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After approaching a decade of rapid growth,
Ireland’s hedge fund services industry may
be having to face up to new challenges in
the form of rising costs, occasional
shortages of key skills, and increased
competition from other jurisdictions.
However, most people in the industry would
acknowledge that these are problems born
of success.

When Dublin emerged as a financial
services centre starting in the early 1990s,
many international companies were
prompted to relocate to the city’s
International Financial Services Centre at
least in part by the prospect of lower costs.
But today, with the industry a leading
employer and Ireland now one of Europe’s
most prosperous countries, salaries, office
space and other expenses are on a par with,
and in some cases higher, than rival centres.

Ireland has also benefited from the
availability of a young, well-educated
workforce. Although the industry in general –
and the hedge fund administration sector in
particular – has built up an enviable level of
specialist expertise, the growth of the
industry has resulted in increased
competition for skills and experience, in
Dublin at least.

Meanwhile, other financial centres such
as the Channel Islands, the Isle of Man and
Luxembourg have belatedly latched on to the
niche carved out by Dublin in hedge fund
services and are scrambling to gain a larger
share of this growing market through
changes in legislation and regulation.

But there is no sign that these
developments are having any significant
effect on Ireland’s competitiveness. For
example, Dublin’s higher costs have been
matched by growth in the experience and
expertise available to an industry which
requires much higher levels of skills than
traditional long-only fund administration.

Some companies have decided to move
all or part of their operations to lower-cost
areas such as India – but others are simply
setting up shop in other parts of Ireland,
where they can still benefit from the
country’s pool of educated people and its

advantageous corporate tax structure.
Besides, none of the competing jurisdictions
for hedge fund business can themselves be
described as low-cost.

Another sign that the industry is settling
into a mature growth pattern is the
acquisition of many specialised hedge fund
administrators by leading international
institutions. This means there is a choice
between big global players that may be
geared to larger funds and appeal more to
institutional managers, and smaller niche
players that are willing and able to offer a
more individual service to start-up funds.

The national authorities are keen to see
the financial sector develop further, and
attracting hedge fund managers to set up
shop in Ireland has been identified as a
potential opportunity for growth. However,
industry members believe that legislative
changes may be necessary for the
jurisdiction to become more attractive as a
domicile for alternative funds.

But how crucial this might be to the future
of Ireland’s financial industry is a moot point.
With the benefit of first-mover advantage and
a critical mass of expertise unmatched in
any other international centre, all the signs
are that Dublin is well placed to defend its
pre-eminent role in alternative investment
servicing into the future. ■

Dermot Butler

I N T R O D U C T I O N
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Is Dublin’s financial services industry in
danger of losing its momentum? At first
sight, it’s hard to credit. In the decade or so
since the country emerged as a major
international financial services centre, Ireland
has gone from strength to strength, carving
out major roles in European and international

markets ranging from unit-linked life
assurance to securitisation.

Nowhere is the vigour of the “Celtic tiger”
more evident than in the hedge fund
administration industry, once viewed as a
sideline from the main business of
administering mainstream long-only

O V E R V I E W
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investment funds but today outstripping it in
growth and starting to challenge it in terms
of assets under administration.

Ireland itself barely registers on the radar
as a hedge fund domicile but its success
has been built on the stock exchange listing
and servicing of funds set up in the classic
offshore hedge fund domiciles of the
Cayman Islands, Bermuda and British Virgin
Islands.

Says Mark Mannion, head of fund
services for UBS: “The value of non-Irish
registered funds administered here grew by
41 per cent to $259bn in the 12 months to
June 2004, up from just $45bn in 1998, and
most of that is hedge fund business.” He
notes that the figure for non-domiciled fund
assets is now closing in on the total for Irish-
registered funds, which stood at $503bn last
June according to fund data specialist
Fitzrovia International.

Adds Mannion: “The last few years have
been a big booming period. The
administration of alternative vehicles in
Dublin has grown faster than the overall fund
administration industry. The performance of
traditional vehicles has been relatively flat
over the past five years, which has
encouraged the spread of alternative
vehicles. There has been a very large
increase in the scale of the administration
business, in terms of both the volume of
assets and the number of employees.”

Once the preserve of small, niche firms,
Dublin’s hedge fund administration industry
is increasingly being targeted by big
international institutions, such as State
Street, JP Morgan, Bank of New York and
HSBC, that have bought their way into the
market by acquiring specialist providers.
Today Ireland has a total of nearly 50 fund
administrators, around 20 of which handle
hedge funds as their sole focus or in
addition to traditional fund business.

