
Dealing with the
costs of success

Good times roll 
for administrators

Sums add up for
regional operations

Dublin Hedge Fund
Services 2006

Jun 2006



DUBLIN Hedgeweek Special Report Jun 2006 www.hedgeweek.com | 2

CONTENTS

In this issue…
03 Dealing with the costs of success
By Dermot Butler, council member for Ireland, AIMA

05 Sums add up for regional operations
By Deirdre Lyons, IDA

06 Good times roll for hedge fund
administrators
By Simon Gray

08 Institutional investors provide a force
for change
By Tony McDonnell, HSBC

11 Administrators adapt to investor
change
By Sean Flynn, UBS

14 When people make the difference
By Declan Quilligan, CITCO

17 Keeping watch on valuation issues
By Ronan Nolan, Deloitte

18 Growing pains
By Simon Gray

20 Small is beautiful
By Dermot Butler, Custom House

23 Managing growth in a fast-changing
market
By Karen Tyrrell, BISYS

26 Can technology rise to the challenge?
By Clara Dunne, Caceis

29 Enjoying the fruits of organic growth
By Mark Mannion, PFPC

30 A sector tantalisingly out of reach
32 Dublin gears up to deal with new tests
By Mark Sweeney and Pascal Lambert, Bear Stearns

33 Can Irish funds take on Cayman?
35 Regulation – a benefit as well a burden
By Raymond O’Neill, Kinetic Partners

36 Seeing off the competition

Special Report Editor: Simon Gray, simon.gray@hedgeweek.com 

Sales Manager: Simon Broch, simon.broch@hedgeweek.com 

Publisher/Editor-in-Chief: Sunil Gopalan, sunil.gopalan@hedgeweek.com 

Marketing Director: Oliver Bradley, oliver.bradley@hedgeweek.com 

Graphic Design (Special Reports): Siobhan Brownlow at RSB Design 

Photographs: Courtesy of IDA, Dublin Docklands and Siobhan Brownlow 

Published by: Hedgemedia Limited, 72 New Bond Street, London W1S 1RR

Tel: +44 (0)20 7692 7398 Web-Site: www.hedgeweek.com 

©Copyright 2006 Hedgemedia Limited. All rights reserved. No part of this

publication may be reproduced, stored in a retrieval system, or transmitted, in any

form or by any means, electronic, mechanical, photocopying, recording or

otherwise, without the prior permission of the publisher.

Publisher



Although there are some very successful,
indigenous hedge fund managers in Ireland
and their numbers and success grow every
year, Ireland’s real claim to fame is as a
centre of excellence for service providers,
predominantly, hedge fund administrators.
Over the past 12 months, the three main
issues for Irish administrators have been
regulatory creep, increased costs, and
outstanding growth throughout the industry,
but especially in Ireland.

Most of the new regulation has been of
European or US origin and therefore has
affected hedge fund players in other
jurisdictions to a similar extent as in Ireland,
and the country’s new anti-money laundering
guidelines, issued in March 2005, mirror
tighter AML regulations in other jurisdictions.
In my view, as regulation continues to
increase, system and compliance costs will
inevitably grow until either the pendulum
swings back and life will become easier –
which is unlikely – or service providers will
tire of absorbing all these costs and they will
be passed on to the customer.

The second factor that has hit Dublin in
particular is the increase in costs generally,
but particularly labour and real estate. As
Ireland has grown more prosperous, property
prices have rocketed. This has made it very
difficult for first-time buyers to get on the
property ladder in Dublin, and it should be
remembered that most staff employed in
hedge fund administration are 25 years old
or less.

Add this to increased demand for qualified
staff, and inevitably the forces of supply and
demand come into play. This situation has
been alleviated to some extent by firms
tapping into regional pools of labour by setting
up satellite offices in such places as Cork,
Drogheda, Galway and Naas. In addition, there
has been a huge influx of foreign labour,
mainly from the new EU member states. As
an illustration, the 108 Dublin-based staff of my
own firm, Custom House Administration,
between them speak 16 languages.

These factors have been exacerbated by
the growth of the hedge fund servicing
sector in Ireland, which reflects vigorous
growth in the industry worldwide. A survey
by the Dublin Funds Industry Association
found that alternative investment and hedge
funds with net assets totalling nearly
USD475bn were serviced in Ireland at the
end of June 2005, approximately 37 per cent
of the global total and an increase of 138 per
cent since March 2003.

According to the DFIA, in mid-2005 more
than 2,000 people were employed in 39 Irish
companies providing services to these funds,
of which around 61 per cent were hedge
funds, 31 per cent were funds of funds and
the balance private equity, venture capital,
property and other alternative funds. Of the
hedge funds serviced in Dublin, only 14 per
cent were Irish, with the rest domiciled in the
Cayman Islands, BVI and other offshore
centres. 

One can say with confidence that Ireland’s
place in this market is well established and,
providing it does not become complacent, it
should be able to maintain or even increase
its market share in the years to come
despite competition from Luxembourg, the
Channel Islands and other jurisdictions. ■

Dermot Butler, 
council member for Ireland,
AIMA
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In response to the pressures being
experienced by many hedge fund service
providers in Dublin in terms of operating
costs and staff retention issues, IDA Ireland
has drawn up a strategy based on
regionalisation of the hedge fund business in
Ireland. IDA has identified a number of
centres around Ireland where we believe that
hedge fund administrators can find what they
need to run their businesses successfully.

These centres are either main cities or
gateway towns designated in Ireland’s
National Spatial Strategy in which the
government is investing to ensure the
infrastructure is suitable to promote
economic development. The centres all have
a tertiary-level educational institutions,
suitable telecommunications infrastructure,
reasonable accessibility to Dublin, where
most companies will continue to operate a
site, along with the long-term ability to
sustain an operation employing between 200
and 300 people.

The pioneers in this initiative have been
State Street, which in addition to its Dublin
operation has developed a site in Kilkenny,
and PFPC, which after launching a
secondary operation in Wexford has now
announced a further regional office in Navan.

How have companies benefited from
moving outside Dublin? They have benefited
from lower overall staff costs, largely driven
by the fact that their staff turnover rate is
reduced by at least 50 per cent. Most
companies have built mirror sites, so
instead of transferring certain functions
outside Dublin, they provide entire whole
customer service in the new location. This
means that staff are not placed at a career
development disadvantage if they move
from Dublin to the regional site. In addition,
companies enjoy a substantial reduction in
property costs.

In their new base companies find
themselves very much part of a community
and enjoy a direct relationship with the
tertiary-level institutions, which are often
institutes of technology that offer full degree
courses. PFPC has a built up very close
relationship with the institute of technology in
Carlow and in Waterford, where the firm is
providing course content and in some cases
lecturers to provide direct input into courses.
This ensures a steady stream of graduates
who are familiar with the business as soon
as they walk in the door.

However, an important source of
experienced personnel for these new
operations consists of staff employed in
hedge fund administration in Dublin who
may be originally from the region in question
and have always planned to return there
eventually. Some firms have canvassed staff
interest in a move when making a decision
on where to set up their second operation.
When AIB-Bank of New York last January
announced plans to set up an operation in
Cork, it received a number of applications
from its own Dublin-based staff.

Ultimately the success of this initiative is
down to the huge investment that has been
made in the education system throughout
the country and in the ongoing development
of skills at all levels. The clear focus on
those skills within Ireland’s universities,
where 45 per cent of all students take
business-related courses, plus ongoing input
from companies into the education system,
have proved an important factor in attracting
new business to Ireland. Although Dublin
may no longer be as cost-efficient as it used
to be, there is still plenty of scope for the
hedge fund administration sector, which has
been carefully nurtured and provided with
the right environment to flourish, to develop
further in the future. ■

I D A
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It may be, as some market participants in
Dublin candidly acknowledge, because the
global hedge fund business is booming. It
may be that an English-language
environment is the key to attracting
European hedge fund managers that are
overwhelmingly based in London. It may be
the simultaneous strength and flexibility of
the legislative and regulatory environment, or
it may be that clients are drawn to the
increasing range of value-added services
available in the marketplace. Whatever the
reason or combination of them, business is

pouring in for hedge fund administrators in
Dublin (and increasingly other parts of
Ireland).

