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regulator’s improved technology capabilities. 
“I think they are trying to gauge a better 

understanding of hedge funds and the 
marketplace. There’s been a huge influx of 
managers who have registered with the SEC 
since the implementation of Dodd-Frank. 
They’ve updated Form ADV since Dodd-
Frank and they’ve introduced Form PF to 
obtain more information on hedge funds 
than they ever have in the past based on 
concerns over potential systemic risk in the 
markets. 

Under the stewardship of Mary Jo White, 
Chairperson of the SEC, the US regulator is 
pursuing a “Broken Windows” enforcement 
strategy, as used to great effect by the New 
York police department in the 90s. In recent 
times, the SEC has become increasingly 
active in monitoring the activities of hedge 
funds to ensure that investor interests are 
protected. The fact that they now have 
enormous amounts of information on hedge 
funds filing Form-PF under Dodd-Frank 
is proving effective, not to mention the 

Regulation puts US hedge 
funds firmly in the 

spotlight
By James Williams

Overv ieW
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“Dodd-Frank regulation was passed, the 
SEC has gathered information and digested 
it over the last couple of years and now they 
are writing guidance and taking enforcement 
action. We are in the final development 
phase of Dodd-Frank right now,” comments 
Mark Ruddy, attorney and founder of Ruddy 
Law Office, PLLC in Washington, DC. 

There is now a post-Dodd Frank certainty 
in the way the SEC operates, with Ruddy 
noting that the SEC “is finally prepared to 
more aggressively implement an enforcement 
programme”. 

At the end of June this year, the SEC’s 
Investment Management Division issued 
its guidance on proxy voting guidance 
responsibilities and how investment advisers 
with special purpose vehicles may comply 
with the custody rule. 

Currently, the Division is looking to 
address issues surrounding Regulation D 
Rule 506 offerings, the most commonly 
claimed offering exemption by private fund 
advisers. These filings could be an area 
for increased SEC scrutiny in the future as 
more information is gathered and potential 
violations are uncovered. 

“The bottom line is that the SEC is 
beginning to take a hard look at the internal 
controls and reporting obligations of hedge 
funds and investment advisers, so these 
firms need to take the necessary steps now 
to avoid potential sanctions later,” advises 
Ruddy. “Advisers are required to have 
written policies and procedures in place on 
who is going to vote proxies and they also 
need to review whether their proxy voting 
procedures are being complied with on an 
annual basis.”

Just to underscore the level of scrutiny 
being felt by managers, the SEC has also 
begun its appraisal of alternative mutual 
funds. If regulators are looking to better 
protect investors in hedge funds, imagine 
the concerns they have over managers 
launching ’40 Act funds and getting access 
to retail money. 

It is believed that between 25 and 30 
alternative mutual funds are on the SEC’s 
radar screen including the likes of BlackRock. 
Part of the review will be to ensure that the 
liquidity and leverage profiles of these funds 
are being correctly managed. 

Leonard Ng is a partner in the Financial 

Services Regulatory Group at Sidley Austin 
LLP in London. Ng is one of the leading 
experts on AIFMD regulation in Europe and 
as one might imagine with a US law firm, 
many of its US managers are seeking advice 
on the issue. 

Deciding on whether or not to market 
under national private placement rules 
(NPPRs) will largely depend on the individual 
manager. In a recent report that Sidley Austin 
published on AIFMD, it found that out of 
the 100 largest hedge funds it advises, 25 
of them are being advised currently on the 
Directive. 

The report found that of the non-EU 
AIFMs (mostly from the United States) who 
have decided to market their AIFs under the 
relevant NPPRs, most have chosen to market 
only in four or five EU Member States; 
the most popular of these are the United 
Kingdom, the Netherlands, Finland and 
Sweden where only the minimum AIFMD 
NPPR requirements apply.

“Of the largest US managers running 
north of USD5bn in assets there is more 
or less a split; some managers are doing 
private placement, some are not. Those 
who are doing private placement – and we 
help with all the registration work, preparing 
supplements and notifications etc – have an 
active European investor base.

“We also have some large managers who 
say to us, ‘Our European capital base isn’t 
actually that large, and some of funds are 
closed anyway’. In that situation, there’s 
no need for firms like this to go down 
the private placement registration route,” 
says Ng.

Indeed, with private placement likely to 
remain in Europe until end of 2018, Ng’s 
advice to US managers is quite simple: “It 
is too early to pre-judge what will happen at 
the end of 2018, so one should focus on the 
immediate needs for now.”  7

“It is too early to pre-judge 
what will happen at the end 
of 2018, so one should 
focus on the immediate 
needs for now.”
Leonard Ng, Sidley Austin
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U.S. Bancorp brings 
shadow accounting 
solution to the table

interview with Brian Bekiers & Steven Gargano

taking the strain off the manager,” says 
Steven Gargano, Senior Managing Director, 
confirming that U.S. Bancorp Fund Service’s 
shadowing solution can deliver daily P&L, 
exposure reports, attribution reports as well 
as NAV reconcilement. 

“We perform the full set of books and 
records, just as a manager’s current 
administrator does, but in addition we then 
reconcile the administrator’s books and 
records against our shadow books and 
records. This produces two sets of books 
and records from two disparate systems, 
ensuring that all of the portfolio details are in 
line,” adds Bekiers.

When discussing why managers might 
turn to an extra set of eyes, Gargano points 
out that whilst the appointed administrator 
might be good at doing all the month-end 
reconciliation work, etcetera, they may lack 
the expertise in regulatory reporting. 

“Are you going to pull the plug altogether 
on your administrator just because you 
need additional information? Of course not. 
When it comes to using shadow accounting 
solutions, it’s not necessarily that investors 
are demanding it, it’s that managers are 
thinking forward; maybe they see their 
assets rising and they are thinking two 
steps ahead about how to better run their 
business. 

“A shadow solution can, in effect, 
help managers to hedge themselves 
against future market changes, especially 
regulations; they know that they can rely on 
a team of people to answer these questions 
and demands. In addition, it helps remove 
key man risk. What are you going to do if 
your CFO walks out?” explains Gargano. 

The continuing institutionalisation of the 
hedge fund industry can be illustrated by 
a growing demand among managers – 
and indeed their investors – for shadow 
administration. Market regulation is pushing 
firms to stay operationally compliant. As a 
result, hedge funds need to be comfortable, 
and confident, that the investment books and 
records are accurate. 

To do this requires an additional set 
of eyes; someone who is watching the 
watchers. 

