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The hedge fund industry is facing an interesting yet unquestionably challenging 
period fuelled by global geopolitical turbulence, market volatility and the evolving 
regulatory landscape. With investors stepping up their diligence and increasing 
their demands, both hedge fund managers and service providers are feeling the 
pressure to innovative and optimise processes.  

Maples Fund Services recently hosted its annual Hedge Fund Roundtable in London with panellists discussing the 
current industry landscape, including key trends, challenges and their outlook for the coming years.  

The Roundtable was moderated by Will Jenkins, Co-Head of Non-Investment Due Diligence, Amundi Alternative 
Investments, and participants included:

Phillip Chapple
Chief Operating Officer, Monterone Partners

Heidi de Vries
Partner, Maples and Calder 

Chris Egbunike
Chief Operating Officer, Quadra Capital Partners

Richard Haas
Chief Executive Officer, CapeView Capital

Stephen Lewis
Regional Head of Sales and Relationship Management – 
Europe, Maples Fund Services

Richard Mhende
Partner, Promeritum Investment Management LLP

Craig Wallis
Partner and Head of Trading, OSMO Partners LLP

Additional topics discussed include:

• Attributes that hedge funds need to display to encourage investor confidence; 
• The changing investor mix, types of investors currently investing in hedge funds and those who are scaling back 

their allocations;
• Recent geopolitical turmoil (Brexit, Trump, France, UK elections) and its impact on the hedge fund industry;
• Current trends in operational due diligence ("ODD") and how both funds and service providers are managing 

requests from investors; 
• The evolving regulatory environment and preparing for MiFID;
• Current trends in cybersecurity, how fund managers are dealing with this challenge and whether their efforts are 

meeting the expectations of investors;
• The changing prime brokerage and fund administration landscape and the effects on both fund managers and 

service providers; and
• The outlook for the hedge fund industry in the coming years.
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My name is Will Jenkins. I am the Co-Head of Non-Investment Due Diligence 
for Amundi. I have been there for almost ten years now and have been doing 
non-investment due diligence for 15 years. I started at KPMG Financial 
Services and moved on from there.

I am Richard Haas, CEO of CapeView Capital. We are a US$1.3 billion equity 
long short fund.

I represent Maples Fund Services which is the Maples group's independent 
fund administration arm. We have been around for over a decade and 
specialise in new launch and transitioning hedge funds, typically. We have 
offices in ten locations around the world and currently count over US$70 
billion in assets under administration.

Hi, my name is Craig Wallis and I'm a Partner and Head of Trading at OSMO 
Partners.  We provide outsourced front, middle and back-office services to 
investment managers and hedge funds. My background is from London-
based hedge funds and investment managers. I started off at State Street 
as a graduate 13 years ago and have subsequently worked at places such as 
Odey Asset Management, which is a long-short equity hedge fund, Hermes 
Fund Managers on the BT Pension Fund and Harmonic Capital, who are a 
systematic quant hedge fund.

I am Phil Chapple from Monterone Partners where I am Chief Operating 
Officer. I have been there for just over two years. We are an emerging, long-
short European equity fund with a very high conviction strategy, so a relatively 
small number of positions. We are starting to see growth in terms of assets 
under management ("AUM").

I am Chris Egbunike, Chief Operating Officer of Quadra Capital. We manage 
two strategies, one of which is a global equity long-short and the other is a 
global emerging markets macro fixed income strategy. We are over two years 
old and effectively still consider ourselves an emerging manager looking to 
grow our assets. The trajectory right now seems to be very positive.

I am Richard Mhende, Chief Operating Officer of Promeritum. We are an 
emerging market credit hedge fund. We are two and a half years old, so 
getting into the emerging manager as opposed to start-up phase. I previously 
co-founded another hedge fund, Quiris Capital, which was a systematic FX 
fund. Prior to that, I was at Morgan Stanley for ten years.

I am Heidi De Vries, a partner in Maples and Calder's Investment Funds 
department here in the London office. I do both hedge and private equity 
funds. I trained in Australia and furthered my career at Linklaters doing M&A 
and private equity for a number of years before moving to the Cayman Islands 
in 2002. I was there for almost 13 years and did a stint in the British Virgin 
Islands ("BVI"), so I do Cayman and BVI law now from the London office.
ding new funds and start-ups.
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Will Jenkins

Moving to the agenda, for a lack of originality I will 
start at the top: investors. In terms of the investor mix, 
people like me are pushing the institutional angle. At the 
smaller end, it may be family office and high net worths, 
although I generalise a little bit. What do you see in 
terms of flows and investor mix?  
Richard Mhende
When we started out, it was family and friends - you try to build up your assets that way. We had 
a seeder as well. We were able to attract high net worth and some family office money, and we 
have now attracted institutional money as well, which is great. From our perspective, I have not 
really seen a shift per se. What is common among all investors is looking for good performance 
and delivering that is key. There has been a lot of pressure on fees but we have not seen that 
ourselves, no one has pushed back on us.

Chris Egbunike
I have to agree with Richard on that point. When we launched, we took the brave move of 
launching without having a seeder because the advice we had received was to build up a track 
record and we are now starting to see real benefits of that. However, for most emerging managers, 
the first port of call has to be friends and family as well as people and investors with whom you 
have worked in the past who will be happy to invest with you as an emerging manager.

