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While some of the issues that emerged 
over the last year have cast something 
of a cloud on the country’s international 
reputation, industry observers believe that 
there has been good progress in stabilising 
the banking system and expect a strong 
recovery in the medium to long term.

Ireland’s economy certainly took a beating 
during most of last year, but it was not 
unlike what most Western economies were 
experiencing – with the notable exception of 
the scale of the impact on the domestic and 
international financial services sectors.

“The domestic sector, especially the 
banking system, is undergoing a severe 
and brutal adjustment because of the global 
environment and the bursting of the credit and 

Ireland, a small, flexible and open economy, 
was one of the hardest hit when the 
economic downturn started unfolding across 
Europe. The banking sector has seen a 
downturn, the property sector is still reeling 
from a slump in prices and demand, and 
job losses in many other sectors have been 
significant.

However, even though parts of the 
country’s financial services sector, especially 
the domestic side, are in poor shape, the 
international business focused on Dublin’s 
International Financial Services Centre, 
which includes many of the world’s largest 
financial services firms, is now hoping for a 
sustained recovery boosted by a raft of new 
government-led initiatives.

Emerald Isle takes 
steady strides 

towards recovery
By Romil timbadia
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Custom House Off ers 24/5 Service
Custom House Global Fund Services Limited now off ers its clients a full “round the world”

and “round the clock” hedge fund administration service through its network of offi  ces which,
following the merger with Equity Trust’s fund services business, includes Amsterdam, Chicago,

Dublin, Guernsey, Luxembourg, Malta, and Singapore.

Custom House’s Dublin offi  ce, which is authorised by the Irish Financial Regulator under Section 10
of the Investment Intermediaries Act 1995, achieved an exception-free SAS70 Type II and

was the fi rst hedge fund administrator to be awarded a Moody’s Management Quality Rating.

a member of the                                   Group of Companies

For more information on Custom House, please review our website:

www.customhousegroup.com

or contact

Dermot Butler (dermot.butler@customhousegroup.com)
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Irish fund 
administration  

for the US 
By Dermot Butler

The world of fund administration took a new 
leap, especially in the US, soon after the 
Bernard Madoff scandal. And when Union 
Bancaire Privée and Banque Edmond de 
Rothschild, the Swiss banks, threatened 
to withdraw assets from US hedge funds 
that didn’t use full-time independent 
administrators, that was the final nail in the 
coffin. The UBP and Banque Edmond de 
Rothschild announcements sent a strong 
signal to US hedge fund managers to either 
retain an independent administrator or risk 
losing investment from pro-hedge fund 
institutional investors. 

This call was particularly noteworthy, as 
UBP, through its funds of hedge funds and 
clients’ managed accounts, is one of the 
world’s largest investors in hedge funds, with 
USD124.5bn in assets at the end of June 
last year. 

In fact, one hedge fund manager with 
which UBP invests, Millennium Management, 
moved straightaway to appoint an 
independent administrator, recognising 
that for investors this is, or is perceived 
to represent, an added safeguard against 
fraud or mismanagement on the part of the 
managers. 

As hedge fund and fund of fund investors 
gear up to limit their risks in the troubled 
environment that is now, the onus is on 
hedge funds to protect their assets. This is 
more indicative of US funds rather than their 
European counterparts, as the vast majority 
of offshore (from the US) funds, and certainly 
those with European managers, already use 
independent administrators and it is already 
a precondition for many investors.

It goes without saying that other investors 

are also following UBP’s lead, which in 
turn is giving an additional fillip to the fund 
administration sector. And consequently, 
large fund administration jurisdictions like 
Ireland are also benefiting. At the same time, 
The Alternative Investment Management 
Association (AIMA) and the Hedge 
Funds Standards Board have long been 
urging managers to deploy some type of 
independent oversight to give an extra sense 
of security in valuing their portfolios. 

Fund administrators are becoming 
increasingly important given the turbulent 
times that surround us. In the long run 
it is always better to be safe than sorry. 
Independent administrators fulfil various 
key functions for the industry. Apart from 
providing independent fund valuation and net 
asset value (NAV) calculations, many also 
provide additional services such as day-to-
day duties associated with running a fund, 
shareholder record services, accounting, 
performance measurement and legal 
support. 

