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A comprehensive insurance program typically includes:

	 •	 Investment Advisor E&O (Professional Liability)
	 •	 Management Liability / D&O Insurance
	 •	 Fund D&O / Fund E&O Insurance
	 •	 Employment Practices Liability (EPL)
	 •	 Cyber Liability
	 •	 Crime/Fidelity Coverage

This paper highlights ten realistic claim scenarios 
demonstrating how E&O, D&O, and Fund Liability policies may 
respond to some of the most common and severe exposures 
facing asset managers.
 

1. Investment Recommendation Losses

Coverage Trigger
Investment Advisor E&O

Scenario
A registered investment advisor manages $3 billion in assets 
for institutional and high-net-worth clients. The advisor 
recommends a concentrated position in a rapidly growing 
technology company.

Following an earnings restatement, the stock loses 75% of its 
value and clients suffer significant losses.

Several clients allege:
	 •	 Failure to adequately perform due diligence
	 •	 Unsuitable investment recommendations
	 •	 Failure to disclose risks
	 •	 Breach of fiduciary duty

Damages
	 •	 Investor demand letters
	 •	 Arbitration proceedings
	 •	 Defense costs
	 •	 Settlements

Coverage Response
Investment Advisor E&O would generally respond to allegations 
arising from professional services rendered as an investment 
advisor.

2. Venture Capital Fund Misrepresentation 
Claim

Coverage Trigger
Fund E&O

Scenario
A venture capital fund raises $500 million to invest in early-
stage AI companies.

Following disappointing returns, several limited partners claim 
the fund’s marketing materials overstated:

	 •	 Proprietary deal sourcing capabilities
	 •	 Historical performance
	 •	 Portfolio diversification
	 •	 Risk management procedures

Investors allege they would not have committed capital had 
complete information been provided.

Damages
	 •	 Class-based investor claims
	 •	 Defense expenses
	 •	 Settlement demands

Coverage Response
Fund E&O coverage may respond to claims alleging errors, 
omissions, or misrepresentations related to fund management 
and operations.
 

3. SEC Regulatory Investigation

Coverage Trigger
Investment Advisor E&O / Management Liability

Scenario
The SEC investigates a private equity advisor after receiving 
complaints that portfolio company valuations were inflated to 
support fundraising efforts.

Asset Manager Claims

Sample E&O, D&O and Fund Liability Claims for Investment Advisors, Venture Capital Funds, Private 
Equity Funds and Hedge Funds

Asset managers face a unique combination of professional liability, management liability, and fund-related exposures. Whether 
acting as an investment advisor, private fund manager, venture capital sponsor, or hedge fund manager, organizations can face 
allegations from investors, portfolio companies, regulators, competitors, employees, creditors, and other stakeholders.
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The investigation results in:
	 •	 Formal subpoenas
	 •	 Document production requests
	 •	 Sworn testimony
	 •	 Legal representation expenses

While no fraud is ultimately established, defense costs exceed 
$2 million.

Damages
	 •	 Regulatory investigation costs
	 •	 Legal fees
	 •	 Potential penalties where insurable by law

Coverage Response
Many management liability and advisor E&O policies provide 
coverage for specific regulatory investigations involving the 
organization and insured persons.
 

4. Limited Partner Lawsuit Against Private 
Equity Fund

Coverage Trigger
Fund D&O / Fund E&O

Scenario
A private equity fund acquires a manufacturing company using 
significant leverage.

Following a recession, the portfolio company files for 
bankruptcy.

Investors allege that fund managers:
	 •	 Ignored due diligence concerns
	 •	 Approved excessive leverage
	 •	 Failed to monitor portfolio company performance
	 •	 Breached fiduciary obligations

Damages
	 •	 Investor derivative claims
	 •	 Investor lawsuits
	 •	 Defense costs
	 •	 Settlements

Coverage Response
Fund D&O and Fund E&O policies may respond depending 
upon allegations and policy wording.
 

5. Hedge Fund Side-Pocket Valuation 
Dispute

Coverage Trigger
Fund E&O

Scenario
A hedge fund places distressed assets into a side-pocket 
structure.

Several investors later claim the assets were significantly 
overstated and that inflated valuations resulted in:

	 •	 Excessive management fees
	 •	 Excessive incentive allocations
	 •	 Artificially high NAV calculations

Damages
	 •	 Investor litigation
	 •	 Arbitration expenses
	 •	 Defense costs
	 •	 Settlements

Coverage Response
Fund E&O insurance would typically address allegations 
involving fund management decisions and valuation 
methodologies.
 

6. Portfolio Company Board Member 
Lawsuit

Coverage Trigger
D&O Insurance

Scenario
Partners of a private equity sponsor serve on the board of a 
portfolio company.

After a failed acquisition strategy results in substantial losses, 
shareholders sue board members alleging:

	 •	 Breach of fiduciary duty
	 •	 Failure of oversight
	 •	 Conflicts of interest
	 •	 Mismanagement

Damages
	 •	 Defense costs
	 •	 Settlements
	 •	 Judgments

Coverage Response
D&O insurance may protect the individual directors and 
officers serving in management capacities.
 