In terms of the mix, it has very much been family offices. That has a lot to do in particular with their 
risk appetite. They see emerging managers as being able to get real alpha, and they can see that 
as an opportunity to potentially get in at the ground floor too.

Will Jenkins
Seeders drive a pretty hard bargain. I am hearing that seeders are increasingly driving a harder 
bargain.

Chris Egbunike
You do have to make that commercial and, to some extent, personal call as to whether you are 
willing to give up what, in essence, is your intellectual property. If you want to grow, however, it 
feels more and more like that is the way you have to go, which is that you have to give up some of 
that stake or interest.

Will Jenkins

Phil, you have certainly seen a lot of start-ups in the past 
and you also founded one in the last couple of years. 
What is your view?
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Phillip Chapple
The market has definitely changed, especially last year where there was so much stress and many 
situations where funds that before would have been a safe pair of hands – the very large managers 
for instance – were those who were seen as dropping the ball. We happen to have been talking 
more to endowments because our strategy is longer-lock which suits their appetite. The feedback 
we received from them was that they were in a redemption cycle and trying to understand who 
was doing well and who was doing badly during volatile markets. The issue with a situation like 
that is that they are not going to put so much money to the smaller funds when the big funds are 
shaking. They have been reviewing hedge funds as an investment option as a whole, saying, 'Wait 
until the ship steadies. Next year, we will be more likely to be back allocating into the hedge fund 
space' and actually, they have been. This year, we have seen a lot more of an uptick with people 
doing more proactive work and putting money back to work.

For me, however, it seems the US investors are on the front foot at the moment. In Europe, it is 
still very much 'large is safe' whereas the US guys are genuinely chasing alpha but more looking 
to understand what they are taking on. This is the benefit for smaller managers because you can 
have a more precisely formed alpha proposition than someone who is larger and has been going 
a longer time where you could have a wider mandate. If you have a specific alpha proposition that 
is backed up, there is definitely appeal, and this year there seems to be more flow. Family offices 
are coming back in but there is a middle ground of what I would call 'historic hedge fund investors' 
who are still on the side.

Will Jenkins

As you say, putting US$30 billion to work is very 
different from a very much smaller sum and gives you 
opportunities that the big people just do not get.
Phillip Chapple
It can also be a challenge. If you are putting US$5 million to work, with the cost of due diligence, 
it is a big decision to make. It is often easier to put a large chunk of money to work in a manager 
than a small so scaling is an issue too.

Craig Wallis
I would agree with a lot of points that have just been made there. In terms of OSMO, we talk to 
many up-and-coming fund start-ups and a fairly good number of those this year have been family 
offices and high net worth investors. Going back to what you said there, Phillip, certainly family 
office money – here in London anyway – to us is quite prominent. One of our recent conversations 
was with a US$5-10 million start-up while the other was with a US$40-50 million family office 
start-up.

Touching on the due diligence questionnaire ("DDQ") as well, that is a very important topic right 
now. Looking back ten years ago, when I was at Odey Asset Management, due diligence was 
certainly not as robust as it is today in terms of process. In terms of institutional money, for 
start-ups or even those funds that are over US$200 million AUM and are now struggling to grow, 
attracting institutional money nowadays really does revolve around robust due diligence and 
having the right processes in place. This is what we are seeing at OSMO presently.
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Will Jenkins

It is interesting that you say that but from my point of 
view, I see it still varies an awful lot which, in a way, 
keeps me in a job. It does vary immensely on different 
topics but maybe we will come back to that. What about 
the service provider's point of view?
Stephen Lewis
It does vary between the regions. To your point, Phil, the continuum still exists in Europe where 
the larger institutional investors invest in the larger hedge funds. High net worth individuals and 
family offices more readily invest in the small to medium-sized AUM hedge funds. In the US, that 
readiness to invest is also shared by the larger institutional investors who are very keen to find 
new hedge funds to invest in as they see them as an opportunity to profit from new ideas and new 
talent.

Will Jenkins

Are you seeing many new launches?
Stephen Lewis
I'm certainly hearing operational due diligence people asking, 'Where are the new launches?'.

Will Jenkins
In Europe, anecdotally, I have not heard that much – certainly not like it was.

Stephen Lewis
Anecdotally, it looks about the same sort of level as last year, so there is generally a trending 
down in terms of Cayman launches but an uptick in terms of liquid alternatives or UCITS funds in 
Luxembourg and Dublin. Two years ago, it would have been all Cayman launches, now it is 50/50 
in terms of Cayman launches against UCITS funds.

Richard Haas
There are two conflicting themes here. First, people are chasing performance and second, if 
you are a mid-level analyst, you will not get fired for choosing a big fund and making a sizable 
allocation to that fund. The fact that that fund underperforms is not your fault. If you choose an 
emerging manager and they underperform, that is your problem. That does play very heavily into 
the way allocations happen.

For an emerging launch, which has a number of headwinds that were not there ten years ago, 
probably the biggest is regulation, but there are other factors such as, 'Are you actually managing 
that fund properly? Have you got the controls and the procedures in place? Who is the COO? Do 
they have experience?'. That is another problem for new start-ups. To attract a really experienced 
COO can be a problem for them because the experienced COOs have jobs and do not need to 
go to a start-up. These conflicting winds are causing a storm which makes it really difficult to get 
going today.

