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back into the sector, including investments 
from some of those who pulled money out 
a year or so earlier. And the slump may 
even have had its benefits for the alternative 
fund industry and London’s financial sector 
generally, by taking some of the heat out of 
the inflated costs for everything from Mayfair 
office space to experienced financial analysts.

If the aftermath of 2008 resulted in creative 
destruction in the hedge fund industry, it is 
now seeing the arrival in the marketplace 
of new talent spinning out of existing 
hedge fund management firms as well as 
the proprietary trading desks of investment 
banks – with more to follow if the ‘Volker 
rule’ proposed by US President Barack 

By most standards London’s position as an 
international centre of the hedge fund industry 
appears to be in pretty good shape. The 
industry is climbing back fairly strongly from 
the pit into which it fell in 2008, when profits 
turned into losses and investors scrambled 
to reclaim their cash; last year’s rebound in 
fund returns has left the majority of managers 
that survived the downturn mostly heading 
back toward their high water marks and the 
resumption of performance fee payments, if 
they have not reached them already.

With interest rates still geared to warding 
off economic recession, hedge fund-style 
returns are looking particularly good to 
institutional investors, and money is flowing 

London’s hedge fund 
industry ponders 
opportunities and 

threats
By Simon Gray
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Hedge funds see new 
need for risk controls

By Helen Bramley

In the past, many hedge fund managers, 
particularly smaller ones, sought to monitor 
and manage their risks using spreadsheet-
based software, believing they didn’t need 
or couldn’t afford a collateral management 
solution. But the recent market turmoil has 
persuaded them that they now need more 
comprehensive and sophisticated tools 
covering a much wider range of risks – not 
least to satisfy future regulation and the 
insistence of their investors.

Lombard Risk specialises in risk 
management and regulatory reporting 
software for the financial industry. The Colline 
collateral management product has a cross-
section of clients including hedge funds, 
asset managers and investment managers, 
insurance companies, energy companies and 
tier 1 and tier 2 banks, and has seen buy-side 
demand in particular grow recently.

Historically the buy side has managed 
collateral with home-grown systems, but 
firms now understand these approaches are 
error-prone, reactive and time-consuming, 
and might not pass regulator scrutiny. 
Therefore hedge fund managers are adopting 
commercially available systems that are easy 
to operate and manage, and flexible enough 
to handle the demands of their business and 
achieve operational transparency.

A web-based product that can be deployed 
across a global platform, Colline handles OTC 
derivatives, repo, and securities lending, and 
is being enhanced to encompass exchange-
traded products such as listed businesses, 
futures and the CCP market. Lombard Risk 
works with industry bodies and regulators 
to ensure the system addresses the latest 
market and regulatory needs.

Designed to meet the demanding real-time 
operational requirements of hedge funds, 
Colline provides critical functionality for both 
buy and sell sides. An extremely flexible 

architecture enables clients to manage how 
they value, allocate, pledge, report and 
optimise their collateral to make the best 
use of the assets available. Lombard Risk 
addresses challenges such as reducing 
risk, increasing transparency and improving 
operational standards to maintain competitive 
advantage and enhance investor confidence.

Demand is increasing among smaller asset 
manager and hedge fund clients that need 
some kind of in-house or vendor system to 
better manage the risk associated with their 
investment decisions. For example, managers 
conscious of their reliance on prime brokers 
to provide reporting now want direct access 
to their own collateral-related information to 
make more informed decisions about its use.

With new regulation being imposed on 
investment banks worldwide, hedge fund 
managers are conscious that it won’t be long 
before they are subject to similar guidelines. 
They are looking to pre-empt new regulation 
and ensure they can proactively carry out 
reconciliations with a robust solution for 
more accurate reporting. It’s about greater 
transparency – all the information may 
have been available in various sources, but 
systems like Colline put it in one centralised 
place that provides transparency for the 
investors and internally within the fund.

Hedge funds simply cannot afford 
to operate manually any more; without 
automation, it’s difficult to defend margin 
calls and receive quick payment, and 
managers need to instil their investors 
with confidence that they will manage 
their funds’ risks properly. The Colline 
functionality and Lombard Risk’s collateral 
management expertise offer managers 
operational improvements for their business 
and the protection they need for regulatory 
compliance. With two new releases per year, 
the development process never stops. n

Helen Bramley is product 
director for collateral at 
Lombard Risk Management
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Obama requiring a separation of traditional 
banking business from more risky activities 
is widely adopted.