In the new era that is emerging, there is 
bound to be a significant shift in the way 
hedge funds will manage their infrastructure 
and operations. In a bid to maintain investor 
confidence and attract new investment 
capital, more hedge funds are moving, 
and will move, towards independent fund 
administrators.

Outsourcing of fund administration can be 
relied upon for independent verification and 
valuation of the assets managed, apart from 
other valuable services that are provided. 
The new environment has instilled the need 
to be safe rather than sorry. Independent 
fund administration is the way forward. n

Dermot Butler, Chairman, 
Custom House Global Fund 
Services Limited
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the property bubbles in Ireland,” says Willie 
Slattery, country head of State Street in Ireland.

“We seem to be halfway through 
the restructuring phase. In terms of the 
international financial services sector, some 
areas have been impacted severely, such as 
securitisation and financial and hedge fund 
administration, but in most cases the extent 
of the actual attrition has been surprisingly 
small.”

In fact, a survey by the Irish Funds 
Industry Association has revealed, to 
widespread surprise, that employment in the 
country’s fund administration sector actually 
increased by 2 per cent last year.

Andrew Dillon, managing director at 
insurance brokerage Baronsmead Partners 
Ireland, says the mainstream banking 
sector has been hit hardest, with the fallout 
from lending practices over the past 15 
years taking its toll on the major domestic 
institutions. “Going forward, I think we will 
require enhanced corporate governance 
practices to be in place, particularly with 
regard to listed companies,” he says.

Many sectors will have to adapt to 
changes such as increased regulatory 
requirements. Says SEI managing director 
Barry O’Rourke: “Ireland has always been 
committed to establishing a stable, regulated 
environment and had tremendous growth 
as a result. With this continued focus, 
the country will be in a good position to 
capitalise on the eventual market upswing.”

The question now being asked across 
Ireland is when that upswing will occur, 
and how. There is widespread confidence 
about a range of interesting initiatives and 
strategies designed to boost the financial 
services sector.

First up is the establishment of the 
National Asset Management Agency 
(NAMA), a state body set up to purchase 
toxic debts from Irish banks to which 
Brendan McDonagh, a former director 
of finance at the National Treasury 
Management Agency, has been appointed 
interim managing director. McDonagh played 
a pivotal role in formulating the government’s 
response to the banking crisis, and in his 
new role will steer NAMA as it buys up bad 
debts from Irish banks in an effort to free up 
credit in the banking system.

Many industry experts believe the 
establishment of NAMA is the key to the 
recovery of the financial sector, although the 
scope and scale of its task currently remains 
difficult to quantify.

At the same time, the severe domestic 
economic contraction is resulting in a 
large improvement in competitiveness 
through labour and other cost savings. 
Once characterised by an overheated 
property market and the high cost of skilled 
manpower, Dublin is now basking in the 
dramatic availability of labour and office 
space.

Slattery notes: “Internationally traded 
businesses, possibly the only businesses 
who might be hiring at the moment, 
have now a huge choice, as the skilled 
unemployed join the pool of university 
graduates. Undoubtedly this represents 
a vast improvement in the labour market 
environment.”

However, industry members say that the 
financial sector faces other hurdles on the 
road to recovery, notably the tax changes 
that have been pushed through by the 
government as part of its economic rescue 
programme.

“The personal taxation introduced in 
the supplementary budget is very counter-
productive,” Dillon says. “The state is 
punishing the most productive people in the 
economy whilst not dealing with the real 
problem, which is a woefully inefficient public 
sector.”

3 
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Willie Slattery, country head of 
State Street in Ireland
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John Bohan, Managing 
Director, Apex Fund Services 
(Ireland)

The show must go on
By John Bohan

consumers, suppliers and the environment. 
And this must be done precisely in a bid to 
restore international confidence in Ireland as 
a place to invest and to do business.

The EU proposal for fund regulation has 
seen many disagreements and only time will 
tell what the final legislation will encompass. 
The Irish funds industry will need to keep a 
close eye on its neighbours within the EU 
that are also adapting legislation to meet the 
needs of the industry. Increasing regulation 
and costs of regulatory compliance, labour, 
rents and rising inflation are being monitored 
carefully, particularly given the poor growth 
of funds and change in economic climate.

