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already identifying trends that they believe 
will reinforce the country’s position as the 
world’s leading service centre for alternative 
funds – most importantly the impetus for 
improved fund regulation and governance 
that already is strengthening its position as a 
fund domicile within the European Union.

From the G20’s initiative last year to force 
tax compliance on offshore financial centres 
to the EU’s planned Directive on Alternative 
Investment Fund Managers, a number of 
converging factors are pushing institutional 
investors in particular to consider where their 
funds are domiciled and the extent to which 
investment managers and/or fund vehicles 
are regulated. Similarly, managers are now 
having to consider whether and under what 
conditions they may be able to access 
European investors in the future with funds 
established in traditional offshore jurisdictions.

Ireland promises to be an important 
beneficiary of any switch in focus from 
offshore to onshore vehicles because it not 
only has a couple of decades’ experience in 
servicing mostly offshore funds, the majority 
domiciled in the Cayman Islands, British Virgin 

For Ireland, the headlines over the past three 
years may have screaming about crashing 
property prices and floundering domestic 
banks, but beneath the country’s genuine 
economic difficulties one of its biggest 
success stories, international financial 
services, has survived the financial crisis and 
economic downturn in good shape. Now, 
for the fund services sector in particular, the 
pendulum seems to be swinging back from 
threat to opportunity.

True, the industry has had to grapple 
with the sharp fall in capital markets in 2008 
that depressed the level of fund assets and 
in consequence the fee income of service 
providers, but hedge fund managers made 
up much of their performance losses the 
following year. Investor capital, so skittish in 
the weeks and months following the crash of 
Lehman Brother and the uncovering of Bernard 
Madoff’s multi-billion-dollar fraud, has been 
coming back over the past 12 months, at first 
at a trickle, later in more substantial flows.

It might still be too early to declare 
the crisis successfully weathered, but 
fund industry professionals in Ireland are 

Ireland eyes 
opportunities in global 

regulation focus
By Simon Gray
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Meeting the challenges 
of regulatory change

By tony McDonnell
The alternative fund industry may have 
experienced a difficult couple of years 
following the economic crisis and downturn, 
but HSBC believes that with market 
stabilisation, greater competitiveness in areas 
such as costs and international endorsement 
of its strong regulatory structure, Ireland 
is well placed to benefit from the upturn 
underway in the hedge fund sector.

At the height of the crisis in late 2008 and 
the first half of 2009, the industry saw many 
hedge fund and fund of funds clients hit by 
asset outflows. During that period HSBC 
worked closely to help its administration and 
custody clients preserve their businesses 
through restructuring and mechanisms such 
as the side-pocketing of assets and gating of 
redemptions.

The ability of funds to meet repayment 
and margin requirements became a key 
issue for some providers. HSBC’s financial 
strength meant not only that it did not 
need to seek government funding, but 
that it retained the capacity to extend 
credit to its clients. Retaining open lines 
of communication and helping clients to 
pull through temporarily difficult times has 
strengthened relationships as the economic 
environment becomes more benign.

Today some of those managers are 
enjoying rapid growth – especially funds 
of funds, which are defying predictions 
that their business did not have a long-
term future. In the past six months fund 
of funds managers with a loyal investor 
base and a robust due diligence process 
have been attracting money again, notably 
from institutions such as pension funds 
and charitable foundations that were not 
prominent investors in the past. They still 
offer institutional investors the best form of 
hedge fund diversification available.

The main challenge for service providers 
in 2010 and 2011 is increasing regulation, 

including a focus on increased transparency, 
independence in the valuation process 
and safety of assets in custody, plus an 
increase in capital requirements stemming 
from the ‘strict liability’ clause proposed in 
the European Union’s Alternative Investment 
Fund Managers Directive. Providers will have 
to use their balance sheets to meet this 
obligation, unless an insurance-based liability 
solution becomes available.

Lack of balance sheet strength could 
eventually force out less robust administrators 
as business gravitates toward firms capable 
of standing behind the pricing of the funds 
they administer. Amid a shift from the offshore 
model to a more regulated environment, 
operating at current cost-income ratios may 
present a challenge if firms cannot bring in 
additional revenue by offering more services.

HSBC has responded by establishing a 
prime services business bringing together 
its existing custody and global markets 
activities. This combines the segregation of 
assets so important to hedge fund managers 
post-Lehman with the flexibility of prime 
brokers in using their assets to generate 
leverage. HSBC can now offer clients 
economies of scale through its ability to act 
as custodian, prime broker and administrator.

This one-stop shop approach may 
become more important in the coming years, 
especially as the implementation of Ucits IV 
presents the industry with challenges such 
as product complexity, cost pressures, new 
regulatory and disclosure requirements, and 
the need to handle larger and more intricate 
distribution channels.

The complexity of cross-border servicing 
requires systems and expertise to operate 
across diverse business environments. A 
provider with an unrivalled global presence, 
strong balance sheet and extensive 
experience in the fund services industry will 
be well placed to meet clients’ needs. n

Tony McDonnell is head of 
business development with 
HSBC Securities Services 
Ireland
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Islands and Bermuda, but it has the tried 
and tested Qualifying Investor Fund regime 
designed specifically for hedge fund vehicles.