All this stands to benefit London, the 
second largest global centre for hedge 
fund managers (after New York) with 18 
per cent of the world’s hedge fund assets 
managed there at the end of 2008, according 
to the City’s promotional organisation 
IFSL. London’s primacy within Europe 
seems beyond challenge, with UK-based 
managers accounting about two-thirds of the 
continent’s total of some 1,300 funds and 
80 per cent of its aggregate assets under 
management (USD300bn) in December 2008, 
or as much as 90 per cent if funds of funds 
and investments from the US managed in 
Europe are taken into account.

Analysts such as IFSL’s note that London 
possesses a range of structural advantages 
that make it particularly attractive as a centre 
for hedge fund management, including its 
accumulated skills and knowledge base, the 
proximity of institutional and high net worth 
clients and markets, and a strong asset 
management industry. The City also offers 
services including custody and audit as 
well as prime brokerage, being the leading 
European centre for investment banking 
business.

Yet the beginning of 2010 sees increasing 
anxiety about how durable London’s 
dominance within the industry will prove. For 
more than a year the media has been full 
of stories about an exodus of hedge fund 
management firms toward other European 
jurisdictions, notably Switzerland and the 
Channel Islands. Although the actual number 
of managers that have taken concrete steps 
to move their businesses wholly or partially 
elsewhere still seems to be relatively small, 
the merits of London as a management 
base are being called into question as never 
before.

These concerns have nothing to do with 
the City, its people and infrastructure and 
everything to do with the regulatory and 
fiscal environment both in the UK and the 
European Union as a whole. The impact 
of the credit crunch, which led to the 
emergency bail-out of many of the largest 
British financial institutions, has led the 
government to introduce a range of tax 
measures including the raising of the top 

rate for individuals to 50 per cent on income 
above GBP150,000 as of April this year.

The tax hike comes on top of previous 
measures affecting high earners including a 
one-off tax on banks paying large bonuses 
this financial year, and earlier curbs on the 
tax benefits for individuals resident in the UK 
but with non-domiciled status. Protests that 
the measures will affect the competitiveness 
of the country’s financial industry, its most 
important source of international earnings, 
have fallen on deaf ears amid widespread 
public outrage at what is perceived to be the 
outsized remuneration enjoyed by members 
of the industry at a time when the population 
at large is still suffering the effects of the 
recession.

The fact that the hedge fund industry has 
not benefited – directly at least – from the 
government bailout has not preserved it from 
the general opprobrium toward the financial 
industry; hedge fund managers have long 
been a handy target for populist ire. They 
have also been unsettled by uncertainty 
over the past few years surrounding the 
investment management exemption, which 
sets out the rules under which an offshore 
fund run by a British-based manager is 
exempt from UK tax.

Repeated tinkering with tax rules is 
a recurrent complaint against the UK 
government by the hedge fund industry 
and other investment managers, and is 
an important factor in the unwillingness 
of managers to domicile anything but 

 3 
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domestically-oriented funds in the country. 
But that uncertainty pales against the 
confusion spread by the EU’s chaotic 
attempts to lay down uniform regulatory 
conditions upon the alternatives sector 
through its proposed Directive on Alternative 
Investment Fund Managers.

With the third draft of the directive now on 
the table and a reported 1,700 amendments 
to the legislation tabled in the European 
Parliament, the ultimate shape of the rules 
it will bring in remains shrouded in mystery. 
But concerned by the slant of the proposals 
toward significant restrictions on funds from 
EU-based managers, some members of 
the industry are wondering aloud whether 
it might not be more advantageous to be 
located beyond the directive’s reach – in 
Switzerland, for instance. Big industry players 
Brevan Howard and BlueCrest Capital 
Management are the latest to announce 
plans to open offices in Geneva.

Nevertheless, hedge fund managers and 
service providers believe that fears of a 
large-scale exodus are overblown. Melissa 
Hill, managing principal of Sabre Fund 
Management, argues that while the initial 
reaction of many members of the industry 
was to look up the flight times to Geneva 
amid outrage at the government’s steadily 
climbing tax demands, careful reflection is 
likely to give managers pause.

Hill, who admits that Sabre has examined 
the possibility of a presence in Jersey, says: 

“This is a reasonably significant threat for 
people who are mobile, but those with 
children already in school might find it a bit 
harder. It’s nice to go skiing in the winter 
at weekends, but not everyone can fit into 
Geneva – I understand there’s very little 
office space available and limited housing.”