A positive move is that Ireland is looking 
at reworking company law to cater for 
private equity and REIT type products. This 
may take more than 18 months to come 
into operation, but it is these foundations 
that will govern the success of Ireland as 
a funds jurisdiction in the decade ahead. 
It is also encouraging to see that the level 
of government commitment to maintain the 
development of our regulatory and service 
industry is evident, and this reaffirms the 
belief that forward planning and pragmatic 
regulation is key to ensuring success within 
the industry. n

The recession has given everyone lots 
to think about and for the funds industry 
things are no different. With rising costs 
and staffing and recruitment pressures in 
the more established fund jurisdictions, 
international promoters are keen to consider 
other options. It is becoming increasingly 
evident that Ireland, as a funds centre, is 
facing more and more competition from the 
likes of smaller jurisdictions like Malta and 
Isle of Man.

Indeed, there has been a lot of change 
happening across the world on the 
regulatory side and most governments are 
taking this opportunity to overhaul company 
legislation. From the funds perspective, this 
is mainly to prepare for the global changes 
and ensure that they correct old legislation 
that in a lot of cases was not written to cater 
for funds.

Jurisdictions such as Ireland, Isle of Man, 
Saudi Arabia and Abu Dhabi are revising 
their company law to cater better for the 
financial services industry as it is today. Isle 
of Man released a new Financial Services 
Act 2008 and Collective Investment Schemes 
Act 2008 and, more crucially, is now 
competing head-on with the Channel Islands 
due to revisions on the VAT treatments for 
investments managers.

Malta’s recent entry to the EU in 2004 
has allowed them to very quickly make fast 
ground in getting market share on the UCITS 
products. They are expanding at a rate of 
150 per cent year-on-year with regard to 
fund launches, which is remarkably similar 
to the Irish story in the 80s. Could we see 
ourselves relegated to the lower tables? 
Much will depend on the moves by Irish 
authorities concerning regulation and fund 
structures.

Many emphasise that a radical change 
must be made in Irish company law, towards 
the broader stakeholder model. There must 
also be a reform on corporate governance, 
with wider interests on employees, 
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He believes that a concerted effort to 
attract new business would have been a 
better approach. “We could try to attract and 
build a robust asset management industry. 
The budget in the UK would have facilitated 
this to some degree, as many high earners 
would consider a switch to a more equitable 
tax environment. Unfortunately, we have 
taken the easy option of targeting personal 
taxation without addressing the issues that 
really drain our public finances.”

Adds Slattery: “Now the income tax 
environment is much less attractive to mobile 
employees, which in turn is damaging 
to Ireland’s competitive advantage as 
a jurisdiction for internationally-traded 
services.”

More changes are expected in terms of 
additional regulation. A new chief executive 
of the Financial Regulator will be appointed, 
along with a new governance structure, and 
the reintegration of the supervisory authority 
with the Central Bank has been announced. 
But industry members doubt the value of 
additional regulation unless it is enforced 
effectively.

According to Slattery, Ireland needs to 
ensure that any changes to the country’s 
regulatory approach and infrastructure 
preserves the environment that has 
won international respect and delivered 
substantial public welfare benefits in the 
form of a broad-based and successful 
international financial services industry 
employing 25,000 people nationally.

O’Rourke is optimistic, saying: “Irish 
regulators understand the pressure that 
changes in legislation, infrastructure and 
taxation can bring, so they have been 
working closely with industry participants to 
ensure that Irish products continue to be at 
the forefront of market developments.”

Dillon believes the regulatory authority 
could do with some new blood and fresh 
ideas. He says: “I would like to see some 
private sector experience added to the mix 
and perhaps some regulatory experience 
from a foreign jurisdiction.”

Ireland’s fund administration industry 
has been grappling with a much more 
challenging business environment, with 
many firms having to make significant 
adjustments to cope with an unprecedented 
decline in assets under administration, but 

leading members of the sector believe their 
companies will emerge from this turbulent 
period leaner and more efficient.

Ireland still remains a very attractive 
domicile for funds, they say, and is well 
placed to benefit from any move by hedge 
fund managers to create more regulated 
products. Ireland is also seeing a significant 
number of US-based managers enter the 
market for the first time, mostly with Ucits 
products.

Among investors, transparency and 
liquidity are the order of the day. “They 
simply won’t stand for anything less,” Dillon 
says. “From an Irish perspective this fits 
really well, as we have the skills to service 
all types of fund vehicle. Ireland is doing 
extremely well with ETFs – a large number 
of these vehicles are established at the 
moment with very significant pools of 
assets.”