In addition, as one of Europe’s two 
principal centres for cross-border retail funds 
governed by the EU’s Ucits legislation, it 
is ideally placed to accommodate the new 
trend among managers to offer hedge fund 
strategies via Ucits vehicles, taking advantage 
of the greater leeway offered by the 2001 
Ucits III Directive to use (within limits) leverage 
and financial derivatives to replicate alternative 
investment techniques such as short selling.

“Ireland is largely a servicing centre for 
alternative funds as most of the products 
are still domiciled outside the jurisdiction, 
but there is a trend toward setting up more 
regulated hedge fund products here,” says 
Gerry Brady, country head of Northern 
Trust Ireland. “For a considerable time, this 
has been the jurisdiction of choice for the 
servicing of alternative investment funds, with 
about 40 per cent of global hedge assets 
administered in Ireland.”

Now the country is becoming increasingly 
attractive as a fund domicile as well. 
“Everyone is more risk-averse in this 
new world and they’re looking for more 
transparency in the fund products they 
invest in,” he says. “There’s a perception 
that greater rather than lesser regulation is a 
good thing. Cayman, the BVI and Bermuda 
are still doing well, but there is certainly 
interest from investors and from managers 
who are at the least hedging their bets and 
looking at more regulated centres.

The change of mood in the marketplace 
can be seen in a shift in business flows for 

Irish administration firms. “Historically we 
predominantly serviced offshore funds along 
with a smaller proportion of Irish-regulated 
products, but over the past year as much as 
75 per cent of new business has consisted 
of Irish funds,” says Karl McEneff, managing 
director of Daiwa Securities Trust Europe.

“The traditional model involved a Cayman 
fund with an Irish-regulated administrator, 
a prime broker in London or the US, and a 
listing on the Irish Stock Exchange. All this 
gave investors the comfort they needed 
when the fund itself was unregulated. At the 
time speed to market at competitive pricing 
was crucial, but the sentiment now from 
fund promoters, driven by their investors, is 
that they don’t seem to be so concerned by 
these issues. Regulation, transparency and 
liquidity are the drivers at present.”

Industry members believe that a 
significant volume of additional business 
for Dublin may flow from the redomiciliation 
to onshore (read EU) domiciles of existing 
funds that were originally established in 
jurisdictions in and around the Caribbean, 
and perhaps to a lesser extent in the UK’s 
Crown Dependencies. At the end of last 
year Ireland approved legislation designed 
to allow the continuation of existing funds 
that opt to switch domicile to Ireland, rather 
than oblige their promoters to wind up the 
offshore structure and transfer its assets to a 
completely new corporate vehicle.

“A series of company law changes 
initiated late last year will enable offshore 
fund companies to redomicile funds to 
Ireland while maintaining their history and 
track record,” says Tony McDonnell, head of 
business development at HSBC Securities 
Services Ireland. “In the light of the draft 
AIFM Directive, managers of offshore funds 
will see Ireland as a very strong contender 
in which to redomicile their funds. The 
legislation will enable managers to bring over 
a lot of the characteristics of their offshore 
funds to a regulated onshore structure, 
which is clearly beneficial for investors, and 
the company history remains intact.”

McEneff notes: “The new Irish 
redomiciliation rules provide a clear 
framework to address and minimise the 
challenges currently experienced when 
redomiciling a fund. The legislation has been 
drafted specifically to allow a fund structured 
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as a corporate entity in another domicile to 
re-register in Ireland with its original corporate 
identity retained, ensuring continuity of activity 
and continuation of arrangements. There is an 
approval process for the promoter and service 
provider, and assets and liabilities move 
across once the regulator gives approval.

“There is a widespread expectation of 
a surge in fund redomiciliation driven not 
just by investors but promoters anticipating 
how investors will react. We are aware of 
international managers who have decided 
to redomicile no matter what the outcome 
of the AIFM Directive. They believe their 
products could be domiciled in any 
jurisdiction, but having a regulated fund ticks 
the box for the suite of products they offer, 
and they reckon that their fund should be 
equally competitive on price in Ireland.”

Admiral Administration (Ireland), whose 
parent company is based in Grand 
Cayman, has seen an increase in enquiries 
about the redomiciliation of funds from 
jurisdictions such as Cayman, according 
to managing director David Whelan. He 
says: “The legislation last year to facilitate 
the redomiciliation of funds is one of the 
developments that has helped to position 
Ireland as the centre of choice for managers 
looking to redomicile their funds onshore. 
Investors and managers are focusing more 
on the fund domicile, with some managers 
choosing to set up an onshore product as 
part of an existing master-feeder structure, 
with some further investigating the use of the 
Ucits passport for distribution within the EU.”

Uncertainty about the AIFM Directive and 
the potential for attracting new capital from 
EU institutional investors are other factors 
that have driven the enquiries Admiral has 
received, Whelan believes. “We’re hearing 
from US-based managers looking to build 
their assets back up with a focus on 
attracting European institutional investors,” he 
says. “Some managers, who have historically 
operated within the alternative funds space, 
have now taken steps to establish a flexible 
Ucits structure to access new institutional 
monies. This trend is partly being driven by 
the needs of those EU institutional investors 
that are restricted in their ability to invest in 
certain investment products.”

Barry O’Rourke, managing director of SEI’s 
fund services business in Ireland, adds: 

“Whereas in the past you would have had to 
close down a fund and set up a new one in 
Dublin, now you can move the legal entity 
straight over, which enables managers to 
demonstrate continuity of performance.”

