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Part I: Key Considerations Before Launching a Private Equity or Hedge Fund 
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This article is the first in a series that provides 

aspiring fund managers with high-level guidance 

about some of the key steps and issues that need 

to be tackled to launch a private fund with 

institutional capital.    Our focus is on emerging 

managers who are either (1) spinning out from 

an existing manager or (2) independent sponsors 

or traders who want to raise their first private 

fund. 

Background 

While a strong investment track record is of 

paramount importance to successfully launch a 

fund, there are many other qualitative factors 

(i.e., legal, operations, accounting, regulatory 

and tax) that must be carefully considered by a 

fund manager.  We don’t set out here to give all 

the answers because there is no “one size fits all” 

for launching a fund.  That said, we view fund 

launches involving institutional investors as 

being comprised of three distinct phases, some 

of which may overlap with one another at any 

given time:   

• Phase 1:  Pre-Launch 

• Phase 2:  Launch 

• Phase 3:  Investor Management and 

Closings 

Pre-Launch, the focus of this article, requires 

significant time (generally 3-4 months).  The 

decisions made during this phase will have a 

major impact on the speed, efficiency and 

success of the fund launch and its overall cost.  

Many of these items can be handled 

simultaneously, subject to the availability of 

manager personnel and outside service 

providers.  Moreover, the fund manager’s 

financial resources and its relationships with, 

and flexibility of, its service providers will also 

play a significant role in determining how much 

can be accomplished during this phase and how 

long it takes.  

In our view, the most efficient way to present 

this commentary is in the Q&A format below. 
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Phase 1:  Pre-Launch 

Q&A:  What are the Key Considerations Before Launching a Private Equity or Hedge Fund? 

Question Answer/Guidance 

1) The Fund:  What are some of the basic 
considerations when designing a fund?  “Why 
can’t I just use a cookie cutter approach?” 

 

• Funds are bespoke.  Their structure is 
influenced by many factors, including the 
manager’s investment strategy, the type 
of investors and their location.  
 

a) What is the importance of strategy and 
planning? 

 

• Launching a fund is expensive and time-
consuming.  With the proper up-front 
effort, the overall launch can be quicker 
and more efficient, helping to increase the 
chance of success.  
 

b) What is “fund structuring” and how does 

it work? 

• “Fund structuring” is a cross-disciplinary 
process involving the manager and its 
outside advisors.  During this step, the 
relative importance of known business, 
legal, regulatory, tax and accounting 
factors should be considered carefully to 
drive to an optimal fund structure.  There 
will frequently be trade-offs, and they 
should be carefully considered. 
 

c) Why is it important to prepare a 

preliminary term sheet? 

 

• A preliminary term sheet crystallizes the 
manager’s thinking around structure and 
terms. 

• This will be very helpful when approaching 
third-party advisors and service providers 
for fee estimates and to keep everyone 
“on the same page” as the project moves 
forward. 
 

d) Should the manager engage in some pre-
marketing and/or secure an anchor 
investor? 

• A manager may want to engage in pre-
marketing to gauge investor interest 
and/or secure an anchor investor to 
facilitate the launch.  

o May depend on the manager’s 
track record, investment strategy 
or financial resources. 

o Must be done in compliance with 
applicable legal and regulatory 
requirements, and in consultation 
with outside legal counsel.  
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Question Answer/Guidance 

e) What type of outside service providers 

will the fund manager need? 

 

• A variety of outside service providers 
working in a coordinated and 
collaborative fashion are required. 

• Examples include:  outside legal counsel, 
placement agent, auditor/tax adviser, 
fund administrator, compliance 
consultant, bank/custodian, and for those 
pursuing any public or derivatives 
strategies:  a prime broker, executing 
brokers and/or ISDA counterparties.  The 
types of service providers will vary 
depending on the fund’s strategy, 
structure and investor base. 
 

f) How does a manager ensure it’s selecting 

the best-fit advisors for the fund at 

competitive rates? 