Other sectors like insurance and 
reinsurance continue to attract many 
top names to Ireland, but they are also 
experiencing changes. Says Dillon: “A large 
part of this is being driven by directors of 
investment funds, some of whom were 
previously content to be covered under a 
manager’s group policy.

“This cover is potentially dangerous for 
directors, as they may not have access to 
the broke or insurer, which will generally 
be located in an overseas jurisdiction. 
Removing themselves from these group 
policies ensures that the cover in place for 
the directors is there for their protection (and 
indirectly the investors) only. A standalone 
directors and officers policy also ensures 
that the cover is less restrictive than when 
combined with managers’ professional 
indemnity insurance.”

Ireland is taking a range of steps to 
maintain its international position, built not 
only on its low standard rate of corporate 
income tax but its status as a well-
established financial services jurisdiction, 
a high level of experience and quality in 
the workforce, the globally acknowledged 
solidity of its regulatory framework and the 
commitment of local industry participants. 
Says O’Rourke: “It is these factors that keep 
the Irish financial services sector so well 
placed to benefit when the global economy 
stabilises.” n

6 
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Jack Klinck, executive vice 
president and global head 
of State Street’s Alternative 
Investments Solutions team

Pragmatic regulation 
is the way forward

By Jack Klinck

venture capital firms and private equity firms 
to register with the Securities and Exchange 
Commission (SEC), under either the 
Investment Company Act or the Investment 
Advisers Act. These proposals have been 
considered in the past. For example, the 
SEC adopted a rule in 2004 that required 
hedge funds to register as investment 
advisors, but the US Court of Appeals for the 
District of Columbia vacated that rule in 2006. 
Nevertheless, similar proposals have moved 
up the legislative agenda.

Regardless of where in the world one 
looks, additional regulation is just around 
the corner and hedge funds are already 
taking measures to restructure, retrofit their 
processes and optimise their administration 
to be ready for market recovery and a future 
landscape composed of fewer, larger hedge 
funds and new regulatory requirements.

The financial crisis has also driven them 
to renew their efforts aimed at both cost 
efficiencies and improved risk management. 
For example, hedge fund managers are 
examining their various risk monitoring 
techniques and stress-testing their portfolio 
models through worst-case scenarios. 
Hedge funds are also increasingly engaging 
third-party administrators and independent 
portfolio valuation services to address the 
concerns of their investors, regulators, 
central banks and finance ministries.

But much depends on what regulatory 
measures are deployed. Surely, if 
governments undertook a precipitous round 
of regulation, including requiring information 
to be provided on investment strategies, the 
future of the hedge fund industry could be 
at risk. Applying bank-like capital rules or 
mutual fund-like investment restrictions to 
hedge funds puts the vital role that hedge 
funds play in financial markets in jeopardy. 

Amid what is perhaps the most extensive 
re-writing of the global financial rulebook 
ever undertaken, the alternative investment 
industry – like the rest of the global financial 
sector – is expecting additional regulation as 
well as other potential challenges. 

The ongoing financial crisis has led to 
calls for reform of the regulatory system 
around the world, including additional 
regulation for hedge funds, private equity 
firms and other financial institutions.

The focus of this new regulation is no 
longer on the safety of individual investors, 
as was previously the case, but rather on 
financial stability, safety and soundness. 
New regulations are expected in several 
interrelated areas, including new registration, 
reporting, disclosure and prudential 
requirements for individual funds, fund firms 
or individual managers. In addition, hedge 
funds will likely have to confidentially report, 
either directly or through counterparties, data 
relevant to systemic risk monitoring.

Some hedge funds — either due to their 
size or their particularly important role in 
certain market segments — could also be 
designated as “systemically significant,” 
making them subject to direct regulation.

Of course, hedge fund regulation 
is a question of degree. Some market 
commentators, notably in continental 
European countries in which hedge funds 
are domiciled, have called for hedge funds to 
be tightly regulated, along the lines of banks 
or retail funds. By this view, regulation should 
set out what hedge funds can and cannot 
do, as we all explore the nature and scale 
of their leverage and the obligation to render 
their strategies transparent to other market 
participants.

In the United States, initial bills emerging 
in Congress seek to require hedge funds, 

StAte  StReet
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they did prior to the crisis. Needless to 
say, all eyes will be on the decision of the 
European Parliament and member states. 