Heidi De Vries
I agree but particularly going back to Steve's point on fund launches, one of the advantages as 
Cayman Islands counsel is that we see the broad range of funds and what they are doing, from the 
start-ups to the large, multi-million dollar funds. As a global team, we track what funds are doing, 
what new launches are doing and what we are seeing in terms of strategies, governance trends, 
investor mix trends and fees trends. In terms of new launches, last year in 2016, it was quite 
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interesting. 54% of our launches were for managers that already had in excess of US$1 billion 
under management. There are a large number of large managers there, in terms of size and AUM, 
continuing to launch. 30% of our new fund launches, however, were start-ups and it is the start-up 
figure that is really starting to change.

In terms of investor mix, across the board, particularly over the last year or even two years, we 
have not seen a lot of change. There have been some slight shifts in the market, for example a lot 
of US funds have taken on more Employee Retirement Income Security Act ("ERISA") investors. 
There has also been a 10% uptick in taking on ERISA money, primarily in US funds, but we are 
seeing a lot more family offices - both multi-family offices and single family offices - particularly 
here in Europe.

Richard Haas
Are these becoming qualified professional asset managers ("QPAMs") as a result of taking on the 
ERISA money or are they staying below the 25%?

Heidi De Vries
Still up to 25%.

Richard Haas
Coming back to your point about endowments looking for somewhere to go, certainly pension 
funds are struggling because of that 25% limit, although there is a way around it and that is to do a 
managed account. That managed account can become a QPAM for the manager, and we have one 
of those which works pretty well because we can be 100% ERISA in that managed account and it 
does not affect our main funds. It has to have a US prime broker and the indicia of ownership has 
to be taken, if you are a European fund, by somebody in the US which can be a stumbling block. If 
you can get over that with certain providers, however, that is a way forward on the ERISA side.

Heidi De Vries
Overall, there has been a significant shift in the mix of investors that we are seeing.

Will Jenkins

Moving on and thinking about markets, there has been 
a long bull run. Several people are saying that maybe 
the markets are overvalued. In terms of events such 
as the election, which is today in the UK, as well as an 
inimitable figure in the US – I'm talking about Mr. Trump 
of course – what does everyone think about the market 
situation?
Phillip Chapple
It is interesting because we have had many very direct conversations, particularly with US 
investors on the institutional side, about their global view. It appears that a lot of them are 
underweight Europe because, historically, the US was a good proxy for global so they would really 
have little direct European and Asian exposure. However, when they talk to us about European 
exposure, they will say, 'At the moment, can we avoid any UK economic risk because, with Brexit, 
it is just an unknown. We want to just keep that to the side'. The other request we are getting is 
that they want to avoid exposure of any European firm that relies on importing real goods into the 
US because of the whole protectionist tariff situation. We have these, 'Can you show us your risk 
to this' conversations, so you almost have this shaped risk that excludes certain areas. This seems 
to be more from the endowment side in terms of what they tell us they are looking for.
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I tend to find, because we have a very concentrated portfolio, that they are looking to understand 
what real underlying risks there are there and try to fit it to their fears and needs. Looking at 
the global political landscape, with the French presidential election that had a huge impact on 
European markets. The markets just rocketed. For a lot of funds that can be good but as a whole, 
many hedge funds do not perform as well when the markets aggressively go up. When the FTSE is 
up aggressively and most funds are not, then you get the whole argument of, 'Why do we not just 
replicate using indexes?'. Volatility can be good but it can also be a bit of a headwind in the short 
term.

Will Jenkins

I remember, after Brexit, most of the gains that one 
certain fund picked up afterwards were largely given 
back within a couple of weeks, I believe. Craig, as Head 
of Trading, we are talking about markets, so maybe you 
should take the floor.
Craig Wallis
My gut instinct over the last couple of months is that I feel equities may be somewhat overvalued. 
I went to the recent BlackRock investment conference and each of their lead portfolio managers 
gave evidence to the contrary. One of the more interesting points that they made is that since 
the financial crisis, the bull run that we have been on has naturally been fantastic in terms of 
percentage returns. If you plot returns over time, it looks out of the ordinary. If your metric is not 
time but something such as GDP growth – and they went through various other metrics you could 
look at – it is not that extraordinary compared to other historical bull runs. It is quite interesting 
to see that these guys in particular made an argument that we are in the mid or late-mid cycle in 
terms of an equity rally and they genuinely thought there was more to come.

Will Jenkins

Do either of you two gentlemen have a view on the 
situation with the markets?
Richard Mhende
For us, what is interesting about having all these market dislocations is how the hedge funds react. 
That is giving valuable information to investors to see, 'Are you doing what you say you are doing?'. 
One thing we are very careful about is making sure we know exactly what we are doing going into 
one of these events and making sure that we can explain it coming out of it. For example, with the 
Trump election, we were not positioned either way because we are not experts on US politics and 
on the US election itself and we did lose some money but we did not lose a lot of money. The way 
we were positioned was looking at it from either way and making sure we were comfortable with 
either outcome. For us, it is an interesting time and it presents opportunities from a dislocation 
perspective.

