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EXECUTIVE SUMMARY

Today, many companies manage their due

diligence process manually. Most
companies send out email attachments of
documents, request lists or long
questionnaires in Word or Excel files. The
use of email and ad-hoc methods to
request documents makes the process
painful for both parties - the sender and

the recipient.

The good news is that manual due
diligence is no longer the only option.
Advancements in cloud storage, software-
as-a-service, and predictive analytics make
this the perfect time for a due diligence

automation solution.

Automating due diligence processes offers
tangible benefits for senders and recipients
while raising the level of due diligence
management from arduous to analytical.
By digitizing requests, eliminating multiple
emails, enabling accountability and
automating scoring, senders and recipients
can both dramatically streamline due
diligence processes and provide greater
insight to those tasked with analyzing the

data.

COVID-19 has undoubtedly changed the
way operational due diligence is
conducted. Coming out of a fully remote
world, operational due diligence
professionals are finding it difficult to mix
the previous practices with a new reality.
The answer? A hybrid model that combines
onsite practices with technology can lead to

greater efficiencies.

At CENTRL we serve investors, consultants,
and fund managers every day. Over time
we've observed what works and what
doesn't. This whitepaper will expand on
some of the best practices for operational
due diligence as they relate to technology

implementation.
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THE NEED FOR DUE DILIGENCE
TECHNOLOGY

The world of enterprise applications has been transformed by collaboration software. Tools like Slack
and Jira have changed the way teams work and collaborate. The same applies for the next generation
of Due Diligence platforms. The ability to collaborate within Due Diligence teams and with the
manager — all within the app and in context of the DDQ process — can be powerful drivers of
efficiency and increasing control and oversight.

I
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» HAVE A CENTRALIZED DATA HUB

Keeping everything in one place and being prepared with an audit trail is an incredibly important
aspect of Due Diligence. Scaling provides a whole other set of challenges that can become more
complicated without a central location to provide a single source of data, especially when working
with a small team.

For a better user experience, make sure respondents have their best answers
prepared. Education to understand the reasoning behind the questions can make a
large impact. While past processes have relied on spreadsheets in various places,

modern technology can make all of these accessible in one single location, where
every individual has access to unified data.

» THE RIGHT DDQ

Virtually all due diligence processes involve inefficiencies around completing a questionnaire or a list
of requested documents. The size and length of these questionnaires or lists can differ by situation,
but management of the process often consists of dozens to hundreds of questions, supporting
content, and communications when questions and issues arise. Selecting a due diligence
questionnaire (DDQ) can be difficult when there are so many options available. There is no one-size-
fits-all solution, so it's essential that a DDQ is chosen with care. The sections below outline some of
the most popular DDQs in the industry and the topics they cover.

Create a customized DDQ that pulls on questions from relevant DDQs to fully

address all areas of needed information.

ILPA

The Institutional Limited Partner Association (ILPA) has created a DDQ that covers many
topics related to fund diligence, including:

+ General firm information
* General fund information
* Investment strategy

* Investment process

* Team

+ Alignment of interest

* Market environment

* Fund terms
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 Firm governance/risk/compliance
« ESG

* Track record

+ Accounting/valuation/reporting

* Legal/administration

+ Diversity and inclusion

According to the ILPA, “These topics are covered in a series of short form and long form
questions that are designed to help shape the direction of an LP’s diligence process. The ILPA
DDQ also provides a list of requested documents and data points that would ideally be
provided in any GP's diligence package.”

SBAI

The Standards Board for Alternative Investments (SBAI) Alternative Risk Premia DDQ includes
70 questions covering many areas. These include:

+ Boker-dealers' research and development capabilities
+ Governance

+ Operational aspects

+ Trading set-up

+ Team set-up

* Investment process

* Index design

+ Cost analysis

AIMA

The Alternative Investment Management Association (AIMA) DDQ is used by investors
assessing hedge fund, private credit, and private equity managers. This DDQ covers:

+ Governance

+ Operations and Risk Management
* Responsible investment

+ Strategy

* Fund of funds

* Private equity

* Models and systematic training

+ llliquid credit

Even when crafting your own DDQ, an existing questionnaire is a great place to start. A better user
experience emerges when the respondents are addressing questions with which they are familiar.
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CONDUCTING DUE DILIGENCE WITH
AUTOMATION AND TECHNOLOGY

Due Diligence teams can be relatively small, especially in comparison to the relatively large number of
funds they are expected to manage, making it difficult to scale with manual processes. This
necessitates the consideration of new approaches, such as technology, to scale to all the investments
needing coverage.

