Private Fund Due Diligence Checklist
Legal and Operational Review for RIAs Recommending Private Fund Investments
This checklist is designed to support a disciplined, documented fiduciary process across various types of private funds .  
Cautionary Note: This checklist is provided for general informational purposes only and does not constitute legal advice, nor does it create an attorney-client relationship. It is not intended to be a comprehensive or exhaustive due diligence checklist, and it should not be relied upon as a substitute for independent professional judgment or the advice of qualified counsel. The appropriate scope and content of due diligence will vary depending on the type of private fund involved (e.g., private equity, venture capital, hedge, real estate, credit, or fund-of-funds), the specific structure and strategy of the fund, and the particular circumstances of the client. This checklist must be reviewed, customized, and supplemented as appropriate for each engagement before use.

PART I — LEGAL / GOVERNING DOCUMENT DUE DILIGENCE
A. Foundational Document Collection & Review
· Obtain and review the full set of governing documents, not just marketing materials, recognizing that the legally binding documents governing the investment often differ substantially from the sponsor's marketing materials.
· Collect: Private Placement Memorandum (PPM) / Offering Memorandum
· Collect: Limited Partnership Agreement (LPA) or Operating Agreement / LLC Agreement
· Collect: Subscription Agreement and investor questionnaire
· Collect: Investment Management Agreement
· Collect: Form ADV Parts 1, 2A, and 2B
· Collect: Most recent audited financial statements
· Collect: Any side letters or most-favored-nation (MFN) election materials
· Reconcile material terms across the PPM and the LPA/operating agreement to identify discrepancies between marketing and binding terms.
B. Conflicts of Interest
· Identify sponsor compensation received directly from portfolio companies (transaction, monitoring, consulting, acquisition, advisory fees) and determine whether the governing documents require fee offsets, how those offsets are calculated, and whether any cap or limitation applies to the fees a sponsor may collect from portfolio companies without crediting investors.
· Review investment/opportunity allocation policies where the sponsor manages multiple funds with overlapping mandates, including whether allocation policies are clearly defined in the governing documents, whether an independent advisory committee or investor oversight mechanism exists with authority over allocation disputes, and whether the sponsor's cross-fund economics create identifiable incentives to favor one vehicle over another.
· Identify related-party and affiliated transactions (affiliated brokers, property managers, lenders, service providers) and assess what affiliated transactions are explicitly authorized, whether independent oversight or approval procedures apply, and whether the terms of affiliated transactions are required to be on arm's-length terms with independent verification.
· Evaluate whether the governance structure (e.g., LP advisory committee) provides any realistic mechanism for investors to constrain sponsor conduct, recognizing that committees typically provide only a partial avenue for management of such conflicts and are often comprised of investors representing their own interests, which may be different from other investors.
· Review GP/principal co-investment and "skin in the game" commitment.
C. Liquidity Terms (map each layer independently)
· Lockup periods — duration and any hard vs. soft lockup distinction.
· Redemption notice periods — note that notice periods of ninety to one hundred eighty days or longer may further delay actual receipt of capital after a redemption request is submitted.
· Fund-level gates — aggregate redemption caps and proration mechanics.
· Investor-level gates — per-investor redemption caps.
· Side pockets — sponsor authority to segregate illiquid or hard-to-value assets from the main portfolio until realized.
· Suspension/gate rights — scope and breadth of conditions under which the sponsor may halt redemptions entirely.
· For closed-end funds: capital commitment/drawdown terms, fund term and extension options, secondary transfer rights, and any co-investor/collective action mechanisms.
· Map the cumulative effect of all liquidity restrictions against the client's portfolio and near-term capital needs, documenting the analysis before the recommendation is made.
D. Side Letters & Preferential Terms
· Inquire whether side letters exist and which categories of rights have been granted to other investors (e.g., reduced management fees, reduced or eliminated carried interest, preferential access to co-investment opportunities, enhanced reporting and portfolio transparency, and regulatory accommodations for specific investor types).
· Determine whether an MFN provision is available to the client, its scope, and applicable exceptions.
· Assess whether other investors hold enhanced redemption rights that could disadvantage the client during stressed conditions.
E. Fees & Expense Allocation
· Confirm the management fee rate, basis, and calculation.
· Confirm carried interest / performance allocation, preferred return/hurdle, catch-up, and clawback provisions.
· Review which expenses may be charged directly to the fund (e.g., broken-deal costs, regulatory/compliance, litigation, consultants, travel, technology, organizational costs, placement fees, insurance covering the sponsor).
· Assess whether categories of eligible fund expenses are clearly defined, whether the sponsor's discretion is subject to meaningful limitation, whether affiliated-party expenses are addressed with arm's-length requirements, and whether any caps or allocation methodologies constrain the sponsor's ability to shift costs to investors.
· Flag and document any unusually broad or vague expense provisions.
F. Indemnification & Limitation of Liability
· Review the standard of liability (e.g., gross negligence, willful misconduct, bad faith) and note that such standards are difficult to establish in litigation.
· Assess how indemnification interacts with valuation, expense, and other broad sponsor authorities, since the combination may mean the investor's practical ability to seek recourse for misuse of any of those authorities may be severely limited.
· Evaluate whether carve-outs for common risk scenarios are meaningful, and whether clients understand the practical limitations on recovery rights before committing capital.
· Review exculpation, advancement of expenses, and any limits on investor remedies/standing to sue.
G. Other Legal Terms
· Key-person provisions and consequences of a key-person event.
· GP removal / no-fault divorce rights and required investor vote thresholds.
· Amendment provisions — what the sponsor can change without investor consent.
· Governing law, dispute resolution / arbitration, and jurisdiction.
· Regulatory status and exemptions (e.g., 3(c)(1)/3(c)(7), Reg D), and investor eligibility (accredited/qualified purchaser).
· Tax structure considerations (e.g., UBTI, ECI, K-1 timing, blocker availability).
· Reporting and transparency rights (frequency, content, audited financials).