According to Ken Somerville, senior
director in charge of fund accounting at
PFPC International, this level of competition
is a major strength for a hedge fund
administration centre. He says: “Managers
come to Dublin as a centre of excellence for
administration where they have the
opportunity to meet a range of service
providers and can make a robust and strong
choice.

“The competitiveness of the market
provides a strong incentive for all providers
to offer good service, recruit experienced
staff and obtain the best technology. And the
compactness of the financial services centre
means managers interested in bringing
business to Ireland can meet administrators,
legal firms, stock exchange sponsoring
brokers and the regulator IFSRA all within a
couple of days.”

Somerville believes that the quality of
service offerings and adherence to the
highest regulatory standards is maintained
by peer pressure as providers seek to
ensure the reputation of the centre is upheld.
He says: “Everyone subscribes to a
regulated environment in a very positive way.
I wouldn’t be very impressed with a vendor
that didn’t subscribe to that mindset, and I
don’t think that would be very attractive to a
manager.”

Arguably, the fund administration sector is
one of Dublin’s most striking successes. In
the 1990s, the centre’s goal was simply to
carve out a share of a market for the
servicing of pan-European traditional funds
previously dominated completely by
Luxembourg. Says Deloitte & Touche audit
partner Ronan Nolan: “It’s got to the stage
now where Luxembourg would regard
Luxembourg as a very significant competitor
indeed, and significantly ahead in the area of
hedge fund administration.”

But the Irish authorities are wary of the
industry becoming complacent and losing its
competitive sharpness. That’s why the
country’s government-backed economic
promotion organisation, the Industrial
Development Agency, last year called on
Deloitte to examine the options for the
further development of the financial; sector
and its expansion into new areas.

While Dublin has been highly successful
over the past 15 years, the IDA believed the
industry needed new impetus to cope with
challenges such as an increase in costs –
negating a key selling point for Dublin in the
early to mid-1990s – and growing
international competition. “The concern for
the future is not to become in any way
complacent or inflexible on the back of our
success,” Nolan says.

Deloitte’s report recommends five areas
for attention, including building on the

O V E R V I E W
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It’s easy when your with 
someone who has it

Need expert advice on hedge funds?

In Ireland, our Deloitte investment team is recognised as one of the leading professional advisers
to the hedge fund industry.  Our experience in the development of Dublin's International
Financial Services Centre means that we work closely with a wide range of investment managers,
their hedge funds and their service providers.  We believe that our depth of resource and
experience enables us to provide a quality service to our clients who range from large hedge funds
to funds in start-up phases.  Our services include:

• Audit and assurance services
• Advising on direct and indirect tax issues
• Advising on appropriate fund structures
• Advising on accounting, regulatory and compliance issues
• Advising on systems and information technology
• Advising on offshore funds

Our specialists are members of our investment management practice, which is part of our global
financial services industry (GFSI) practice.  Our GFSI practice operates through dedicated
financial services professionals in over 40 countries, including all major global centres. 

For further information, please contact Ronan Nolan, Deirdre Power, Mike Hartwell or
Paul Reck on +353 1 417 2200 or visit our website www.deloitte.com/ie



Last year Deloitte & Touche was
commissioned by Ireland’s Industrial
Development Agency to examine future
opportunities for the country’s international
financial services sector. While the industry
has been enormously successful since
Dublin’s International Financial Services
Centre was created 15 years ago, the IDA
believed the sector needed fresh momentum.

Some of the success factors still exist,
such as the favourable tax environment and
the ready availability of a skilled workforce.
However, the price of success is that Dublin
is no longer a low-cost centre, and there is
increasing competition from other
jurisdictions.

The report, published last December,
identified five main areas that offer the
greatest promise for growth in the future.
Two opportunities are linked to investment
management or funds, in particular Dublin’s
fast-growing hedge funds sector: to try to
create scale in asset management, and to
build on the existing centre of excellence for
fund servicing.

One of the IFSC’s original objectives was
to create promote asset management activity,
but so far this has been largely limited to
Pioneer, the two domestic banks, Bank of
Ireland and AIB, and a handful of hedge fund
boutiques. It has proved extremely difficult to
attract investment managers away from
established centres such as London. This
demonstrates the importance of a
community in which asset management
specialists can meet their peers and move
jobs very easily.