Richard Haas
I can tell you that, personally, I am in the middle of changing my pension fund's investments 
around and I have said, 'keep it in cash' so that answers the question about whether I think 
markets are toppy. I find it really difficult with all the headwinds, whether it is Brexit, regulation and 
political risk to know where to take risk at the moment - again speaking generally!

Craig Wallis
We have a German election this year and, more importantly, next year, Italy, which is a huge 
potential risk, to markets.
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Will Jenkins
Also, outside Europe, you have what is going on in the South China Sea and what have you so 
something could unfold there.

Phillip Chapple
North Korea.

Richard Haas
Middle East tension has risen again.
 
Phillip Chapple
The situation in Qatar.

Richard Haas
Exactly, it has been bubbling away for quite some time but it has not been featured in our press 
very much. We have any number of headwinds. Your guy from BlackRock is being overly optimistic 
and perhaps has not really looked outside the room. Having been in the US recently, it is quite 
interesting because coming back to your point, they said, 'Why would you go and invest in the UK 
at the moment? Come on guys, you have Brexit'. The major US bulge-bracket firms are all talking 
about relocating some activities elsewhere in Europe – we do not know where. You look at each 
European country, who has the critical mass and infrastructure to do it, to take it and to become 
another City of London? The City of London did not grow up in the 40 years since the UK was part 
of the EU – it has been 300 years in the making and it will take a long time to unwind. There are 
all these different crosswinds again. I think we have a difficult period to negotiate with, dare I say 
it, politicians – and I have just been on chats this morning with my children about which way they 
want to vote, when they are of voting age. I can tell you that they are not inclined to vote for the 
incumbents. They are typical of that generation, so watch out.

Heidi De Vries
On the markets, what we see on the law firm side from all of the dislocation in the market is 
opportunities. We are seeing new fund launches, more so this year than last year. Last year was 
very patchy for us but this year we have been consistently busy so there seems to be some 
resilience there, notwithstanding the geopolitical climate that we are in with so much happening in 
the world. Certainly, from an offshore fund perspective, we are pleasantly busy I must say.

Will Jenkins
People still have money to put to work.

Heidi De Vries
People still have money to put to work, absolutely. Start-ups are still willing to give it a go, despite 
all the barriers to entry these days. On a daily basis, I am getting enquiries and being asked for fee 
estimates for new start-ups, albeit to varying degrees. I am seeing things as being very positive at 
the moment.

Chris Egbunike
I specifically put this question to my portfolio manager and asked him what he thought about the 
bull market and what have been the benefits and downsides, particularly since we have a long-
short equity strategy. From his perspective, with the bullish market, it is hard to differentiate good 
managers because right now everyone is just riding that wave. That ability to differentiate a good 
manager with good stock picking and good progress is a lot harder to do when you have such a 
long bull market.

He also mentioned that one of the things that helps differentiate the long-short is your ability 
to ride these blips, so, the dislocation. Being able to manage our exposure, whether through 
derivatives or through short positions, has helped us massively. When the China situation 
happened, we were a third of the drawdown of the market, similarly to Brexit. That is where 
there is some value to be had and how you start to differentiate yourself in this sort of long bull 
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market. For us, that is how we see it. There is an opportunity here with this bull market to really 
differentiate yourself if you manage things well. Risk is probably where you can really add value. 
Particularly since everyone is going to be crowding certain positions, how do you differentiate 
yourself from the rest of the crowd?

Stephen Lewis
That is a great point. Differentiation is key. I see the hedge fund market under some pressure to 
differentiate as returns are very similar to or not that much better than those that can be achieved 
elsewhere. Certainly this year I have seen funds differentiating themselves based on their fees or 
strategy.  

Fees is always a discussion point with investors and there is always flexibility although I don't 
hear two and twenty very often these days unless it's against a particularly complex strategy. I 
genuinely believe that new launch funds from existing and new managers are working hard on 
giving investors something interesting and new to invest in. Although I sometimes wonder how 
easy it is for a potential investor to understand some of the propositions

The backdrop to that is that there have been redemptions too so maybe the fact that you can get 
5% and pay low fees on one side against what the hedge funds can provide has had an impact.

Richard Haas
The old adage, however, is 'If you do not understand it, do not invest in it'. If that is the way the 
industry is going and people do not understand it, they will have learned their lesson from 2008 - 
steer clear.

Stephen Lewis
I agree, it is just that differentiation point. I think everybody has woken up and said, 'We are seeing 
maybe some low-level redemptions from our main funds. What else can we do to keep the ball 
rolling as a fund manager in the market?'.

Richard Haas
Go do it because, if my kids are typical of that generation, they are not voting for the parties that 
people around this table are probably voting for.

Will Jenkins

In the interest of time, we will move on to regulation and 
the topic du jour, which is MiFID II. When people are not 
talking about cyber, they are talking about MiFID II. Phil, 
your name comes straight to mind when I am thinking 
about things like this, but I do not know why. How ready 
do you think people are?
Phillip Chapple
I have heard different levels. Some people seem to have done a ton of work while some people 
seem to have done no work. A lot of people learned some of their lessons from the Alternative 
Investment Fund Managers Directive ("AIFMD"), where it almost felt that there was no early-
mover advantage. Some people did a lot of work upfront, but when the Financial Conduct 
Authority ("FCA") released their interpretations, proportionality was applied and many of the 
potential pains had disappeared all of a sudden. There is definitely pressure by investors to 
understand the regulation and to say what we are looking to do. At the same time, however, I 
do not feel that I am 100% there yet but probably will be within the next six to eight weeks as 
everybody else solidifies.
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I have less of a concern with MiFID just because we do not use broker research to any great 
extent. We have always recorded our phone lines and our order management system ("OMS") 
always records all of the decision points so we have been slightly lucky there. At the same time, 
however, there is still work to do. I know some of the compliance consultants are trying to do gap 
analysis. Talking to the prime brokers at the moment, they are fixing prices for research with the 
main clients and it is scaling down. I have had conversations with different prime brokers with 
wildly different ideas about what they are going to charge for things.  

