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to hem-in systemic risk by controlling their 
activities in areas such as credit default 
swaps, dark pools and short sales. 

What shape regulations will eventually 
take remains to be seen, but this 
campaign to bring together historically 
fragmented groups reflects what’s at stake: 
Regulations proposals are far-reaching 
and if implemented could arguably alter 
the business forever. Understandably, an 
attempt at pooling financial resources would 
embolden the industry’s overall lobbying 
clout on Capitol Hill. The real catalyst, 
however, is that together it can steer 
“sensible” regulations that would govern 

Beset by a rash of federal regulatory 
scrutiny, a born-again securities cop, and 
politicians eager to rein-in excesses of the 
financial sector, the hedge fund industry is 
assembling a united front. The Managed 
Funds Association, the Washington DC 
group mostly seen as the voice of the 
industry’s crème de la crème, is attempting 
to sew up affiliations with at least a dozen of 
its smaller, lesser-known cousins. 

What’s driving this unity train? For starters, 
President Barack Obama’s administration has 
shovelled heaps of attention on hedge funds 
as contributors to the recent financial crisis. 
Politicians across party lines are proposing 

US hedge funds move 
towards united front

By Suchita nayar
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everything from reporting and disclosures 
to taxation.

That managers would soon embrace 
US Securities and Exchange Commission 
registration is a given. This conciliatory 
move hasn’t been enough, however. On the 
heels of the ground breaking insider-trading 
indictment of Galleon Group founder Raj 
Rajaratnam and others on December 15, 
Robert Khuzami, the SEC’s enforcement czar 
is doing the “biggest re-organization” in over 
three decades with the goal of sharpening 
its focus on hedge funds.

The unit’s been armed with new 
processes to improve the way it collects, 
mines, records, investigates and tracks tips 
and complaints on errant trading, fraud and 
the like. With this comes a new reality for 
would-be wrongdoers – there’s no place 
to hide, warns Khuzami, a former federal 
prosecutor. 

The SEC has set up a new asset 
management unit to police hedge funds, 
investment advisers and private equity under 
co-heads Robert Kaplan and Bruce Karpati. 
Thanks to the agency’s newly empowered 
resources, including a proposed 10% bump 
in its latest budget to USD1.3bn, it’s expected 
to give top dollar for industry talent. It’s 
also enhancing training for insiders in the 
nuanced workings of hedge funds. Sources 
expect a jump in examinations and sweeps 
notably around areas of asset-custody, fund-
performance and risk management. What’s 

even more revolutionary is that the agency’s 
staff for the first time has free reins to issue 
subpoenas, sources say. 

“Clearly, the era of deregulation has 
ended,” says Walter Zebrowski, Chairman of 
Regulatory Compliance Association, a non-
profit group, and chief operating officer of 
Hedgemony Partners, “We’re witnessing a 
regulatory renaissance.”

Whatever the net outcome of this 
regulatory spotlight, the industry has begun 
lifting the veil of secrecy of its own workings. 
For instance, its use of independent fund 
administration agents has risen, as has third-
party valuation of hard-to-price inventory, 
beyond mere external validation of inputs or 
prices, says Umit Alptuna, a vice president 
at Goldman Sachs Asset Management. He 
sees this as a sign that “funds are striving to 
become more institutionalized.”

Attempting to take charge of their assets, 
some investors are also focusing on 
managed accounts. Take the case of the 
USD5bn fund-of-funds operator Lighthouse 
Investment Partners, which increasingly is 
employing separately managed accounts to 
deploy capital in underlying funds. Last year, 
50% of its assets were in such structures; 
during 2010, that number could rise to 80%. 

“We started down this path five years 
ago,” says CIO Sean McGould. “We were 
tired of not knowing what we owned in 
commingled funds. We wanted a better way 
of having control over our clients’ assets.” 
Its resource commitment is huge. In addition 
to its internal administrative, legal and audit 
resources, a dedicated 70-strong team works 
on its account at fund-administrator GlobeOp.