Administrators small and large talk about
the competitive pressures brought by rising
costs and increased demand for skilled staff,
and market participants ponder the
implications of a series of acquisitions that
have brought many of the world’s leading
custodian banks into the Dublin marketplace.
But whatever the effect of these issues, they
do not appear to have stemmed a surging
tide of business that has confirmed, if there

Good times roll for
hedge fund

administrators
By Simon Gray
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Following the negative asset flows
experienced by the hedge fund industry
during the final quarter of last year, 2006 got
off to a promising start with strong inflows
during the first quarter. The downturn always
appeared a temporary phenomenon owing
more to the passing attractiveness of
equities and, to some extent, a rebalancing
of portfolios by larger investors, rather than
any wider dissatisfaction with hedge funds
as a whole. Indeed, the majority of new
products from our clients in the first quarter
of 2006 were strongly subscribed from
launch. With performance also robust during
the first quarter, the coming year should be
fertile for all industry participants.

In the future institutional investors should
be an increasing force for change within the
alternative asset management industry.
Transparency in relation to underlying
holdings has always been a big issue for
institutional investors, and this trend is set to
extend to performance as educated investors
increasingly question what proportion of their
returns are down to alpha as opposed to
alternative beta. This provides an opportunity
for service providers to prove their worth by
creating and mapping trade files for upload
and analysis through their clients’ software,
or through the direct provision of technology
for the end user.

Another trend driven by larger
institutional investors is the extent to which
alternative assets are now being held or
managed outside the classic fund structure.
We are receiving an increasing number of
servicing requests from institutional
managers looking to capitalise on this trend
and build or operate their own managed
account platforms. From an investor’s

perspective the benefits include segregation
of assets, heightened transparency and the
opportunity for more customised mandates,
although not all strategies are suitable for
managed accounts and the minimum fees
can render them unattractive at the lower
end of the market. Service providers need
to be aware of this trend and HSBC has
already invested considerable time in
building a scalable product offering for this
sector of the market.

The return to form of private equity fund
raising during 2005 should continue this year
as investors move down the liquidity
spectrum in search of higher returns. HSBC
is well placed to capitalise, having invested
significantly in a dedicated private equity
administration platform. As convergence
between hedge and private equity funds
increases, we have received several requests
to service hybrid structures this year, and
their increasing prevalence means fund
administrators will have to learn to adapt to
the unique challenges they present. 

The M&A activity evident in the wider
marketplace has yet to filter through to the
alternative asset management industry to
any significant degree, and the current trend
sees the institutional purchase of large blue-
chip fund of funds managers rather than any
serious activity in the single manager sector.
However, it may be that just as institutional
investors first sampled the hedge fund
industry by investing in funds of funds,
institutional managers are now sampling the
sector and acquiring them. It remains to be
seen whether the acquisition of eminently
more scalable fund of funds managers is a
prelude to a wave of single manager
acquisitions. ■

H S B C
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was any doubt, that Dublin is the pre-
eminent European jurisdiction for the
servicing, if not necessary the domicile, of
offshore hedge funds.

Up to date or official figures on Dublin’s
alternative investment industry are
unavailable, but the sector’s growth rate is
indicated by a survey published by the
Dublin Funds Industry Association last
December which indicated that the net asset
value of alternative funds serviced in Ireland
more than doubled between March 2003 and
June 2005, from USD199bn to USD474bn,
while the number of funds and sub-funds
grew by almost half, from 2,113 to 3,020.

Although the DFIA statistics include private
equity and venture capital funds as well as
property vehicles, the latter represent a very
small proportion of Ireland’s administration
business with USD3.6bn and USD5.5bn
respectively in June 2005. Single-manager
hedge funds accounted for USD289.1bn (61
per cent) and funds of hedge funds for
USD150.1bn (32 per cent), with a further
USD25.6bn of assets in other non-identified
types of alternative investment funds. 

“The pipeline is still very healthy,” says
Clara Dunne, senior country officer for
Caceis Investor Services in Dublin. “Although
there’s healthy competition among the
service providers, there’s lots of business to
go round. Luxembourg may be competing
with us in a way it probably wasn’t four
years ago, but Dublin certainly has a head
start, especially for servicing of Cayman-
domiciled funds. One of the thing that gives
Dublin the edge is the English language;
hedge fund managers working out of London
and the US are more comfortable with the
English language support they can get in
Dublin, but also there’s the infrastructure that
we provide.”

Says Mark Sweeney, head of custody and
trustee services at Bear Stearns Bank:
“Dublin and Luxembourg probably have a
similar number of service providers and
probably the same ones – it’s just down to
client preference. Perhaps continental
European managers see Luxembourg as
having a language advantage and thus better
placed for servicing their products in
continental markets, while US investment
managers may see Ireland as a better
location for their funds.”

This view is borne out by the figures.
According to Ronan Nolan, partner in charge
of investment management services with
Deloitte & Touche in Dublin, there is “a huge
dominance of the Anglo-Saxon countries” as
regards the origin of promoters whose funds
are serviced in Dublin, with the United States
with 40 per cent of the total and followed by
the UK with 35 per cent. “They are followed
at a distance by Germany with six per cent
and Italy with four per cent,” Nolan says.
“Anglo-Saxon promoters find Dublin an easier
location to deal with, although it depends on
distribution strategies as well.”

Ireland’s administrators may have
language on their side but they are also
beneficiaries of the overall growth of the
global hedge fund industry, according to
Declan Quilligan, managing director of Citco
Fund Services, which has some USD60bn in
assets under administration in Dublin. “The
global hedge fund market is growing at
about 20 per cent a year and now has
assets totalling well over USD1trn,” he says.
“Dublin has evolved into a natural back office
to London by virtue of its proximity, the fact
that it’s a regulated jurisdiction, its highly-
skilled workforce and the capacity that
workforce provides. The greatest driver is the
rapid pace at which the London hedge fund
market has been growing over the past five
to 10 years.”

Says Tony McDonnell, head of business

O V E R V I E W
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Over the past decade Dublin has made itself
one of the three major global centres for
hedge fund administration, alongside the
Cayman Islands and the United States. In
particular, it has become the centre of choice
in Europe for administration of offshore
funds, most of which are in fact domiciled in
Cayman, and although other jurisdictions
have emerged as potential competitors for
either the domiciling or servicing of offshore
hedge funds, there is no sign that the tried
and tested Cayman-Dublin model is under
serious threat.

Over the past few years Dublin has had to
face up to various challenges. A decade ago
it enjoyed a significant advantage in terms of
costs, but Ireland’s very success in
becoming a leading financial services
jurisdiction has contributed to an increase in
the level of salary costs and other
overheads, as well as making it harder for
fund services companies to recruit and retain
skilled staff.

Nevertheless, a tight labour market and
high cost base are characteristics that
Dublin shares with competitor jurisdictions,
and it continues to attract leading global
fund services groups through acquisition or
the establishment of start-up operations.
The fact that Dublin is now home to most
of the world’s leading hedge fund
administrators testifies to the market’s
confidence in and commitment to the
jurisdiction for the long term.

The growth of Dublin – and Ireland as a
whole – as a hedge fund servicing centre,
and the pool of administration experience
and skills it has built up, have placed fund
administrators in an advantageous position
amid a significant change in the nature of
the hedge fund industry. As managers
develop new strategies, trade highly complex

instruments and create hybrid product that
move into other alternative investment areas
such as private equity, administrators need to
have the right skill sets and staff to value
these complex instruments and service
innovative products.

This is especially important because
administrators are more than ever required to
demonstrate their independence from the
investment manager and must find the
means to value instruments barely
understood outside the rarefied world of the
investment banking specialists who created
them. They must have the capability and
access to specialist skill sets to provide an
accurate valuation on these instruments
rather than simply accepting the investment
manager’s prices.

The administrator may have a contractual
relationship with the investment manager but
increasingly it has wider responsibilities
toward and interaction with the fund’s
investors, a change that reflects both an
increasing level of regulation of hedge funds
and a change in their typical investor base. In
the past they tended to be mostly high net
worth investors and family offices, but now a
growing proportion of investment comes from
pension funds and insurance companies.