The market is not there yet. There are some people who are ready but I would say the majority 
are still a little way off and probably will not be there until a couple of weeks before we need to be 
there.

Chris Egbunike
I used to be a compliance consultant so I am familiar with everything that Phil is saying. One of 
the key benefits from being a consultant to working in-house is that you really start to understand 
where the pressures lie. If firms have not started work on MiFID II, the one thing that should come 
out of this particular roundtable is that they need to start looking at this seriously now. Unlike 
MiFID I and AIFMD, it is not just repapering and it is not just writing policies. We are talking about 
operational changes to the magnitude that firms have never really sat down and thought about. 
The ability to delegate is going to be massively reduced depending on what you are doing, what 
structure you have or what regulations you come under. You might have to worry about stuff like 
transaction reporting and trade reporting which means you now have to have discussions with 
approved publication arrangements and approved reporting mechanisms.

Looking at this as an ex-compliance consultant and someone who is working on the buy side now, 
there is a lot of work to do. What is scary to me is that there are not that many answers. There is a 
little bit more clarity, it is probably fair to say, but there are not as many answers as you would like 
there to be. With AIFMD and MiFID, the sales side was really helpful in providing those answers 
but they are struggling so they cannot come up with solutions for the smaller guys. We are having 
to look into our pockets and into the pockets of our investors and say to them, 'This is going to 
cost you some money'.

Will Jenkins

Craig, do you think certain trading strategies may be 
affected in terms of their profitability of economics by 
implementation of restrictions placed by MiFID II?
Craig Wallis
Everybody is going to be affected by it regardless of trading strategy. From my perspective, I am 
lucky in that I have former experience with service providers such as Bloomberg. I covered a lot of 
MiFID II-style products from a product specialist/sales perspective and I have seen some of the 
very largest entities out there all the way down to the smaller start-up funds. Now, in my OSMO 
capacity, we are actively helping clients to be solve those regulatory issues and absolutely there 
is a cost to all of this. If you look at things like best execution, transaction-cost analysis ("TCA"), 
trade and transaction reporting, commission-sharing agreements , research payment accounts 
and commission unbundling, what it really boils down to, in my opinion, is technology and data 
management – things like TCA, trade reporting and transaction reporting, it’s all data driven. In my 
opinion, the single most important thing is managing and storing the granular level data behind 
your trade execution. That all boils down to cost and having the right systems in place.

If you are a US$50-500 million hedge fund or investment manager using spreadsheets for 
everything and you are executing trades over the phone or on your IB Chat, you are in a lot of 
trouble because you do not have the systems to be able to send those orders electronically to 
brokers to execute them. On the way back, via FIX messaging or however you are recording trades 
in your OMS, you need to have the underlying trade data as well. Not only that, for transaction 
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reporting, it then goes to the next level, where you have 60-odd fields' worth of information to 
report so, as an example, you need the venue information from the trade, the market identifier 
codes and the maker/taker tags – whether you are making liquidity or taking liquidity – passive/
aggressive.  There are many more things that also need to be considered.

Even if you do have a really good OMS that you might be paying through the nose for, this is going 
to cost you more money to then be able to process and store those extra data fields. Regardless 
of asset class, regardless of investment strategy and style, to get this done properly is going to 
cost money which is all down to those systems and, more importantly, data management. If you 
have your data in the right format and to a granular level then you can do this regulatory reporting. 
But there are big challenges for any investment manager to get into shape to do so.

Will Jenkins

Richard, is this impacting your business?
Richard Haas
Yes. Nobody can be ready for MiFID II because the rules have not been finalised. The problem 
is that, on the research side, the investment banks in particular have all looked at their research 
departments and said, 'We now have to fully cost this department'. They have done it in the only 
way that investment banks know how to cost things: you start with the cost of the people, then 
you have the overhead attached to those people, and then you have the franchise cost of being 
part of whatever large institution you are, plus profit margin, etc. You get to a number of X. Then 
they look at you and say, 'We send you this much research. You are clearly using this percentage 
of X, that is your cost', as if they are allocating out central overheads within the bank.

We look at the commission amount that we pay out. For some years we have been telling our 
clients, based on what the research providers have told us, that the amount of commission paid 
for research and execution has been roughly 50/50 of that number – maybe 60/40 or 70/30, 
but roughly 50/50 – so our commission budget is, by definition, 50% of whatever is paid in 
commission. It is very hard to go out and justify spending any more on research than we have 
been spending because we have to be transparent to our clients as to why would we spend more 
than we have already been spending.