Whatever new architecture emerges 
from the community of global regulators, 
market forces are already well under way 
that will lend greater transparency and 
security to hedge fund administration and 
operations. A stable, sustainable hedge fund 
industry would benefit from administrative 
innovation, including independent pricing and 
avoidance of counterparty pricing whenever 
possible; the standardised reporting of 
price/performance measures; segregation 
of safekeeping functions; independent 
fund administration; and, the exclusive use 
of regulated entities to provide such key 
services as administration, safekeeping and 
prime brokerage.

The hedge fund industry will ultimately 
emerge from the financial crisis smaller 
in terms of the number of funds, but 
eventually larger in terms of assets under 
management. Importantly, the new industry 
will also be vastly more complex, for 
investors as well as for managers, and 
will entail greater regulatory requirements. 
In a sense, the crisis has forced the 
maturation of the hedge fund industry and 
in the process created a number of new 
challenges and opportunities. n

Such regulations would also risk reducing 
market diversity to the detriment of both 
individual and institutional investors.

In Europe, the hedge fund industry is 
already regulated to a great extent. While 
European fund vehicles are frequently 
established in offshore jurisdictions, primarily 
for asset gathering purposes, fund managers 
are for the most part located onshore and 
concentrated in jurisdictions such as the UK, 
where they are regulated and supervised by 
the Financial Services Authority.

In addition, hedge fund trading in Europe 
falls under existing EU rules such as the 
Market Abuse Directive, which places those 
activities within regulatory reach. Hedge 
fund trading activities are also rendered 
transparent by the transaction reporting 
requirements of the Markets in Financial 
Instruments Directive (MiFID), which requires 
that detailed information be supplied to 
regulators on a trade-by-trade basis. The 
introduction of the EU-wide Transaction 
Reporting Exchange Mechanism (TREM) 
should provide regulators with much of the 
information they require.

Having already successfully navigated 
through all of these regulations, European 
managers should be able to compete with 
the rest of the world under a new, stricter 
regime, just as well as – if not better – than 
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Like all international financial services 
centres, Ireland was hit hard by last year’s 
upheavals both in the industry and in the 
wider economy, but so far the impact of the 
economic crisis on the country’s fund sector 
has been comparatively marginal – certainly 
compared with the country’s banking sector, 
where the government has had to take 
drastic action to keep the country’s major 
institutions afloat.

That’s not to say there have not been 
significant changes for fund industry players. 
The fall in  assets across the industry has 
been difficult for many administrators that 
have built their technology and personnel 
infrastructure around higher revenue figures, 
but they remain confident they can emerge 
from the downturn stronger – especially if 
Ireland becomes a prime beneficiary of a 
switch by hedge fund managers to more 
regulated products and domiciles.

Administration firms are closely monitoring 
developments on the proposed new 
hedge fund and private equity regulatory 
framework unveiled in April by the European 
Commission. “This year promises to be a 
busy one on the regulatory front,” says Mark 
Mannion, managing director of PNC Global 
Investment Servicing Ireland. “We have the 
management company directive as well as 
a potential hedge fund directive to address. 
In addition we have ongoing discussions 
around minimum activities rules which 
impact the competitiveness of our industry.”

Some of the EU proposals are aligned 
with recent research into the industry, 
notably a white paper published by Bank 
of New York Mellon and New York-based 
management consultants Casey Quirk, that 
forecasts a greater alignment of the interests 
of shareholders and managers in the future.

Since no evidence has been uncovered 

Administrators adapt 
to changing market 

environment
By Romil timbadia
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Phil Masterson, Head of 
SEI’s Knowledge Partnership 
Program, which provides 
ongoing business intelligence 
to SEI’s investment manager 
clients

For a long time, hedge managers benefited 
from a steady stream of inflows and 
frequently dictated investment terms. But 
record redemptions and investor frustration 
with suspensions and gating has ushered 
in a sea change giving investors the upper 
hand – and hedge funds are responding.

Investors are demanding lower fees, 
increased information about holdings, 
usage of managed accounts as opposed to 
pooled vehicles and better liquidity terms. 
Fund managers are finding it difficult not to 
acquiesce.

In late 2008, SEI commissioned a 
survey of institutional investors, investment 
managers and pension consultants that 
requested their views on client service. 
The SEI Knowledge Partnership examined 
the following three topics: best practices 
for client service; client service and 
communication requirements in periods of 
underperformance; and, presentation skills 
and performance metrics.