“Do you build an operations team that 
fully shadows the books and records? Do 
you put in review controls to get comfortable 
with the administrator? Or do you appoint 
a third party to shadow your administrator? 
This last solution, which brings an unbiased 
objective viewpoint, is probably the best of 
the three in terms of giving investors the 
most confidence,” comments Brian Bekiers, 
Senior Managing Director in the Alternative 
Investment Solutions team at U.S. Bancorp 
Fund Services.

The shadow accounting solution offered 
by U.S. Bancorp Fund Services not only 
provides additional control to the manager, 
acting as a safety net to identify any errors 
the appointed administrator may have made, 
it takes a lot of the pressure off their back 
office, many of which rely on Excel-based 
workbooks and tools to monitor and report 
key figures. That is not ideal when your 
typical manager today might be reporting 
under Form-PF, CPO-PQR, FATCA, even 
AIFMD in Europe. 

“Shadow accounting is a great fit as we 
can aggregate the data for all the different 
reports to investors and regulators, thus 

Brian Bekiers, Senior 
Managing Director at U.S. 
Bancorp Fund Services

Steven Gargano, Senior 
Managing Director at U.S. 
Bancorp Fund Services

U.S .  BancOrp fUnd Serv iceS
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Gargano is happy to respond: “One 
talks about reputation risk in the context 
of managers, but for the appointed 
administrator it is actually somewhat of 
a relief that everything is being double-
checked. In this day and age, word spreads 
fast if an administrator makes a mistake. It’s 
a relief to have that peer-to-peer review. 

“It happens in the accounting industry 
with respect to audits and there’s no issue, 
rather it’s about instilling good practices 
and learning from each other. The idea that 
shadow accounting is a competitive threat 
does not hold. Once people start viewing 
shadow accounting through this lens, it’ll 
hopefully start to make sense,” concludes 
Gargano. n

about U.S. Bancorp fund Services
As an industry leader, we’ve built our 
company by investing in our clients’ future. 
Our network spans the globe to give our 
clients the resources and support they need 
to focus on investment management and 
portfolio performance. For more information 
about our comprehensive suite of alternative 
investment, mutual fund, and exchange 
traded fund services, please visit  
www.usbfs.com.

Key to having a successful shadow 
accounting solution is coming up with 
a workflow that works for all parties 
concerned: the manager, the administrator 
and the prime broker.

If a red flag pops up, U.S. Bancorp Fund 
Services lets all three key parties know. 
By doing it on a daily basis, errors can be 
nipped in the bud. Once everyone is more 
aware of these issues, the proper controls 
can be put in place to try and prevent it 
happening again in future. 

“We have to make sure we can cater 
to the different ways that managers and 
administrators are geared up to work, the 
way information flow is reviewed within 
that process; it’s something that one has to 
develop on a case-by-case basis. 

“We’re taking the stance that shadow 
accounting is something that is going to 
be beneficial for the industry. But it requires 
education, and that’s what we’re doing a lot 
of right now,” says Gargano. 

Ultimately, managers can’t afford to get 
things wrong. But the obvious question 
that arises when talking about shadow 
administration is, “What about the other 
administrator? Don’t they see it as an affront 
to their reputation?” 

U.S .  BancOrp fUnd Serv iceS
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Sidley Austin’s report showed that for 
US managers running sub-USD1bn, it’s a 
different story. Most are staying away from 
Europe for the time being and waiting to 
see what the experience of larger managers 
turns out to be. 

Ng stresses the point that for large 
managers who are thinking about private 
placement, the cost and the complexity really 
aren’t that high. Many managers are already 
battle hardened having gone through several 
rounds of Form-PF filings under Dodd-Frank.

“That’s given comfort to some of these 
larger managers – there’s no real shock 
and horror. My perception, based on the 
experiences we’ve had, is that the process 
hasn’t been unduly onerous nor expensive. 
The slight catch is that no one yet knows 
how difficult the Annex IV reporting 
requirements will be as the first filings are 
not due until the end of January 2015,” 
says Ng. He adds that the costs to private 
placement largely relate to the preparation 
of a supplement to the manager’s offering 
document.

“If your offering documents are good 
your supplement is going to be fairly 
short; covering the shortfalls, the mismatch 
between AIFMD and what the manager does 
in the US. That’s not expensive. And if you’re 
only focusing on a small number of AIFMD-
friendly jurisdictions, the process in each 
is not that difficult. Some of the application 
document questions can be a bit confusing 
but by and large it’s not a costly process.”

One industry spokesperson who asked 
not to be identified tells Hedgeweek: “A lack 
of clarity has made US managers cautious. 
They don’t want to get things wrong and 
if they do decide to operate under AIFMD, 
what are they really signing up for?”

Of greater concern to US hedge funds 
is the lack of agreement between Europe 
and the US on how its derivative markets 
should operate. There are two issues that 
need resolving. The first relates to clearing 
members and CCPs. If the EU does not 
acknowledge a US clearing house as a 
recognised third country CCP the result 
would be a significant increase in capital 
requirements placed on a European bank. 

For example, say a US fund uses a US 
affiliate of a European clearing member such 
as Barclays. Under such an arrangement – 

with a European bank facing a US CCP – the 
European head office would incur a higher 
capital charge. 

The risk here is that it could create 
a bifurcation of the derivatives markets 
where US managers only trade with US 
counterparties and vice-versa in Europe. 

“The US and Europe don’t fully agree 
on how clearing should work in practice, 
with additional complications on asset 
segregation. That’s why they’ve yet to reach 
an agreement on this point,” says Ng.

The second issue relates to Article 13 
of EMIR (European Market Infrastructure 
Regulation). In the US, under Dodd-Frank, 
certain alternative investment funds legally 
incorporated outside the US e.g. a Cayman 
hedge fund, but managed by a US-based 
manager are to all intents and purposes 
considered “US persons”. 

The problem is that this equivalence does 
not extend to EMIR. If the Commission does 
not regard the AIF as being “established” in 
the US for purposes of Article 13 the upshot 
is that both the AIF and the EU counterparty 
would need to comply with both Dodd-Frank 
and EMIR.

“I think this is a case of EMIR not seeing 
the wood for the trees,” says one manager. 

The Managed Funds Association, which 
represents the global hedge fund industry, 
has urged the Commission to address this 
issue swiftly “to facilitate the continued 
vitality of the global derivatives market 
and ensure that market participants are 
not subject to duplicative or conflicting 
regulations in the EU and US”. 

Much to do then, between the US and 
Europe. Not that this is putting off US service 
providers. 

One firm making its presence felt in New 
York is Peregrine Communications. Having 
worked with some of the world’s leading 
hedge funds the London-based integrated 
communications firm is not your typical PR 
agency. Style and substance are at the heart 
of their philosophy. 