O’Rourke acknowledges that it’s still early 
days for the new provisions, but says the 
feedback SEI has received is highly positive. “A 
lot of alternative managers are looking actively 
at redomiciliation, and the QIF is a very quick-
to-market and flexible solution for managers 
moving funds from an offshore jurisdiction,” 
he says. “It’s probably a trickle at this point, 
but it’s gaining a lot of momentum. If existing 
investors seek a more regulated jurisdiction, 
managers will consider redomiciliation, 
although if they are targeting new investors 
they may want to set up an Irish equivalent 
alongside existing offshore products.”

However, other industry members believe 
the domiciliation trend will be limited to 
managers for whom the European market 
is particularly important, and that other 
funds will continue to be established in 
Cayman and other offshore jurisdictions. “If 
a fund promoter wants to sell to European 
investors, they will set up a European fund, 
but where they want to sell outside Europe 
they’ll go to the usual offshore jurisdiction,” 
says Brian Kelliher, a partner in the asset 
management and investment funds unit at 
law firm Dillon Eustace.

“Ultimately redomiciliation will make sense 
for Cayman funds that up to now have been 
sold into Europe on a private placement 
basis, and converting them can allow 
promoters to take advantage of the European 
passport. But I doubt that redomiciliation 
will be as big as some people think. At the 
end of the day, US firms will continue to use 
Cayman, as well as the BVI and Bermuda.”

Peter Stapleton, a partner in the 
investment funds group in the Dublin office 
of international law firm Maples and Calder, 
agrees, saying: “Hedge funds will continue 
to use Cayman, BVI and other traditional 
domiciles. Growth statistics in these 
locations remain impressive, and the key 
for EU jurisdictions is to be able to adopt 
some of the flexibility and efficiency of these 
jurisdictions within a regulated framework.

“As a result, while I expect some 
European-focused hedge fund managers 
to build EU-domiciled fund platforms, in 
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Gerry Brady is country head of 
Northern Trust Ireland

Opportunity crossroads
By Gerry Brady

and corporate reporting. We also have a 
suite of services for separately managed 
accounts and funds of Ucits hedge funds.

The Irish-domiciled Northern Trust 
Common Contractual Fund platform, 
announced in June, allows investment 
managers, including hedge fund managers, 
to offer tax-transparent cross-border pooling 
Ucits funds. Interest is already evident from 
hedge fund managers, whom the platform will 
help to access the European market through 
a Ucits fund offering appropriate transparency 
and protection to institutional investors. 

Investors are challenging the industry to 
provide a far broader and more timely range 
of reporting information. New developments 
to Northern Trust’s online portfolio 
management solution, Hedge Fund Monitor, 
which provides access to a wide range of 
data from underlying hedge funds, include 
a compliance module to support the unique 
demands of funds of Ucits hedge funds.

Clearly the Ucits model will not suit all 
hedge fund managers. Interest continues 
for products such as Ireland’s Qualifying 
Investor Fund as a suitable vehicle for some 
of the more exotic of the many strategies 
that we accommodate as administrator. 

Following the Lehman Brothers collapse, 
asset segregation is a key consideration for 
prime brokers and their hedge fund manager 
clients, who are examining how long-only 
assets can be segregated and held away 
from the prime broker by a global custodian, 
such as Northern Trust.

Over the past six months, Northern Trust 
has worked with leading prime brokers 
to develop three models that help meet 
this requirement for both regulated funds 
(including Ucits) and non-regulated funds, 
which we are now introducing to the prime 
brokerage community.

Northern Trust’s Ireland operations are 
highly focused on supporting the wider 
hedge fund community to realise the 
opportunities from changes within their 
investor base. n

After a turbulent two years for global hedge 
funds, Ireland is now at the crossroads 
of opportunity as the industry moves to 
capitalise on new investor trends. Market 
events and today’s fragile global operating 
environment have created four compelling 
investor concerns: asset control, liquidity 
management, transparency and counterparty 
exposure.

These concerns are driving various trends 
in the industry, including deeper and more 
frequent reporting as well as investor interest 
in more regulated fund products such as 
Ucits (Undertakings for Collective Investment 
in Transferable Securities) III hedge fund 
vehicles and separately managed accounts. 
Uncertainty surrounding the EU’s proposed 
Alternative Investment Fund Managers 
Directive has added to the appeal of the 
Ucits III solution.

Ireland is ideally positioned to support this 
convergence of traditional and alternative 
investments as both a domicile and 
servicing jurisdiction of choice. It has a well-
established reputation in the Ucits landscape 
and is the administration centre for about 40 
per cent of global hedge fund assets.

As one of Ireland’s leading fund 
administrators with experience in both 
traditional and alternative sectors, Northern 
Trust is actively supporting these trends and 
building out a range of product solutions for 
the industry. We see considerable interest 
from hedge fund managers looking to capture 
the mood shift of institutional investors. 
While still looking to invest in hedge funds, 
institutions are seeking enhanced protection 
and more transparent investment restrictions, 
which Ucits III can provide.

Northern Trust in Ireland has been 
assisting hedge fund managers with a 
range of Ucits III solutions, spanning launch 
and redomiciliation management; support 
for risk management requirements; asset 
safekeeping framework; and integrated 
services across fund accounting, transfer 
agency, enhanced custody, banking, trustee 
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many cases it is likely to take the form 
of complimentary offerings rather than a 
fundamental shift of existing business, 
particularly as once the AIFM Directive is 
finalised non-EU managers and funds are 
likely to be able to qualify to market funds 
in the EU under either an adapted private 
placement regime or some sort of passport.”