The survey results established that while 
performance is extremely important in 
selecting managers, client service activities 
directly impact client retention, and client 
service is often evaluated independent of 
performance.

As the capital markets fell in 2008, the SEI 
Knowledge Partnership delved into the role 
of client service during poor performance, 
and the crucial impact of excellent client 
service became apparent.

In fact, 100% of survey respondents 
indicated superior client servicing efforts 
resulted in the retention of a client 
relationship during a period of poor 
performance, indicating that all managers 
should intensify their client servicing efforts 
during periods of underperformance.

In fact, this development has also 
increased business for service providers, as 

hedge funds are increasingly outsourcing 
any aspect of their business that does not 
focus on investment performance and client-
service. In terms of maintaining a client-
centric focus, hedge funds must evaluate 
four key aspects of client service: scope and 
quality of resources, responsiveness and use 
of technology.

The survey revealed that 93% of 
respondents consistently review the quality 
of client service received from managers, 
and 91% of respondents indicated that 
their investment managers were generally 
responsive to inquiries.

However, 59% of total respondents 
believe that managers should dedicate more 
resources to client servicing efforts – with 
over half of the total respondents indicating 
that investment managers should focus on 
improving their ongoing communications 
regarding market performance and any 
pertinent issues that arise.

Almost 96% of total respondents still 
believe that while technology’s role will 
continue to increase, face-to-face meetings 
remain the preferred way to hold portfolio/
performance review meetings. 

Clients are demanding more and managers 
are responding. By providing more timely and 
detailed reports on trading, there is also a 
focus on transparency – a must-have factor in 
the hedge fund business today.

Risk monitoring and measurement, 
performance evaluation and other specialty 
services are ensuring that clients are getting 
more information and better access than 
ever before.  While the current environment 
has reaffirmed the necessity for strong client 
service, investment management firms must 
be committed to pursuing superior client 
service during all market conditions in order 
to distinguish their firms and to gain and 
retain clients. n

Hedge funds increase 
customer focus

By phil masterson
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that hedge funds caused or made any 
significant contribution to the global crisis, 
knee-jerk regulation is an inappropriate 
response, industry members believe.

Andrew Dillon, managing director at 
insurance brokerage Baronsmead Partners 
Ireland, says: “I don’t believe that the funds 
industry has suffered as much as some 
other financial services sectors, and the 
regulatory framework has stood up well 
considering the carnage experienced in 
global markets over the past 18 months.”

Ireland’s existing strong regulatory 
framework promises to give it an advantage 
over competing jurisdictions, according to 
SEI managing director Barry O’Rourke, who 
says: “This means Irish organisations will 
be able to play a lead role in the renewed 
growth of the financial services industry once 
the global environment has stabilised.”

Fund administration firms face the 
challenge of increased investment in 
new processes and products, including 
expanded geographic and time zone 
servicing capabilities for European-oriented 
offshore funds, the extension of web-based 

services and straight-through processing 
capability, with particular focus on payments, 
derivatives processing, virtual pooling and 
pension pooling.

The industry is also gearing up for the 
impact of the European Union’s Ucits IV 
directive, which will further liberalise the 
rules governing funds that can be marketed 
to retail investors in all member states 
under the so-called EU passport. The new 
legislation has essentially been agreed 
by EU member states and the European 
Parliament, and is due to be implemented in 
2011. 

“This has proven timely since there is 
going to be an increase in demand from 
investors for more regulated and transparent 
funds,” Mannion says. “I expect many 
leading hedge fund groups to establish Ucits 
products to satisfy this demand and access 
investors they would previously not have 
targeted.”

Adds O’Rourke: “We are seeing a lot of 
activity in Ucits products as investors seek 
out regulated products. We’re also seeing 
more hedge fund managers set up managed 
account structures to accommodate 
investors’ demands for greater transparency 
and liquidity.”

However, Willie Slattery, country head of 
State Street Ireland, points out that a major 
issue has emerged regarding the liability 
of custodians, especially for Ucits funds. 
“This issue has arisen in the context of 
both Madoff and Lehman, and some voices 
in the EU are suggesting that custodians 
should bear strict liability over funds held 
with sub-custodians, irrespective of the 
circumstances,” he says. “This is not a risk 
that the balance sheets of custodians or the 
economics of the business can bear.”