For US managers keen to stand out from 
the crowd and develop a digital brand, firms 
like Peregrine are filling a vital gap in the 
market; especially now that the JOBS Act has 
removed the fear of managers wishing to 
market and advertise themselves. 

“Managers have the opportunity to use an 
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Growing traction in private 
equity funds space

interview with Jill calton

Jill Calton is a managing director of the 
Alternative Investment Services division 
at UMB Fund Services. Over the past 12 
months, the firm, which currently administers 
just north of USD31bn in alternative 
investment assets, has seen increasing 
inflows into credit strategies and private 
equity funds; particularly the latter.

“We have several existing private equity 
clients that are entering new deals and 
launching new vehicles. We’ve also taken 
on a few fairly large private equity groups 
this year who have rotated out of other 
administrators. In addition, an increasing 
number of private equity managers who 
previously did fund administration internally 
are looking to outsource and utilise a third 
party administrator so they can focus on 
managing the portfolio – it’s an important 
trend in the US,” says Calton. 

“These managers want to know that the 
people working on their funds are top-notch, 
and that the technology and systems we 
have in place surpass the capabilities they 
would have had in-house. Private equity 
managers are also concerned about the cost 
of outsourcing. They don’t want to commit to 
anything that could result in expenses being 
passed on to their investors because of a 
decision to outsource,” observes Calton. 

Calton says technology is a key 
requirement for these managers – even more 
so than for hedge funds. Administrators 
need the ability to automate, provide a high 
level of customisation and give managers 
enhanced reporting tools.

“A lot of our private equity clients are 
adding funds to their portfolios and have 
an increasing need to eliminate manual 
processes, which can lead to human error. 
Through our automation and reporting 
capabilities, we are able to turn around 
information quickly and accurately. 

“Private equity funds have complexities 

that hedge funds don’t have, such as unique 
waterfall calculations, investor transfers that 
can be difficult, and defaults. Sometimes 
investors default, and your systems have 
to be able to handle this without a lot of 
manual intervention. Given the complexities 
of these portfolios, having the right 
technology in place is vital to meeting 
managers’ expectations,” stresses Calton.

Moreover, administrators need increasing 
numbers of in-house experts who can react 
to portfolio discrepancies; maybe a valuation 
issue that needs to be crosschecked with 
the manager. Technology is important, 
but having the right team in place is even 
more so. 

One area where all alternative managers 
are looking for additional support from their 
administrators is middle office services. 

“We have a number of fund-of-PE-fund 
clients asking us to give them a look-through 
from the funds down to the company 
level in their portfolios. We’ve enhanced 
our systems whereby we maintain all the 
portfolio company data, different statistics 
and demographics, etc, and have developed 
a customised reporting solution to suit their 
needs. This means they can take all that 
information and use it when drafting their 
corporate letters to investors. Our clients 
increasingly want real-time access to this 
information, so we’re updating it on a daily 
basis,” explains Calton. 

The benefit to offering such an online 
portal is that it allows investors to access 
data ‘on demand’ without having to rely 
on monthly or quarterly updates from the 
respective general partners. 

“We find that what clients are really 
interested in is the raw data. Increasingly, 
clients of all types – from PE funds to hedge 
funds to fund-of-funds – are looking to have 
access to everything that we track for them,” 
concludes Calton. n

Jill Calton, managing director 
of the Alternative Investment 
Services division at UMB Fund 
Services

UMB fUnd Serv iceS
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incredibly cheap global distribution channel: 
the internet,” says Anthony Payne, Group 
CEO and Peregrine founder. 

“With ’40 Act funds, AIFMD, UCITS, 
as well as offshore funds, the internet 
represents a huge opportunity for managers 
to distribute their funds. But to do so 
requires working with a specialist partner 
that can develop a systematic multi-channel 
approach. It’s a complete messaging 
platform that communicates a manager’s 
investment thesis.” 

According to Max Hilton, who heads up 
Peregrine’s New York office, the JOBS Act 
has levelled the playing field. 

“One of the best websites out there is 
SkyBridge’s. They have a series of videos 
on their website providing clear insights into 
their investments. That is what investors 
now expect,” says Hilton. “If you’re not using 
video you’re way behind the curve.”

The JOBS Act could well prove beneficial 
to smaller hedge funds that need to catch 
the eye of investors. A more pressing 
concern for mid-sized US managers is the 
impact that Basel III bank regulation could 
have on their prime brokerage relationships. 
In a nutshell, those who are not fully utilising 
the bank’s balance sheet of their prime 
broker will face higher costs; especially 
if credit lines are not being used, cash is 
being held in the margin account and a high 
degree of leverage is required. 

Those managers likely to be hit first 
by higher financing costs could be fixed 
income arbitrageurs who need to use a lot 
of leverage to generate the required returns. 
If a bank does not see enough return on 
investment they will simply up the financing 
charge. BarclayHedge estimates that returns 
could fall anywhere between 40 to 80 
basis points. 

“That’s consistent with what we have 
been hearing since this time a year ago. 
Given the nature of those strategies and 
the leverage they employ it’s likely that they 
would be the first in line to feel the impact,” 
says Jack Seibald, managing member at 
Concept Capital Markets LLC. 

Alternatively, the primes will simply 
reduce the amount of leverage they make 
available, especially if, as predicted by Citi, 
the hedge fund industry grows to USD5.8tn 
by 2018. Under such a scenario, a bank’s 

balance sheet will truly become a precious 
commodity. 

Commenting on the potential impact of 
short selling activity, one industry source 
who wished to remain anonymous told 
Hedgeweek: “It is a concern. The real issue 
is what impact higher costs of capital could 
have on the broader markets. If it becomes 
difficult to sell short, for example, what could 
that mean for the depth of liquidity?” 

Seibald says that under Basel III banks 
will be less reluctant to use their balance 
sheets to set aside cash for hedge funds 
that have cash on deposit as they will earn 
next to no interest. It’s not inconceivable 
that managers will have to pay to hold 
cash. US banks have already warned the 
Fed that if they were to lower Interest on 
Excess Reserves (IOER) to zero they would 
have to start charging depositors, including 
households and companies. 

“The extent to which the banks need to 
set capital aside is causing them to reduce 
the size of their balance sheets as one part 
of the equation aimed at improving their 
returns. What is happening now is that 
primes are asking clients to move unused 
cash off their balance sheets and custody it 
somewhere else,” says Seibald.

He adds that increased liquidity 
requirements imposed by regulators is likely 
to cause a further contraction in hedge fund 
lending as banks are forced to hold higher 
quality collateral such as US Treasuries: 
“This will in turn likely make it more 
expensive to execute and manage certain 
strategies that require lots of collateral.”