Before they invest in a fund, institutional
investors will require assurances that the
administrator is from the top drawer of
service providers, that they offer a good
control environment, and that they can be
relied upon to provide timely and accurate
information. Institutional investors are
sophisticated and used to a strong control
environment, and have their own reporting
requirements and in-house compliance and
risk controls. As the hedge fund industry
expands and develops, this trend can only
grow. ■

U B S
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development for HSBC’s Alternative Fund
Services: “Dublin has attained a critical mass
which is proving difficult for other jurisdictions
to surpass. We are now a globally renowned
hedge fund servicing centre and many large
institutional clients are not interested in
having their fund serviced from any other
jurisdiction. Part of this is undoubtedly due to
perception; their competitors have a Dublin-
based administrator so, for fear of appearing
different, new managers opt for Dublin too.
However, the real factor driving the growth of
the industry in Ireland is undoubtedly the
number of skilled hedge fund industry
personnel.”

According to Deirdre Lyons, head of
international financial services at national
economic promotion agency IDA Ireland,
efforts to consolidate and expand the
country’s fund services industry include
encouraging service providers to move into
middle-office activities such as outsourced
risk management. She also says Ireland is
also enjoying success in attracting niche
hedge fund administrators that focus on
extremely specialised types of investment.

There is evidence that in seeking to offer
more sophisticated services to hedge fund
clients, administrators are starting to move
into areas hitherto the preserve of prime
brokers. “The traditional lines between prime
brokers and administrators are beginning to
blur,” says McDonnell. “This is especially
true of larger administrators who are
leveraging the product ranges of their new
institutional parents to provide clients with
more choice. It is a natural extension for
these administrators to offer credit, leverage,
FX and middle office functionality that would
previously have been viewed as prime broker
territory. For the larger players it is no longer
purely an administration mandate anymore.”

However, there are limits on the range of
services administrators can or should be
providing, according to Dermot Butler,
chairman of Custom House Administration.
He says: “As more funds invest in hard-to-
value instruments, the challenge for the
administrator is to find an independent
valuation of those assets. We do not believe
it is appropriate for an administrator to build
its own pricing models, first because of the
risk if you get it wrong, and secondly
because we’re not advisers, and this is an

advisory function. In the same way, we won’t
develop risk management tools ourselves,
because again that’s advisory. What we will
do is provide links to Sungard Reech,
RiskMetrics or Lombard Risk, to whom we
can feed the information down and get the
results back.”

Technology is today a feature of hedge
fund administration unimaginable five years
ago, but it still has its limitations. Says Mark
Mannion, managing director of PFPC
International: “For single manager business,
we have automated almost all processes for
strategies ranging from straightforward
long/short equity to the most complex credit-
based funds. This allows us to have a
scalable product and add significant volume
to our platform without needing significant
increases in headcount. But funds of funds
remain a largely manual environment. While
internally we have automated the process as
much as we can, we are limited by the extent
to which our counterparties, the underlying
administrators, have done the same.”

The increasing complexity of hedge fund
instruments may make the use of technology
more complicated, but also more vital, says
Sean Flynn, head of hedge fund services at
UBS. “To have the ability to deliver asset
valuations, you must have straight-through
processing and robust systems to deliver
information to investment managers and
investors in a very timely manner,” he says.
“The days of manual processing of trades
are long past; there must be full automation
with prime brokers, electronic pricing feeds,
and web-based delivery of information to
investors and investment managers.”

According to Quilligan, the next area in
which automation should deliver significant
efficiency gains is online investor subscription
and application processing. He says: “We

O V E R V I E W
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answered with unrivalled industry knowledge, client focused expertise and

technology based solutions to start, manage and grow a successful hedge fund.  



Dublin’s success in establishing itself as
Europe’s prime centre for hedge fund
servicing is ultimately down to the availability
of a workforce large enough and skilled
enough to accommodate the sector’s
remarkable growth over the past few years.
Whatever complaints one might hear from
administrators today about capacity
constraints, skill shortages and rising salary
costs, Ireland is in a position that almost any
jurisdiction in the market would envy. 

The great advantage for Dublin over
competitors that are or are looking to
become centres for hedge fund
administration is its continuing output of
graduates and other skilled young people.
The contrast is particularly striking with a
number of island hedge fund servicing
jurisdictions that encounter continuing
problems with lack of capacity.

Some of these smaller centres run the risk
of losing hedge fund business because,
despite having some extremely capable staff,
they find it difficult to attract sufficient
experienced staff from overseas to
complement a local pool of talent that is
limited in size. By comparison, there are some
17,000 people working in Dublin’s International
Financial Services Centre alone, not only in
hedge fund servicing but in fields ranging
from asset management to life assurance.

For instance, Citco now has more than
700 employees in Ireland, including 250 in
Dublin in the hedge fund servicing and
outsourced middle office business and
another 100 in banking and custody services
for fund clients. It also employs 300 people
carrying out data processing in Cork for
Citco Bank’s European business, while a
new office also in Cork officially opened at
the end of March and will employ as many
as 150 people carrying out hedge fund
administration and data processing in parallel

with the other Citco facilities.
Ireland plays a key role in Citco’s global

hedge fund services network, which
encompasses 11 operational centres
worldwide and administers assets totalling
more than $330bn. The group’s strategy is
based on providing services in the same
time zone as its clients, and its Irish
operations – comprising hedge fund
administration and outsourced middle-office
services – have grown in response to
soaring demand for both these offerings
from European, mainly London-based, hedge
fund managers.

Dublin is already one of Citco’s largest
offices worldwide, but the opening of the
office in Cork will facilitate staff who might be
currently working in the capital but eventually
want to return to the south of Ireland. The
advantage of Cork and other regional centres
that have attracted hedge fund administrators
is their ready availability of skilled people,
although in truth Citco seems to have
suffered less than most from the much-
discussed tightness of the the capital’s labour
market. Dublin may be expensive, but it is
certainly not as expensive as London, and
while labour costs have certainly risen, there
is a large base of talent from which to attract
staff, boosted by a large number of new
entrants every year.

While the opening of the Cork office
demonstrates Citco’s commitment to Ireland
as a place to do business, one advantage of a
global office network is the ability to leverage
offices in other time zones – for instance
carrying out reconciliations in Dublin for New
York ahead of the start of the US working day,
or Sydney performing the same for Dublin –
the important aspect being consistency of
standards, technology and reporting, no matter
which of Citco’s offices in 14 worldwide
locations is delivering the report. ■
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have an investor web reporting product, but
because hedge funds are aimed at institutions
and high net worth individuals, there is rather
a complicated bespoke application process,
imposed by the requirement for investors to
confirm they are eligible. In conjunction with
AIMA, we are trying to produce at least a
consistent administration agreement that the
law firms and administrators are familiar with
and have signed off on, but investor relations
remains an area that for the moment is not as
automated as in the long-only funds
business.”

But like it or not, administrators are
shouldering their share of the increased
burden of compliance on hedge funds and
their managers. “The fact that managers can
now outsource their entire back office means
that they are also outsourcing part of their
compliance to their administrator,” says
Mannion. “You see that not only regarding
fund NAV but on the investor side, where it’s
critical that the administrator has
sophisticated systems to identify money
laundering or any other issues of concern.”

These new regulatory demands are one
of the factors behind the acquisition of
independent administrators by large global
financial services groups, according to Karen
Tyrrell, managing director of BISYS Hedge
Fund Services. “We actually welcome the
heightened regulation and compliance,” she
says. “We’re able to absorb the extra
requirements because of the size of our firm
and our experience here. Smaller shops can
see coming the requirements that will be
made of them, and know that although the
requirements might be going up, you can’t
put the price up.”

Many administrators say that although the
level of competition in Dublin has not forced
prices down, it has obliged service providers
to absorb at least some of their own
increased costs. Says Dunne: “Hedge fund
managers understand that the service they
require is customised. They don’t want to be
channelled into a process, so they are
typically willing to pay for that. They’re not
willing to pay a hike in fees, but we’re not
yet seeing any great downward pressure on
fees as has been the case on the mutual
fund side.” However, Butler says: “The
pressure will come from the other side as
administrators who carry out substantial

compliance functions on behalf of funds or
managers want to get paid for it.”

Over the past three or four years several
Dublin administrators have passed into the
hands of larger groups, and although most of
the big custodians and administrators now
have a presence in the market, Tyrrell believes
there are still deals to be done. “There are a
couple of firms out there which, if some of the
larger institutions wanted to get into the
business, would deliver market share,” she
says. “However, because there are fewer
potential acquisition targets, the price of those
that remain has probably gone up.”