Helen Bramley, product director for 
collateral at Lombard Risk Management, 
notes: “Around 80 per cent of the European 
hedge fund industry is UK-based. There’s 
been a lot in the press about fund managers 
moving to places like Geneva, but I don’t 
know whether that will actually happen or 
not. The firms we have been speaking to 
do intend to stay here, which means the 
business will grow. The intellectual capital 
around collateral is in London.”

Simon Dinning, managing partner of 
the London office of offshore law firm 
Ogier concurs, saying: “When a few 
significant fund managers depart Mayfair 
for Switzerland it creates headlines. I’m not 
saying it’s a knee-jerk reaction – I think it’s 
a considered move on their part – but there 
is something of a rush in the early days and 
things will slow down. There will certainly 
be a Swiss club, but London will still retain 
a significant community of hedge fund 
managers.”

In any case, being based outside the 
EU might well make it harder, or even 
impossible, to access investors inside the 
27-country bloc, depending on the final form 
of the directive. In addition Switzerland and 
other non-EU jurisdictions seem willing to 
consider adopting similar legislation in order 
to avoid being shut out of any ‘fortress 
Europe’ that the legislation might erect. 
Nevertheless, the AIFM Directive is an added 
complication for those who would like to see 
London’s hedge fund industry expand its 
scope rather than shrink.

For to say that London is on the defensive 
over its hedge fund manager community 
does not tell the whole story. There is also 
a belief shared by industry members and 
government officials that the UK is capable 
of attracting at least a share of a part of 
the business it has never enjoyed – the 
domiciliation of hedge funds run by London-
based managers, along with the provision to 
them of administration and other services.

For the time being the vast majority  9
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Ucits funds that follow hedge fund-style 
strategies, exploiting the regime’s flexibility 
on the use of leverage and of derivatives that 
can be used to mimic investment techniques 
such as short selling.

For asset managers, the appeal is not 
only to broaden their investor base but to 
develop regulated vehicles using a tried and 
tested structure with an international profile, 
perhaps as an alternative to what may be 
a cumbersome and constraining regulatory 
system if and when the AIFM Directive is 
in place. For London to develop its role as 
a Ucits domicile would give it an additional 
argument for hedge fund managers – to 
be able to manage, domicile and service 
a full range of funds in a single location, 
with all the attended business activity and 
employment that would bring.

But there are many reasons not to get 
carried away with excitement. The UK has 
made sporadic efforts in the past to attract 
Ucits funds, with very limited success. In the 
meantime the key service providers such 
as administrators, custodians, accountants 
and auditors have focused their fund-related 
activities, for both retail and alternative 
vehicles, in Luxembourg and Dublin, 
and will require convincing arguments to 
replicate that infrastructure in London. And 
like all large countries, the UK struggles to 
accommodate what are essentially offshore 
legal and regulatory arrangements alongside 
the requirements of its domestic market.

Still, market participants say an important 
difference now is that the authorities 
are paying attention to the issue, and 
have a clear view of the benefits that a 
coherent policy to attract fund domicile 
business could deliver. “All those issues 
would have to be brought completely to a 
head before anyone would be interested 
in trying to sell it to anyone else,” says 
Lachlan Roos, UK tax hedge fund leader at 
PricewaterhouseCoopers.

“It is in its infancy at the moment – the 
policy ideas about how to make it work 
are really new. For example, the Qualified 
Investor Scheme has been around for years, 
but hardly anyone has ever used it. There’s 
only a dozen or so in place at the moment. 
But that people are actually trying to change 
policy, regulation and tax to make it work is 
actually a very new thing.” n

of UK-managed funds are established in 
‘traditional’ offshore jurisdictions such as the 
Cayman Islands, British Virgin Islands and 
Bermuda, and to a lesser extent in the three 
crown dependencies, Jersey, Guernsey and 
the Isle of Man. Should the AIFM Directive 
make offshore centres less attractive as 
a domicile for funds targeting European 
investors, the EU centres that already 
dominate the cross-border retail funds 
market – Luxembourg and Dublin – appear 
well placed to take up the slack.

“The AIFM directive will force people to 
rethink fundamentally their business model 
and the traditional Ireland-Cayman master-
feeder structures in the hedge fund world,” 
says Stephen Burke, director and head of 
compliance at IMS Consulting. “That model 
will be challenged – it may well come through 
that challenge relatively unscathed, but equally 
new models could emerge. A few people are 
now considering Luxembourg as a jurisdiction, 
although Cayman still seems to be where 
most people are being advised to go.”