However, hedge funds seem a good area
on which to focus, because it’s a much less
institutional environment. A cohesive

marketing approach could attract further
alternative investment management activity,
creating a ‘cluster effect’ and in the long
term attracting the bigger players.

Dublin has had enormous success in
getting itself on the map as a major
European centre for fund servicing. However,
it’s important not to become complacent or
inflexible in any way. For example, the
industry wants to avoid any excessive delays
in obtaining regulatory approval for fund
start-ups or changes.

This should not be at any cost to Ireland’s
reputation as a well-regulated centre within
the EU. But subject to that need for strong
and effective regulation, there is room to
develop the rules to make Dublin as
attractive to funds as possible.

For example, to benefit from the
favourable tax environment, it’s important to
have as broad as possible coverage of
international tax treaties, so that funds
administered here can be genuinely tax
transparent from the investors’ point of view.

Another proposal is to encourage the
development of Ireland as a centre for
product innovation in areas including fund
servicing, perhaps through tax-based
incentives. This is possible because
compared with 15 years ago, Dublin now
has a critical mass of very experienced
people who really know the business at a
senior level.

This is an important opportunity because
of the growth expected in the European
asset management industry over the next
decade, the increasing importance of long-
term private retirement savings, and the
ongoing trend toward outsourcing of
investment servicing by asset managers. ■

D E L O I T T E  &  T O U C H E
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More than USD 320 billion in assets under administration, and yet
the flexibility of a two-person financial powerhouse. You and us.

Hedge Fund Services. When it comes to fund administration, UBS provides a reliable and trustworthy partner with

the knowledge and experience to enhance your investors’ confidence in your skills and expertise. Based in the Cayman

Islands and Ireland our teams offer a competitive range of tools and support services designed to help you outpace your

competition and grow your business. These services – which have been tested over time, across multiple conditions and

environments – include: administration, registrar and transfer agency, and statutory and banking services. We are also

a leading fund management and administration provider in Switzerland, Luxembourg and the UK. Whatever your

requirements, you can select the services of UBS safe in the knowledge that we will always deliver – allowing you to

focus on your core business. Visit www.ubs.com/fundservices

Cayman: sean.flynn@ubs.com

Tel. +1-345-914 1060

Ireland: mark.mannion@ubs.com

Tel. +353-1-436 3600

Switzerland: markus-za.steiner@ubs.com

Tel. +41-61-289 4910

Luxembourg: jean-paul.gennari@ubs.com

Tel. +352-44-1010 1

UK: michael.marsh@ubs.com

Tel. +44-20-7901 5000
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The last few years have been a booming
period for the administration of alternative
vehicles in Dublin. The hedge fund sector
has grown faster than the overall fund
administration industry, aided by the relatively
flat performance over the past five years of
traditional investment vehicles, encouraging
the spread of alternative funds.

The result has been substantial growth in
the scale of the administration business, in
terms of both asset volume and number of
employees. In June 2004, non-Irish registered
hedge funds administered here represented
assets totalling $259bn, up by 41 per cent
over the previous 12 months and compared
with just $45bn in 1998.

What’s remarkable is that Ireland
originally set out its stall as a centre for the
administration of traditional UCITS funds,
yet the assets of hedge funds domiciled
abroad – mostly in the Cayman Islands –
and administered here are now closing in
very rapidly on the total for Irish-registered
funds, mostly long-only, of $340bn. This
makes clear that growth is significantly
stronger on the alternative side, and that
Dublin is well established as the premier
administration centre for European hedge
fund managers. 

This growing maturity of the market is
bringing changes to the structure of the
industry. I think we all recognise that the day
of the niche specialist provider is now over.
The hedge fund industry is following a
similar development pattern to the global
custody industry, which was a fragmented
market 10 years ago.

But as a result of consolidation and the
knock-on effects of economies of scale, it
became harder and harder for niche

providers to survive, so today there are only
four or five truly global custodians. The same
thing is happening with hedge funds, where
very few independents are left in the market
and the big global institutions are again likely
to end up dominant.

Although there will always be certain
complexities involved in hedge fund
administration, aspects of the work are
similar across any type of fund operation,
such as cash reconciliation and updating
market prices, and are key opportunities for
improving efficiency.

Meanwhile the barriers to entry have
risen, because the leading players now use
systems that are very expensive to acquire
and maintain. Today the market leaders have
purchased technology allowing the
automation of tasks and procedures that
previously would have been handled
manually.