Custom House is one of the few
remaining independents – albeit one hard to
describe as a niche player after assets
under administration rose from USD12bn to
USD 19bn last year – and Butler says the
firm has gained business from smaller funds
unhappy that their specialist service provider
is now part of a big group. He adds:
“Institutional fund managers always ask us
whether we are in talks with anyone about
selling out, because they don’t particularly
want one of the big global providers knowing
what they’re doing. There is a fear that in
some cases Chinese walls are very similar
to Swiss cheese.”

Says McDonnell: “Consolidation at the
upper end of the market is probably in its
final stages. There are still one or two large
independent providers that would make
obvious attractive targets to an institutional
player looking to enter the market, but there
would need to be mutual desire for the
transaction to take place. At the lower end of
the market, smaller administrators may well
consolidate to achieve critical mass or
extend their geographic reach. But there will
always be a place for smaller administrators
offering services to start-up managers and
niche sectors.”

Start-up administration operations do exist
but are becoming rarer. Says Dunne: “It will
become less easy to set up from scratch,
because barriers to entry are rising. You
need quite a substantial book of business to
justify the investment in technology. In
addition, from a compliance point of view,
hedge fund managers are now more
comfortable with a well-established service
provider, whereas five years ago they were
happy to deal with niche players.” ■
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It’s easy when you’re
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



For administrators of hedge funds valuation
issues have always been an area demanding
close attention, and this is as true today as
ever. Over the past year service providers have
been grappling with a number of issues
regarding financial reporting principles. In
particular the treatment of portfolio assets
under the new International Financial Reporting
Standards is having a widespread impact.

IFRS require the use of bid and offer
prices rather than mid-market prices in
determining the fair value of investments.
This change initially posed challenges to
administrators simply to be able to produce
the required data, although these have
mostly been overcome by now. However,
most fund prospectuses normally stipulate
use of a mid-market price for the purposes
of net asset value calculation.

This has frequently resulted in a mismatch
between the two different approaches to
valuation of the same fund portfolio. Most
funds have responded by providing a
reconciliation between the two valuation
approaches, although in some cases they
have changed their prospectuses to alter the
basis of the NAV calculation to the bid price.
In many cases, especially in respect of liquid
securities, the difference (i.e. the bid-offer
spread) is not particularly significant. However,
there may be material differences in cases
where funds are investing in more complex
and hard-to-value illiquid instruments.

This issue ties in with a dialogue already
underway in Dublin and other hedge fund
industry centres about valuation processes
and practices, both from a service provider
point of view and from an auditing standpoint.
Harder-to-value securities do pose challenges
in this regard, in particular in the fund of
funds area, where mismatches and timing
issues can arise in relation to the provision of
valuations by the underlying funds.

In these circumstances achieving an
independent valuation can be extremely
challenging. The use of valuation models or
counterparty valuations is always a topic of
debate and administrators are now acquiring
greater modelling capability. However, there
will still be instances where prices are
sourced through the investment manager.

Ultimately it’s always down to achieving a
good level of disclosure and seeking to
ensure that investors fully understand
precisely on which basis the underlying
investments are being valued. Consistency is
really the key point, in order for funds to be
fair to both incoming and outgoing investors.

The Irish Stock Exchange is now
expected to come out with a guide to best
practices in the area of OTC derivatives,
which is likely to mirror views on best
practice in the US. At the same time, the
decision by the UK regulator, the Financial
Services Authority, to look actively at hedge
fund valuations as a topic for investigation
will have a significant impact on the Dublin
market as well. There is a feeling that, to
date at least, the big problems with
valuations have mostly affected US-based
rather than European funds and managers,
but the regulators clearly share the same
concerns about consistency and disclosure.

Another regulatory issue currently
preoccupying administrators is Ireland’s
relatively recent extension of its anti-money
laundering regulations. Work is currently
underway to establish best practices that will
affect funds administered in Ireland even if
they are domiciled in another jurisdiction.
Under the new rules, administrators could
face significant difficulty if they accept
investments without having cleared all the
AML procedures, potentially leading to a
delay in redemptions until the paperwork is
in place. ■
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Following a year in which the hedge fund
business boomed as rarely before, service
providers in Dublin are simultaneously
optimistic about the jurisdiction’s future as
Europe’s pre-eminent centre for
administration of alternative investment
products yet concerned that at least one
aspect of Ireland’s competitive advantage
has been sacrificed to its success and
growth.

Dublin made its name in the international
financial services industry in the early 1990s
as a lower-cost alternative to Luxembourg as
a hub for cross-border business, at that time
principally investment funds and life
assurance, within the fledgling single
European market. But today, having won
acceptance as a repository of expertise and
experience in a number of financial services

markets, soaring salary levels, property
expenses and other overheads have
decisively taken Dublin out of the low-cost
category.

No conversation with a hedge fund
service provider in Dublin fails to touch on
the issue of staff, their availability and cost.
Virtually all market players agonise over
whether the industry can remain competitive.
However, to some extent this is a rallying cry
to avoid complacency. None of Dublin’s
actual or aspiring competitors in the sector,
from the Cayman Islands and Bermuda to
Luxembourg and the Channel Islands, could
be described as low-cost themselves, and
potential future centres in eastern Europe or
further afield are years away from acquiring
the breadth and depth of skills to become
serious rivals.
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“THE SPECIALIST FUND SPECIALIST”

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

Moody’s Management Quality 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 r i s h  F i n a n c i a l  R e g u l a t o r  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



Given the flurry of acquisitions that have
taken place in Dublin’s hedge fund
administration market over the past few
years, as leading international banks have
added administration of alternative assets to
their custody and long-only fund servicing
businesses, you might be forgiven for
thinking that the industry was now dominated
by global behemoths and that smaller niche
providers had been squeezed out.

It’s true that the acquisition of specialist
hedge fund administrators such as
Hemisphere, Bank of Bermuda and Tranaut
by leading traditional service providers
including Bisys, HSBC and JP Morgan has
certainly brought institutions into the
business in a big way. However, reports of
the death of the independent administrator
have definitely been exaggerated.

It’s easy to see why acquisition is an
attractive route into the market for global
financial services groups. Clearly they have
come to the conclusion that hedge fund
administration involves a different mindset
and range of skills from traditional mutual
fund administration, with its huge volumes
and much more straightforward asset
valuation processes.

There’s a stark contrast to hedge funds,
with their complex transactions and fee
structures, administration issues such as
performance fee equalisation, and valuation
procedures that may involve seeking prices
from three or four brokers for particularly
sophisticated and exotic instruments. Not
surprisingly, the big institutions have decided
that it would be more economic in the long
run to acquire the expertise of a firm that’s
been in the business for a long time, along
with its book of business, than to develop
their own operation from scratch.

But one consequence of hedge fund
administrators becoming part of much bigger
institutions is that these larger groups do not
understand, and are not interested in, what

they deem to be small, or relatively small,
accounts. Their business models are not
designed to accommodate them – and their
idea of a small account is a fund with assets
of $100m, while a relatively small account is
$200m.

However, authoritative sources estimate
that some 70 per cent of all hedge funds in
the world have less than $100m in assets.
The result in Dublin is that as some of the
big players get bigger, the relatively small
independents such as Custom House,
Olympia Capital and a couple of others are
seeing their business grow rapidly on the
back of surging business from small funds
and especially start-ups, which would
otherwise find servicing hard to obtain at an
affordable price.

Not only are larger administrators less
attuned to the needs of smaller funds and
especially start-ups, but inevitably these
acquisitions and mergers lead to teething
problems in areas such as IT integration. But
there are often cultural issues too at
companies that were happy to exist as
independents in their own right, but now
have become a small part of a huge global
institution.

There is plenty of anecdotal evidence in
Dublin that these cultural questions can be
an issue, not only for staff of what were
formerly entrepreneurial independent firms,
but also for their customers, who are used to
enjoying a close relationship with a smaller
team that knows their business well.