But in theory at least, there is nothing 
that Luxembourg or Dublin offer that London 
could not, given the political will to ensure 
that the UK can offer a regulatory and 
tax environment as attractive as its rivals. 
This has not always been a government 
priority, but important steps toward putting 
appropriate measures in place have been 
taken over the past few years.

These include the establishment of a 
‘white list’ of investment transactions that 
defines which activities constitute trading and 
distinguishes between capital and income 
items; the Qualified Investor Scheme that 
allows the creation of authorised schemes 
offering flexibility in terms of borrowing 
and investment strategies; and the Tax 
Elected Fund regime that allows tax liability 
to be passed down through a fund to its 
underlying investors.

The present moment is particularly 
propitious for an all-out effort to boost 
London’s attractiveness as a fund domicile 
because it coincides with the implementation 
into the national law of member states of 
the EU’s Ucits IV Directive, the latest update 
of the regime covering the cross-border 
marketing and distribution of retail funds. The 
significance lies in the fact that a growing 
number of managers are looking to launch 

7 
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Can the UK become 
Europe’s centre of 
choice for hedge 

funds?
By Lachlan Roos and Robert Mellor

Over the past 10 to 15 years Dublin and 
Luxembourg have secured position as 
the locations of choice for sophisticated 
European investment funds, leaving the 
UK in their wake. However, the current 
political and regulatory focus on the asset 
management industry could actually present 
the UK, should it grasp the opportunity, with 
a premier chance to redraw the European 
asset management landscape.

A vast range of political agendas has 
created an increased focus on low, or no, 
tax jurisdictions, and as a consequence 
there has been a call for full tax information 
exchange. Certain territories have agreed to 
information exchange in a bid to maintain 
their status as offshore fund domiciles of 
choice. However, a shift in market mindset 
has already occurred and hedge fund 
strategies are being adapted into regulated 
frameworks, such as the flowering of Ucits 
offerings we have seen over the past 12 
months.

At a time when global competition to 
attract asset managers away from the UK is 
on the rise, providing asset managers with a 
suitable onshore product could help to keep 
this fundamental industry in the country. 
Should the asset management industry 
respond to this prospect, the UK stands to 
harvest significant economic benefit including 
the creation of much-needed jobs for the 
asset management industry in the areas of 
fund administration, accounting, advisory 
and legal.

The recent changes to the taxation of 
UK-resident collective investment schemes 
do indeed create an opportunity for London 
to become the European centre of choice 
for fund location. These changes will allow 
hedge fund managers to consider domiciling 
their hedge fund products onshore, using a 
UK-regulated vehicle. However, the delay in 
reaching this point means that the authorities 
must now go a step further to ensure that 
the asset management industry can really 
move ahead of the competition and attract 
funds to Britain.

Increasing awareness of the risk of 
fraud and heightened concerns about due 
diligence and governance are likely to 
drive some investors to prefer an onshore 
regulated fund product. However, the 
opportunity to make London the centre of 
choice for the alternatives sector already 
exists in the form of the possibly little-
appreciated UK regulatory framework for 
onshore funds.

The Qualified Investor Scheme (QIS) 
has existed in the UK since 2004, offering 
the comfort of an authorised scheme 
yet permitting managers – and therefore 
institutional and sophisticated investors – 
some of the flexibility associated with an 
unregulated vehicle in terms of permitted 
investment strategies and gearing. However, 
a major impediment has been tax uncertainty 
at both fund and investor level, which has 
led to barely a dozen such funds having 
come in existence.

PR iCewateRHouSeCooPeRS

Lachlan Roos (top) is the 
UK tax hedge fund leader 
and Robert Mellor (below) 
is the UK tax financial 
services markets leader with 
PricewaterhouseCoopers 
LLP, both specialising in the 
provision of tax advice to 
clients in the alternative asset 
management space
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fund is ‘trading’ in nature from a UK tax 
perspective due to the high frequency of 
trades and the systematic portfolio churn.

This has come in the form of a ‘white 
list’ of allowable investment transactions, 
resulting in a clear line as to which activities 
are trading in the eyes of HMRC and which 
are not trading, and thus whether or not the 
sale of an asset will be treated as an income 
or a capital item. Unfortunately, the white list 
applies only to certain vehicles designated 
by HMRC, and therefore for some entities we 
are still left with a degree of uncertainty and 
complexity in this area.

Perhaps however, we need to consider 
whether either investors or managers are 
actually looking to utilise such an onshore 
product when the current offshore model is 
cost-effective, flexible and well established. 
The current model also makes it possible 
to accommodate the requirements of many 
different investors, which again is something 
that any new UK model would need to 
emulate – otherwise the market would simply 
ignore the product and fail to consider the 
UK as a centre of choice.