This is particularly important because of
the risk of errors inherent in manual
processing. Five years ago much of the
industry was on spreadsheets because
systems hadn’t kept pace with developments
such as performance fee calculation. This is
no longer the case – you can invest in
robust systems that enable you to eliminate
risk in these areas.

At the same time, new practices are
helping to minimise the biggest risk for
hedge fund administrators, the valuation of
securities. Most scandals arise when assets
have been overvalued. However, the
European administration industry is very
sophisticated in terms of its approach to the
independent valuation of securities, helped
by a greater readiness on the part of
investment banks to provide them. ■

U B S
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“THE SPECIALIST FUND SPECIALIST”

which is the only Hedge Fund Administrator in the world to be awarded a

Moody’s Baa1 (MQ) Rating,

is the creator of

“The Custom House Fund Formation Service”

Custom House Administration & Corporate Services Limited (“Custom House”), which is the prime operating company of
the Dublin based Custom House Group, provides advice and assistance in the design, incorporation and establishment of

offshore funds, as a turn-key package.

Custom House, who prides itself on its personal service, will create a tailor-made specialist fund, designed to suit a client’s
particular situation and specific objective, taking care of all the documentation, as well as all legal and statutory matters.
Custom House will also liaise with the payment and custodian banks, brokers and other service providers, including the
auditor, to ensure that the creation and ongoing operation of the fund is carried out smoothly and efficiently. If required

Custom House will also arrange for the shares of the fund to be listed on an appropriate stock exchange.

and the

“The Custom House Fund Administration Service”

Once organised, Custom House will then provide a full administration service to the fund and oversee all aspects of the day to
day operations, except for the actual investment of the fund’s assets.

Custom House will maintain all of the fund’s books and records, carry out the valuations, calculate the NAV and handle all
subscriptions and redemptions, as well as overseeing payment of the fund’s expenses. Custom House will also be responsible
for all investor (and potential investor) communications and for the publication of the fund’s share price and performance data

to investors, as well as the media services directly, or on the Web, through the CHARIOT (“Custom House Accessible
Reporting In Open Technology”), secure web reporting platform for managers and investors, as required.

If you would like further detailed information on Custom House, and a demonstration of

CHARIOT

Custom House’s web reporting platform for Hedge Fund Managers and Investors, please contact:
Dermot Butler or David Blair

dermot.butler@customhousegroup.com; david.blair@customhousegroup.com

Custom House Administration & Corporate Services Ltd
25 Eden Quay, Dublin 1, Ireland

Tel: (353) 1-878 0807; Fax: (353) 1-878 0827

For further detailed information on Custom House and CHARIOT, please visit our Website:

www.customhousegroup.com

C u s t o m  H o u s e  A d m i n i s t r a t i o n  &  C o r p o r a t e  S e r v i c e s  L i m i t e d  i s  
a u t h o r i s e d  b y  t h e  I F S R A u n d e r  t h e  I n v e s t m e n t  I n t e r m e d i a r i e s  A c t ,  1 9 9 5



Dublin has a well-earned reputation as a
financial services centre, and particularly as
a centre for the administration of both
traditional mutual funds and hedge funds.

The hedge fund market has grown by
leaps and bounds over the past few years,
leading to what many have described as the
consolidation of the hedge fund
administration industry in Dublin.

In fact, this has not actually taken place.
What has happened is that many of the big,
institutional administrators of traditional
funds, which for the most part are
institutions in their own right, have acquired
smaller specialist hedge fund administrators.
But acquisition is not consolidation.

One possible exception is the recent
acquisition by BISYS of R & K Consulting, the
former administration arm of the specialist
US hedge fund audit firm, Rothstein Kass.
This appears to have been a consolidation
primarily of a large US practice – albeit
combined with a smaller offshore practice –
into the predominately offshore hedge fund
practice of BISYS, which acquired
Hemisphere several years ago. 

On the face of it, the hedge fund
administration business in Dublin appears to
have changed, but only because we have
said goodbye to Bank of Bermuda,
Hemisphere, IMS, IMA, DPM and Tranaut.
But all that has actually happened is that
these companies have changed their names.

There is no doubt that all these
companies that have been taken over by
larger institutions, have had the opportunity
to benefit from substantial economies of
scale, with particularly regard to back-up
staff in areas such as legal, internal audit,

human resources and secretarial.
What is indisputable is that hedge funds

administration requires a skill set distinct
from the administration of vanilla long-only
mutual funds. As a result, most of the new
‘institutional’ hedge fund administrators seem
still to be operating much as they did before,
albeit with some concession to their new
parent’s culture.