These are challenging times for US hedge 
funds. The tectonic plates of regulation 
continue to shift. Nevertheless, as assets 
keep pouring in – some USD57bn in the 
first two quarters according to Hedge Fund 
Research – managers have good reason to 
remain upbeat. n

7 “What is happening now 
is that primes are asking 
clients to move unused cash 
off their balance sheets and 
custody it somewhere else.”
Jack Seibald, Concept Capital Markets
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Delivering transparency to 
run liquid alternatives

interview with Martin Sreba

“Being able to wrap an alternative trading 
strategy into a ’40 Act fund structure is 
going to open up hedge funds to a far wider 
audience,” comments Martin Sreba, Senior 
Director, Global Solutions Management & 
Sales at Advent Software. 

Registered investment advisers who have 
never before contemplated mutual funds 
are now looking over their shoulders as 
large traditional asset managers launch their 
own internal hedge fund strategies. This is 
producing significant convergence as both 
traditional and alternative managers look to 
tap in to the USD15trn mutual fund market. 

Figures released by Barclays Prime 
Services show a 43 per cent increase in 
liquid alternatives year-on-year versus 13 per 
cent for hedge funds. 

But whilst the growth of ’40 Act funds 
is not in doubt, running such a product 
represents a significant operational 
undertaking for alternative fund managers. 

“The ability to be as real-time as possible 
and show data in native form to the fund 
manager is critical. When retail investors 
start moving more into liquid alternatives 
this will become much more important; 
investor transparency will be a key driver,” 
says Sreba. 

That’s important if managers intend to 
run a regulated vehicle. ’40 Act funds must 
also offer daily liquidity, leverage levels 
cannot exceed 33 per cent of gross assets 
and there’s a 15 per cent cap on illiquid 
positions.

Having supported the complex trading 
strategies of hedge funds for over a decade, 
Advent Software has built its systems to 
provide just the kind of internal controls and 
processes needed to run liquid alternatives.

“Over the years we saw a need for better 
transparency and applied a module to our 

solution for this market – Geneva World 
Investor – that allows investors to be tied 
to their positions. This means that for any 
investor in our system, we can produce 
reports that show hypothetical exposures to 
the fund’s assets depending on how much 
capital they’ve allocated to the fund.”

“This is a unique concept. An increasing 
number of clients we are signing up are 
asking what kind of transparency our system 
can provide to their investors. This was 
not something that managers concerned 
themselves with five or six years ago. 
Geneva World Investor will enable them to 
provide the necessary transparency to their 
downstream clients,” confirms Sreba. 

Geneva World Investor is part of an 
integrated solution that sits on top of 
Geneva. “It is still one Geneva product. 
Activating Geneva World Investor is like a 
switch on the system that we can turn on 
for the manager if and when they require it,” 
adds Sreba. 

Data transparency is critical for managers 
running liquid alternatives. Whilst many share 
data with investors through their own portals, 
the ultimate aim is to provide a portal that 
gives portfolio managers all the real-time 
data at one end, and access to the fund data 
through a single portal interface at the other. 

“We are building out portal technology 
with our new cloud solution, Advent Direct. 
Our goal is to provide a complete front to 
back solution that gives fund managers all 
the necessary transparency to successfully 
run ’40 Act compliant funds and become the 
default portal for their investors to access 
portfolio information.” 

“We feel that we are in a great position to 
provide a solution to alternative managers 
looking more closely at the ’40 Act fund 
space,” concludes Sreba. n

Martin Sreba, Senior Director, 
Global Solutions Management 
& Sales at Advent Software

advent  SOftWare
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Developing trends
Recent SEC investigations into hedge funds, 
investment advisers, officers, directors, 
and political intelligence firms have been 
indicative of two separate trends that 
are currently shaping SEC enforcement 
decisions. One, under the leadership of 
Chair Mary Jo White, the SEC has increased 
its focus on enforcement and has made it 
a goal to pursue all types of violations, big 
and small. Second, it has been a few years 
since the adoption of Dodd-Frank and it 
has taken a while for the SEC to digest the 
legislation, implement regulations, and react. 
“For the first time since 2008, the SEC is 
beginning to see a post-Dodd-Frank certainty 
regarding regulations and case law,” says 
Mark Ruddy, attorney and founder of Ruddy 
Law Office, PLLC in Washington, DC. “We 
should expect these developing trends to 
portend a broadening of the violations that 
SEC chooses to pursue and how the SEC 
will go about doing it.” 

Increased focus on enforcement
In several speeches dating back to 2013, Chair 
White has made clear that the SEC will attempt 
to cast a wide net with regard to securities law 
violations. Citing as a model for success the 
New York City enforcement techniques in the 
1990s of then Mayor Rudy Giuliani and Police 
Commissioner Bill Bratton, she stated that the 
SEC would attempt to pursue infractions at 
every level to ensure investors that there was 
a strong watchdog monitoring the markets and 
protecting the retail investor. We are seeing 
this “Broken Windows” approach to regulation 
playing out today. 

Recent SEC enforcement proceedings
The convergence of these trends can 
be seen in the September 10, 2014 SEC 
announcement that 28 officers, directors, 
or major shareholders have been charged 

with violating sections 16(a), 13(d), or 
13(g) of the Exchange Act, which require 
these individuals and entities to promptly 
report information about their holdings 
and transactions in company stock. By 
rule, executives, directors, and 10 per cent 
shareholders of US public companies are 
required to report transactions in company 
stock on Form 4, and beneficial owners of 
more than 5 per cent of a class of company 
stock must report holdings on Schedule 
13D or 13G. By using quantitative data 
and ranking algorithms, the SEC identified 
officers, directors, and investment firms that 
repeatedly filed late. 

The announcement of these enforcement 
actions is significant for several reasons and 
predictive of future enforcement trends. The 
SEC acknowledged employing data mining 
software to leverage their enforcement 
capabilities. In order to cover more ground, 
the SEC has been looking for different 
analytical tools that will assist enforcement 
staff in detecting violations that otherwise 
would require more significant human capital 
to uncover. The quantitative analytics used 
to review the ownership filings are a good 
example of how the SEC is transitioning 
towards computer-driven analysis to further 
their Broken Windows enforcement strategy. 

The SEC had previously announced that 
it was developing the Advanced Bluesheet 
Analysis Program (ABAP), a database that 
would be able to mine trade and account 
information to develop links between 
individuals and uncover trading-based 
violations such as insider trading. In 2013, 
the SEC filed 43 insider trading actions. This 
trend is likely to continue through 2014 and 
beyond. This pivot towards technology in 
enforcement is evidence of the SEC’s desire 
to be everywhere in the securities markets. 