When discussing such an issue with 

Tax changes introduced this year should 
remove a large proportion of the barrier that 
has until now prevented alternative asset 
managers from choosing the UK as a fund 
domicile. These include the introduction of 
measures such as the genuine diversity of 
ownership condition, replacing the 10 per 
cent ownership limit for QISs.

In addition, the introduction of an effective 
tax exemption for UK Authorised Investment 
Funds, in the form of the Tax Elected Fund 
regime, should facilitate the development of 
a UK flexible fund product with tax certainty 
at both investor and product level. The Tax 
Elected Funds regime means that a fund can 
make an election now to pass the tax liability 
through to its investors themselves, avoiding 
the taxation impact falling at the vehicle level.

HM Treasury, HM Revenue & Customs 
and the Financial Services Authority have 
taken significant steps toward aligning 
the tax regime applicable in the UK with 
that of offshore tax territories through 
their recent changes, and they continue to 
engage in dialogue about this topic. Further 
advancements in the space have focused 
on the prevailing assumption that a hedge 
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PricewaterhouseCoopers’ new 
office development at 7 More 
London Riverside



© 2010 PricewaterhouseCoopers LLP. All rights reserved. ‘PricewaterhouseCoopers’ refers to PricewaterhouseCoopers LLP (a limited liability partnership in the United Kingdom) or, as the context 
requires, the PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity.

Transform your 
business overnight.
Ignore risk.

Tax Risk, Governance and Controls are all high profile issues in these 
days of heightened investor and regulatory scrutiny. Getting it wrong 
can have a severe impact on your reputation as much as on your profits. 

At PricewaterhouseCoopers we can help you evaluate your current 
position and identify immediate risks, formulate and document suitable 
risk and governance policies right across your business activities; helping 
to ensure you’re compliant and your planning is effective and appropriate 
in all circumstances.

For more information contact:
Robert Mellor +44 (0) 20 7804 1385
Jerry Dawson  +44 (0) 20 7804 2624
Lachlan Roos  +44 (0) 20 7213 1309
James Greig  +44 (0) 20 7213 5766

pwc.com/financialservices



London Hedgeweek Special Report Mar 2010 www.hedgeweek.com | 13

to be based in a single location as well as 
bringing master-feeder structures under 
the aegis of the Ucits regime. This will also 
require the UK Treasury, HMRC and FSA to 
consider what needs to be done to adjust 
the UK regime to facilitate the creation of 
master-feeder structures as part of their 
efforts to keep the country competitive 
for managers.

The government has demonstrated its 
willingness by commissioning a working 
group to come up with recommendations 
to maintain the UK’s competitiveness as a 
location for asset managers and to identify 
development opportunities for the sector. 
The report notably proposed creating an 
attractive onshore fund regime for alternative 
vehicles such as hedge funds. However, 
the challenge will remain as to whether 
any new UK onshore hedge fund regime 
would be enticing enough to displace a long 
established offshore market and mindset 
that for now appears to have become the 
preferred choice.

There is certainly reason to believe that 
in the future, following the experience of the 
credit crunch and of the Madoff scandal, 
institutional investors may want more access 
to onshore regulated products. At the same 
time the industry is facing up to the EU’s 
proposed Directive on Alternative Investment 
Fund Managers, which will place more focus 
on the marketing of onshore versus offshore 
products. This parallels the way last year’s 
G20 meeting in London has put pressure on 
offshore financial centres to ensure that they 
offer an equivalent standard of regulation to 
onshore jurisdictions and clamp down on 
their use by individuals for tax evasion.

For all these reasons, it’s exactly the 
right time for the UK to respond, lest the 
opportunity to capture a significant share 
of the domicile market for both retail and 
alternative funds passes the country by. This 
is the message from members of the asset 
management industry. Last November the 
Asset Managers Working Group reported to 
the Chancellor of the Exchequer that the UK 
would benefit from a well-designed onshore 
hedge fund regime, and the Alternative 
Investment Managers Association has 
been lobbying the Treasury and HMRC on 
the same issue. The moment has come 
for action. n

clients, there is concern about the lack of 
certainty in the UK tax regime, and clients 
feel that offshore territories have a simpler 
path to achieving a tax-efficient model. The 
sensitivity is that competitor tax regimes 
are less prone to major change, which 
is crucially important for both managers 
and investors.