They are also likely to become
disillusioned if the merged entity starts to
suffer from higher staff turnover. In an
environment where skilled and experienced
hedge fund administrators are very much in
demand, an appreciable movement of staff
away from the big firms has been evident –
another reason to believe that their smaller
rivals can continue to look forward to a
successful future. ■
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However, the industry is not resting on its
laurels. Today’s breed of administrators tend
to offer a wide range of sophisticated
services to their hedge fund clients that
stretch well beyond the booking of
investments and the noting of net asset
values to capital provision, risk management
and pricing of obscure and exotic
investments, in some respects stepping onto
the turf usually occupied by prime brokers.
The logic is that if in future some less
complex tasks are outsourced to lower cost
centres, Dublin firms can concentrate their
resources on higher value-added services.

In the meantime, service providers are
learning to live with the price of Dublin’s
success by efforts to increase their levels of
staff retention through training and career
development programmes, and also by
channelling expansion efforts into satellite
offices in other towns and regions around
Ireland, which not only keeps cost levels
down but offers access to a broad range of
potential new recruits provided by Ireland’s
much-admired education system.

Says Pascal Lambert, chairman of Bear
Stearns Bank, which provides custody and
trustee services in Dublin: “People within the
fund administration industry are concerned
about rising costs in Ireland, but at the same
time it still has a huge pool of talent that will
continue to emerge in the future. We are very
impressed with the quality of the young
graduates that come out of the universities,
but the issue is how you keep them
motivated after three or four years to climb
to career opportunities within your
organisation. Administrators just have to

accept that there will be significant staff
turnover and cope with it, hopefully
managing to retain the best people.”

Says Raymond O’Neill, a founding
member of fund consultants and advisers
Kinetic Partners: “We have to make sure we
keep jobs interesting, keep people motivated
and build their careers, so that they don’t
find themselves continuing to do routine
tasks. It’s lack of variety that drives them
from one organisation to another, so
employers are now being challenged to
make their positions more attractive, whether
it involves doing NAV calculations,
processing trades or carrying out
shareholder record-keeping.”

Country manager Clara Dunne says
CACEIS Investor Services puts a great deal
of effort into staff training and retention. She
says: “There is a lot of turnover in the
market, and we see investing in people, both
in terms of training and recruiting the right
kind of people to begin with, as very
important. Staff at CACEIS get a very good
experience because we haven’t
functionalised our operation, so particularly
on the fund accounting side, they are
responsible for a fund from start to finish.

“This is more attractive to young people
who are trying to build their career since
they aren’t obliged to specialise in one
narrow area, but deal with the whole picture.
We believe it’s also attractive to clients
because they have someone they can talk
to, an operational contact who genuinely
understands their product. This is an
approach that works both from a staffing
point of view and from the client’s point of
view.”

Industry professionals acknowledge there
is a danger of competition for skills turning
into an inflationary spiral that starts to make
Ireland less attractive for administrators and
their clients. Says Karen Tyrrell, managing
director of BISYS Hedge Fund Services
Europe: “There’s probably zero
unemployment in financial services in Ireland
at the moment, if such a thing exists.

“It’s definitely an employee’s market –
people can go travelling for a year then
come back and get a pay rise – so
companies need to be careful that they don’t
cannibalise each other by being taken
hostage by staff. Without there being a
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At BISYS, there’s only one way to do things. Yours.
From boutique organizations to global financial institutions, all ranges of alternative investment structures, from
all corners of the world.  There is no typical BISYS client, just as there is no typical BISYS solution.  

That’s why, at BISYS® Alternative Investment Services, we tailor our services in administration, accounting,
advisory and tax structuring to meet your specific needs. From years of serving a diverse range of clients,
we’ve learned to use each company’s unique impression as our blueprint for building strong and long-lasting
relationships.  

We’re going your way.

Call BISYS.
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California • Florida • Georgia • Massachusetts • Minnesota • New Jersey • New York • Ohio • Pennsylvania • Washington D.C.
BISYS® is a registered trademark of The BISYS Group, Inc. ©2006 The BISYS Group, Inc. All Rights Reserved.



Once upon a time, when hedge funds were
all either global macro or long/short equity,
their administration was relatively
straightforward, and gearing up for growth in
business simply meant hiring more fund
accountants. But in a world of ever more
exotic financial instruments and increasingly
complex and sophisticated strategies,
administration itself has become a more
cutting edge business and the skills that are
employed in it include some that you might
not expect.

It is in response to this development that
BISYS Hedge Fund Services has examined
its business, broken it down into core
competencies, and matched them to different
disciplines. Traditionally there has always
been the fund accounting group, investor
relations group and the legal and corporate
secretarial group, but now there are
specialists within those groups who focus on
complex instruments or the preparation of
financial statements. 

Instead of just looking for accounting
skills, the firm has in recent years gone out
to hire graduates with mathematics
backgrounds, engineers – and even one
astrophysicist. This means it is no longer
competing for staff only with other fund
administrators but with audit firms, banks
and investment houses.

Although BISYS is one of the largest
administrators in Europe, with 350 staff in
Dublin, it actually has a relatively small client
base. When the firm opened in Dublin in
1998, most European hedge funds were
long/short equity products, and their
managers consisted of two men and a dog
in Mayfair. Today these clients have added
new instruments, strategies and funds, and
they may have as many as 100 staff. They
have grown organically, and BISYS has

grown alongside them.
As these clients have grown their

businesses, adding new products and
strategies, BISYS has also had to evolve in
order to meet their changing needs. This
requires recruiting staff with different skill
sets. An engineer wouldn’t have worked in
fund administration when it involved simply
booking trades and net asset values, but
today they are pulling pricing models apart
to find out what’s happening with the
instruments that funds trade.

BISYS was one of the first administrators
to service funds dealing in markets such as
credit default swaps, carbon emissions,
freight and shipping derivatives. When these
new instruments first appear on the market,
no administrator can boast specific expertise
in servicing them, so what counts is having
a proven track record of flexibility and
evidence of ability to rise to the challenge
when clients have moved into new and
innovative types of product.

Being able to call on people from different
backgrounds and disciplines is helpful when
a new client appears or a new product
comes on line. By its very nature the industry
is one that experiences rapid change, but
that is something that the BISYS operation in
Dublin has been used to throughout its
existence.

Today a new client may be thinking only
of a long/short equity fund, but they might
want to get into credit or special situations
within two or three years. What they will ask
a firm bidding to provide administration is not
whether it can service that long/short
product, but whether it will be ready a
couple of years down the line to take on the
special situations fund. The winners in the
market of tomorrow will already be able to
give a confident yes. ■
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cartel, we all have to be sensible about
taking staff from each other. There’s no point
in everybody pricing each other out of the
market.”

As Tyrell notes wryly, unfortunately Ireland
did not experience a baby boom in the 1980s
to match the growth of the hedge fund
industry 20 years later, but the demographic
news is by no means all bad. For the past
few years, Ireland has been enjoying a
reversal of the emigration tide that has
characterised much of its recent history, as
Irish people who went abroad in the 1980s
and 1990s in search of career opportunities
then unavailable at home return to the
country, many of them with invaluable
financial services skills and experience
gained in centres like London, Luxembourg
and New York.

Says Tyrrell: “Ireland has started to do a
better job in terms of attracting people to the
country. That includes Irish people who went
to London in the 1990s when the job market
wasn’t so great and who are coming home
now, but also foreign nationals. Being part of
the EU has brought a lot more freedom on
the labour market.”

Today Dublin is acquiring a multinational
culture and a range of linguistic skills that
would have been unimaginable a decade or
so ago. According to a recent survey, a total
of 169 languages are now known to be
spoken in Ireland, and Dermot Butler notes
that the 108 Dublin-based staff at Custom
House Administration, where he is chairman,
speak 16 languages between them.

“From our experience, staffing doesn’t
appear to be a major problem at the
moment,” he says. “We have problems filling
some posts, but it helps that unlike most
other existing European Union countries,
Ireland has allowed citizens of the new EU
member states free access to the national
labour market.” There are understood to be
more than 200,000 non-Irish immigrants,
including at least 100,000 Poles, and one
leading evening newspaper publishes a
Polish-language supplement each week.

Says Deirdre Lyons, head of international
financial services at the country’s economic
development promotion body, IDA Ireland:
“We were the first developed country to open
the barriers and accept everybody, and that
openness has paid dividends. Many of the

financial services companies that operate
both inside and outside Dublin are now very
multicultural. There is a strong belief that
cultures that don’t discriminate against
outsiders and are accepting of new ideas
and faces are more successful.”