Another significant aspect of this 
September SEC announcement is that 

SEC enforcement:  
the state of play

interview with Mark ruddy

Mark Ruddy, attorney and 
founder of Ruddy Law Office
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the SEC does not need to show intent 
to prosecute violations of 16(a), 13(d) and 
13(g). While scienter-based violations 
require that the SEC show that the violator 
acted intentionally or recklessly, the SEC 
is demonstrating that it is willing to bring 
cases for strict liability offenses or for 
negligent conduct. In so doing, the SEC is 
attempting to maximise its use of resources 
by prosecuting violations that are more easily 
identified and settled. 

“This marks a contrast with past 
enforcement techniques, where negligence-
based actions were typically not brought on 
their own, but usually in conjunction with 
other intent-based violations as a type of 
catch-all violation,” explains Ruddy.

Since the implementation of Dodd-Frank, 
part of which required investment advisers 
with USD150m or more in assets to become 
SEC-registered, the SEC has seen a 50 
per cent-plus increase in the number of 
SEC-registered investment advisers that 
advise private funds. This prompted the 
SEC’s Office of Compliance Inspections 
and Examinations to embark on a series 
of presence exams in 2012 targeting newly 
registered investment advisers. By focusing 
on risk-based areas – including marketing 
tactics, portfolio management, conflicts of 
interest, valuation processes – the SEC has 
steadily built up a deeper understanding of 
hedge funds. 

“The OCIE will say that the reason for 
conducting these presence exams is to help 
educate in some ways the new registrant 
about proper policies and procedures. In 
reality, they’re conducting these visits to 
get more of an insight into how hedge 
funds operate,” comments Ruddy. The 
September 10, 2014 SEC announcement 
included charges against five investment 
advisers in connection with their beneficial 
ownership of publicly-traded companies. 
This exemplifies the post-Dodd-Frank state 
of SEC enforcement: Dodd-Frank regulations 
have been passed, the SEC has gathered 
information, and now they are beginning to 
bring cases.

As the amount of information and the 
body of Dodd-Frank case law increases, 
the SEC has demonstrated an increased 
willingness to bring enforcement action 
through administrative proceedings. In 

addition to benefitting from a settled 
regulatory framework, administrative 
proceedings are generally resolved 
faster than in the courts and provide the 
opportunity for better publicity. On June 30, 
2014, the SEC announced that it had hired 
two new judges and three new attorneys 
to join the Office of Administrative Law 
Judges. Coupled with several other recent 
hires, the SEC has nearly doubled the size 
of this office and seems to be preparing 
for an increased number of administrative 
proceedings. 

More recently, the SEC has publicised 
its use of the whistleblower programme, 
another by-product of Dodd-Frank, to assist 
the Commission in gathering information. On 
September 22, 2014, the SEC announced a 
USD30m award, the largest payment in the 
history of the programme, to one anonymous 
whistleblower who provided information that 
led to an SEC enforcement action. Since its 
inception three years ago, the whistleblower 
programme has received more tips and has 
paid out more in awards in each year. 

The SEC enforcement division has started 
to take a cold hard look at the way hedge 
funds interact with Washington officials to 
potentially gain political intelligence. As 
the Wall Street Journal reported over the 
summer, the SEC is currently investigating 
more than 40 Wall Street entities including 
some of the largest US hedge funds. This 
has been a hot button issue for the past 12 
months in the US. This heightened scrutiny 
and public attention has come about in the 
wake of the Stop Trading on Congressional 
Knowledge Act (the Stock Act), passed 
into law in 2012. The Stock Act attempted 
to combat political insiders from using or 
passing along non-public information that 
political insiders may gain in the course of 
their official duties for personal benefit. 

Going forward, we can expect these SEC 
enforcement trends to continue. Specifically, 
aggressive enforcement of SEC rules 
violations at every level with an increased 
reliance on quantitative analytics and the 
development of information databases such 
as ABAP. The SEC has demonstrated an 
increased preference for bringing cases in 
administrative proceedings rather than filing 
in court, and this trend will likely continue 
into 2015. n
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The second part of a report released by 
Deutsche Bank in September 2014 reveals 
that investor allocations to US alternative 
mutual funds currently stand at 24 per cent; 
up from last year’s figure of 13 per cent. 

The report, entitled From Alternatives to 
Mainstream Part Two, surveyed 86 hedge 
fund managers representing USD6trn in 
combined assets and 212 investors that 
collectively manage and/or advise on 
USD804bn in hedge fund assets. Since 
2008, assets have grown 38 per cent on an 
annualised basis and since end-2013 they 
have grown 18 per cent (through May 2014). 

“Since 2008 I really can’t think of any other 
part of the asset management industry that 
has grown so much. However, you have to 

remember we are coming from a low asset 
base. Total AuM for ’40 Act liquid alternatives 
is USD300bn, which is not much compared 
to the USD2.8trn offshore market. It’s 
approximately the same for alternative UCITS 
in Europe, which have grown from EUR36bn 
to EUR236bn between 2008 and 2014,” says 
Anita Nemes, Global Head, Hedge Fund 
Capital Group at Deutsche Bank.

Significantly, the report found that nearly 
two thirds of investors allocating to ’40 
Act liquid alternatives plan to increase 
their allocations over the next 12 months. 
Approximately 51 per cent said they currently 
invested in one of these products. It’s this 
level of demand that forms part of the 
survey’s key narrative. 

Investors quench 
their thirst with liquid 

alternatives
By James Williams
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their hedge fund investors have certain 
performance expectations which they 
are paying fees for. They don’t want to 
antagonise them by going off to launch a 
retail product. That said, some of our hedge 
fund managers are acting as sub-advisors to 
multi-manager liquid alternatives. What they 
aren’t doing, at least currently, is going off 
and launching liquid alternatives separately 
to their hedge funds.”

Nemes points out that the number one 
concern (32 per cent) among managers over 
launching liquid alternative funds is asset 
raising, while 30 per cent cite concerns over 
cannibalising their existing fund(s) because 
of the low costs. 

“Asset raising is the biggest challenge 
because the audience is one that hedge 
fund managers are not familiar with; that’s 
why they many of them are teaming up 
with mutual funds who have extensive 
experience,” says Nemes.

Jasinski believes that, aside from the 
cannibalisation issue and lower fees, another 
reason why managers might be reluctant 
to launch ’40 Act funds is that they won’t 
be able to replicate the same level of 
performance as their offshore fund. 

“We have one USD200m long/short 
equity manager who said that they were 
approached by eight to 10 liquid alternative 
providers over the past couple of years. 
They turned down every one, even with 
the opportunity of receiving a USD500m 
allocation. 