In the meantime, Stapleton expects the 
Irish redomiciliation regime to be adapted 
in due course to cover non-corporate 
fund structures. “At present specific the 
redomiciliation law focuses on corporate 
vehicles, but funds can also take the form 
of unit trusts, limited partnerships and 
contractual vehicles,” he says. “While it has 
always been possible to redomicile these 
vehicles using asset swaps and other 
traditional techniques, further clarity on the 
regulatory parameters applicable would be 
welcome. There has already been discussion 
on this at industry level and I would expect 
it to continue for the benefit of managers 
looking to move.”

Industry professionals in Ireland 
acknowledge the country’s rivalry with 
Luxembourg, which has a larger share of 
the Ucits domicile and servicing market 
but is playing catch-up on hedge funds, 
but say there’s as much co-operation as 
competition. “Ireland and Luxembourg have 
long been the two pre-eminent jurisdictions 
for fund domiciliation,” Stapleton says. “It’s 
a respectful rivalry and there are ways in 
which the jurisdictions work together – for 
example many promoters use both domiciles 
for different products – but each also keeps 
a very keen eye on what the other is doing.

“The factors that made Ireland attractive 
for servicing Cayman and other offshore 
funds can now be compelling reasons if 
managers look to redomicile to the EU. 
For example, Ireland has built up a wealth 
of expertise in administering the complex 
instruments used by hedge funds, it has 
significant experience in the listing of funds 
on the Irish Stock Exchange, the largest 
exchange for listed investment funds in the 
world, and offers expert legal services to 
funds and their managers.”

Stapleton notes that Ireland also benefits 
from a cultural and linguistic affinity with 
much of the hedge fund management 
industry, which traditionally has been 

mostly based in the US and UK, as well as 
familiarity with its legal system. “Ireland is an 
English-speaking common law jurisdiction 
with a very similar business culture to 
the leading US and UK financial centres,” 
he says. 

“As a result Ireland has developed a lead 
over other EU jurisdictions in the alternative 
space.  I would anticipate that if some funds 
move to Europe, managers will be attracted 
to the Irish framework owing to familiarity 
with the regime and synergy with existing 
Cayman and BVI models.”

He is echoed by McDonnell, who says: 
“Ireland has first-mover advantage over 
Luxembourg in the hedge funds arena. It 
became a very attractive proposition because 
of its attractive tax rate for companies, 
including administrators, the intellectual 
capital and skills of staff, plus all the benefits 
of a quick-to-launch offshore fund with a 
tightly regulated administrator. That’s what 
helped the Irish hedge fund industry take 
off over the 10 years up to 2008, and it will 
continue to benefit us when regulations 
change and people are forced to look more 
onshore.”

Industry members also note that for 
various classes of funds, Ireland benefits 
from the fact that it does not levy a tax 
based on assets, as Luxembourg does with 
its taxe d’abonnement (subscription tax) of 
between one and five basis points on funds 
domiciled in the jurisdiction. 

Still, Ireland is ready to learn where 
necessary from Luxembourg, notably its 
Specialised Investment Funds, of which 
more than 800 have been set up since their 
introduction in February 2007. “There are 
likely to be developments on the Qualifying 
Investor Fund to pre-adapt it to some of 
the final AIFM Directive criteria, and also to 
increase harmonisation with some elements 
of Luxembourg’s SIF, which has been very 
successful,” Stapleton says.

“I don’t think Ireland will necessarily go 
as far as SIFs in not requiring prior approval 
of the promoter or investment manager – 
from our experience that may not be what 
managers or investors want from a regulated 
EU jurisdiction, and it would be contrary to 
current regulatory trends – but we do expect 
amendment of certain QIF criteria to make it 
more flexible.” n

8 

“I doubt that 
redomiciliation 

will be as 
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Brian Kelliher, 
Dillon Eustace
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Ireland is poised to become a prime 
beneficiary of the trend among alternative 
investment managers to establish regulated 
funds as a core part of their offering to 
investors. Whether managers are creating 
onshore funds in addition to offshore 
offerings, packaging their strategy within 
Ucits-compliant structures to expand 
their spectrum of potential investors, or 
redomiciling funds mainly from Caribbean 
jurisdictions to Europe, there is a clear 
movement that puts Ireland in pole position 
as a fund domicile within the European Union.

To some extent this trend is being driven 
by investor demand for the higher levels of 
supervision exercised in onshore domiciles, 
such as Ireland’s regulatory requirement 
for oversight of a fund by a trustee with 
fiduciary responsibility. Managers with 
funds in other jurisdictions are undertaking 
contingency planning in the event that key 
investors announce that they are no longer 
comfortable investing in offshore funds.

On top of these developments, the EU’s 
proposed Alternative Investment Fund 
Managers Directive is looming large, although 
it is still awaiting final agreement. The 
directive currently appears to limit distribution 
of alternative funds in European jurisdictions 
to regulated vehicles, and the requirements 
for non-EU based funds to gain access to the 
market are likely to be arduous at best.

Ireland can already offer alternative 
managers a choice between its sophisticated 
fund structure, the Qualifying Investor Fund, 
which is gaining increasing traction among 
hedge fund managers, and funds set up 
under the Ucits rules for retail investors, 
which offer a tried and tested structure as 
well as the ability to be freely marketed 
throughout Europe, free from the uncertainty 
over the AIFM Directive’s eventual provisions.