The question which therefore remains 
is whether the UK government is willing 
to tweak or even rebuild the current 
market offerings, from a regulatory and tax 
perspective, in order to have a chance of 
winning the battle to be considered the 
centre of choice for European hedge funds. 
The potential reward is to sweep up the 
substantial economic rewards that come 
with such a position in areas including fund 
administration, accounting, advisory and 
legal work, which are already big business in 
Luxembourg and Dublin  and create a great 
deal of employment and wealth there.

The issue is arising at a time when the 
latest version of the European Union’s 
Ucits cross-border fund legislation is being 
implemented in member states. The Ucits IV 
Directive enables management companies 

PR iCewateRHouSeCooPeRS
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The hedge fund industry has looked into 
the abyss and stepped back. After the 
depressing slump in performance in 2008 and 
the frenzied outflow of funds that followed, 
London-based managers are again breathing 
more easily, most off them buoyed by a 
resounding rebound in performance last year. 
Service providers too are returning to dealing 
with issues of growth rather than contraction. 
But the environment they are working in is 
not the one that existed up to 2007.

That’s not necessarily a bad thing. The 
hedge fund industry today is aware of and 
taking steps to deal with a wide range of 
risks and challenges that were barely on 
the periphery of its vision three years ago. 
In particular, the intervening period has 
been a spectacular education in the nature 
and scope of the risks that can arise within 

the hedge fund business, and the lessons 
learned have resulted in broad changes in the 
way fund management firms operate and the 
tools they use to measure and manage risk.

The hedge fund industry in London 
and other centres around the world has 
also gone through a period of creative 
destruction. Many managers that relied on 
massive amounts of leverage to amplify 
tiny market anomalies are gone, some of 
them spectacularly. Borrowing is grudgingly 
available in the new environment; on the 
other hand the return of volatility has made it 
much less necessary.

And into this new world are coming 
a stream of talented individuals who are 
leaving existing hedge fund firms and 
investment bank prop desks to test out 
their talents on their own. It may be harder 

After the crisis, 
industry adapts to 
new environment

By Simon Gray
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than in the past to persuade institutions 
to back managers without an established 
track record, but on the other hand the 
newcomers do not have to struggle to return 
to daunting high water marks before they 
can start earning performance fees.

“Last year saw many hedge funds make 
their best returns for more than 10 years 
coming off the back of a very difficult 2008,” 
says Stephen Burke, a director and head 
of compliance with IMS Consulting, which 
describes itself as the largest independent 
compliance consultancy in the UK focusing 
solely on the asset management and 
securities industries. 

“We saw a real surge in the number of 
people seeking to launch hedge funds from 
June onward, and new ones continue to 
come steadily to the London market. A lot of 
those are very credible propositions with good 
people, with seeding deals that are pretty 
much secure, although new launch activity is 
at lower levels than the heady days of 2006-
07 and assets are generally much smaller.

“That is markedly different from a year 
ago, when many people who were hoping 
to get seeding in a fairly uncertain market 
were unable to make much progress. They 
may well be coming back now. In those dark 
days of a year ago there was retrenchment 

everywhere you looked. A significant 
liquidation of funds and redemptions was an 
undercurrent through much of last year.

“That all seems to be behind us as net 
inflows return. The indications we get from 
the prime brokers are that a lot of good 
managers are in the wings waiting to launch 
their funds. The vibrancy of the industry is 
beginning to return, and existing managers 
are not only growing their funds again but 
beginning to get past high water marks that 
at one time looked unattainable.”

One of those is specialist quant boutique 
Sabre Fund Management, which suffered 
along with the rest of the industry two years 
ago but is now enjoying a return to vigorous 
performance and renewed asset growth. 
“After all the shocks of 2008, last year 
turned out to be a year of opportunity,” says 
managing principal Melissa Hill. “Our final 
NAV put us up 22.5 per cent, the best year 
the fund’s ever had in live trading.

“It wasn’t wholly unexpected because 
the environment was favourable for all the 
component parts of our strategy – good 
volatility levels for our stat arb models, 
investors focusing on styles that might 
make money in a recessionary world, and 
then rational rotation of investment themes 
throughout the year. Also there’s been less 
competition in the quantitative space with 
many prop desk activities having been 
curtailed. So we got our high water mark 
back by the third quarter, which put us 
ahead of many hedge funds, and we had 
more money to start developing the business 
again. Most of our investors have returned, 
albeit in some cases with smaller assets.”

