
TECHNOLOGY

QWhat aspects of due diligence 
have grown more important 

in recent times?

AThe current due diligence 
trends have been developing 

over the past four to five years, and 
transparency is the big theme.

Transparency has become a 
central part of the due diligence 
process, so when we're looking at 
investing into a hedge fund as an 
allocator, we have to look at what 
the operation looks like in terms of 
feeding information back to that 
investor and a firm’s capabilities 
to provide reporting around risk 
and financial look-through. Trans-
parency touches various elements 
within the due diligence process.

While it’s important to look at 
whether the operation in question 
has the necessary tools and proce-
dures in place to provide transpar-
ency, this includes the investment 
too, of course.

As far as other current trends go, 
investors are nowadays far more 
sophisticated; and, by definition, 
a sophisticated investor requires 
relevant and meaningful data and 
information. Ultimately, this pro-
cess is a competitive one, and the 
success of a fund is not just about 
performance but also its ability to 
attract money in the competitive 
environment away from other in-
vestment opportunities.

QWhat are the key operational 
transparency demands?

AWhen we look at operations 
and the firm’s setup, we’re 

looking at people, systems and 

legal frameworks. But the opera-
tional aspect isn’t just about man-
aging the business – there’s also 
a risk management element. A 
hedge fund needs to look at where 
they’re at now and where they’re 
likely to be in the future. In doing 
this, they will need to be aware of 
the operational risks which exist 
within their current state, and also 
look to the future and consider the 
growth potential of their fund. 
What works now may not work in 
five years, and the manager will 
need to ascertain whether they 
have the requisite setup in place 
that will sustain growth going for-
ward and any expansion or diversi-
fication plans.

When starting a fund, there 
are considerations of cost which 
can often conflict with where the 
fund manager wants to be in the 
medium term. Often we see firms 
change operations and systems as 
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they grow – and this catch-up pro-
cess can prove expensive and also 
brings a level of risk as incumbent 
systems struggle with volumes or 
new strategies.

In broad terms, there are several 
potential approaches to keep costs 
low, as explained below:

• the first would be to keep it 
simple and invest very little at 
the beginning and rely more on 
third-party administrators 

• the second approach may be to 
outsource some of the middle- 
and back-office services to an 
administrator

• the next approach would be 
to invest into a system or op-
erational setup that is a little 
cheaper, with a view to replac-
ing it within a couple of years 

• the final approach, one we com-
monly advocate, is to try and 
put something in place where 
the cost isn’t going to grow as 

the business grows, and the 
system will be sufficient and 
robust enough to prove suffi-
cient as the fund grows.

When assisting start-up firms, 
we work on the premise that they 
may not have strong IT resources, 
and this is why they might out-
source some functions. A lot of 
companies like ourselves have op-
tions for the deployment of sys-
tems – we can perform hosting, 
co-sourcing and outsourcing of 
some operations, so we can low-
er the total cost of ownership for 
firms, big or small.

QWhat mistakes do start-ups 
make and how can they be 

avoided?

AThe mistake that firms of-
ten make – which arises and 

becomes problematic after sev-
eral years of operation – is that 
they’ve relied heavily on Excel 
in managing the business. Excel 
is a great tool, but unfortunate-
ly, it doesn't grow or scale when 
you add on new funds or trading 
strategies. For funds with this 
problem, they may have been bet-
ter off adopting something like 
Advent Geneva from the outset, 
perhaps with some operational 
support from us.

We provide an affordable deploy-
ment of software that suits all-size 
firms and is scalable and diverse; 
so you have the best product at an 
early stage. If cost-efficient prac-
tices such as this are implemented 
early on, the high cost of adding 
headcount or changing systems at 
a later stage can be avoided. And 
from the due diligence perspective, 
investors will note whether a firm 
has these systems and operations 
in place to cope as their business 
grows, and therefore, they provide 
a truly competitive edge.

Due to the ever more sophisti-
cated nature of today’s investors 
– who want to see that a fund is a 
professional setup and know that 
they will be able to track their in-
vestment and understand well the 
potential risks from the outset – 
it’s important to be able to meet 
their informational requirements.

To ascertain this, managers 
should be asking themselves 
whether their setup is giving them 
a source of investment and ac-
counting data that will support 
the business and also satisfy the 
demands of such investors.

Ultimately, it would be prefer-
able if this was an area that did 
not get more expensive as the 
firm grows in terms of basis-point 
charges on assets – it’s our aim as 
a vendor to provide such a system 
and that level of support to firms.

QWhat can you do to keep those 
costs as low as possible?

AThe approach is to have a fixed 
rather than a variable cost. 

As you add assets and funds onto 
a system setup, if it’s truly auto-
mated, then you wouldn’t expect 
a variable cost increase. If it’s not 
automated, then you might expect 
to add manpower to it, which is 
the variable element. The impor-
tant point here is to avoid having 
work arounds as early as possible; 
they’re the parts that become ex-
pensive and problematic as you 
scale.

QWhat other trends are allo-
cators looking for within the 

industry? And what do you see 
emerging in 2019?

AAs a vendor in the hedge fund 
and alternatives space, we’re 

seeing a lot more investment in 
terms of illiquid, long-term and 
real assets such as private equi-
ty, real estate and infrastructure. 
A lot of new clients we speak to 
are operating within these spac-
es and private debt/credit has 
also seen a lot of growth. Private  
debt has been a large growth 
area due in no small part to the 
stability of returns here versus a 
volatile market. These assets can  
generate more stable returns 
and a longer view in terms of the  
investment. 

Investors are nowadays far more 

sophisticated; and, by definition, 

a sophisticated investor requires 

relevant and meaningful data and 

information
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