Daiwa has the capability to provide a full 
service offering for both Ucits and non-Ucits 

funds, including administration and accounting, 
custody and the trustee role, as well as 
arrangements to handle sub-custody of assets 
with a prime broker, futures broker or clearing 
broker. The firm has been active in Ireland 
for 20 years, having commenced operations 
in April 1990 with the launch of an Irish Ucits 
fund distributed by Daiwa Securities.

The firm’s experience dates right back to 
the dawn of Ireland’s hedge fund services 
industry, making its first step into the market 
in September 1990 when it began servicing 
a fund managed by Paul Tudor Jones. 
Throughout its history, Daiwa has prioritised 
quality rather than quantity in its operations, 
never taking on new business where it would 
put its commitments on service quality to 
existing clients at risk – which is why the firm 
is happy to use its customers as referees.

Daiwa’s background and experience 
is attuned to the new requirements of 
managers and investors, providing a 
comprehensive offering involving all 
the infrastructure required for effective 
management, corporate governance and 
oversight including lawyers, accountants, 
auditors, advisers and non-executive 
directors. The firm also offers a complete 
Ucits solution for managers and promoters 
entering the market while providing the 
comfort of segregation, transparency and 
service quality.

Until a few years ago investors did not 
regard high levels of fund regulation as a 
priority and were ready to accept quicker 
and less costly offshore solutions, but now 
the balance has tipped. Amid events such 
as Lehman and Madoff and indifferent stock 
market performance, investors have lost 
money they will never see again and need 
increased reassurance if confidence and 
trust are to be restored. The quality and 
solidity Daiwa can provide is an important 
part of that process. n

The drive toward 
regulated funds

By Karl McEneff

Karl McEneff is managing 
director of Daiwa Securities 
Trust Europe

Da iwa SEcuR it i ES  tRuSt
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Ireland’s alternative fund services industry 
is standing bloody but unbowed following 
the crisis of the past three years, which saw 
many fund administrators and other providers 
hit by falling asset-based revenues and 
clients running into difficulty. On the other 
hand, the turbulence also brought powerfully 
home the importance of administrators and 
custodians within the regulatory, governance 
and compliance structure of the industry as 
an important line of protection for investors’ 
interests.

Service providers are seeing increased 
opportunities not only from confirmation of 
the move in the US industry toward use of 
independent third-party administrators but the 
increased willingness of managers to turn to 
administrators for a wider-range of middle-
offices services. But at the same time there 
are questions about the future structure of 
the industry as administrators face increasing 
financial demands to stay at the cutting 
edge of technological development that their 
clients require.

Crisis accelerates 
emergence of new 
industry models

By Simon Gray
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INDUSTRY

In some respects the crisis has eased 
exiting structural problems for the industry 
in Ireland.

A by-product of the country’s general 
economic difficulties has been to dampen 
a cost spiral that was starting to become a 
significant issue for the international financial 
services sector in general and fund services 
in particular. As the froth has come off 
Dublin’s once-overheated job market, the 
salary expectations of skilled employees have 
moderated and staff turnover, not so long ago 
a serious client service problem, has dipped 
dramatically as stable employment and long-
term career development have become more 
important priorities.

Dermot Butler, chairman of Custom 
House Administration, notes that many 
administrators in Ireland resorted to cutbacks 
and salary freezes in response to the fall 
in revenues. “In times like these, in every 
industry people start focusing on costs, so 
that when the market comes back up they 
have a better-oiled, more efficient machine. 
Because Custom House has offices in Malta, 
Luxembourg, Chicago and Singapore as well 
as Dublin, we are able to direct business to 
where it can be done most efficiently and 
economically.”

David Whelan, managing director of 
Admiral Administration (Ireland), agrees 
that the global downturn has been a 
stabilising factor for the industry. “People 
are not jumping ship, and there’s a lot more 
commitment toward developing within the 
company. Staff recognise that their success 

can be driven as much by the success of 
our clients. If they provide a superior level 
of service by being responsive and attentive 
to a clients’ needs, that client may be more 
inclined to refer additional business to the 
company which will result in employment 
growth and promotions for existing staff. 
We’ve seen a lot more buy-in to that 
mentality over the past two years.”

Alan Raftery, managing director of the 
Dublin office of fund services software 
specialist Koger, provider of the NTAS 
transfer agency platform, says the fact 
that some firms have slimmed down will 
leave them better equipped to prosper in 
the future. “Industry-wide, we’ve had time 
to re-evaluate and readjust as a whole,” 
he says.

At the height of the boom, according to 
Raftery, it was extremely difficult to hire staff 
without falling into an inflationary spiral. “I 
was receiving CVs from people with limited 
experience looking for high salaries, and 
we were losing jobs to other offices that 
could hire staff with similar qualifications at a 
lower cost,” he says. “The readjustment did 
Ireland’s hedge fund services market good. 
The country is now more competitive due to 
a lower cost base.”

Gerry Brady, country head of Northern 
Trust Ireland, also sees benefits for the 
industry. “Ireland no longer enjoys full 
employment, and educated and industry-
savvy recruits are more readily available,” 
he says. “In addition, existing employees 
are more focused on staying with their 
employers as they realise the importance 
of job security and working for a good 
company that is focused on their long-term 
career development.”