If the people required to handle the influx
of new hedge fund business aren’t available,
or not at the right price, in Dublin, there’s a
strong likelihood that they may exist
somewhere else in Ireland. The IDA has
played a leading role in encouraging some
of the biggest administrators in the market,
including Citco, BISYS, PFPC and State
Street, to create satellite offices not only in
the hinterland of the capital but in regional
centres such as Cork, Drogheda, Galway,
Kilkenny, Waterford and Wexford. There firms
have been able to tap into pools of labour
and to forge links with local educational
institutions in order to ensure that the skills
and qualifications they need are readily
available.
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The sum is greater than the parts…

• In the Top 10 Custodians Worldwide
• No.1 Depositary Bank for UCITS in France
• No.1 Fund Administrator in France
• In the Top 3 Corporate Trust Providers in France

w w w . c a c e i s . c o m

Crédit Agricole S.A. and Groupe Caisse d’Epargne
have combined their investor services operations to
form CACEIS, creating a leading player in depositary
banking, local and global custody, fund administration
and corporate trust services.

Backed by state-of-the-ar t technology, our European

teams offer an extensive range of innovative, fully-

customisable services within a highly-secure environment.

Our joint venture allows us to be even more competitive

and offer our clients augmented products and services.

Quality is our key focus: the 2,400 employees at CACEIS

who work to develop services tailored to your investment

and distribution objectives, are committed to the quality

management standards obtained and by pooling

expertise, provide outstanding service.



The administration of traditional long-only
funds has been transformed over the past
decade by the use of comprehensive IT
systems. They have automated processes
that used to require extensive, costly and
error-prone manual inputting. The greater
complexity of hedge fund investment
strategies and instruments has complicated
the task of replicating this success in the
alternative investment sphere, although
important strides have already been made.

This is particularly important for Dublin,
because automation can alleviate some of
the strain imposed on the sector by the high
demand for experienced staff. CACEIS
Investor Services has been investing
strategically in technological solutions, such
as interfaces with all the main prime brokers.

However, a continuing challenge is posed
by the way hedge fund managers seek out
new kinds of derivative and other investment
products. Every time technology catches up
with the latest product, another – slightly
different - variation is coming behind. And so
the process must start again. What’s required
is a system that’s flexible enough to adapt to
new strategies and product development.

Meanwhile, prime brokers are increasingly
recognising that they need to work with
administrators and other service providers in
order to provide automated trading
information and automated price feeds. This
has not been a strength of prime brokers in
the past. The difference today is that their
hedge fund clients now often come from
financial institutions. They require a robust
administrative and risk management process
and they are pushing their prime brokers to
work more closely with administrators.

CACEIS Investor Services has responded
to these new requirements by investing in
the latest technology, Reuters Kondor +,
which is also used in the front office of more

sophisticated alternative investment
managers. It offers comprehensive coverage
of all instruments, from vanilla assets to
exotic derivatives and structured products,
and can communicate with third party
systems to provide STP solutions for both
trading and reconciliations.

However, there remain considerable
barriers to greater automation in the area of
funds of funds. They are a unique product,
and two aspects of administration in
particular remain largely manual processes.
Subscription to an underlying fund involves
faxing a subscription form to the fund’s
administrator within the deadline to ensure
the money is invested, while obtaining
underlying fund valuations may still involve
calling various administrators to collect the
latest NAV prices.

In response, CACEIS has put in place
‘Fund’s Hub’, a specialised team of
experienced people for its fund of hedge
fund clients. They handle all subscription
and redemption requests and collect all
pricing information, building up a relationship
with the various underlying administrators.
They deal with over 350 onshore and
offshore registrars and collect periodic
information on around 2,000 hedge funds.

CACEIS’s excellent mutual fund
compliance systems have been adapted to
cover alternative funds as well. It has also
launched a flexible performance
measurement service that provides a wide
range of performance calculations such as
portfolio return, performance contribution and
attribution and risk ex-ante calculations.

Of course, technology is simply a tool to
service our clients better. We must always
focus on having experienced, flexible, highly
motivated staff who can work with our
clients to support them in developing their
businesses.  ■
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“One interesting development is that last
November HSBC opened up an office in
Sandyford, on the outskirts of Dublin, which
predominantly provides training for people
from all over Europe,” says O’Neill.
“Organisations are now looking to capitalise
on the expertise in the Irish market not only
for day-to-day operations but training and IT
centres.”

According to Tony McDonnell, head of
business development for HSBC’s Alternative
Fund Services, the European Training Centre
has been designed to offer graduates a
comprehensive training programme before
they enter the ‘live’ office environment, and
to provide existing staff with a development
matrix in order to identify the skills and
training required to further their career. He
says: “Investment in development is vital to
ensure employee retention and performance
and to create a constant pipeline of talent
into the business to meet industry growth
requirements.”

The IDA is also examining what Ireland
could do to encourage research and
development activity linked to the funds
industry. Says Lyons: “We are talking to
industry players about the whole concept of
research and development within the sector,
how we might harness and actively support
that. The initiative is in its very early stages,
but we believe this is another area where we
can build in more advantage to be in
business here and to maintain it in the future.”

In general, industry players believe that
Ireland’s legal and regulatory infrastructure is
an important asset for the hedge fund
services sector. Says McDonnell: “One of the
biggest drivers of growth in Dublin is
regulation. Funds targeting institutional clients
are becoming increasingly aware of the
benefit in having the fund domiciled in a
highly regulated environment and/or having
the fund listed on a recognised exchange.
Furthermore, by choosing an Irish-based
service provider to administer an offshore
fund, investors also benefit from an additional
layer of regulation that the administrator must
adhere to. Both these factors are attractive to
institutional investors and can be a key
component of the fund’s marketing appeal.”

However, the praise is not unqualified.
There is a widespread belief, for example,
that the approval process for Irish-registered

hedge funds needs to be speeded up
considerably if the country is to offer an
attractive alternative domicile to the Cayman
Islands – although industry participants
recognise that this is probably dependent on
increasing the resources available to a
regulator, the Irish Financial Services
Regulatory Authority (Ifsra), which also has to
monitor activities ranging from investment
management to distribution of retail products.

Says Ronan Nolan, partner in charge of
investment management services at Deloitte
& Touche Ireland: “There is continuing debate
about the degree of regulation for Irish-
registered and Irish-regulated entities. There
has also been quite a lot of discussion about
corporate governance and the role of
independent directors, and the requirement
for a minimum level of activity here, which is
probably more relevant to the Ucits end of
the market but also applies to Irish-registered
hedge funds. It is placing something of a
strain on the independent director sector.”

Predictably, companies in Ireland have few
complaints about the corporate tax rate of
12.5 per cent – “as good as it gets,” says
Butler – but for some industry players the
jurisdiction’s capital adequacy rules
somewhat take the gloss off. Says Citco
Fund Services managing director Declan
Quilligan: “Of the 11 jurisdictions in which
Citco has operational centres, Dublin is the
only one where there is a capital adequacy
requirement. We’re talking about money
sitting in the bank account, and this is a
barrier to growth because as your operation
grows, the capital adequacy requirement
becomes more onerous.”

In other respects, however, hedge fund
services firms are resigned to a growing
regulatory burden, knowing that much of it
stems from the EU and is outside the hands
of either the industry or the government, and
that to a large extent it is an imposition
shared with competing jurisdictions. Says
O’Neill: “Ifsra is actively looking at the rules
governing Irish-regulated business and
examining ways to relieve stresses and
strains on the industry, such as outsourcing
or offshoring. Clearly the environment is
going to remain challenging in terms of new
regulation and its impact, but what we ask of
the regulator is to be sensible in terms of
how it’s handled.” ■
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By all available measures, Dublin continues
to boom as an administration centre for
alternative funds, and is attracting new set-
ups of all alternative fund types from
managers in jurisdictions throughout the
world. The city has firmly established itself
as the European centre of choice for hedge
fund administration, providing a massive
opportunity for administrators located in the
jurisdiction.

This development is something that PFPC
anticipated several years ago at the outset of
growth in European hedge funds, and the
company adopted a strategy designed to
ensure that it would secure the maximum
level of market share, based on the adoption
of state of the art technology and offering
the greatest possible breadth of services to
the alternative investment management
industry.