Not all investors can afford or chose to 
make such resource-commitments required 
to navigate the complexities of managed 
accounts, though. This has fuelled the rise 
in assets on managed-account platforms, 
notably bank-supported ones that altogether 
drew in over USD10bn last year. 

Capital flows 
Such efforts have quelled some of the 
investor-anxiety surrounding the industry’s 
opaqueness. Last year’s stellar gains of 
nearly 19% have helped erase 77% of record 
2008 losses, according to Credit Suisse/
Tremont Hedge Fund Index. Indeed, capital 
began to flow in again during the second 
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"We were 
tired of not 
knowing what 
we owned in 
commingled 
funds. We 
wanted a 
better way 
of having 
control over 
our clients’ 
assets.”
Sean McGould, 
Lighthouse 
Investment 
Partners
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Annual reviews by 
SEC advisers

By daniel G viola

The US Securities & Exchange Commission 
(“SEC”) has significantly increased its 
examination and enforcement efforts in recent 
times. Registered SEC advisers must review 
their policies and procedures to ensure 
compliance. In particular, SEC Rule 206(4)-
7 was promulgated under the Investment 
Advisers Act of 1940 (“Advisers Act”) and 
requires that investment advisers registered 
with the SEC review their policies and 
procedures at least annually for adequacy.1 
SEC Rule 206(4)-7 (“Compliance Rule”) 
also requires that registered SEC advisers 
designate a chief compliance officer (“CCO”) 
to be responsible for administering the policies 
and procedures implemented by the adviser.

The Compliance Rule requires that 
registered SEC advisers adopt and 
implement written policies and procedures 
that are reasonably designed to prevent 
violations of the Advisers Act.2 Advisers that 
fail to follow their policies and procedures or 
fail to detect supervisory “red flags” can by 
sanctioned by the SEC.

The CCO should analyse the firm’s 
operations and identify conflicts and other 
compliance factors that create risks for the 
firm and then design policies and procedures 
that address those risks. The SEC has 
stated that it expects these policies and 
procedures, at a minimum, to address the 
following issues to the extent that they are 
relevant to the firm:
l Portfolio management processes, including 

allocation of investment opportunities 
among clients and consistency of portfolios 
with clients’ investment objectives, 
disclosures to clients, proxy voting and 
applicable regulatory restrictions;

l The accuracy of disclosures made to 
investors, clients, and regulators, including 
account statements and advertisements;

l Proprietary trading by the firm and the 

personal trading activities of supervised 
persons, and detecting and preventing 
insider trading; 

l Safeguarding of client assets from 
conversion or inappropriate use by 
personnel;

l The accurate creation of required records 
and their maintenance in a manner that 
secures them from unauthorised alteration 
or use and protects them from untimely 
destruction, including email retention and 
review;

l Safeguards for the privacy protection of 
client records and information; 

l Trading practices, including procedures 
to satisfy best execution obligation, use 
client brokerage to obtain research and 
other services, including a review of soft 
dollar arrangements, and the allocation of 
aggregated trades among clients;

l Marketing advisory services, including the 
use of solicitors;

l Processes to value client holdings and 
assess fees based on those valuations; 

l Testing of business continuity plans.
CCO’s should comply with the Compliance 
Rule throughout the year, ensuring sure 
their reviews cover all the firm’s “critical 
areas,” and make the review process an 
ongoing task throughout each year.3 A firm’s 
compliance program should be subjected to 
continued assessment and reassessment, 
particularly in light of new risks. The CCO 
should take charge to demonstrate that the 
CCO has the seniority and authority required 
to manage the firm’s compliance programme.4 

Annual reviews should consider any 
compliance matters that arose during the 
previous year, any changes in the business 
activities of the adviser or its affiliates, 
and any changes in the Advisers Act or 
applicable regulations that might suggest a 
need to revise the policies or procedures. n

Daniel G Viola, Partner, Sadis 
& Goldberg LLP

Footnotes:
1.	 See,	Release	Nos.	IA-2204;	

IC-26299;	File	No.	S7-03-03.
2.	 See,	Section	203(e)(6)	of	the	

Advisers	Act	[15	USC	80b-
3(e)(6)].