This trend has reinforced the efforts 
launched by many fund administrators in 
the past decade to relieve pressure on their 
central Dublin operations by establishing 
satellite businesses on the periphery of the 
city or other parts of the country. These 
moves have enabled service providers to tap 
into labour pools that they were previously 
unable to access, take advantage of lower 
costs and greater workforce stability away 
from the capital, and participate in the 
economic development of other parts of 
the country by creating skilled and well-
paid jobs.
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clients require a flexible and adaptable 
system that can satisfy their own fund 
manager clients in a timely manner. Often 
this requires vendors to react extremely 
quickly, but Koger has responded with a 
flexible rule-based system that handles many 
of the mechanisms used by fund managers 
to deal with a multitude of issues.

These include lot level calculations, such 
as the ability to charge different management 
fees to different investors in the same fund, 
and the ability to distribute P&L at a lot level 
by applying certain income and expenses 
to a select number of investors within a 
fund. This eliminates the need to set up 
a separate fund for investors who don’t 
conform to the parameters of the fund.

The main focus of capital retention during 
the crisis was to switch investors from 
existing classes of a fund into a new share 
class with lower fees, allowing losses to be 
carried forward and protecting investors from 
the obligation to pay performance fees until 
all their losses had been recovered. Being 
able to do this on the system rather than 
on a spreadsheet ensured clients a solution 
tried and tested in the marketplace. Koger’s 
system had to be flexible in its ability to 
handle customised calculations and a variety 
of fund structures, and in accommodating 
calculations that had not yet been devised.

The industry is now recovering, but its 
consequences remain, notably the increased 
emphasis on regulation and compliance of 
all kinds. Funds of funds and other investors 
want greater transparency in a fund’s 
underlying investments, while administrators 
in turn are focusing on investor compliance. 
These demands entail more work for 
managers and service providers, but Koger 
can ease the burden by automating these 
processes, reducing the cost and effort 
required of industry players. n

The credit crunch, financial industry crisis 
and economic downturn of the past three 
years have had huge implications not 
only for managers of alternative funds 
and service providers to the sector but for 
providers of software systems to hedge fund 
administrators. The turbulence the industry 
has undergone has proved an important test 
of the ability of firms such as Koger to react 
to the changing needs of its clients and 
ultimately of managers and investors.

As a technology provider to the 
administration industry, Koger is well 
established in Ireland, the world’s largest 
hedge fund services centre, and its clientele 
includes such leading industry names as 
Daiwa, HSBC, Prime Fund Solutions and Citco. 
In conjunction with its NTAS transfer agency 
platform, which encompasses a wide range of 
functionality for alternative fund administrators 
including performance fee calculation, limited 
partnership, equalisation and series functions, 
Koger has developed modules for funds of 
funds and private equity, as well as products 
such as a web front end for NTAS and a 
middleware product that facilitates straight-
through processing and communication 
between NTAS and third-party systems.

However, the impact of the crisis has 
prompted demand from the industry for 
solutions to deal with new and unforeseen 
circumstances, such as the sudden absence 
of liquidity, and the mechanisms that 
managers were obliged to put in place to 
protect their businesses, notably the use of 
side-pockets to house temporarily illiquid 
assets, and revision of management and 
performance fee arrangements in order to 
stabilise management company revenues.

In the past couple of years, managers 
have placed more demands on their 
administrators, which automatically feed 
through to vendors like Koger, as the firm’s 

Alan Raftery is head of 
operations and Keith Parker is 
sales and marketing manager 
with Koger in Dublin

Helping the industry 
adapt post-crisis

By alan Raftery and Keith Parker
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“In 2004 and 2005 Ireland struggled in 
terms of experienced staff,” says Simon 
Phillips, executive vice-president with the 
asset acquisition group at Daiwa Securities 
Global Asset Services in London. “It was 
difficult for the industry to keep a solid 
workforce because everyone was poaching 
staff from everywhere else.”

His colleague Karl McEneff, managing 
director of Daiwa Securities Trust Europe 
in Dublin, adds: “Staff turnover was an 
issue for the industry because it’s a very 
personal business. People build relationships 
with the asset manager client, then all of 
a sudden they’re no longer there. It was a 
period when there was a lot of frustration 
among clients who felt the high turnover of 
staff was unacceptable. However, the trend 
stabilised with the creation of satellite offices 
outside Dublin.”

Daiwa was one of the firms that joined 
the decentralisation trend at that time, 
establishing a servicing operation in Dundalk, 
close to the border with Northern Ireland; 
other administrators set up operations in 
regional centres such as Galway, Limerick, 
Waterford and Wexford. An important benefit 
says McEneff, was that Daiwa was able 
to attract seasoned industry professionals 
who longed to escape the pressures of the 
capital: “A lot of people contacted us who 
had experience in the industry and were 
interested in going home.”

Tony McDonnell, head of business 
development at HSBC Securities Services, 
believes that this and other developments 
have had a big impact on employment 
trends in the industry. “Around 2006 the 
hedge fund industry in Ireland was suffering 
from staff turnover averaging more than 
30 per cent,” he says. “Our turnover rate 
in Ireland is now quite low at about 5 per 
cent a year. This probably reflects in part 
the economic situation – people don’t want 
to leave a secure job – but also the efforts 
we’ve made to engage with staff. I think 
that’s an important factor in our attrition rate 
falling so low.”