About two years ago, PFPC identified
through a long due diligence process the
best system platforms on the market to
support this initiative, and adopted across
the line of business Advent Geneva as its
accounting platform, NTAS for its
shareholder services, and a front-end system
called Beecham for its new middle-office
service, enabling it to offer hedge fund
managers a full outsourcing solution.

This move is part of a strategy that is
being increasingly followed by administration
providers as they move away from the
traditional approach largely based on net
asset value into the provision of trade
support, execution, OTC processing and
other back office-type support that allow fund
managers to focus exclusively on trading
and distribution of the fund.

Unlike a number of other administration
providers in Dublin, PFPC decided many
years ago to forego acquisitions and
concentrate on achieving organic growth

through the provision of integrated services
to clients both in the alternative investments
sector and in traditional fund administration.
Although they are radically different areas
with different processes and systems, the
opportunity to receive integrated in-house
services is a popular option for clients who
operate in both asset classes.

PFPC attributes its success in winning a
significant amount of business from
European managers to having adopted the
strategy of providing a daily control
environment allied to best of breed systems.
The more recent addition of middle office
functionality has helped to keep the firm in
the top league of Dublin administrators in
terms of the increased sophistication of its
product offering, which is clearly the
direction the market is moving in.

It has also been one of the pioneers of a
shift toward more frequent valuations, built
on its experience both in the US, where
PFPC is a very large player in the mutual
funds industry, and in Dublin. On one hand
investors are demanding increased
transparency, and often find it unacceptable
to have to wait up to 10 days after month-
end before they receive the fund’s NAV. At
the same time many large managers want in-
house systems that reconcile their fund
records with their portfolio systems, not
monthly, not weekly, but on a daily basis. 

Adopting a daily processing control
environment for hedge fund administration
has proved a very radical product offering.
While traditional administrators still tend to
be month-end focused, PFPC has taken a
completely different approach, which means
as a matter of policy reconciling all positions
and cash in its funds to custodians and
prime brokers on a daily basis. As a
consequence, NAV can be turned round in a
very rapid timeframe at month-end. ■
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Enjoying the fruits of
organic growth

By Mark Mannion

Mark Mannion is managing
director of PFPC International



Like a number of other centres for hedge
fund administration, including Guernsey,
Jersey and Luxembourg, Dublin has
aspirations to move beyond the servicing of
funds and become known as a focal point
for alternative asset management as well. In
2004 the government economic promotion
agency, IDA Ireland, commissioned Deloitte
& Touche to examine ideas for the
development of the hedge fund sector,
including increasing its attractiveness to
hedge fund managers.

Deirdre Lyons, head of international
financial services at the IDA, notes that
Dublin is already home to a number of
hedge fund managers, including the asset
management arms of the two domestic
banks, Bank of Ireland and AIB, and Pioneer
Investments, the international fund
management subsidiary of Italian bank
Unicredit. She says: “There are benefits to do
with the legal and regulatory environment,
and obviously the 12.5 per cent corporate tax
rate plus all our double taxation treaties
makes it an attractive location for profitable
managers.”

But a year and a half after the
publication of the report, many industry
players are sceptical as to whether Ireland
can achieve its goal of attracting a
significant cluster of managers that would
give it critical mass in a sector dominated
by New York and London. Says Deloitte’s
Ronan Nolan: “It was always going to be
somewhat slow progress. It’s questionable
how feasible it is to attract investment
management activity. We will never
challenge the major manager locations, and
I think people largely accept that.”

According to Nolan, Dublin’s attractiveness
to foreign hedge fund managers has if
anything decreased as the result of a
change in the country’s tax rules. “Under a
concession known to as the remittance

basis of taxation, non-Irish domiciled people
working in the country on a short-term basis
were taxed in Ireland only on the basis of
the non-Irish and non-UK income they
remitted into the jurisdiction,” he says.

“However, this was changed in the
Finance Act at the end of last year, to
combat abuses in the construction industry.
The Revenue moved to quash that without
making any exemptions for the financial
sector, and some high-profile people here on
a short-term basis see it as a disadvantage.
Certainly it would affect any efforts to attract
highly-paid hedge fund managers.”

Another senior member of the financial
services industry in Dublin comments that he
used to be enthusiastic about building up
Dublin as a centre for hedge fund managers,
but he no longer believes it is a realistic goal.
He says: “What the Revenue Commissioners
have done with the abolition of remittance
basis taxation has clearly dissuaded non-Irish
people from coming here.”

Even without the tax obstacle, there were
already doubts as to whether Dublin could
lure managers. Says HSBC’s Tony
McDonnell: “Managers like the proximity to
their investor base that London offers. It is
the centre of hedge fund activity in Europe
and there are currently still benefits,
perceived or otherwise, for managers to
remain there.”

Adds Custom House Administration
chairman Dermot Butler: “I’m surprised more
people haven’t someone taken advantage of
double taxation treaties to open up a
management company in Ireland and pay
only 12.5 per cent in tax. On the other hand,
popping down to the bar in the evening to
meeting other people in the industry, which
you see in London or New York, is very
valuable for traders or money managers to
find out what other people are saying and
doing.” ■
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The hedge fund services sector in Ireland is
at something of a crossroads, with growing
evidence that many clients have concerns
about the ability of administrators to deliver
the range and quality of services they need,
while Dublin has lost the cost advantage it
once enjoyed as salary levels and other
overheads continue to increase. However, all
the indications are that the industry will rise
to the challenges it faces, and that while
there may be opportunities for new providers
in the market, Dublin’s role as Europe’s
leading hedge fund services jurisdiction is
not under threat for the foreseeable future.

A recent phenomenon observed by Bear
Stearns, in its role as a provider of custody
and trustee services in Dublin to funds
domiciled in Ireland and the Cayman Islands,
is that dissatisfaction with some aspects of
providers’ services is widespread. A key
complaint is that rising staff turnover
deprives clients of continuity in their
relationship with the administrator, which is
often regarded as an important aspect of
service quality.

In addition, as hedge fund managers trade
ever more complex and sophisticated
financial instruments, their requirements and
expectations of service providers are
becoming more demanding, and asking new
questions of administrators. Can the
administrator obtain prices for difficult-to-value
OTC instruments? Are they using pricing
models, or vendors? If pricing models, are
they creating their own? Do they have staff
with the experience to calculate such prices,
and can they cope with the volume demands
of a manager that might trade thousands of
OTC instruments every month?

The move by some – although not all –
administrators into the area of outsourced
middle-office services, as managers try to

focus more on their core activities of
gathering assets and delivering returns, is
also creating new challenges, some of them
financial. The growing cost of staff is
matched by increased investment in
technology, particularly among the global
custodians and traditional fund
administrators that have acquired specialist
hedge fund administrators over the past few
years.

Still, it’s important to keep the cost issue
in perspective. Overheads in Dublin remain
lower than in financial centres such as
London and New York, and are on a par
with Ireland’s main rival as a fund servicing
centre, Luxembourg. Worldwide financial
services salary costs have soared in recent
years, but in general profitability has risen
even faster. Administrators would not be in
Dublin if they were not making money.

If anything, Dublin is a victim of its own
success. Service providers are driving up
salary expectations because of their need to
expand in order to handle the amount of
new business coming into the jurisdiction. It
creates a spiral for personnel movements
and job openings, but ultimately this is
beneficial because it results in new
graduates entering and expanding the
industry’s skills base.

Ireland has a legal and regulatory
framework in place that covers every type of
conceivable alternative asset class for
professional and qualifying investors: single
manager funds, funds of hedge funds, retail
funds of hedge funds, private equity funds
and property funds. With a growing body of
expertise among the lawyers and auditors,
and a constant supply of well-educated
young people, financial services in Ireland
generally – and the hedge fund sector in
particular – is in good shape for the future. ■
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Dublin has made itself the unquestioned
European jurisdiction of choice for hedge
fund servicing, but locally domiciled funds
remain in a minority. At the end of June 2005,
just 434 – 14 per cent – of the 3,020
alternative investment funds serviced in
Ireland were domiciled in the country, while
the assets under administration of Irish funds,
at $82.7bn, made up 18 per cent of the
$473.9bn total. By contrast, Cayman funds
accounted for 62 per cent of the total in
terms of numbers and 63 per cent by assets.