3.	 See,	Release	Nos.	IA-2204
4.	 Id.
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half of 2009, staunching the cataclysmic 
USD99bn outflows during 2008. Still, 
investors redeemed USD74bn in 2009 even 
as USD72bn of assets remained impaired. 
Overall industry assets rose to USD1.5trn 
as of December 31, 2009, from USD1.3trn at 
mid-year. Investment consultant Casey Quirk 
expects industry assets to reach USD2.6trn 
by 2013. 

For starters, most of new capital went to 
marquee funds such as Tudor Investment 
and Millennium Partners that for the first 
time in years opened their doors for 
replacement capital. Managers, who didn’t 
gate, didn’t drift up the capital structure 
to less liquid instruments and adhered to 
robust compliance procedures saw inflows 
in 2009 – a trend expected to intensify this 
year, according to a recent Morgan Stanley 
survey. Still, only a handful of spin-offs from 
large firms drew in dollops of cash. Now 
with some established funds near or at 
capacity already, investors are on the prowl 
for emerging talent once again.

“Marketing’s a huge focus right now,” says 
Michael Hennessy, a managing director at 
Morgan Creek Capital in Chapel Hill, NC. 
Things were slow for most of 2009 following 
a terrible 2008 but are opening up again, he 
says. Managers are offering more “investor-
friendly” terms, such as fee discounts 
in return for longer lock-ups or shorter 
lock-ups with investor-level gates. There’s 
no wholesale change of terms, however, 
he adds. 

So, who’s writing the checks? Contrary to 
dire predictions of a pension fund exodus in 
2009, they have stayed committed to hedge 
funds while a few have even raised their 
allocations to compensate for large losses 
on their long-only portfolios, says Emma 
Sugarman, global capital-introductions head 
at BNP Paribas in New York. Family offices, 
seeders and some institutions also returned 
to the market in the last six months.

Last year, strategies that attracted the 
most investor-attention were equity long/
short, global macro and managed futures, 
says Boris Arabadjiev, a managing director 
of Credit Suisse’s asset management 
group in New York. Particularly appealing 
was the inherent liquidity and fairly strong 
performance for macro and managed futures 
strategies in 2007-08. 

2009 was a different story, though. 
Managed futures, and to a lesser extent 
global macro, had difficulty delivering 
returns as some market aspects they exploit 
had already peaked. On the other hand, 
directional bets buoyed equity long/short 
funds nearly 20% higher. And emerging 
markets strategy also delivered handsome 
30% gains on the back of rising risk appetite 
and turbo-powered equities performance. 
“Risk seeking appetite is fairly healthy at this 
point,” he notes.

Going forward, Arabadjiev, who is 
investment chief of the bank’s fund-of-
funds group and is global head of its Alpha 
Strategies business, believes discretionary 
macro managers will outperform quantitative-
based ones. That’s because discretionary 
managers can better exploit opportunities 
created by catalysts such as government 
intervention, changes in interest rates, 

4 Contrary to dire predictions 
of a pension fund exodus 
in 2009, they have stayed 
committed to hedge funds 
while a few have even 
raised their allocations to 
compensate for large losses 
on their long-only portfolios
Emma Sugarman, BNP Paribas

Strategies 
that 

attracted 
the most 
investor-
attention 

were equity 
long/short, 

global macro 
and managed 

futures
Boris Arabadjiev, 

Credit Suisse
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and the like. Driven by data-scrubbing, 
quantitative managers to the contrary employ 
a more non-fluid approach. Additionally, he 
expects certain areas of the credit markets to 
stay profitable in 2010. Nonetheless, “security 
selection will be a more relevant driver 
of performance and risk than directional 
exposure across many strategies,” he adds.

