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In the alternative investment arena, staying in one’s own lane is increasingly regarded as a constraint 

on growth. This is evident in the rapid blurring of lines among different assets classes, most notably 

between hedge funds and private equity. Recent years have seen a surge of hedge funds making 

inroads into the private equity space, either by taking substantial positions in private companies or, in 

many cases, launching and managing private equity funds alongside their hedge funds.

The chief driver of this trend, according to 
many observers, is the widening spread 
between hedge fund and private equity 
returns. Reporting by Forbes.com indicates 
that, in the decade leading up to 2020, 
private equity and venture capital strategies 
saw annualized returns of 14.2%, double that 
of hedge funds at 7.1%.1 That disparity has not 
been lost on institutional investors, who are 
reportedly “pouring more money into private 
equity and venture capital and dialing back 
their allocations to hedge funds.”2

Broadening investor appeal

In order to retain investors and satisfy their 
demands for both diversification and higher 
returns, hedge funds are adopting strategies 
to gain exposure to private companies, 
whose valuations are growing as they 
choose to stay private longer. One way is by 
taking direct stakes in early-stage ventures. 
A study by Goldman Sachs, as reported on 
CNBC, found that “Hedge fund participation 
in private deals that typically involve venture 
capital and private equity firms has grown 
‘enormously’ in recent years as fund 
managers look to try to boost their returns.”3

Other firms, though, are going a step further 
and setting up private equity funds within 
their own walls, “looking to broaden their 

appeal with the launch of more illiquid 
products,” as Hedgeweek observed.4 This 
approach enables firms to benefit from 
longer capital lock-ups while delivering 
potentially higher returns to investors who 
might otherwise take their money elsewhere. 

Easier said than done

These firms are finding, however, that 
smoothly integrating closed-end PE funds 
into an existing open-end hedge fund 
infrastructure is not a simple flip of the 
switch. There are distinct cultural 

differences and skill set requirements. Few 
hedge fund managers are likely to be 
familiar with the rigorous and deliberative 
valuation process that goes into private 
equity investments, or with capital call 
procedures. Hedge funds have to acquire 
the expertise to build and manage private 
equity funds, typically by hiring experienced 
PE portfolio managers and analysts. And 
where hedge fund traders are watching the 
movement of the markets minute by 
minute for both risks and opportunities, 
private equity managers often take the long 
view with their portfolio companies.
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Publicly listed companies are subject to 
more rigorous reporting and disclosure 
requirements than private companies. 
Moreover, hedge funds have to take care to 
avoid conflicts of interest, as they may have 
access to material non-public information 
on private companies that may eventually 
go public, or seek acquisition.  

Minimizing operational 
complexity

These differences are surmountable. 
However, the blending of hedge and PE 
strategies within a single firm, and within its 
investors’ portfolios, raises major accounting, 
operational, and technology challenges. 
Private equity funds come with complex fee, 
payment, and return calculations. Accurately 
allocating profits, losses, expenses, and tax 
impacts among investors over the lifetime of 
a fund entails highly specialized accounting. 
Distribution waterfalls, to determine how 
capital gains are allocated among partners, 
add a layer of complexity that requires 
sophisticated calculations.

On its face, it might seem that a hedge fund’s 
portfolio accounting system is ill-suited to 
the complexities, nuances and structural 
variety of private equity funds. And indeed, 
funds often feel the need to invest in two 
different platforms to support their two 
different lines of business. But that raises 
issues from an operations and reporting 
perspective. Since the hedge fund market 
meltdown of 2008, investors (and regulators) 
have demanded greater transparency into 
holdings, transactions, risks, fees, and 
expenses. Hedge fund managers have 
largely delivered on that demand. Investors 
are likely to bring those same expectations 
to private equity funds, which have 
historically been more opaque and less 
operationally rigorous. Firms will need to be 
consistent in meeting transparency 
demands across their mix of products. 
Moreover, if part of the intent of launching a 
private equity fund is to retain existing 

hedge fund investors, firms need to be able 
to deliver consolidated reporting, enabling 
clients to view their investments holistically.

Ultimately, firms need to achieve all these 
objectives while minimizing operational 
complexity and overhead. If expansion into 
private equity is to be a profitable avenue of 
growth for hedge fund managers, they will 
need a technology platform that can 
support both fund types and both open 
and closed-end structures. They will further 
stand to benefit from a platform that 
integrates portfolio accounting and investor 
accounting for greater transparency and a 
seamless reporting experience. Firms that 
successfully consolidate their funds and 
investor reporting on a single platform 
should realize both operational and cost 
efficiencies that will help strengthen 
margins. And they will be better positioned 
to compete for capital since they can service 
investors efficiently across dual strategies.

The single-platform solution

Hedge fund managers who use SS&C 
Advent’s Geneva® platform have a clear 
head start into the private equity space. 
With built-in support for both open- and 
closed-ended fund structures, Geneva is the 
one solution that enables fund managers to 
trade in, account for, and report on both 
hedge and private equity funds. Well known 
and widely used in the hedge fund arena, 

Geneva has evolved with the alternative 
segment, and today spans private equity, 
private credit, real estate, and real assets in 
addition to hedge funds. Geneva gives firms 
the flexibility to pursue new strategies and 
diversify their lines of business as 
opportunities arise, without the need for 
expensive and inefficient integrations, while 
providing the transparency and reporting 
detail that investors demand.

Firms can further accelerate their expansion 
into private equity by adopting Geneva as a 
managed service, which includes both the 
Geneva system and a customizable menu of 
middle- and back-office operational services. 
In the managed service model, firms have full 
access to all the functionality, reporting 
capabilities and underlying data within 
Geneva, without the burdens of maintaining 
and troubleshooting technology or devoting 
staff resources to routine operational tasks. 

The growth and popularity of private equity 
is enticing to hedge fund managers. 
Expanding a firm’s product capabilities 
presents an opportunity to retain, grow, and 
attract investors who are interested in 
diversification and greater return potential. 
An accounting platform that can support 
both hedge and private equity funds will go 
a long way toward removing operational 
obstacles and free firms to focus on the 
opportunities instead of the challenges. 

Firms are finding that smoothly integrating 

closed-end private equity funds into an 

existing open-end hedge fund infrastructure is 

not a simple flip of the switch.
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ABOUT SS&C ADVENT

SS&C Advent, a business unit of SS&C, is helping over 4,300 investment firms in more than 50 countries—from 

established global institutions to small start-up practices—to grow their business and thrive.

Geneva®, our portfolio management and fund accounting system, and Geneva World Investor, our comprehensive 

investor accounting and servicing solution for any fund structure, are the leading technology solution for the 

alternative investment industry. Geneva is a highly scalable, true multicurrency and multi-asset class platform. It is 

designed to support complex investment strategies across international markets, with the ability to manage myriad 

fund, entity and legal structures, and fully support all transaction types and instruments, including private debt. Today, 

Geneva is available in the cloud through Managed Services, along with an ecosystem of complementary solutions and 

a customizable menu of operational services. Learn more at www.advent.com.
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