It has long been assumed in Dublin that
its share of the hedge fund domicile market
will rise over the longer term at the expense
of Cayman and the British Virgin Islands (13
per cent by number of funds, 12 per cent by
assets) as new institutional investors
entering the alternatives market demand the
security of a regulated structure and
jurisdiction.

Says PFPC International’s Mark Mannion:
“Certain pensions funds and other entities
will not be comfortable with placing money
in a Cayman fund, which is extremely lightly
regulated – it relies on the administrator and
auditor being comfortable with the promoter.
Certain investors for whom that is not
sufficient will find Dublin extremely
compelling. Ten years from now we could be
looking at a very different story.

“At industry level, we administrators
continue to engage with the regulator
because while great steps have been made
to encourage the establishment of Irish-
domiciled hedge funds, we can go even
further. For instance, discussion is now
taking place about the concept of an
unregulated hedge fund that would have the
key features of Irish domicile but not
necessarily the full regulation it currently
entails.”

Mannion adds: “The users of an Irish
domicile remain very blue-chip institutions.
We’d like to be more open for the boutiques,
the non-bank hedge fund managers, to
choose us as a domicile rather than
Cayman, which remains I suppose the
default choice where there’s no requirement
on the part of the investor.”

Deloitte’s Ronan Nolan argues that there
is an “interesting tension” between Ireland’s
regulated fund regime and the desire to be
flexible enough to lure funds that would
otherwise be set up in Cayman. He adds:
“Service providers are fairly neutral as to
whether funds are domiciled here. The key
offering is the service centre capability, and
while domicile might be nice, it’s in no way
essential. It all goes back to the investor
profile and whether the regulated
environment is viewed as significant.”

One area in which Dublin suffers by
comparison is the time it takes to have a
fund approved by the regulator. Says Sean
Flynn of UBS: “For a lot of start-up hedge
fund managers time to market is important,
and set-up in places like Cayman is
significantly faster than in Dublin. If it
wants to become a domicile of choice for
hedge funds, the issue will be to see how
to maintain regulatory oversight while
shortening the lead time for fund
launches.”

Adds Clara Dunne of Caceis Investor
Services: “We lose out on some business
that could be domiciled in Dublin because it
takes six to eight weeks to have a fund
approved, whereas a Cayman fund can be
approved much more quickly. The way round
that is to put additional resources into the
regulator, so that they can approach things
in a speedier manner while not having to
skimp on oversight.”  ■
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An increasingly vital issue for the hedge fund
servicing sector in Ireland and indeed the
global industry is the impact of new types of
investment strategy and innovative
investment instruments such as credit
derivative swaps. Investment managers and
administrators are starting to recognise the
importance of obtaining independent pricing
for these instruments and, in turn, of
developing the right processes and models
to price the underlying investments.

The Kinetic Partners Hedge Fund Survey
conducted last year found that of various
issues affecting the industry, including
outsourcing, strengthening of back office and
IT infrastructure and diversification of product
offerings, a greater focus on independent
valuation was most likely to grow in
importance for managers in the future.
Managers polled for the survey also believed
that a perceived lack of skill among
administrators in valuation of hedge fund
assets posed a growing systemic risk to the
industry.

Failure of the industry as a whole to tackle
this challenge could impact the attractiveness
of alternative funds as mainstream
investments in the future. Fortunately, these
issues are now high on the discussion
agenda for regulators such as the Irish
Financial Services Regulatory Authority and
the Financial Services Authority in the UK, as
well as industry bodies such as the Dublin
Funds Industry Association and the Alternative
Investment Management Association, and
now firms such as Kinetic Partners are taking
an active part in the debate.

The public discussion of pricing issues by
regulators has drawn attention to the
increasing role of regulation in the hedge fund
industry, to a degree unimaginable a few
years ago. Yet the shift in the investor base of

hedge funds toward institutional investors,
along with the parallel move to accept access
to the sector by retail investors in some form,
are only likely to see the level of regulation
and scrutiny increase further in the future, in
Ireland and across Europe as a whole.

This year has already seen hedge fund
managers required to register with the US
Securities and Exchange Commission, no
matter where they or their funds are based, if
they have more than 14 US-resident investors.
It’s ironic that while many US managers
contested the new rules and some evaded a
registration requirement by using the loophole
of a longer lock-up period, many foreign
managers affected by the SEC requirement –
especially those based in London – were
already subject to regulation at home.

Clearly some managers see regulation as
a burden, but there’s no doubt that SEC
registration is a first step in the US toward a
more regulated environment for hedge fund
managers. The experience in Europe,
however, is that regulation can also be
beneficial for managers because it offers an
important assurance to the institutional
investors that are likely to be the main
source of future growth for the industry.

In the UK, which is home to the managers
of probably a majority of funds administered
in Ireland, FSA regulation is in one sense
supportive of the industry – it signifies that a
manager has been through a regulatory
process, and as a regulated entity is
authorised to manage assets. Obviously the
industry needs regulators to be sensible in
terms of imposing new rules, and regulators
need to be aware of the effect that over-
regulation could have on the industry, but
regulation does offer a stamp of approval
that US hedge fund managers could well
benefit from. ■
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Hedge fund administrators and consultants
in Dublin acknowledge that the erosion in
recent years of the jurisdiction’s cost
advantage over rival centres, mitigated but
not fully counterbalanced by the opening of
regional satellite facilities, exposes Ireland to
increasing competition in the fund servicing
field. However, for the most part they believe
that in the long term, the threat is greatest
from jurisdictions currently still below the
radar of the hedge fund industry, rather than
the established centres that are currently
trying to wrest away some of Dublin’s
business.

Says PFPC International’s Mark Mannion:
“In the early 1990s Dublin had the reputation
of being a low-cost centre, but now its
attraction is based more on expertise. It
remains ahead of rivals such as Cayman,
which suffered badly from the devastation of
Hurricane Ivan in 2004, prompting some
administrators to reduce their use of the
island as an actual location for
administration, although it remains popular
as a domicile.

“Jurisdictions such as the Channel Islands
and the Isle of Man have always had
capacity issues to a much greater degree
than Dublin, and I don’t see them ever being
able to resolve it because they are limited in
space. The one jurisdiction that perhaps had
a credible chance of closing the gap on
Dublin was Luxembourg, but that likelihood
has now diminished. Our regulatory
approach has helped the industry remain at
the cutting edge in terms of the products
that we offer and our approach to fund
administration.”

Adds Custom House Administration’s
Dermot Butler: “The Isle of Man has made a
big play of trying to attract administrators,
but its only advantage is cost, and probably
only temporarily. The island is not very big,
and we’ve seen shortages of staff there

before. Jersey and Guernsey apparently are
making inroads, but they’re both really
expensive.”

In a longer time horizon, members of the
industry in Dublin see competition from
lower-cost jurisdictions in southern and
eastern Europe and beyond, including places
currently not thought of as international
financial centres. Says Mannion: “In a longer
time frame of up to 10 years other
jurisdictions could emerge, such as South
Africa and Dubai, and build up the
expertise.”

Kinetic Partners’ Raymond O’Neill says:
“There’s pressure from places like Malta, as
well as the Isle of Man and the Channel
Islands, that will continue to grow and to
attract business, sometimes from Ireland, but
the low-cost centres are going to be eastern
Europe. We need to consider the potential of
Poland and the Czech Republic to do what
Ireland did in the late 1980s, which changed
the country dramatically in less than 20
years.”

But that may not necessarily be a bad
thing for Ireland. “The outsourcing of certain
activities to lower-cost locations makes a lot
of sense,” O’Neill says. Adds Deloitte’s
Ronan Nolan: “At the slightly less specialised
end of the market, some of the central
European countries are bound to develop,
and other countries like Malta are looking at
the Irish model as a case study. Dublin will
probably need to focus on the added value
end of the sector.”

One potential low-cost centre that could
buttress Ireland’s market position rather than
compete directly with it is practically on
Dublin’s doorstep. “Belfast and Northern
Ireland were advertising themselves at a
recent conference,” Butler says. “Today their
situation is similar to Dublin’s 15 years ago,
with relatively high unemployment and a lot
of well qualified staff.” ■
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