To attract investors, managers are trying 
new tacks. Case in point: some established 
hedge fund managers are launching 
retail products, including UCITS-compliant 
versions for the UK market. This strategy is 
a calculated gamble, though, as it helps in 
asset-gathering but limits both performance 
and stratospheric payouts, their holy grail. 
It remains possible that in time more hedge 
fund outfits would offer retail funds, but it’s 
probably too soon to call this one. For the 
time being, the approach’s short-term rewards 
are obvious: Scores of hedge fund managers 
raised billions of dollars for long-only funds, 
exchange traded funds and replication 
products in the US last year alone.

Newer entrants are vying for investors’ 
attention, too. IndexIQ has launched five 
exchange traded funds that mimic hedge 
fund performance. Its replication strategies 
aren’t designed to replace hedge funds, 

which have “a role especially in our current 
economic environment,” says Anthony 
Davidow, head of distribution. But it is 
pitching itself as a cheaper and transparent 
alternative for pension funds and the like 
that have concerns about liquidity and 
alpha-generating capability of hedge funds. 
Founded in October 2008, it now runs 
USD250m in five funds. 

For now, all eyes are on managers as 
market opportunities become more elusive. 
“The easy money’s been made,” says Karim 
Leguel, the New York-based investment chief 
of Swiss advisory Rasini. “Some tough calls 
will be made in 2010.” Even as the overall 
investment environment has improved in 18 
months, everything’s not back to normal yet 
as side-pockets, gates and/or high water 
mark issues linger on. The ultimate wild 
card: The political angle remains difficult to 
read, he notes.

Meanwhile, the drive to unify the US 
hedge funds industry is gathering steam. 
Mike Corcelli, president of South Florida 
Hedge Fund Managers, a trade group 
representing some 100 funds, notes, "This 
alignment of the group, driven by the MFA, is 
a once-in-a-lifetime event. The hedge funds 
industry needs a national voice.” n
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What a difference a year has made. In 2009, 
hedge funds posted record gains, reversing 
steep declines from the year prior, and 
capital, coveting those impressive returns, is 
returning. While this has comforted hedge 
fund service providers, the conundrum they 
face is: How to improve their revenues and 
margins in today’s “new normal” business 
environment. 

From fund-administrators and prime 
brokerages to auditors and technology 
vendors, service providers aren’t exactly 
suffering, but after a period of steep asset-
erosion at their clients, most speak about 
doing more for at best flat fees. 

Yet in many ways the global financial 
storm brought more business to some. 
Partly thanks to investors’ push toward 

greater transparency, managers have tapped 
independent firms to chalk up monthly net 
asset values, periodic valuations of toxic 
securities, and the like. And as regulations 
take shape, administration, compliance, 
custody and reporting specialists are 
expecting better days ahead. 

Such growth is likely to translate into 
higher revenues at vendors but expect 
margins to stay compressed in the near 
term. The major reason for is that while 
numerous factors have pushed their 
business costs higher, their clients, who 
have emerged from the financial crisis a 
lot more cost-conscious, are driving harder 
bargains. “It’ll take years for vendors to 
recover to pre-crisis profitability levels,” says 
a source. 

Investors drive boom 
in fund services 

outsourcing
By Suchita nayar
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The last 15 months had many mangers 
fretting about counterparty arrangements, 
following the Lehman Brothers collapse. 
Now, the panic has mostly abated. “The 
switching of primes and moving of balances 
has slowed down,” says Jeff Lowe, a 
managing director at BNP Paribas in 
New York. 

Prime broking units of European universal 
banks Credit Suisse and Deutsche Bank 
have gained market share since late 2008, 
catapulting their market-rankings. The 
duopoly of Goldman Sachs and Morgan 
Stanley, which has historically controlled the 
lion’s share of the business, was dismantled 
as managers redistributed their assets 
among a wider group of primes. “Business 
is much more spread out than what it was 
two years ago,” says Glen Dailey, the prime 
brokerage chief at Jefferies. 

