is located offshore, it may prefer 
a master feeder structure so that all fees and 
allocations may be taken at the master fund 
and thus avoid the US tax regime. 

Conversely, employing a tax efficient strat-
egy for US taxable investors may be of little 
benefit or detrimental to US tax-exempt inves-
tors and non-US persons. Thus, a side by side 
structure allows the investment manager the 
ability to employ tax efficiency with the domes-
tic fund, while maximising the entry and exit 
points of securities positions without regard to 
long term tax gains for the offshore fund.
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Every year Opus participates in hundreds of audits 
where the goal is to distribute a clean set of audited 
financials out to interested parties in a timely 

manner. Each party involved in the audit shares a common 
desire for the process to be completed as smoothly and 
as quickly as possible, with minimum stress. However, it 
should not be underestimated how challenging this can be. 
A smooth audit process requires the manager, the adminis-
trator and the auditor to synchronise and work in tandem. 
Issues may arise anywhere within the 23 key milestones 
that Opus has identified as being critical to the process. 

Opus’ suite of proprietary tools that are implemented as 
part of its core fund administration offering ensures issues 
are avoided, stress is mitigated, and issuance is timely 
while providing real time transparency to clients via the 
Symphony dashboard.

A well-planned audit starts four months prior to the 
end of the financial year end and in fact nearly half of the 
critical audit milestones that Opus presents to clients via 
Symphony are achieved in-advance of the financial year 
end. At Opus, the audit cycle starts with the completion 
of the annual client questionnaire. This ensures the cor-
rect parties are included in the planning process, that the 
correct individuals have access to the data required when 
they need it and to establish the desired timeline for the 
provision of financial statements and tax data to investors.

During the planning call the milestones are populated with 
target dates and these are displayed via the Symphony dash-
board so managers can monitor progress in real time. Once 
milestones are agreed, typically 12 weeks prior to the financial 
year end, Opus issues a draft copy of the financial statements 
to auditors along with the relevant support to allow auditors to 
complete their interim audit procedures and ultimately agree 
on the wording of the financial statements. This process 
seeks to ensure not only that the notes and substance of the 
end financials are agreed ahead of year end, but this also 
eliminates the rounds of cosmetic comments often requested 
after year end when the timeline is tight. 

With these planning stages behind us, once the financial 
year end NAV is signed off, the year-end process can begin. 
Information required during the monthly NAV preparation 
cycle does differ from what is needed for the preparation 
of the fund’s financial statements and if done manually this 
process could take hours. With all managers competing for 
priority delivery, Opus developed an automated financial 
statements builder that generates the core financials at the 
press of a button. This allows the financial reporting team to 

focus on analytical and cosmetic review, resulting in finan-
cials being available within hours of the year end NAV being 
finalised, rather than days or even weeks.

This provides auditors with the head start needed to final-
ise their audit processes in a timely manner. Opus’ suite of 
tools do not stop there. One of the intrinsic challenges with 
the audit process is the reliance on email communication 
between the connected parties. Opus fielded over 30,000 
emails for the last audit cycle, and this cannot be managed 
via multiple outlook accounts and multiple points of con-
tact. All communications are centralised through a single 
purpose-built proprietary communication application that 
ensures queries are responded to effectively and efficiently 
by a dedicated audit support team that operates on a 24/5 
basis. The result is that over 50 per cent of the 30,000 emails 
were actioned within 60 minutes of receipt. 

Once the audit is concluded, Opus issues an automated 
score card that provides analysis of the various data points 
that are tracked through the audit cycle. This includes the 
number and types of comments raised on each draft, 
the number of revisions requested, the turn-around times 
of both auditor and administrator, the number of emails 
exchanged, and other similar fields that tell the story of 
the audit process. These results are assessed against 
the Opus benchmark and those sores that fall below 
the benchmark are then assessed and de-brief calls are 
arranged with the involved parties.

A smooth and stress-free audit process allows our clients 
to focus on attracting capital, identifying investment opportu-
nities while leaving the administrator to ensure the audit is 
completed well ahead of the target end date. Throughout the 
process our clients can monitor real time status, turnaround 
times, financial statement queries, comments, and progress 
to key milestones via the dashboard. Unparalleled transpar-
ency that ensures each party in the process plays their part. 
A seamless audit process is a win for investors, managers, 
auditors, and the administrator, so ensure you have the tools 
at your disposal to ensure a stress-free audit season in 2021 
and beyond by choosing a service provider that 
has the capabilities to keep all parties on track. n

Solving the audit enigma
By Christian Pollard
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The firm maintains a diverse, business-oriented practice focused on investment funds, litigation, 
corporate, real estate, regulatory, tax and ERISA. Drawing on the experience and depth of our 
attorneys in these distinct areas, we can leverage each attorney’s industry specific knowledge to 
help our clients succeed. This collaborative approach brings to the table a collective insight that 
contributes to sensible, efficient resolutions, and allows us to remain attentive to the cost and 
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