“The manager in question made a couple 
of points; firstly, they’d earn half the amount 
in fees, they’d have to provide additional 
transparency and reporting, and they would 
potentially antagonise their existing clients. 
They didn’t want to jeopardise the growth 
of the offshore fund by adding a product 
that would limit the effectiveness of their 
trading strategy. 

“When we asked managers why they were 
launching liquid alternative funds a significant 
percentage (41 per cent) said they were 
doing so because of demand from existing 
investors. As the industry matures hedge 
funds are increasingly finding solutions for 
clients rather than offer a one-size-fits-all 
product,” says Nemes. 

Indeed, on the supply side the survey 
found that 42 per cent of managers currently 
offer a liquid alternative product, up from 
27 per cent last year. As Nemes confirms: 
“We have seen that larger clients seem to 
be at the forefront of liquid alternative fund 
launches – two thirds of those surveyed 
with USD5bn-plus in AuM manage liquid 
alternative funds, and one third of those 
managers said they planned to launch at 
least one new product over the next 12 
months.” 

David Kabiller is the co-founder of 
hedge fund firm AQR Capital Management. 
They launched their first mutual fund back 
in January 2009. Kabiller was quoted in 
the Financial Times saying “we see an 
opportunity because there is a need”. The 
mutual fund division headed up by Kabiller 
now accounts for USD13bn of the estimated 
USD90bn in total assets at AQR. 

However, it’s important to keep 
perspective. If one looks at the types 
of managers who have launched these 
products, along with AQR, Arden, Blackstone, 
Carlyle Group and KKR they largely consist 
of big traditional mutual fund players: Wells 
Fargo, Neuberger Berman, Fidelity. 

This remains largely the preserve of the 
big boys; those with a recognised brand 
name, reputation and who can tap in to 
substantial distribution networks. 

“The liquid alternatives market is growing 
but we are not personally seeing interest 
among our hedge fund clients,” says Ted 
Jasinski, General Manager of Admiral 
Administration (US) LLC, the alternatives 
administration arm of Maitland Group. “One 
manager said to me, ‘Why would I choose 
not to earn 1.5/20 just to get the assets and 
face even more reporting?’”

Jasinski is well aware of convergence 
taking place but says that people need to 
look at the wider picture. 

“Your average hedge fund manager 
doesn’t want to offer two products because  20

“As the industry matures 
hedge funds are increasingly 
finding solutions for clients 
rather than offer a one-size-
fits-all product.”
Anita Nemes, Deutsche Bank

http://www.hedgeweek.com


C

M

Y

CM

MY

CY

CMY

K

Peregrine_A4-Advert-September-v9-PTH.pdf   1   02/10/2014   19:55



www.hedgeweek.com | 19USA Hedgeweek Special Report Oct 2014

Peregrine expands US 
capabilities with NY office

interview with Max Hilton & anthony payne

This summer, Peregrine Communications 
pitched its flag on 44th & Fifth, New 
York to further bolster its award-winning 
reputation as a marketing solutions provider. 
Overseeing the new office is Peregrine 
veteran Max Hilton.

“We’ve been working with US clients since 
2002 but it became apparent that we needed 
to be on the ground. Sixty per cent of hedge 
fund managers are based in the US, and 
many of the investors into hedge funds, and 
New York and London are the two most 
important media hubs,” says Hilton.

‘We are making a major commitment with 
our new office in New York,” says Anthony 
Payne, Peregrine Founder & Group CEO. 
“Max is one of our most experienced client 
directors, Mirabel Mintz joined from FQS 
Capital Partners where she handled investor 
relations, Michaela Morales joined from 
Prosek Partners and then there’s Peter 
Roche and Christine Cannon, two seasoned 
media gurus. Peter started life as a bond 
reporter for the Wall Street Journal and went 
on to become VP Corporate Communications 
at Morgan Stanley. Peter knows the US 
media landscape chapter and verse.” 

In addition to the core team in New York 
is Chicago-based Ed Dunn; Peregrine’s 
specialist fund marketing expert who 
previously ran the institutional investment 
communications team at T. Rowe Price.

It’s a comprehensive team that Peregrine 
has built alongside its London operations 
to be at the vanguard of delivering multi-
channel content strategies for hedge funds.

“We believe the way to build a brand in 
hedge funds is through thought leadership. 
What does that mean? It means educating 
investors on your approach to managing 
their money’ says Payne. “We help clients 
to develop a messaging platform that truly 
differentiates them from their competitors 
and reveals their edge as a manager.’

“We package that into a content programme 
that we then disseminate through email, 
through the manager’s website, through 
advertising and events, marketing materials, 
social media and via contributed articles to the 
media. That’s what we mean when we refer 
to providing multi-channel content through an 
integrated communications approach.”

Previously, traditional managers took a 
one-dimensional approach to building a 
brand; often by focusing on performance 
alone and showcasing their best fund(s). But 
performance is not the right way to build a 
21st Century brand; something that today’s 
managers are starting to understand says 
Payne, who believes that branding is the 
new performance: 

“Our approach is to understand the DNA 
of the partners and ask each of them ‘What 
is your edge as a manager?’ 

“We then bring that together to reveal the 
overall corporate DNA and deliver it through 
content that actually moves the needle and 
helps investors better understand what these 
managers do.”

In essence what Peregrine is doing is to 
help managers create an online corporate 
brochure to strengthen their brand identity.

“When someone types the manager 
into Google they see multiple messaging 
displayed: the website, Twitter, FaceBook, 
YouTube links to corporate videos/
presentations, articles published in the 
media. That’s the power of having a 
multi-channel communications strategy to 
achieve a thought leadership objective. 
It’s a complete messaging platform that 
communicates a manager’s investment 
thesis,” says Payne.

As Hilton concludes: “Investors are getting 
bombarded daily with emails and calls. How 
do they filter through that abundance of 
enquiries? They turn to a brand. Branding is 
fast becoming an evaluation factor.” n

Max Hilton, Director, 
Peregrine USA

Anthony Payne, Peregrine 
Founder & Group CEO
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von Bismarck, partner and CEO, Europe 
at SkyBridge Capital says that in 2012 the 
portfolio was 80 per cent skewed towards 
cash flow generative strategies and only had 
20 per cent exposure to catalytic strategies. 

“In 2013, approximately 43 per cent 
of the portfolio was turned over as we 
became more constructive on US equities. 
Subsequently, there was a rotation out of 
debt into more idiosyncratic equity strategies. 

“Event driven strategies increased from 
15 per cent to 40 per cent in the portfolio. 
If we hadn’t have done this, and retained 
our exposure to credit-based strategies, we 
would have generated roughly 500 basis 
points less in the fund in 2013,” confirms 
von Bismarck.