What has, in effect, happened is that the
likes of HSBC, BISYS, BoNY, JP Morgan and
State Street now have a specialist hedge
fund administration division in addition to
their traditional fund services businesses.
There has not, in fact, been a shrinkage or
consolidation of hedge fund administrators –
they are merely wearing a different coat and
have a different name. 

Obviously there are enormous advantages
for a hedge fund administrator in being
associated with a big institution, in terms of
creditability, capital, and the ability to service
the institutional market. But does that mean
that the smaller independent administrators,
without the backing of an institution, should
worry about their future? In a word, “no”. 

It is increasingly obvious that the new
‘institutional’ hedge fund administrators are
targeting the institutional market, but this is
likely to be at the expense of smaller
managers and hedge funds. In some cases
this means that start-ups with USD 50m to
USD 100m will have to seek out smaller
administrators, and some existing clients of
newly ‘institutional’ administrators may also
be seeking a new home, voluntarily or
otherwise.

This is further proof, if it were needed,
that change brings with it opportunity. ■

C U S T O M  H O U S E
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In its report for the IDA last year, Deloitte &
Touche suggested that encouraging hedge
fund managers to set up shop in Ireland
would be a good way to give the country’s
financial sector new momentum.

But some leading administrators caution
that a major influx is unlikely without
substantial legislative changes to make
Ireland more attractive as a hedge funds
domicile.

According to Deloitte audit partner Ronan
Nolan, the ‘community effect’ tends to keep
hedge fund managers in and around centres
such as New York and London. However, the
emergence of a large hedge funds industry
in Dallas, not hitherto regarded as a
significant financial centre, demonstrates that
it is not necessarily a closed shop.

“I don’t think that anybody would
underestimate the challenge,” Nolan says.
“Realistically we’re certainly not going to take
all London’s business away.” But given the
speed at which the industry is growing, he
argues that even a small proportion of new
business – “crumbs from the giant’s table” –
could represent a significant and worthwhile
addition to the country’s financial sector.

But a potential obstacle to attracting
hedge fund managers lies in the fact that
Ireland is not currently viewed as a
particularly attractive domicile for alternative
funds by comparison with jurisdictions in the
Caribbean or even Luxembourg, even
though Dublin’s administration business is
much bigger.

Mark Mannion of UBS acknowledges that
Irish-domiciled funds remain a relatively “rare
breed”, but he believes that is set to change.
“If European institutions such as pension
funds increase their allocation to this asset
class, it is likely that they will use funds
established and regulated in recognised
jurisdictions,” he says.

“Positioning your fund within the EU may
be a very sensible long-term play, because
institutional investors will perceive that
there is a greater level of oversight than in
the Caribbean. Big UK and French
institutions have already domiciled hedge
funds in Dublin. It’s expensive and time-
consuming, but we think it will represent an
increasing proportion of business over the
next five years.”

According to PFPC International’s Ken

D O M I C I L E
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Somerville, Dublin could make itself more
attractive as a domicile by introducing
different classes of fund. He says: “There
could be variations in regulation depending
on the investor profile, minimum investment
size or the investor’s minimum net worth.
There could be interest in funds regulated by
IFSRA but otherwise similar in substance to
Cayman funds.”

Otherwise, argues Custom House
chairman Dermot Butler, the higher cost of
operating in Dublin is likely to deter many
managers. “Domiciling a fund in Dublin is
more expensive and takes longer than
setting up a fund in Cayman or the BVI, and
in certain areas it is more restrictive
regarding assets,” he says.

“This means that to be viable, Dublin
funds need to be bigger, but bear in mind
that most hedge funds have capacity
constraints. I don’t think Ireland will ever
become a leading hedge fund domicile,
unless the EU makes it more difficult for non-
European funds to be sold in Europe.” Could
a UCITS IV directive that eased pan-
European distribution of hedge funds make a
difference?” says Butler: “Not in my lifetime!”

BISYS managing director Ronan Daly is

also sceptical. “Unless there is some
enormously significant change to legislation,
I can’t see Dublin becoming the jurisdiction
of choice,” he says. A particular problem, he
says, is the regulatory requirement for a fund
to have an Irish custodian or trustee to
oversee the assets, even though most hedge
funds’ assets are held by their prime broker.
This leaves the trustee with extensive
potential liabilities for which it is not properly
compensated.