JP Morgan, which absorbed the sprawling 
fixed income powerhouse Bear Stearns in 
mid-2008 and is credited for navigating the 
financial turmoil better than some of its 
peers, is seen as another beneficiary of the 
upheaval. “We won a lot of business during 
the flight to quality last year. We continue 
to grow it and are spending our time on a 
holistic offering to meet the global needs of 
our clients across asset classes,” says Lou 
Lebedin, co-head of prime brokerage.

The crisis may be over but don’t expect 
the multi-prime trend to disappear, market 
participants say. Even as Credit Suisse 
and Deutsche Bank have made significant 
inroads in the US and globally, US players -- 
Goldman Sachs and Morgan Stanley, having 
worked through some of their balance sheet 
problems, are rebuilding their franchises 
and are using multi-prime to their advantage 
as they strive to regain some of the lost 
ground. Indeed, firms with over USD3bn 
of assets now work with 4.8 primes each, 
compared with 3.7 in 2008, according to the 
TABB Group.

Nonetheless, in the current low interest 
rate environment, prime brokerage is no 
longer the profit engine it once was. The 
cost of running prime brokerage could rise 
even higher if Congress were to approve 
President Barack Obama proposed “Financial 
Crisis Responsibility Fee.”

On January 15, the Obama administration 
proposed a 15bps tax on banks with over 

USD50bn of assets. It also applies to US 
broker-dealer units of foreign players. It 
seeks to recoup USD90bn of losses related 
to the Troubled Asset Relief Program (TARP) 
that was a lifeline for financial firms during 
the throes of the market meltdown.

In its current form, this fee would be 
based on the entity’s assets minus certain 
items. And since certain prime brokerage 
and broker-dealer activities such as margin 
lending, securities lending, and repurchase 
(repo) agreements are asset-heavy, their 
profitability would be dented. 

Brad Hintz of Bernstein Research noted: 
“We expect some of the tax costs to be 
passed on to hedge fund clients in the form 
of higher domestic margin loan rates.” While 
that would have been a cinch during the 
go-go years of hedge funds, it’s difficult now. 
Moreover, if they attempt passing on costs to 
their non-US hedge fund clients, they’d give 
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USD1bn.”
Philip Vasan, 
Credit Suisse

“We won a lot of business 
during the flight to quality 
last year. We continue to 
grow it and are spending our 
time on a holistic offering 
to meet the global needs 
of our clients across asset 
classes.”
Lou Lebedin, JP Morgan
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Protection from 
legal action threats 

By Sandy Crystal

In the midst of last year’s global financial 
crisis, many fund executives and managers 
were not prepared for what lay ahead. Not 
only were they faced with deteriorating 
returns but also another risk—the threat 
of legal action. Investors and trustees 
instigated legal action against several funds 
in desperate bids to salvage investments 
threatened by the credit crunch. 

Then came the Madoff scandal, and 
many hedge funds faced litigation brought 
by clients, investors, or regulators in an 
effort to uncover fraud and protect fund 
assets. These suits alleged a number 
of failures on the part of management, 
including breach of fiduciary duties, fraud, 
negligence in the management of the fund’s 
assets, and failing to conduct adequate due 
diligence.

The financial crisis, coupled with several 
large fraud findings, has fuelled the already 
increasing litigation against funds and their 
boards. In the event of potential litigation, 
both fund managers and directors can 
be sued, and, if there is any insolvency 
situation, directors can be personally liable.

Directors are critical to setting the right 
tone at the top, reinforcing a strong culture 
of compliance and monitoring. In a fund’s 
prospectus, the directors will normally 
accept responsibility for the valuation of 
illiquid assets.

While implementation of clear procedures, 
areas of responsibility, and reporting lines 
all help to mitigate these risks, directors 
also need to consider risk mitigation and 
insurance in tandem with the fund manager.