Hill says Sabre is now in a position 
to push ahead with plans that had to 
be shelved temporarily when the crisis 
struck. “Last year was one of recovery and 
stabilisation, but 2010 is when we put back 
into effect the business plan that we had in 
2008,” she says. “We are looking at areas 
including Europe-domiciled funds, Ucits 
funds and diversifying our investor base. Like 
most hedge fund managers we are looking 
at alternative types of distribution.

“The beauty of a market neutral strategy 
is that it’s relatively easy to implement within 
the sophisticated Ucits rules. I see this as 
an area of considerable importance for our 
business development because it will give us  18
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The key is 
communication

By Simon dinning

One of the main developments in the hedge 
fund industry over the past 24 months has 
been the emergence of stakeholder issues 
and the increased focus on transparency. 
Investors have gained a much stronger 
voice and now have significant influence. 
Managers appreciate, more than ever before, 
that they need to invest in communication 
with investors, listen to them and be 
accountable to them.

Ogier advises numerous hedge funds 
domiciled in the Cayman Islands and the 
British Virgin Islands, and we have seen a 
variety of changes in the way in which funds 
are now being structured, governed and 
managed, changes that have been prompted 
by the economic environment that we 
face today.

Liquidity issues have in part led to 
the blending of private equity and hedge 
structures and concepts, and the blurring 
of lines between the two in response to 
investor demand for, among other things, 
a greater degree of independence. It is 
now not uncommon for us to talk of hybrid 
vehicles that straddle the previously distinct 
disciplines, and the growth in awareness 
among managers of the importance of 
investor views is fundamental.

Widespread liquidity issues have also 
exposed some of the limitations of existing 
arrangements and, in particular, the way 
managers have communicated with their 
investors in the past. In addition to advising on 
new structures, we have spent a considerable 
amount of time over the past two years 
advising managers and funds on how to 
discuss options with their investor base and 
how to tailor documentation going forward.

Much of this advice is common sense 
as opposed to legal analysis, and it has 

become clear that managers must seek, and 
take account of, the views of investors rather 
than presenting them with a fait accompli in 
certain situations that investors may perceive 
as having a detrimental impact on them.

For those structuring new funds, the 
formal communication begins with the 
offering document. It is essential that 
elements previously taken as read are clearly 
defined. Ambiguity born out of over-familiarity 
with generic fund documentation has led 
to numerous complexities in the current 
environment. When structuring the fund and 
producing the initial documentation, one 
must now assume that each element will, at 
some stage, be tested. The hope that it will 
not may remain, but clarity is all.

Communication is not only important 
in times of financial crisis. A willingness 
to maintain an ongoing dialogue is now a 
prerequisite. The aim must be that, as further 
issues arise in this crisis, or in any future 
financial storm, investors feel appraised 
of the situation, armed with the facts and 
confident that the manager has their best 
interests and protection of their assets at 
heart from the outset.

This is not a particularly innovative 
approach, simply one that is more open and 
transparent than perhaps has been the case 
in the past. Communication with investors 
is no longer a choice for managers, it is a 
necessity. It seems obvious to state, but 
an informed investor is much more likely 
to stay the course through the down times, 
and invest further if the opportunity presents 
itself, than an investor who feels he has 
been somewhat cast adrift. The need for 
communication may well prove to be the 
most valuable lesson learnt from the current 
financial maelstrom. n

Simon Dinning is the managing 
partner of Ogier’s London 
office
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the opportunity to approach some of the IFA 
platforms and thus the mass affluent, not just 
high net worth qualified investors. In addition, 
it will enable us to meet the standards that 
are looked for in distribution in Asia, where 
Ucits funds are very popular.”

Like other managers, Sabre regards Ucits 
funds not only as a ‘hedge’ against the still-
uncertain rules coming with the European 
Union’s planned Directive on Alternative 
Investment Fund Managers but as a vehicle 
that can reassure nervous investors after 
shocks such as the Bernard Madoff scandal. 
There’s an element of box-ticking about 
this, Hill acknowledges, but Ucits provide for 
significant checks and balances including 
liquidity that must be at least bi-monthly and 
the presence of an independent custodian 
responsible for safekeeping of the assets.

According to Hill, Ucits funds offering 
hedge fund-like strategies also represent 
an alternative to managed accounts, which 
have become a massive growth area for 
London-based managers in the aftermath 
of the crisis. “We’ve seen a big shift among 
investors away from the risks inherent in 
commingled vehicles toward managed 
accounts that follow the same strategies 
as the flagship funds,” she says. “This 
is a common theme across the industry. 
Managed account platforms provide robust 
infrastructure and risk reporting as well 
as enhanced liquidity. They also facilitate 
the deniability factor – being able to blame 
someone else if it all goes wrong.”