What I have said to my guys is - I think it was Jimmy Carter who came up with one good idea during 
his presidency, apart from his Middle East work - zero-based budgeting. Throw everything out, now 
think about what you actually need to do research and start bringing it back in. It may be a good 
opportunity for us on the buy side to say, 'Research should only cost us a percentage of what we 
have been paying out before'.

For the banks, however, it is a disaster. They have a real problem here and, as a result, a lot of 
smaller listed companies just are not going to be covered in the future and that is going to create 
massive opportunities for us in the hedge fund world, both from a cost perspective and from a 
coverage perspective. You guys who do your own research are already there but there will be 
companies that are under researched and, therefore, there will be anomalies in the market prices.  

I do not believe that the regulators have a clue as to the chaos it has just thrown into the market.  
Forget Brexit, MiFID II is the biggest headwind we have at the moment.

Stephen Lewis
From our perspective, it is an opportunity. To Craig's point, we are, at least in part, a technology 
company with huge data management capabilities. There have been several rounds of regulatory 
opportunity. We have been through Form PF, Annex IV, FATCA and CRS, and we are starting to 
have proper discussions now around MiFID II and Solvency II with our client base.

Richard Haas
There is an element of excitement, and certainly our head of IT is very excited about it. Coming 
back to your point about being ready for MiFID II, OMS becomes front and central of our 
operations.
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Will Jenkins
I think you guys are slightly ahead of the curve because I have had it from a good source that there 
will be a big rush after the summer.

Stephen Lewis
That is what we think as the generalist in this.

Richard Haas
You are right but it always scares me when I hear that we are ahead of the curve. You think, 'Where 
is everyone?'.

Richard Mhende
We are in the fixed income space so the research angle is probably the biggest concern to us. I 
believe that a lot of our counterparties are looking at it quite aggressively but they do not want 
to be the first movers because a lot of the pricing models could end up switching them off from 
certain people. We have seen a range of pricing models, from a menu option to one flat fee per 
year per person. The pricing of those types of options has been wildly different as well. Whereas 
we have about 26 counterparties that we have signed up with, probably only about five are the 
most important. We may choose to whittle that right down and pay for probably only two or three 
in terms of their costs but it still has not clearly defined what will constitute research.

Staying on the technology side, the technology providers are the clear winners and I believe 
technology to be the solution here but what I struggle with from a smaller manager is just the 
amount of providers that there are and the amount of solutions you need to look at. When you 
make a decision as a smaller manager, it is very hard to reverse because it is a time-consuming 
decision. It takes resources and you do not have many people. Some providers promise more than 
they can deliver especially around voice-recording and transcribing. There are still a lot of hidden 
costs that come out of quotes that I am seeing. Let us see what happens after the end of this 
month.

Richard Haas
Voice is an interesting one because I agree with you that there are a lot of people who are making 
a big thing about taping and what constitutes an order. For us as an institutional investment 
manager, an order is what you do. When you trade, you are placing an order – that is it. For 
independent financial advisers, for example, that order could be me saying, 'Stay out of the 
market' in a casual conversation. That is part of the build-up to the order when I eventually say 
'Go for it – invest'. That, for them, is a massive issue. We have looked at this, we had a telephone 
system that was so antiquated and we have been able to cut costs because of where we came 
from. For newer start-ups, you are going to find there is going to be a big increase because taping 
is not cheap.

Richard Mhende
For me, the taping is fine but it is what you do with that information. I love the idea of transcribing 
calls because it makes my life a lot easier but I just do not see it working. There are also things 
like, what about when your traders have conversations in different languages on the desk?  What 
happens then? That happens a lot. They will just slip into another language. A lot of sales people 
on the sell side like speaking in a different language because they know that their colleagues 
next to them cannot understand what they are saying. Those types of things worry me and I am 
not sure what the solution is. If I do not speak German, Spanish or French and I am tasked with 
monitoring, I do not have a solution for transcribing.

Richard Haas
That is a really good point.

Richard Mhende
I just do not see how it works. You can try to mandate people to speak in English.
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Heide De Vries
I am sure that the regulator has not even thought about that.

Richard Haas
No, they have not. They do not know about the implications of the research side either but 
assumed that this is best price discovery. They have thought about it in a one-dimensional way.

Chris Egbunike
It is probably fair to say that one of the unintended consequences of the rules is that the voice 
recording is based on the reception and transmission of orders which goes beyond just what you 
do, Craig, in terms of doing a trade.

Will Jenkins

Moving on to the next topic. Heidi, in terms of changing 
providers and the changing landscape - prime brokers 
or mini-prime brokers and custodians or no custodians - 
what do you see happening?
Heidi De Vries
I do not have a lot of visibility on the prime broker side but probably more visibility on the fund 
administration side. There is continued consolidation and the very large fund administrators are 
losing sight of their smaller clients. We have been able to pick up a number of clients with Maples 
Fund Services where the large fund administrators have decided that their books are not sufficient 
to keep servicing the small guys.

Will Jenkins
From what I gather that minimum fund size is going up year by year.

Heidi De Vries
Absolutely. As I said, we have been quite successful in picking up a lot of new clients through that, 
particularly in BVI. Certainly, in areas where the infrastructure is not as developed as Ireland or 
the Cayman Islands, for example, it is the smaller jurisdictions that are really suffering.  Where you 
have very small start-ups, they are not able to find fund administrators in their jurisdictions to help 
them. I definitely see that there are some ongoing issues there but, for the MaplesFS side of the 
business, it is picking up. It is good news for us in some respects.