 

• A manager, or an advisor engaged to 
manage the process, can either conduct a 
vendor selection process or can rely on 
existing relationships and referrals from 
trusted sources.  A note of caution: the 
person conducting the vendor selection 
processes must have experience 
procuring/using these types of services to 
ask the proper questions and know how to 
evaluate them. 
 

g) Why is it important to create a preliminary 

budget and project plan? 

 

• Helps the manager understand and 
manage overall costs and timeframes. 

• Details important action items, 
milestones and dependencies. 
 

2) Management Company: What operational 
issues does a fund manager need to address 
during pre-launch? 

 

• Design of operational infrastructure. 

• Preliminary plan for risk management.  

• Track record. 

• Website design. 
 

3) Ownership, Compensation and Governance:  
What are the major ownership, compensation 
and governance issues that a fund manager 
needs to address during pre-launch? 

• Key issues to be considered include: 
o Management company 

governance, ownership and 
operating principles. 

o General partner governance, 
ownership, carry plan and capital 
commitment. 

• These are fundamental issues for a 
manager and should be addressed as early 
as possible.   
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Question Answer/Guidance 

• Many investors will focus on these issues 
during due diligence to understand how 
the firm will operate and to confirm that 
there is a proper alignment of economic 
interests among the parties (including the 
deal teams). 

• There is no “one size fits all”.  
  

4) Regulatory and Tax Compliance:  In general, 
what are the regulatory and tax compliance 
matters that should be addressed during pre-
launch? 

• Investment Adviser registration (State or SEC) 
o Vendor selection process for 

compliance consultant to handle 
registration (including compliance 
policies and procedures). 

o Preliminary budget and project plan.  
The manager shouldn’t necessarily 
wait until the launch phase to start 
executing on the plan.  

• It is important to consider whether there are 
any tax compliance, and other regulatory, 
jurisdictional or compliance 
matters (Domestic, Foreign) that need to be 
addressed.  These can vary based on the fund 
and its investment strategy, target investors 
or underlying investment jurisdictions. Some 
of these items may have long lead-times and 
require specialized legal or tax guidance. 
 

5) Investor Relations:  What type of planning 
should take place with respect to prospective 
investors? 

 

• Preliminary due diligence questionnaire 
(DDQ) responses 

• Investor reporting strategy and 
templates. 
 

 

Conclusion 

Launching a first-time fund with institutional 

capital is a serious undertaking and is not easy 

for any aspiring fund manager to accomplish – 

especially where there are limited personnel and 

financial resources, as well as a tight timeframe.  

But, with the right team and planning, an 

organized process can be put in place to guide a 

manager through Pre-Launch, which will help to 

lay the groundwork for a successful fund raise.  

The remaining articles in this series will focus on 

the steps that underpin the other two launch 

phases, Fund Launch and Investor 

Management/Closings. 
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IMPORTANT DISCLAIMER    

This document is neither an offer nor a solicitation of an offer to purchase or sell securities. The accuracy 

or completeness of the content in this document cannot be guaranteed.  Past performance should not be 

taken as an indication or guarantee of future performance, and no representation or warranty, either 

expressed or implied, is made regarding future performance. Information upon which the material 

contained in this document is based was obtained from sources believed to be reliable but has not been 

verified. 

When preparing the material in this document, no consideration to one's investment objectives, risk 

tolerance and other individual factors was given; as such, as with all investments, purchase or sale of any 

investments mentioned herein may not be suitable for all investors.  Neither TS2 Capital Advisors, LLC nor 

Triad Securities Corp. provides legal, tax, accounting, regulatory, investment or commodities advice, or 

recommend the purchase or sale of any particular investment, security or commodity.  The opinions 

expressed herein are the authors and do not necessarily reflect the opinions of TS2 Capital Advisors, LLC 

or Triad Securities Corp. 

 


