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External Manager Risk

1.

Investment Risk

u Risk of loss due to the execution of the investment strategy: unprofitable trading

Operational Risk

u Deliberate theft and fraud – Madoff, AIJ

u Errors in accounting / NAV calculation

u Weak business infrastructure: poor management, inadequate resources.  In this context, Operational Risk 
is a subset of broader Business Risk



The Scope of ODD

1.

Management Company

u The “Business Risk” of the management company

Fund

u The “Legal Risk” of the fund

Controls

u The “Operational Risk” of the control environment



The Scope of ODD - Detail

1.



The Due Diligence Workflow

1.

Screen
u Initial due diligence to validate potential manager allocation

Onboard
u Detailed due diligence prior to investment

Monitor
u Ongoing due diligence to identify, evaluate and action changes in operational and business risk factors



ODD for Managed Accounts

1.

u Allocating to a manager who undergoes an operational issue can be organizationally burdensome and 
have a material impact on the allocator – even if capital is eventually recovered. Franchise risk?

u Regulatory requirements in Australia

u Industry expectations

u Differentiation – smaller managers may provide differentiated investment strategies, but can introduce 
elevated manager specific risk. Does a manager have an “I told you so” weakness?

u International managers – allocation directly to non Aus fund structures; or allocation via an Aus trust 
which then feeds into an international structure (regulated jurisdiction such as Ireland / Luxembourg, non 
regulated such as Cayman)
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