While a standalone Directors & Officers 
Liability (D&O) insurance cover is available, 
we firmly believe that the directors of a 

hedge fund are best served by having a 
combined policy with the fund manager.

Importantly, claims management risks 
increase when separate policies are 
maintained, as litigation is likely to name 
both the manager and the board, and, 
in such situations, it can be difficult to 
determine what portion of the loss is 
applicable to the manager versus the board 
when there is a settlement.

Moreover, the fund indemnifies both 
the directors and the mangers, so insuring 
the fund indemnity obligation to both 
parties is critical. Additionally, substantial 
claims efficiencies are achieved through a 
combined policy.

While no hedge fund manager likes 
to consider the possibility of a lawsuit, 
the fact remains that hedge fund liability 
exposures exist, especially in the wake of 
an increased focus on corporate governance 
and greater regulatory scrutiny, and these 
exposures should be addressed through a 
comprehensive insurance program.

A well designed program can protect the 
assets of the firm as well as the manager 
and directors, including the time and money 
managers may spend in court hearings 
defending against litigation. 

Many fund managers have implemented 
insurance for the first time in the last year 
or so. In some instances, this was to satisfy 
investor demand, but mainly, this has been 
the result of an increased focus on the 
fund’s risk and exposures and how to best 
address them.

In the coming years, we see this trend 
only increasing, especially as institutional 
investors and fund-of-funds revamp their own 
internal due diligence processes. n

Sandy Crystal, Executive Vice 
President at Frank Crystal & 
Company
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foreign competitors a leg up. 
“For now, everyone’s keeping an eye on 

government and regulatory changes,” says 
Gregory Voetsch, executive vice president 
at broker-dealer Knight Equity Markets, 
which sells sales/trading, foreign exchange, 
algorithms and other electronic trading 
services to hedge funds.

Even so, there’s plenty of business to 
keep prime brokerages busy. Managers 
are employing leverage once again to amp 
performance. Philip Vasan, prime brokerage 
head of Credit Suisse, recently told clients 
that at year-end, funds had 2.5 times gross 
average leverage while excess cash was 
down to 22% from 38% a year ago. The 
early word on new fund-launches was pretty 
good, too. “There are a number of second-
generation managers that we have our eyes 
on,” he said. Funds are starting out with 
smaller purses, though, and “USD300-500m 
is the new USD1bn.”

So, what’s clicking? Pershing’s director 
Jeremy Todd says during the last six 
months, there’s been a “significant uptick” 
in investors, notably institutional ones, 
combining tri-party arrangements with 
managed accounts. Under a traditional tri-
party arrangement, which gained popularity 
following the Lehman situation, an investor 
entered into a three-way relationship with 
the manager, prime broker and custodian. 
In the tri-party and managed account tie-up, 
the account would still link up the manager, 
brokerage and custodian but with “the 
critical difference that the account is in the 
investor’s name,” says Todd. 

Notes Stephen Keller, Bank of America 
Merrill Lynch’s managing director and head 
of Americas Financing Sales: “Of late, we’ve 
seen more interest in commodity funds as 
relevant hedges against inflation.” On the 
other hand, the credit trade, which was 
very powerful in 2009, has begun to feel 
somewhat crowded. Adds Keller: “Some 
funds that were very heavily tilted toward 
credit are beginning to swing into equities.”

Larger fund-administrators are pulling 
farther ahead. Witness the growth of BNY 
Mellon, which in early February announced 
its acquisition of PNC’s Global Investment 
Servicing. “This catapults us from the 
fourth or fifth position to a strong No. 3 
overall,” says Brian Ruane, the chief of BNY 

Alternative Investment Services. The deal 
takes its assets under administration to 
USD300bn from USD188bn a year ago. “The 
drive toward fund-administration outsourcing 
has been investor-driven and is ongoing,” 
notes BNY’s Marina Lewin. 