“With equity markets expected to 
experience a 10 per cent correction at 
some point in the near term, the SkyBridge 
investment team reduced the level of 
directionality in the fund at the start of 2014.

“The M&A market is still good for event-
driven managers but we’ve moved to 
reduce market beta in the portfolio and have 
rotated out of long-biased managers. The 
portfolio exposure to event-driven managers 
remains at 40 per cent, it’s just more market 
neutral than it was last year,” confirms von 
Bismarck.

One of the first firms to enter into 
a partnership with a traditional mutual 
fund manager to launch a multi-manager 
alternative mutual fund was Arden Asset 
Management LLC. Back in 2012, Arden 
teamed up with Fidelity’s Portfolio Advisory 
Service to launch the daily liquidity Arden 
Alternative Strategies Fund, an open-end 
mutual fund that gives investors access to a 
portfolio of hedge fund managers. 

Speaking at the time, Averell Mortimer, 
President and Chief Executive Officer of 
Arden said: “Delivering greater access and 
choice is clearly the wave of the future and 

“That’s a good sign. It shows that 
managers aren’t necessarily chasing assets. 
They understand what it is that makes them 
effective; they don’t want to sell out and 
offer a retail product just for the sake of it,” 
comments Jasinski.

Martin Sreba is Senior Director, Global 
Solutions Management & Sales at Advent 
Software. He makes the point that investor 
protection is a key aspect in the US. In other 
words, managers need to think very carefully 
before launching a regulated fund. Indeed, 
the SEC has begun its sweep of between 
25 and 30 alternative mutual funds launched 
by high-profile names to ensure that these 
funds are being run properly. 

“In the US, even though the underlying 
design of Form PF is to monitor systemic 
risk behind the scenes these reports are 
forcing managers to be much more aware 
and sensitive to investors’ awareness and 
understanding of their funds. It’s no longer a 
black box investment philosophy. Everything 
has to be reported. 

“Launching a ’40 Act fund will simply push 
this regulatory obligation to the next level. 
If these funds want access to the USD15trn 
mutual fund industry they will have to be 
more compliant and I would almost go so 
far as to say that Dodd-Frank regulation and 
Form PF has prepared hedge fund managers 
for this next level of compliance where ’40 
Act is an even stricter regime,” opines Sreba. 

One of the most successful managers to 
run a registered fund-of-hedge-funds in the 
US is SkyBridge Capital. SkyBridge Multi-
Advisor Hedge Fund Portfolios LLC – Series 
G launched back in 2003 under the ’40 Act 
but unlike an alternative mutual fund it is 
only available to US accredited investors. 
The fund also provides quarterly liquidity. 

The fund currently comprises 37 
managers, with the Paulson Recovery Fund 
at 12.69 per cent currently representing the 
largest position in the portfolio.

Through 2014 the fund has continued to 
attract significant investors from high net 
worth investors. Series G sits on 16 different 
platforms including the likes of Morgan 
Stanley and Bank of America Merrill Lynch. 
Through August the fund has returned 5.38 
per cent (net of fees). 

With respect to how Series G has 
performed over the last two years, Max 
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“The portfolio exposure to 
event-driven managers 
remains at 40 per cent, it’s 
just more market neutral 
than it was last year.”
Max von Bismarck, SkyBridge Capital
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Getting around AIFMD
By Kavitha ramachandran

The EU’s Alternative Investment Fund 
Managers Directive (AIFMD) has essentially 
created a vast ‘Fortress Europe’. As of 
22 July this year, managers of alternative 
investment funds must become authorised 
under the Directive as ‘AIFMs’ (Alternative 
Investment Fund Managers) or accept 
the burden and uncertainty of the private 
placement regimes if they want to market 
their funds in Europe.

Some fund managers may choose 
simply to walk away from the European 
market and not bother with the rigours of 
the AIFMD at all. But many will not. Europe 
is a huge market with its fair share of the 
global USD6trn assets in alternatives up for 
grabs. The European and US markets are 
similar in many respects, and it is a natural 
point of expansion for many US hedge fund 
managers.

Bear in mind that AIFMD may be a piece 
of regulation, but its ultimate aims are more 
or less in line with market trends. As the 
alternative investment market matures, 
investors are increasingly demanding far 
more information and transparency from 
fund managers in return for their capital. 
Transparency is the new name of the game 
– this would be the case even if AIFMD 
didn’t exist. 

For US-based hedge fund managers that 
already have a presence in Europe – and 
are confident they can meet the Directive’s 
substance and reporting requirements 
– it makes sense to apply for AIFM 
authorisation. But what about US managers 
with European investors but no European 
presence? Or US managers with no current 
European investors, but the desire to expand 
into Europe in the future? 

For these managers there is another 
way in – the partnership approach. Here 
the US fund manager partners with a 
third party, typically a company with fund 
administration expertise. The third party is 

already in Europe, with an authorised AIFM 
up and running, such as Maitland’s M.S. 
Management Services which is based in 
Luxembourg. This entity becomes the AIFM 
to the funds, appoints the US manager 
to do the portfolio management and 
assumes responsibility for all of the other 
duties envisaged in the AIFMD including 
risk management, compliance monitoring, 
regulatory reporting and investor due 
diligence. It will also appoint a depositary as 
required. Should the EU passporting for non-
EU managers and funds be made available 
in 2015, this opens up “Fortress Europe” for 
these funds/managers and ensures that they 
will be ahead of the curve.

Maitland has also established its own 
comprehensive AIFMD compliant SIF 
(Specialised Investment Fund) platform, MS 
SICAV SIF, for product construction and 
innovation in the EU. This is a Luxembourg 
(EU) domiciled alternative investment 
umbrella fund with multiple sub-funds 
each with flexible investment strategies 
allowing managers to invest in a range 
of alternative asset classes and have 
their “own brand”. The SIF has appointed 
a depositary and auditor that are well 
established and regulated in Luxembourg 
with a global presence. Both are independent 
of Maitland. 

Being an independent third party fund 
administration business with over USD200bn 
assets under administration spread over key 
fund domiciles, Maitland is able to provide 
both fund managers and investors with 
the necessary transparency, independent 
oversight, controls and segregation of 
functions, as well as the benefit of our 
technological platform for reporting 
requirements, all of which are required under 
the Directive. The joint solution described 
above – the third party AIFM and the SIF – 
gives clients access to an EU ready-made 
product and market, the “EU passport”. n

Kavitha Ramachandran, Senior 
Manager-Client Services, 
Maitland Group

MaitLand
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Basel III set to  
increase prime  
brokerage costs 

interview with Jack Seibald

much short selling was being employed, 
etc.; the other being a review of the client’s 
revenues relative to the degree of balance 
sheet utilisation and the resources that were 
required to service that fund.”