With many banks looking to sell off 
their non-core assets, including fund 
administration businesses, industry observers 
are expecting an increase in mergers and 
acquisitions activity, although obvious 
obstacles include difficulties with financing 
and lack of potential buyers.

O’Rourke argues that increasing demands 
on technology and infrastructure will place 
fund administrators under immense pressure. 
“Those who do not have the existing tools 
to provide services that are now essential 
to the market, such as independent record 

11 

Andrew Dillon, managing 
director at insurance 
brokerage Baronsmead 
Partners Ireland



IRELAND Hedgeweek Special Report Jun 2009 www.hedgeweek.com | 14

inDuStRy

keeping, daily reporting and transparency, 
and do not have the investment budget 
available to obtain this technology, will have 
a challenging time,” he says

The current focus on cutting both 
aggregate and unit costs and the eventual 
stabilisation of financial markets will help to 
boost M&A activity, but Mannion believes 
that it is likely to be on a smaller scale. “For 
the sale of fund administration businesses 
to become practical there would have to 
be potential purchasers,” he says. “Due to 
current economic conditions the universe of 
potential buyers has contracted significantly, 
making the sale of any large-scale 
administrator difficult.

“But at the smaller end of the scale 
there will inevitably be administrators that 
are struggling to remain solvent following 
the outflows experienced by the industry. 
These players may seek to merge to obtain 
economies of scale or to raise capital from 
other sources.”

Slattery agrees, saying: “Further 
consolidation is likely to involve [acquisition] 
of regional, niche and sub-scale businesses 
by larger players.”

Adds Dillon: “Very few financial institutions 
have enough free cash to consider an 
acquisition at this time. One thing certain is 
that if we do see further consolidation in the 
industry, transactions will not be taking place 
based on the multiples of earnings that we 
saw in the pre-financial crisis markets.”

An encouraging indicator, however, is the 
number of new entrants into the market, 
despite the tough environment for anybody 
setting up a new business. Diversity in the 
size, skills and culture of administrators is a 
key factor in maintaining a robust industry in 
Ireland.

The sector has certainly been boosted 
by a wave of scandals in the US that have 

highlighted the extra degree of security 
offered by appointing an independent 
administrator – a norm for European hedge 
fund managers but not yet on the other side 
of the Atlantic.

In the new environment, it appears logical 
that investment managers in the US will 
increasingly need to show their investors 
independent administrators and robust 
governance structures for the funds they 
manage. The vast majority of fund blow-
ups over the past decade have involved US 
managers, and industry members say many 
could have been averted by independent 
service providers.

Administrators that can differentiate 
themselves by providing services that enable 
their clients to grow and succeed will prevail, 
O’Rourke says, noting that while the current 
environment poses significant challenges 
to the industry, it also opens up a broad 
spectrum of opportunities.

“As more institutions look to increase 
their exposure to alternatives, this is 
putting added pressure on managers and 
their administrators,” he says. “Managers 
will be able to differentiate themselves 
by implementing institutional-quality 
infrastructure and operations, meeting 
investor demands for increased reporting 
and greater transparency, building stable 
management teams with a full range of skills, 
and shifting their focus from performance 
to investment disciplines. This will put them 
in a better position to take on reasonable 
business and find success.”

Changes are also taking place in related 
areas. For example, the insurance industry is 
seeing greater demand for well-constructed 
directors’ and officers’ insurance cover 
– mostly on the back of litigation risks from 
investors, who in the event of mishaps are 
more inclined than ever to seek recompense 
from organisations with deep pockets.

As institutional investors continue to 
increase their allocations to alternatives 
following last year’s hiccups, due diligence 
is playing a much more central role in the 
decision-making process. Says O’Rourke: 
“There continues to be a strong focus on 
data tools and technology as clients look for 
ways to manage their data and get better 
insight from their data to enhance their risk 
reporting and portfolio analytics.” n

Mark Mannion, managing 
director of PNC Global 
Investment Servicing Ireland

Total funds administered in Ireland
(net asset value and no. of funds including sub-funds)
	 Net	asset	value	 No	of	funds	

	 (EUR	million)	 (inc.	sub	funds)

Q1 2008 1,618,847.2 10,322

Q2 2008 1,653,202.5 10,568

Q3 2008 1,722,005.6 10,899

Q4 2008 1,423,154.4 10,855

Q1 2009 1,353,150.6 10,704

Source: IFIA