Will Jenkins

That seems like a natural transition to you, Steve.
Stephen Lewis
I would agree with everything that Heidi said. The market continues to consolidate. It is changing 
its approach to consolidation in the sense that there was a bit of a flurry of banks buying other 
banks' administration businesses and of bigger providers being bought by bigger providers, making 
the market, to me at least, quite top-heavy. Consolidation has moved to the mid-market and there 
are a number of administrators that are attractive to banks, private equity firms and possibly other 
medium-sized administrators, although valuations are high. There is definitely a medium to long-
term opportunity as middle market administrators are filling the void left by the retreat of the large 
administrators towards their top 10-20% of revenue generating clients. The large administrators 
are certainly using more sophisticated tools to evaluate their client base and providing packaged 
servicing solutions to generate revenue from combinations of services rather than just fund 
administration or custody. As a mid-market administration player we will stick to our knitting and 
continue to combine the legal opportunity with fiduciary and fund servicing and present ourselves 
to the 80% of the market that the big fund administrators no longer want.
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Will Jenkins

The banks have been equally ruthless in exiting clients 
that are not of a certain size. I was surprised how 
big that size was. Chris or Richard, do you have any 
experience on the mini-prime side?  Is that something 
that you have considered or have you just gone with the 
household names?
Chris Egbunike
Last time, I remember someone said they did not like the idea of mini-primes but we have been 
very privileged in working with some very good prime brokers and surprisingly, they are still with 
us. Maybe that is a good sign that they see a real opportunity and real potential with us. We are 
part of the COO network and we see all the horror stories of everyone saying, 'Do you know of 
anyone else? We are being kicked off'. Some of these names, you think, 'Really?'. You are right that 
they have been incredibly ruthless and it does make you really stand back and think, 'I need to 
have a plan from B to Z, just in case'. At some point, we may need to look at mini-primes but at the 
moment, we will take advantage of having those names. Particularly from a DDQ point of view, it 
makes investors more comfortable and it is a good way of getting those institutional guys to really 
look at you a bit more seriously.

Richard Mhende
It is hard because the number I was given by one custodian in particular was you need to be at 
least US$250 million but I think that was more of a 'just go away for a bit' response. From their 
perspective, they just want to have as few clients as possible – if it is a large AUM, there is less 
risk. I can understand that but, even when you say to them how much they need to make a year 
and they tell you X, and you say, 'We will pay you X', they are still a bit like, 'Not really'. They are 
looking for more. Also, on the custody side, they are looking for more of a relationship and more 
business, maybe to charge more and beyond their minimums.

We do not use a prime broker currently but we have looked into mini-primes. We have a custodial-
plus-plus relationship where we can have direct market access and then we have an outsourced 
middle and back-office that enables us to do a lot of the stuff that the prime broker would 
generally be doing from a collateral perspective. We signed our own Global Master Repurchase 
Agreements with counterparties. We handle it all pretty much ourselves but it is small and 
contained. I imagine that with a lot more, it becomes tricky. If you don't do equities and you aren't 
large, you can forget about a lot of these prime brokers.

Phillip Chapple
With the prime brokers, it is definitely revenue centric now. We have lots of conversations with our 
prime brokers about revenue. We only have one active for that reason. We have another that we 
are documented up with and ready to go on when the revenue is there.

Also, there has been a difference between the legal structures. Pure banks have a different 
regulatory capital infrastructure. The balance sheet is pretty expensive to lend money to hedge 
funds for them compared with the investment banks. There is definitely more of an opportunity for 
mini-primes now, I would say, but the challenge still is that I do not think investors still quite get it 
for Europe. In the US, it is absolutely fine because the reality is that it is really tough to get a prime 
broker slot there. For a tier one prime broker, if you are not launching with US$200 million, it may 
be tough to get a slot. In Europe, they are more willing to back smaller managers. There are fewer 
start-ups in Europe. You do have a challenge with mini-primes at the moment but the perception is 
changing. 
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Will Jenkins
Maybe the ODD people are partly to blame for that.

Richard Haas
I do not think it is just the smaller firms who are struggling. Larger firms also have an issue. You 
have hit the nail on the head – it is all about revenue. If you have three or four prime brokers and 
you are only giving two of them real revenue, the other two are hammering on your door saying, 
'We are your prime brokers too. What is wrong with us? We need some more money to cover the 
cost of servicing more'. It is a bit like my research discussion. Everyone is trying to squeeze as 
much out of us as possible because, otherwise, they will not survive, so what does that tell us? It 
tells us that there are too many prime brokers and that their overheads are too high. It is as simple 
as that.

Stephen Lewis
One of the surprises is the number of new entrants. The fact that there is substantial investment 
in the mini-prime space speaks volumes.  Clearly, there is a vacuum that needs to be filled and we 
are seeing that inward investment.

Phillip Chapple
The prime broker model has changed and is no longer the cash cow it once was.

Richard Haas
No, it is not, because of the cost of capital. The larger administrators are struggling and need one 
size to fit all. They have some hugely complicated and, in their view, best-in-class procedures and 
processes. We are told that they are aiming to be best-in-class in everything they do. In some 
ways they are up there but in our case, the new boss who comes from a custody world is surprised 
that it is not a commoditised service and there is too much individual tailoring which causes them 
a massive problem. I understand why it causes them a massive problem but the point is that that 
is not the market that they are catering to.