Seibald says that the effects of tighter 
bank capital requirements are now visible at 
the US-based clearing firms Concept Capital 
deals with. And, as reported by the Wall 
Street Journal in August, large prime brokers 
have started to cull their hedge fund clients. 

This is not a size issue. As Seibald 
explains: “It’s a function of the asset classes 
held by the fund – the extent to which they 
are paired off on the bank’s balance sheet, 
– the fund’s net exposure and the leverage 
employed on the one hand, and the various 
revenue streams the prime earns from the 
client, be it stock lending, general collateral 
interest, or trading on the other.”

“Regardless of the size of the fund and 
the overall revenues it generates, it will still 
come down to how those revenues stack 
up against the balance sheet resources it 
consumes”. 

Seibald says that in addition to general 
collateral finance rates rising, managers 
should expect the cost of carrying short 
positions to increase as well. 

“We’ve had a low interest rate 
environment for quite some time and the 
spreads the banks charged clients (above 
LIBOR or Federal Funds) have been tight. 
Regardless of when interest rates finally rise, 
I think the financing spreads they charge 
clients will increase. That’s probably the first 
area of the client pricing sheet the primes 
will look to adjust,” opines Seibald. 

Hedge funds are about to discover just 
how important they really are to their prime 
brokers. n

Market regulation is starting to impact the 
way prime brokers do business with their 
hedge fund clients. The need to store away 
more capital and strengthen their balance 
sheets under Basel III regulations and other 
requirements imposed by central banks are 
set to redefine the way primes view their 
clients, with the return on assets they earn 
from them likely to become the de facto 
parameter. 

Simply put, prime brokerage divisions are 
increasingly going to assess hedge funds 
based on the extent to which their portfolios 
use the bank’s balance sheet. 

More specifically, primes will increasingly 
be sensitive to the nature of hedge fund 
portfolios: whether they are paired off with 
long and short positions, the extent to 
which they employ financing, and, perhaps 
ironically, the extent to which they hold cash 
in their accounts. 

“Managers are likely to face a less 
hospitable prime brokerage environment 
and higher costs. We’ve been monitoring 
this growing regulatory issue since early 
2014 when we were approached by a 
couple of large European prime brokers who 
were looking for ways to discretely offload 
some of their clients with the least amount 
of disruption,” comments Jack Seibald, 
managing member at Concept Capital 
Markets LLC, one of North America’s leading 
introducing brokers. 

Seibald continues: “They were looking at 
their capital requirements and what Basel III 
would mean for them in terms of balance 
sheet utilisation. This led to a client review 
process that covered two sides: one being 
the extent to which a client’s fund was 
utlilising the bank’s balance sheet, including 
how much leverage were they using, how 

Jack Seibald, managing 
member at Concept Capital 
Markets LLC
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we believe our programme is an excellent 
way to add portfolio diversification and 
represents a landmark in expanding the 
investable universe for retirement assets. We 
think this fund is a real game changer.”

It seems to be working. Not only has the 
fund exceeded USD1bn in assets, Arden 
have since gone on to launch a second 
product: Arden Alternative Strategies II Fund. 
The multi-manager fund is available for a 
minimum investment of USD1,000. Through 
June 2014 the fund was up 2.90 per cent. 
Arden declined to comment on the fund. 

Service providers have been quick to 
develop solutions to support those managers 
wishing to get active in the ’40 Act fund 
space. US administrator UMB Fund Services 
has developed two products suited for 
managers interested in the growing liquid 
alternatives space says Jill Calton, managing 
director at UMB Fund Services. Both are 
turnkey solutions designed to help managers 
launch new products.

“We offer the Investment Managers 
Series Trust – a turnkey solution for 
establishing a mutual fund. We help with 
everything from product education through to 
launch and distribution, which takes around 
120 days. In addition, we’ve developed 
Registered Fund Solutions, a platform for 
managers who wish to launch registered 
hedge funds,” says Calton.

Note that a registered hedge fund here 
would be akin to the Series G onshore 
fund-of-hedge-funds run by SkyBridge; not a 
mutual fund but still regulated. 

“We are seeing demand for both 
products,” confirms Calton. “Our Series Trust, 
for example, has experienced significant 
success and we’ve recently launched a 
second trust for new advisors. In fact, many 
of the most recent funds to launch within our 
trust would be considered liquid alternatives.”  

Advent Software’s Martin Sreba says that 
the number one operational challenge to 
running a ’40 Act fund is the ability to handle 
complex asset classes. 

“That has not been a strong suit of a lot 
of legacy systems. The ability to natively 
handle these asset classes is critical for 
producing accurate valuations and exposures 
– not just market risk exposures but also to 
different counterparties, which is what the 
regulators want to see. 

“Also, running a ’40 Act fund requires 
constant compliance. These products have 
specific rules regarding portfolio construction. 
You have to develop a cookie-cutter regime to 
constantly monitor the fund and that requires 
a lot of real-time information to capture to 
understand the real-time risks you and your 
investors are exposed to,” says Sreba. 

Given the tight pre- and post-trade 
controls that will need to be in place to 
remain within strict investment parameters 
Sreba suspects that the barriers to entry will 
likely be quite high. 

“The cost of systems to effectively monitor 
everything throughout the trade lifecycle will 
be high. Managers will need to become much 
more institutional by nature,” suggests Sreba.

Interestingly, one area of activity that 
Jasinski is seeing at Admiral Administration 
is an increasing number of fund-of-one 
launches by institutional investors. In many 
ways, these are a cross between a ’40 Act 
fund and a hedge fund: they provide superior 
transparency, more investor control and 
better liquidity provisions. 

“We are seeing a range of these products 
launching, spanning vanilla fund-of-fund 
assets all the way through to more esoteric 
assets. For example, structured finance, 
asset-backed loans – airplane leases, farm 
leases, container leases, entertainment 
royalties. We’ve seen some interesting 
launches and it’s been a good area of 
growth for us. We’ve just broken through 
USD30bn in AuA and we anticipate being 
able to double that in the next three to five 
years,” says Jasinski. 

If the supply/demand curve for liquid 
alternatives in the US continues its 
exponential rise there will certainly be plenty 
of opportunities for managers and service 
providers alike to enjoy a bigger slice of 
the pie. 

In conclusion, Nemes reflects on the 
situation by saying: “A lot of hedge funds 
have become true asset managers today. 
They’ve got the infrastructure in place 
and sizeable investment teams. If they 
feel that their investors are interested in 
liquid alternatives, and it’s a product they 
can develop and deliver the right level 
of expertise then it’s a way for them to 
first grow their business and diversify the 
revenue stream.” n
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