“Because the way the rules are drafted,
the trustee is on the hook if anything goes
wrong with the assets, which are actually
being held somewhere else,” Daly says. This
would be financially attractive only if the
trustee made money elsewhere, for example
if it also owned the fund’s prime broker or
administrator.

Otherwise, he says, the industry would
have to pay the trustee a significant fee to
carry out its duties, but “this would again
leave Dublin at a financial disadvantage to
somewhere like Cayman”. But Daly
concludes: “The domicile issue is a bit of a
red herring. The domicile of the fund matters
enormously to the law firms, but it doesn’t
matter greatly to anyone else.” ■

D O M I C I L E
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Although Dublin is home to administrators of
both hedge funds and traditional long-only
vehicles such as unit trusts and Oeics, it
doesn’t necessarily follow that combining the
two business areas is the best way to build
up a substantial business and achieve
economies of scale.

Having set up here in Dublin in 1998,
BISYS Hedge Fund Services (Ireland) base
has 260 staff and USD 38bn in hedge fund
assets, about a fifth of the worldwide total
for the BISYS group, which also comprises
servicing centres in the United States and
Bermuda.

Bermuda is our offshore servicing centre
for US managers, while Dublin primarily
serves European-based managers. Some
administrators use Dublin as their sole
offshore centre serving both US and
European clients, which means they have to
work in shifts. But BISYS and its main
competitors prefer to use servicing centres in
or around the Caribbean with optimal time
zones for US clients. This means that the
Dublin office is very much looking into
Europe rather than looking back at the US.

What is significant about our
establishment in 1998 is that we were one of
the first groups in Dublin to focus exclusively
on hedge funds, whereas other leading
administrators that were already active in
Ireland tended to be generalists which did a
bit of hedge fund work alongside traditional
long-only funds.

When the firm launched in Dublin under
its previous name of Hemisphere, we pinned
our colours to the mast by insisting that we
would service exclusively hedge funds.
Making this clear statement to the

marketplace turned out to be a remarkably
successful strategy that enabled us to gather
assets very quickly over the past five or six
years. According to repeated surveys of the
market, we are now the largest administrator
of single manager hedge funds in Europe.

Since our arrival other groups have
subsequently established themselves in
Dublin as specialist hedge fund
administrators. It is interesting that firms that
were previously happy to be considered
generalists are now trying to reposition
themselves as specialists in alternative
investments. This reinforces our conviction
that we chose the right strategy in
differentiating ourselves right from the start.

In addition, five or six years ago saw the
start of a boom in hedge fund start-ups in
Europe, mainly in London. That period saw
the launch of hedge funds that today have
become huge, run by managers who are
now practically household names in the
alternative investment world.

When they launched their businesses in
the late 1990s, these managers were
attracted to service providers that were very
clearly hedge fund specialists, with tailor-
made platforms and systems and staff with
plenty of hedge fund experience.

To get us going at the start, we brought in
a lot of staff from the Bermuda office, as well
as Americans and Canadians. What the
business needed from day one was people
who didn’t scratch their heads and look
puzzled when they heard words like
derivatives and equalisation. While other
Dublin administrators were starting from a
basic knowledge level of zero, we brought in
a lot of expertise with us. ■
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Outsourced administrative solutions for
the hedge fund community.
Open to delivering exactly the service mix you want.
To support superior portfolio management, PFPC International offers a complete solution for
trade support, middle- and back-office needs of asset managers across Europe.

PFPC's trade support and middle-office services include: 
· Trade and amendment processing
· Trade confirmation and affirmation processing
· Trade and position reconciliation
· Trade settlement confirmation
· Portfolio pricing 
· Position and P&L valuation
· Corporate actions processing

PFPC's back-office services include: 
· Accounting and recordkeeping
· Security valuation
· Performance fee equalisation 
· Financial statement production 
· Tax services 
· Regulatory administration 
· Transfer agency
· Investor services

Open technology for the agility you need to compete.
PFPC offers an enhanced solution by leveraging our Global Enterprise PlatformSM (GEP), our open and
flexible technology. PFPC's GEP allows products to be easily combined with one another; with your own
legacy systems; and with other third-party products to best service your needs. 

The right people to put it all together.
PFPC International has been serving clients since 1993 with offices in Dublin and Wexford. Our alternative
investment assets serviced have more than doubled in the last two years. 

If you're a financial services professional ready to join a thriving business, we want to hear from you.

PFPC is a premier provider of processing,

technology and business solutions to the

global alternative investment industry. 