Barry O’Rourke, managing director of SEI’s 
global fund services business in Ireland, 
notes that the downturn has slowed the 
drive by administrators to expand operations 
outside Dublin, but believes it may revive 
before long. “The trend was very much 

driven by growth, which has been less 
strong in recent years,” he says. “However, 
it may pick up again as in general those 
moves outside Dublin have been extremely 
successful. Firm have been able to tap into a 
human resources market that wouldn’t have 
been available had their entire operations 
remained in the city.”

The experience of the past three years 
might also spark a more fundamental 
redesign of the economic model followed by 
the hedge fund services industry, according 
to some industry commentators, in response 
to a combination of circumstances that has 
seen the range and complexity of services 
required of administrators grow at a time 
when (temporarily) falling asset levels have 
reduced their income.

Some members of the industry are 
starting to think the unthinkable and wonder 
whether remuneration should remain largely 
dependent upon the volume and value of 
the assets that providers service. They note, 
for example, that while the existing pricing 
model suited all parties when asset levels 
were growing, it may not fully take into 
account the exposure that administrators 
take on and the liability they may face in the 
event of losses, whether they result from 
service providers’ errors or not.

In addition, the knock-on effects of the 
decline in assets in late 2008 and the first 
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AdmiRAl  Admin iStRAt ion

With offices in Grand Cayman, Ireland and 
the US, Admiral Administration continues 
to forge partnerships with small and start-
up hedge fund managers, offering skilled 
staff and an advanced technology platform 
that enables clients to keep costs down as 
they focus on developing and growing their 
business. Since Admiral’s Irish operation was 
established in 2007, it has invested heavily 
in technology, and expanded its offering to 
deliver a premium service to its clients.

Having initially focused on servicing 
alternative funds domiciled in offshore 
jurisdictions including the Cayman Islands, 
Admiral has expanded its offering to include 
servicing Irish-domiciled funds as the global 
alternative investment business responds 
to market and regulatory changes with 
increased use of onshore vehicles.

As part of a fund services group with 
a significant presence in the Cayman 
market, Admiral Ireland initially served 
mainly European managers with Cayman 
offshore funds. However, the firm has now 
established itself fully in the Irish market 
and developed links with gatekeepers of the 
European industry such as prime brokers, 
law firms and fund consultants.

Over the past two years the market 
environment has changed for small and start-
up hedge fund managers. New managers 
increasingly need to consider outsourcing 
various functions rather than carrying them out 
in-house, both from a cost perspective and 
more importantly to leverage off an established 
service provider’s technology and experience.

Admiral focuses on building long-term 
partnerships with its clients, where the 
manager and administrator can develop 
together. The group’s existing client base 
includes many managers that started with 
less than USD20m but today run assets in 
the hundreds of millions or billions of dollars.

Today managers are establishing new funds 

with significantly less seed capital compared 
with three or four years ago. Admiral’s flexible 
approach to client servicing offers an attractive 
value-added proposition that enables these 
managers to keep costs down at launch, 
allowing them to get established, build a track 
record and attract new capital.

As managers look to reduce their 
overheads, the firm has complemented 
its existing model by adding middle-
office services including portfolio and 
risk analytics as well as building out an 
enhanced automation processing mechanism 
that enables efficient collection and daily 
reconciliation of data with third parties 
such as prime brokers, independent pricing 
sources and the investment manager.

Admiral has continued to invest in its 
technological platform to provide straight-
through processing and dynamic reporting for 
its clients. It has created connectivity between 
the Advent Geneva accounting system, Advent 
Partner for investor allocations, fee and NAV 
calculations, and Paladyne Systems data 
warehousing technology. Integration of these 
systems facilitates dynamic web reporting 
for both managers and investors that can be 
customised to meet the client’s specific needs.

The outlook is particularly promising for 
Admiral and the Irish fund industry as a 
whole as looming regulatory change prompts 
more managers to consider creating onshore 
fund structures or redomiciling funds from 
other jurisdictions to Ireland.

Legislation introduced late last year to 
facilitate redomiciliation has helped position 
Ireland as the jurisdiction of choice for 
moving funds onshore. The country is well 
placed to become the leading European 
domicile as well as the primary global 
servicing centre for hedge funds, with 
structures at regulatory, service provider and 
product level that meet the requirements 
demanded by investors. n

Partnership in a 
changing world

By david Whelan

David Whelan is managing 
director of Admiral 
Administration (Ireland)
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– to carry out trades. According to Butler, 
a key benefit is to reduce the risk of errors 
resulting from the manual re-entry of trade 
details received by e-mail or sometimes fax.

“This helps to avoid the classic human 
errors, such as people entering a buy order 
instead of a sell order,” he says. The system 
can also offer substantial time savings: “On 
one occasion an investor who wanted to 
redeem out of one fund had to complete 
something like 104 pieces of paperwork. 
The net result was that the instructions were 
received late because it simply took too long.”

McDonnell says new opportunities have 
opened up from a shift by larger hedge fund 
managers to take back in-house middle-office 
functions that they had previously outsourced, 
with help from their service providers. 
“In particular managers of more complex 
strategies are re-evaluating their approach to 
middle-office capabilities,” he says. “Managers 
are starting to appreciate that outsourcing 
everything to one administrator may not 
necessarily be the best solution. Some are 
building out part of their middle office and 
looking for a provider able to validate all their 
numbers on a daily basis.”