Investors will keep up their demands for 
greater overall transparency, particularly 
concerning independent valuation and risk 
reporting, says GlobeOp chief executive 
Hans Hufschmid. “Both fund managers and 
their investors want to be closer to their data 
– more frequently, in greater details and in 
specific configurations,” he says. 

In 2010, look for growth in: Independent 
valuation services from hedge fund, pension 
fund and other institutional clients; greater 
loan servicing requirements from banks 
and hedge funds; and finally, additional risk 
metrics and reporting requirements from all 
clients, Hufschmid says. GlobeOp’s assets 
have risen to USD106bn from USD88bn in 
June 2009. 

Dylan Curley, a sales executive with 
JPMorgan Worldwide Securities Services, 
also highlights the expanded role of fund-
administrators following the financial crisis. 
The demand for middle office services 

induStRy

10 “Of late, we’ve seen more 
interest in commodity funds 
as relevant hedges against 
inflation.”
Stephen Keller, Bank of America 
Merrill Lynch

“This 
acquisition 
catapults 
us from 

fourth or fifth 
position to a 
strong No. 3 

overall.”
Brian Ruane, 

BNY Alternative 
Investment 

Services



USA Hedgeweek Special Report Feb 2010 www.hedgeweek.com | 14

induStRy

-- daily profit and loss, trade settlement, 
performance and risk -- are rising. 
Sophisticated investors are making sure that 
fund-administrators are pricing securities 
independently and substantiating custody-
assets. The USD70bn unit is “doing more 
than NAV calculations. We’re creating 
more value add in the middle-office with 
managers,” Curley says. 

Additionally, the emerging manager 
business is expanding. “Decent numbers of 
funds are launching once again although it 
isn’t clear how many of them have staying 
power,” says Stuart Feffer, who helms 
LaCrosse Global Fund Services. “Anybody 
serious about collecting third-party money 
is now using outside administrators. That’s 
not a law everywhere but it may as well be,” 
he adds.

For auditors, too, these are busy times. In 

addition to year-end audits, they are being 
called in to work the numbers on side-
pockets says Michael Patanella, an audit 
partner in the financial services practice of 
Grant Thornton. “A great deal of funds that 
restructured 3-6 months ago and put their 
illiquid assets into side-pockets. Until they’re 
sold, they require valuations just as the liquid 
side of the portfolio.” 

Ray Iler, who oversees Deloitte’s hedge 
fund audit and tax practice, observes that 
given the greater due diligence investors are 
exercising, hedge funds are shifting their 
accounting work to firms that are well-known 
industry players. “There’s been a flight to 
quality,” he says.

Technology vendors are also betting 
on demand. For instance, outsourcing of 
compliance administration and remote 
hosting for systems such as those used for 
trading, which managers historically housed 
internally, is “trending up,” says Rick Enfield, 
director of product management at Asset 
Control. With the recent shakeout among 
prime brokers, “managers realized the 
systems they came to rely on aren’t available 
for “free” any more or will come at cost,” 
he says.

Risk is garnering vendors’ attention, too. 
“It used to be that risk was an after the trade 
check on a T+1 basis and that having a risk 
system was a check-the-box requirement to 
satisfy investors,” says Marshall Saffer of 
MIK Systems. “We’re seeing a dramatic shift 
in what the ‘front-office’ hedge funds want in 
almost real time.”

All told, the future success of service 
providers will hinge upon managers’ 
capital-raising. According to Howard Eisen 
and Andrew Dabinett, co-founders of 
third-party marketing firm FletcherBennett, 
managers require a sound marketing plan. 
“Because virtually every fund is now open 
and competing for capital, “build it and 
they will come” is no longer an effective 
marketing strategy.” Attorney Kim Budinger, 
founder of KTB Counsel, agrees. “The 
top issues for established and emerging 
money mangers for 2010 are capital-raising 
and capital-retention.” Greater attention is 
being paid to investor reach-out, details of 
marketing materials, and alternate investment 
management options, such as separate 
accounts. n