Your direct line to PFPC.
Joan Kehoe Ken Somerville Tel: 353 1 790 3500
joan.kehoe@pfpc.com ken.somerville@pfpc.com Fax: 353 1 790 3510

www.pfpc.com



Over the past few years, the outsourcing of
hedge fund administration has been a fast-
growing business, for two reasons. While it
enables managers to focus on their core
competency of investment management, it’s
also highly palatable for investors because it
provides reassurance that assets are valued
in an independent way and that the manager
does not have any discretion over how
returns are calculated and distributed.

This supervisory function, which includes
liaison with other providers of services to a
fund such as prime brokers and other
counterparties, is extremely important, but the
complexity of many hedge funds calls for a
high degree of skill and expertise. Institutional
managers in particular set very high
standards of due diligence in areas such as
reconciliation of assets and valuation.

A key goal for administrators in recent
years has been to minimise the amount of
human re-keying and manual intervention
required to construct the fund’s books and
records. Administrators in the Dublin
marketplace subscribe to standards of best
practice that call for the use of the best
available technology to meet the standards of
service managers – and regulators – require.

Many leading providers in Dublin opt for
the use of ‘best of breed’ technology. This
means adopting the best solutions on the
market for each of the core business areas
we cover, instead of obliging clients to accept
a solution based on proprietary software.

These key activities for administrators,
distinct although related, comprise investor
servicing (liaison with fund investors and
maintenance of the register of their
interests); administration (net asset value

preparation); and ‘middle office’ (liaison
between the manager and the prime broker
or custodian of a fund to facilitate delivery
and settlement of trades).

In fact, PFPC does use proprietary
software developed by its parent, the US
financial services group PNC, for traditional
long-only business – but only because this
in-house system has been determined to be
the best of breed, selected on exactly the
same basis as third-party systems.

This philosophy is shared by many of our
leading competitors in Ireland. It obliges
everyone to perform to a higher standard
and provide a better service to clients,
something that’s essential for the continued
growth and prosperity of the industry. If all
firms adopt this rigorous approach, everyone
will prosper through Dublin’s ongoing
success as a service centre.

It’s possible that as the industry matures,
administrators may develop in-house
solutions that are genuinely best of breed.
But excellence in IT systems can be a
moving target, so there’s no guarantee that
in-house development will turn out to be best
practice. It may be that the standard of third-
party software is so high that in-house
developers will never reach it.

Can a financial services company also be
a successful software developer? It
depends on the circumstances. PFPC’s
mutual fund business happens to rely on
proprietary software, constantly updated
and maintained to ensure it does its job.
But it’s essential to keep an eye on the
marketplace to ensure that the technology
you use continues to constitute best
practice. The clients certainly will. ■
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existing critical mass in the fund servicing
sector. Still, Nolan acknowledges that the
current position is a long way from a crisis:
“Dublin probably administers more than 25
per cent of global hedge funds. As long as
we can maintain service levels at a high
level, there’s a huge strength of incumbency.
Hedge funds by definition are more complex
to service than straightforward long-only
funds, so it’s more difficult for new players to
take that business away.”

That factor may be reflected in the fact
that most of the leading international players
that have entered the sector over the past
four or five years have done so by acquiring
existing firms rather than building operations
from the ground up. However, administrators
are divided as to whether the end result will
be the complete domination of bigger firms,
or whether the diverse structure of the
hedge fund market will mean there will
always be demand for the services of
smaller niche firms.

UBS’s Mannion is convinced that the
future belongs to the global players,
especially as firms employ technology to
bring efficiency to processes that not so long
ago were carried out manually. He says:
“There are very few independents left in the
market, and barriers to entry have risen,
because the leading players are all using
very expensive systems.

Somerville notes that the types of firms
and institutions that are starting hedge funds
range from large institutions to small
boutique managers, who may have different
needs and priorities in mind when choosing
service providers. “Your best partner for
administration may have a different profile
depending on your background as a
manager,” he says. “Some vendors will
provide daily NAV, some will offer it monthly.
A range of vendors can be a healthy thing in
a free market.”

He adds: “Generally the experience in all
forms of business is that consolidation
ultimately takes place over time, but whether
independent providers will eventually
become wholly owned by banks is difficult to
say. However, firms that are particularly well
thought of will become an attractive business
proposition for banks and other financial
institutions.”

Says Nolan: “Although there has been

some consolidation in the fund
administration marketplace, there are still a
significant number of providers in the market.
There seems to be a viable business case
for both the very big, streamlined and
sophisticated market leaders, as well as the
boutique houses that may cater to the
smaller budgets of start-up managers. The
type of player that goes to a very big
providers like Citco may be different from
those that go to Custom House.”