From the asset manager side of the process, dealing with complex DDQs can be cumbersome and
time-consuming. The fact that less than 14% of investors say they use an industry-standard DDQ form
means that asset managers will be spending time answering questions that are at least partially
customized for each investor. This effort is not in vain, though, as over 70% of the investors view DDQ
responses as very important or extremely important to the due diligence process.1

Creation, Distribution of DDQs and Data Collection

By giving users the ability to seamlessly digitize any DDQ regardless of complexity, we move from
analog to digital. Digitization makes the editing process of a DDQ extremely flexible and more in
control. For instance, you can deliver one or more DDQs to fund managers with just a few clicks. This
offers great flexibility in defining one or more recipients per DDQ and gives the fund manager the
ability to add/remove collaborators on their end to help answer DDQs.

Prefill DDQs with previous year data or with data in a digital fund manager profile
in the application. This saves the fund manager a considerable amount of time,
allowing both you and the fund manager to focus exclusively on what has changed

from the previous year. Then, you can schedule delivery of DDQs in the future,
based on a specific risk metric. Deliver a DDQ every year for higher-risk
engagement, or once every two to three years for lower risk cases.

With this in mind, not all DDQs can be digitized easily. They therefore require a powerfully built
engine to enable the process.

Moreover, Due Diligence is not just one and done. You have a relationship with fund managers and
need to have periodic updates, whether those be quarterly, semi-annually, or annually to ensure
situations have not dramatically changed. In many instances, these answers have not changed much,
so a feature such as auto-population helps to dramatically reduce the time and effort required.
However, you can still ensure you are capturing the cases where situations and risk profiles have
changed by sending your DDQ to higher-risk areas more often to keep an eye on progress and
measure risk over time.

;
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Efficient Reporting

Reporting is usually very manual, which comes with the risk of human error. Executive summaries
have been incredibly time-intensive when manually created. And, if any changes are implemented,
Due Diligence professionals need to go back in and manually update everything.

With a technology platform, Due Diligence professionals can solve these issues with the click of a
button to harvest reports and share. With all data in one platform, a new executive summary can be
auto-generated in the platform when something changes.

Need an executive summary in an easily digestible format for sharing? Digitize the

report in Word, Excel, PPT or PDF or use an out-of-the-box one.

The Power of Analytics

With the way Due Diligence has been done in the past, accessing all the relevant data was challenging
to impossible. When the data for all your fund managers is in one place, you can slice and dice data as
needed and run detailed analyses across managers or funds to expose overall risks or specific risks.
The result is more up-to-date, complete, and insightful data.

BEST OF BOTH WORLDS

Like most business processes, COVID-19 changed the way that Due Diligence professionals needed to
conduct their Due Diligence processes. When forced to transition to conducting processes remotely,
an opportunity emerged to assess the efficiencies that could be achieved through the use of
technology. This has led to a hybrid model trend emerging — a mix of onsite visits and technology.
The future is leveraging your unique approach, but supplemented with technology to improve the
process and gain greater effectiveness. A technology solution cannot completely replace certain
aspects that are best captured onsite, but can create more meaningful dialogue with investment
managers and analytics around the process.

Of course, this isn't necessarily a massive switch that will take place right away. Instead, post-COVID
Due Diligence includes inserting technology where it makes innate sense. Examples include
configuring workflows to a customized scoring model and scaling to all investment managers.
Ultimately, this technology reduces manual labor so more time can be spent on the things that
matter.
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DD360 is the most advanced and comprehensive software platform for automating the due diligence
process for investors, allocators, and consultants. In addition to automated and configurable
workflows for the DDQ & RFI process, the platform provides a centralized manager and fund
database, document repository, sophisticated analytical dashboards, issue management and an easy-
to-use portal for managers.
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DUE DILIGENCE PLATFORM

Learn More: pncentrl.com/due-diligencd
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More Resources
Enjoy this guide?

Visit https://oncentrl.com/resourced for more best

practice guides, blogs, and ebooks on global bank

network ma nagement.

LEGAL DISCLAIMER

This document and the information provided therein
were prepared by CENTRL, Inc. for informational
purposes only and not for the purpose of providing legal
advice. You should obtain independent advice regarding
any of the information covered in this document and its
applicability to your business.

CENTRL is a leading third party risk and diligence platform for financial institutions worldwide. CENTRL's
C E N T R L DD360 delivers significant efficiency improvements and enhanced risk oversight to asset owners, consultants

and investment groups.
DUE DILIGENCE PLATFORM

The CENTRL platform is used by the largest allocators, banks and investors across the Americas, Europe and
APAC. For more information, please visit pncentrl.com/due-diligencd or visit us at bncentrl.com/demo-request/

to schedule a demo.
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