Simon Dinning, managing partner of the 
London office of the global offshore law firm 
Ogier, says that while the growth in managed 
accounts is undoubtedly a significant trend, 
it may not have reached quite the scale 
anticipated a year or so ago – in large part 
because investors must be substantial 
enough to absorb the extra costs involved. 
“Many commentators predicted a big rush to 
single-investor funds and managed account 
platforms on the back of the 2008 run on 
funds,” he says.

“While we have been involved in a number 
of these, in fact there hasn’t been the rush 
that everyone anticipated. The real reason 
for the slower uptake is the cost of set-up 
and maintenance. If you ask managers to 
set up a parallel portfolio investing in the 
same strategy as the main pool of assets, 

you’re bearing alone the cost of setting up 
that platform. This makes it an impractical 
solution for all but those investors with 
significant capital to commit.

“While managed accounts and single 
investor funds create a high degree of 
transparency, in allowing investors to 
trace assets exactly and see valuations, 
there is, however, an important secondary 
issue. Unless you are setting up an entirely 
separate strategy for your platform, there 
are obvious difficulties in ensuring complete 
segregation of risk. This is something to 
address at the planning stage to ensure 
that the real benefits of these platforms are 
achieved and maintained.”

His view is shared by Robert Mellor, UK 
financial services tax markets leader at 
PricewaterhouseCoopers, who says: “Post-
2008 one response to the Lehman bankruptcy 
was to look to managed accounts, because 
they would provide segregation of and a clear 
line of sight to assets.

“However, I’m not convinced that will be 
the norm going forward, because of the extra 
administrative burden involved in managers 
running a managed account platform for 
investors. Institutional managers have added 
managed accounts to their range of products, 
but investors have to be prepared to incur the 
extra cost that comes with it.”

Size has been an important bulwark 
against the buffeting of the market over the 
past couple of years, according to Helen 
Bramley, product director for collateral at 
Lombard Risk Management, a software 
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of 2008 but so far seems to have largely 
failed to materialise. “Investors are not 
necessarily looking for reduced fees, 
although they’ll take them if offered,” says 
Lachlan Roos, UK tax hedge fund leader at 
PricewaterhouseCoopers.

“They’re looking for transparency from 
their funds and more information about what 
they are doing. They’re looking for better 
due diligence from the funds themselves, 
especially at the fund of funds level, and 
there’s evidence that some investors are 
starting to prefer light regulation of their funds 
to the completely unregulated regimes they 
worked under in the past. This has prompted 
a few funds to move out of jurisdiction like 
Cayman to locations such as Ireland.

“Our clients are also telling us that 
investors are concerned with how managers 
communicated with them throughout the 
crisis and how open they have been, and it’s 
having a direct impact on how investors are 
responding now as money starts to flow back 
into the industry. Some clients have seen 
a lot of previous investors who have been 
happy to bring their money back because 
the managers treated the investors fairly. But 
others who threw up gates and suspensions 
straightaway haven’t done so well.

“As happened across all asset classes, 
losing money became a relevant concept. 
Clients who didn’t impose gates although 
they could have done became ATMs for 
investors, especially in the fund of funds 
market, but many investors appreciated that 
the managers kept liquidity open, and they 
seem to be getting assets back.” n

house specialising in risk and regulatory 
reporting software for institutions. 

“The past year was a tough one for 
everybody, but the larger hedge funds seem 
to be still relatively strong, and their investors 
are still there,” she says. “Their most 
important focus at the moment is rebuilding 
their assets, making sure their performance 
improves, and revamping operational 
processes to satisfy investor demands for 
more transparency.”

This has meant increased demand for 
Lombard Risk’s collateral management 
product, Colline, as well as other areas of 
the business such as valuation, liquidity risk 
and regulatory reporting solutions. “Reporting 
and accountability is now crucial,” Bramley 
says. “There may not be a correlation, but 
the hedge funds that avoided the worst of 
the storm seem to be the bigger ones that 
would have invested in collateral technology. 

“They would have already understood 
the advantage of having improved control 
over their collateral process, whereas the 
smaller ones faced greater risks because 
they would not have had those tools when 
they needed them. It is difficult to defend 
margin calls and get quick payment. That 
is essential for all hedge funds, and this is 
where automated collateral management 
makes all the difference.”

Industry members believe that if anything 
transparency and accountability are more 
important to investors than a lowering 
of management and/or performance 
fees – another trend that was widely 
expected following the performance crash 