Meanwhile, HSBC has built on its 
established administration and custody 
business in response to concerns in the 
aftermath of the Lehman Brothers bankruptcy 
about the counterparty risk involved in 
leaving assets in the hands of prime brokers. 
“We developed a quasi-prime brokerage 
financing platform called Custody Plus, which 
involved providing leverage and financing 
to hedge funds based on their assets in 
custody,” says Chris Barrow, global head of 
sales for the new prime services business 
at HSBC Bank. “Instead of the transfer of 
title and rehypothecation of assets in the 
traditional prime brokerage model, the client 
retains ownership of the assets.

half of 2009, through a combination of 
negative performance and net redemptions 
from funds, had the consequence of 
creating additional work for service 
providers, including handling the gating 
or suspension of redemptions and the 
creation of side-pockets for illiquid assets, 
on top of the increased difficulty of valuing 
complex financial instruments in often very 
thin markets.

In response, some administrators are 
considering moving away from being largely 
dependent upon the value of assets serviced 
to a more disaggregated model involving 
separate fees for individual services, which 
would reflect the increasing complexity of the 
assets serviced.

Says one analyst: “There is a strong case 
for rethinking the charging structure and 
perhaps build in more downside protection 
for service providers’ revenue streams 
where funds shrink in size but increase in 
complexity. There have already been moves 
toward disaggregation of fees, with every 
service being individually priced. It might be 
more complex, but it would ensure service 
providers are properly remunerated for what 
they do.”

In the meantime, service providers are 
exploring new ways to provide value to 
their clients. “Many custody houses and 
administration firms have started offering 
a wider range of services including cash 
management solutions and more middle-
office services,” says Peter Stapleton, a 
partner in the investment funds group at the 
Dublin office of international law firm Maples 
and Calder.

“Some have also partnered with 
consulting firms to offer a wider range of 
services. While the business of some service 
providers may have been affected by a drop 
in their clients’ assets under management, 
they have reacted by moving into new areas, 
adding services that they didn’t previously 
offer, and many of them are undertaking new 
developments in IT systems.”

An example is the launch by Custom 
House in June of the Chariot Dealing 
Platform, a secure online dealing portal 
developed in partnership with Comada that 
enables existing shareholders in Custom 
House-administered funds – on whom the 
firm has already carried out due diligence 
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wider range of corporate 
secretarial and mid-office 
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services; what differentiates you is the add-
ons. For example, SEI’s Manager Dashboard 
allows fund managers to query and access 
all the data that we maintain on their behalf. 
It’s very easy to use and offers the manager 
customised reports. We find it’s a big selling 
point at the moment. Fund administrators 
will need to offer a broad range of add-on 
services to stand out from the crowd.”

But the cost of keeping pace with 
technological development is one of the 
factors driving consolidation in the industry, 
as institutions look harder at the risk/reward 
trade-off within hedge fund administration. 
Says Brady: “A number of players are 
considering whether they want to remain in 
the business, given the likelihood that volatile 
market conditions will continue well into the 
future, with all the risks that entails, but also 
the capital expenditure required to keep up 
with innovation in the industry.

“Continuing restructuring and merger and 
acquisition activity seems likely. The outlook 
is for increasing polarisation between a 
handful of very large players that view fund 
services as fundamental to their future 
strategy, and which will continue to invest 
in the business, and niche players with a 
particular specialisation or close ties to a 
small circle of clients. Businesses in the 
middle may be squeezed out.”

McDonnell expects the number of smaller 
administrators in Ireland to shrink in the 
coming years. “There will always be a 
demand for smaller players that are willing to 
take-on start-up funds and managers, but I 
don’t know how they can continue to survive 
without a commitment to growth at some 
level,” he says. “Many smaller firms don’t 
have custodial companies attached to them 
and can’t offer a one-stop shop solution.

“Assuming a shift from the offshore model 
to a more regulated environment, operating 
at the same cost-income ratios as today 
may present a challenge if firms can’t offer 
more services that would bring in additional 
revenue. And managers of regulated onshore 
products may prefer better-capitalised 
companies and global brand names as 
an assurance in the event that something 
goes wrong. They want to know you can 
stand behind any errors and put the end-
investor right. That’s a challenge that not all 
administrators will be able to meet.” n

HSBC saw a further opportunity to expand 
its offering to the hedge fund community. 
Says Barrow: “We had many of the elements 
required by the industry, such as a strong 
credit rating and balance sheet and 
segregation of assets, and much of what we 
needed to run a prime services business 
– futures, options, equity financing, foreign 
exchange, interest rates and a custody 
platform. Bringing these various elements 
together into a single offering was an 
obvious thing for HSBC to do.”

Northern Trust offers its fund of hedge 
funds clients Hedge Fund Monitor, an online 
tool that enables managers “to drill down 
and look at liquidity and exposures, to carry 
out what-if scenario-type planning and use 
a whole suite of attribution analysis,” Brady 
says. “This type of online tool and the suite 
of products and services we can provide 
helps managers meet the expectations and 
requirements they are now facing.”

O’Rourke says the use of technology 
beyond the basic areas of fund accounting 
and transfer agency is an increasingly 
important differentiating factor for service 
providers. “We operate in a market where 
costs have historically gone up while 
revenues have come down as a result 
of increasing competition,” he says. “As 
margins become ever tighter, technology 
is the solution to that and Irish fund 
administrators are continuing to invest in 
technology to ensure they keep ahead of 
the market.

“Our clients expect to receive basic 