7. Fundraising Misrepresentation Claim

Coverage Trigger
Fund E&O / Investment Advisor E&O

Scenario
A hedge fund manager launches a new strategy focused on 
private credit investments.

Investors later argue that offering documents failed to 
adequately disclose:
	 •	 Concentration risk
	 •	 Liquidity limitations
	 •	 Conflicts of interest
	 •	 Counterparty exposure



During a market downturn, the strategy experiences significant 
losses.

Damages
	 •	 Investor litigation
	 •	 Settlement negotiations
	 •	 Defense expenses

Coverage Response
Fund E&O policies typically respond to allegations arising 
from preparation and distribution of offering materials and 
investment management services.
 

8. Key Person D&O Claim Following Fund 
Failure

Coverage Trigger
Management Liability / D&O

Scenario
A firm’s founder unexpectedly departs after poor fund 
performance.

Investors claim senior management failed to develop 
succession plans and failed to disclose material operational 
concerns before raising additional capital.

The fund experiences substantial redemptions and the 
management company suffers financial distress.

Damages
	 •	 Investor lawsuits
	 •	 Creditor claims
	 •	 Regulatory inquiries

Coverage Response
Management Liability coverage may respond to allegations 
against directors and officers related to governance decisions 
and disclosure practices.
 

9. Conflict of Interest Transaction

Coverage Trigger
Fund E&O

Scenario
A private equity sponsor causes multiple affiliated funds 
to participate in a transaction involving the same portfolio 
company.

After losses occur, investors allege:
	 •	 Improper allocation of investment opportunities
	 •	 Undisclosed conflicts
	 •	 Preferential treatment of certain investors
	 •	 Breach of fiduciary duties

Damages
	 •	 LP litigation
	 •	 Derivative actions
	 •	 Significant defense costs

Coverage Response
Fund E&O policies often respond to allegations involving 
management of funds and investor relationships.
 

10. Cyber Event Leading to Investor 
Litigation

Coverage Trigger
Investment Advisor E&O, D&O and Cyber Liability

Scenario
A sophisticated threat actor compromises an asset manager’s 
systems and gains access to:

	 •	 Investor information
	 •	 Capital account records
	 •	 Wire transfer instructions
	 •	 Subscription documents

Following the incident:
	 •	 Investors allege inadequate cybersecurity controls
	 •	 Regulators open investigations
	 •	 The firm’s board is accused of failing to oversee cyber risk

Damages
	 •	 Investor lawsuits
	 •	 Regulatory proceedings
	 •	 Notification expenses
	 •	 Forensic costs
	 •	 Defense expenses

Coverage Response
Several lines of coverage may become involved:

	 •	 Cyber Liability
	 •	 Investment Advisor E&O
	 •	 D&O Insurance
	 •	 Regulatory investigation coverage

Large cyber events frequently trigger multiple policies 
simultaneously.
 

Key Coverage Considerations for Asset 
Managers

When reviewing E&O, D&O, and Fund Liability programs, asset 
managers should pay particular attention to:

Investment Advisor E&O
	 •	 Definition of Professional Services
	 •	 Fiduciary duty coverage
	 •	 Misrepresentation coverage
	 •	 Regulatory investigation coverage
	 •	 Investor claim coverage
	 •	 Valuation-related allegations
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D&O Insurance
	 •	 Broad insured person definitions
	 •	 Independent director protection
	 •	 Outside directorship liability
	 •	 Entity coverage
	 •	 Side A Difference-in-Conditions (DIC)
	 •	 Investigation coverage

Fund D&O / Fund E&O
	 •	 Coverage for the fund entity
	 •	 Limited partner claims
	 •	 Breach of fiduciary duty allegations
	 •	 Offering memorandum exposures
	 •	 Subscription agreement exposures
	 •	 Allocation and conflict-of-interest claims

Additional Enhancements
	 •	 Side A DIC excess coverage
	 •	 Cyber liability
	 •	 Crime/Fidelity coverage
	 •	 Social engineering coverage
	 •	 Professional services broadening endorsements
	 •	 Worldwide regulatory coverage where available
 

Conclusion

For investment advisors, venture capital funds, private equity sponsors, and hedge fund managers, the most severe claims frequently 
arise not from poor investment performance alone, but from the allegations that accompany losses: breach of fiduciary duty, 
inadequate disclosure, valuation disputes, conflicts of interest, governance failures, and regulatory scrutiny.

A well-structured insurance program incorporating Investment Advisor E&O, D&O, Fund D&O, and Fund E&O coverage can provide 
critical protection against defense costs, settlements, regulatory investigations, and investor litigation. As fund structures become 
more complex and regulatory expectations continue to increase, these coverages remain a foundational component of an asset 
manager’s enterprise risk management strategy.