Custom House Administration and
Corporate Services is one of Dublin’s
longest-established hedge fund
administrators and one of just a handful that
are still independent. Says chairman Dermot
Butler: “There’s always going to be a niche
market for administrators, and as they get
bigger they’ll get gobbled up.” But he warns
that the integration of specialist fund
administrators by global financial services
groups, in Dublin and elsewhere, is often
complicated by strong differences in
corporate culture.

All players in the market, large or small,
have been obliged to come to terms with
what Ronan Daly, managing director of
BISYS Hedge Fund Services in Ireland,
argues are the problems of success, such as
the difficulty of recruiting and retaining
qualified staff. “If anything, Dublin is more
under threat from itself than from its
international competitors,” he says.

O V E R V I E W
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“When we set up here in 1998, we were
almost the only game in town, and even
when things got a bit more successful, three
or four years ago, it was still a relatively
manageable bunch of people in the hedge
fund administration business, so there was
still a deep enough labour pool. But now that
it’s much bigger and more new entrants are
coming into the marketplace, Dublin is in
danger of becoming less attractive, because
there are so many people fishing in the
same pool.”

In this situation the firms with leading
international brand names may well enjoy an
advantage, according to Mannion at UBS.
“Everyone recognises that Dublin is
experiencing a labour shortage in this
sector,” he says, “but we feel we have
certain advantages in terms of attracting the
right personnel, including the fact that having
a brand name makes it easier to select us
over a lesser-known name.

“Secondly, because we’ve split our fund
services operation into mutual funds and
hedge funds, it allows us to apply a radically
different remuneration scale to hedge funds,
rather than trying to operate the two within a
single business unit. We don’t think that
works – you have to recognise that the skill
levels required to provide top-level client
service need qualified and well-trained
personnel.”

According to Custom House’s Butler, the
availability of skills has improved following a
period five or six years ago when there was
high staff turnover, driving salaries up. “But
when the stock market collapsed and the
administrators who were doing long-only as
well as hedge funds started cutting back,
suddenly the word career came back into
the market,” he says.

A particular problem for Custom House
stemming from the nature of its business
has been the decline in value of the dollar
against the euro over the past couple of
years. Says managing director David Blair:
“Because most hedge funds are
denominated in US dollars, our fees are also
denominated in dollars, whereas our costs
are in euros, so over the past two years
we’ve seen a 40 per cent decline in real
terms.”

Butler says that while the firm has sought
to mitigate this problem through currency

hedging, there are limits to how far this can
go. “We were hedged all the way up to the
end of the year,” he says, “but now when
we’re trying to get new funds we’re quoting
in euros. The ideal would probably be to
have 50 per cent of the book in euros and
50 per cent in dollars.”

Mannion acknowledges that Dublin’s
costs have risen strongly over the past
decade but does not believe this has done
serious damage to its competitive position.
“We’ve come a long way since the early
1990s, when marketing efforts emphasised
our low costs,” he says. “However, I don’t
feel our costs are now higher than those in
competing jurisdictions such as Luxembourg
and the Channel Islands. Salary scales in
Dublin are now on a par with Luxembourg
for the first time.”

Deloitte’s Nolan notes that firms in Ireland
can keep costs under control by relocating
outside Dublin. He says: “There is a
challenge in that Dublin is now quite a high-
cost location in which to do business.
Certainly property is costly, and we have to
be careful that the infrastructural advantages
outweigh that.

“However, the IDA aims to encourage
business location not just in Dublin but
throughout Ireland. There’s evidence that
mutual fund servicing at least is now being
done increasingly in provincial locations as
major administrators set up quite substantial
operations outside Dublin, such as Citco in
Cork and PFPC in Wexford.”

Daly says that while BISYS has examined
other European locations, it has found none
that are more attractive than Ireland. “We
have looked at other jurisdictions around
Europe, but we still keep coming back to
Ireland as still the best place to run a
business, and our competitors seem to have
done the same thing.

“Instead of opening an office in Jersey or
Luxembourg, people like us are saying, ‘Let’s
open another office outside Dublin’, as we
plan to do this year. We started off with the
intention of opening another office in Europe.
But when we did our analysis and compared
other jurisdictions on the ease of doing
business, the depth of labour pool, cost,
assistance from regulators and tax – which
is very significant – Ireland is still the best
place to be.” ■
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