PART II: OPERATIONAL DUE DILIGENCE
H. Segregation of Duties & Cash Controls
· Confirm that no single person controls wires, accounting, reconciliations, investor communications, and reporting.
· Inquire how cash movements are approved, whether dual authorization procedures exist, how reconciliations are performed, and whether independent administrators or custodians provide oversight.
· Assess operational scale relative to AUM, recognizing that a sponsor managing substantial assets with minimal staffing or infrastructure may present operational vulnerabilities even if investment performance appears strong.
I. Valuation Methodology & Practices
· Determine who holds valuation authority (sponsor vs. independent committee) and the methodology used.
· Assess whether independent third-party valuation agents are required, whether they are used in practice, and whether their role is advisory or binding.
· Evaluate the consistency and transparency of methodology, with particular scrutiny of changes in methodology that coincide with periods of market stress or portfolio deterioration.
· Check whether audited financial statements reflect independent confirmation of reported values, whether audit opinions include qualifications or "emphasis of matter" paragraphs relating to valuation, and whether the timing of audited statements allows for meaningful investor monitoring.
· Evaluate valuation as a conflict-of-interest issue given that management fees and carried interest are often calculated on sponsor-influenced NAV.
J. Cybersecurity & Wire-Fraud Controls
· Confirm written cybersecurity policies, employee access controls, incident response procedures, vendor management practices, multifactor authentication requirements, and business continuity plans.
· Confirm wire-transfer safeguards, including whether the sponsor requires verbal verification for changes to wiring instructions, secured investor portals, and employee cybersecurity training.
· Confirm compliance with applicable privacy/data protection rules (e.g., Regulation S-P safeguards).
K. Third-Party Service Providers
· Identify and assess the independence/quality of fund administrators, auditors, custodians, outside counsel, compliance consultants, tax advisors, and cybersecurity vendors.
· Confirm an independent fund administrator performs accounting, allocation, subscription, and reconciliation functions.
· Evaluate the auditor — whether the fund uses a reputable accounting firm experienced with private funds, and whether audited financial statements are delivered consistently and timely.
· Examine custody — where assets are held, who controls custody, and whether third-party verification exists; flag affiliated providers.
· Investigate frequent changes in auditors, administrators, or legal counsel and the reasons for transitions.
L. Business Continuity & Key-Person Risk
· Confirm BCP/DR plans addressing operational disruptions, cybersecurity events, natural disasters, technology failures, and personnel interruptions.
· Assess key-person risk, including the depth of the sponsor's bench, succession planning, and the extent to which critical functions are concentrated in a single individual.
M. Regulatory, Litigation & Background History
· Review the sponsor's history through Form ADV filings, public enforcement records, litigation disclosures, bankruptcy filings, and disciplinary history involving key principals.
· Ask directly about prior SEC examinations, deficiency letters, cybersecurity incidents, operational failures, valuation disputes, investor complaints, and pending litigation.
· Conduct background checks on principals; evaluate the nature of any issues and how the sponsor responded, recognizing that the absence of disclosed enforcement history does not mean no concerns exist.

PART III: PROCESS, DOCUMENTATION & ONGOING MONITORING
N. Documentation of the Diligence Process
· Maintain records reflecting what documents were reviewed, what material risks were identified, how concerns were evaluated, and how the recommendation was determined to be appropriate for the client.
· Avoid mechanical box-checking; due diligence conducted mechanically, without genuine engagement with how legal terms and operational controls function in practice, will not satisfy the fiduciary standard.
· Use follow-up tools where written materials are insufficient — site visits, virtual operational meetings, and direct conversations with operational staff.
O. Use of Outside Specialists
· Where internal expertise is limited, engage qualified third parties (law firms, operational diligence specialists, compliance consultants), recognizing that delegation of specific diligence components to qualified professionals is appropriate and, in many cases, necessary. Yet it does not transfer the adviser's ultimate fiduciary responsibility.
· Ensure the adviser understands the conclusions and integrates them into the recommendation.
P. Suitability & Ongoing Monitoring
· Document the suitability analysis for the specific client's circumstances, liquidity needs, and overall portfolio construction.
· Implement structured periodic review procedures for private fund holdings, including updated diligence questionnaires, annual review of audited financial statements, monitoring of SEC filings and litigation developments, assessment of changes in key service providers, and reassessment of fund conditions in light of any material operational changes.
· For closed-end/illiquid funds, do not assume monitoring is unnecessary — the inability to exit does not suspend the duty of care: it intensifies the importance of monitoring, including evaluating secondary market options, transfer rights, and co-investor collective action mechanisms.
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