Stephen Lewis
We are able to react to opportunities quickly whereas the bigger administrators just can't because 
they have antiquated systems and archaic processes in place.

Richard Haas
The interesting thing is that it is down to the detail which the guys at the top do not know or 
understand. For example, if you own a house in the Cayman Islands, you are likely to own it 
through a company, not in your personal name, the result of which is that your utility bills will be in 
the name of the company, not the individual.  When you have to produce two utility bills, you are in 
trouble.

Richard Mhende
Will's point is spot-on in the fact that, at the end of the day, it is how investors feel about using a 
mini-prime. Like you say, unless you can answer all their questions, it is just another hurdle that 
you do not want to put in front of them when you are going through due diligence.

SL

SL

WJ

PC

RH

RH

RH

RM



HEDGE FUND ROUNDTABLE

Will Jenkins
It is going to be okay for us because we do not have a standardised process as is but what I am 
hearing is that the majority of people doing ODD may be less experienced. It is very much more a 
checklist-type approach. Potentially, if you think about some of the consultants and the number 
of funds they have to review per year, that approach will be a problem. I do not think that that is 
the right way to go about doing things but if you have to review a list of 3,000 or 4,000 funds, are 
you really going to have a team of scale like the numbers that we have? You would have 20 or 30 
people doing due diligence. The economic reality of that is pretty harsh. Some of those people 
who have lists of that size are playing a numbers game.

Craig Wallis
OSMO are sat in quite a unique position in that our clients are free to pick and choose which prime 
brokers and which fund administrators they want to have. We are certainly agnostic in the prime 
broker and fund administrator space. What I have seen is that mini-primes were initiated in the 
US but are now incredibly active here in the UK. Five to ten years ago, we would not have heard 
of these names in Europe and we would be going to top-tier players like Morgan Stanley, UBS or 
Credit Suisse. Mini-primes are really getting more of a serious look-in nowadays and are building 
their business on that.

I have noticed that the largest fund administrators are trying to achieve a one-size-fits-all 
approach. They have their core fund administration part of the business but they have also built 
out middle and back-office services around that. We have found that their operating approach is 
low-margin and high-volume so smaller clients are not receiving the service that they should be. 
For their very big clients, they will bend over backwards to do anything but for the smaller clients, 
that is where they are really falling down and that is where you have mid-tier or mid-size fund 
administrators really starting to be a lot more prominent, where they are flexible and they are not 
operating a one-size-fits-all model. That is certainly what we have seen in the UK with our clients

Will Jenkins

It is interesting how everything seems to start in the 
US and work its way through Europe and on to Asia.  
The next and my favourite topic is cybersecurity. 
Goldman Sachs said that it is the largest unmitigated 
and unquantified risk facing business as a whole at the 
moment. It is huge. In a way, I do not think the topic 
needs any further introduction. Richard, what is your 
approach to this and how much money do you put to 
work? 
Richard Haas
The first thing I would say is that if somebody is targeting you, you are going to be targeted. It is a 
bit like if somebody comes to burgle your house with the intent to burgle your house.  It does not 
matter how many security lights and burglar alarms you have, they will find a way in. It is the same 
with cyber so you have to take sensible precautions and work out how you protect your perimeter 
in a way that makes sense and is more orientated to your organisation.  

On our recent panel, some people were in the cloud and therefore had a different approach to 
those who do it in-house, which we predominantly do. We have a firewall, we do penetration 
testing and we monitor usage on our system. What was interesting that came up was having 
something lying dormant in your system.
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Will Jenkins
The gentleman quoted 200 days as being the average length of time.

Richard Haas
It would not be lying there dormant, it would be doing something. On average, once a month, I get 
a report that looks a bit like an ECG, where the line showing usage goes up and down and that is 
normal. If somebody is fiddling around in our system, it flat lines. We can see that that is the case 
because, if we do things to our system, we see a flat line and we know that we have been working 
on our system. Again, it is an indication, not proof, but it gives us some comfort that we are clear.

Why would people be trying to get into our systems? The answer is because they think there is a 
lot of money there and they can get some money out of us. However, in reality, we do not keep 
money in the system and we are subject to exactly the same risks as any other business when it 
comes to our external banking and such. Then you have to ask, what are you trying to protect? It 
is probably your reputation rather than anything else because how much really proprietary, secret 
data do you have in your system, unless you are an algo fund, in which case you might have some 
source code? The average hedge fund will have the names, addresses, dates of birth and National 
Insurance numbers of their staff, which is vulnerable, but that information is probably elsewhere 
and can be found elsewhere.  You also have your portfolio but what are the chances that anyone 
one of us have something so unique in their portfolio that is proprietary information? A lot of what 
we do is public information anyway because we disclose our short positions. That is what you are 
most sensitive about.

At the end of the day, you just have to think about what you are protecting and make the best 
effort that you can, like your house, to make sure it is safe and secure. Do not leave the doors or 
the windows open.

Chris Egbunike
We outsource our IT. As someone said to me, it is down to people, policy and technology. That is 
cybersecurity in a nutshell. Of those three, the weakest point always tends to be the people.

Richard Haas
Possibly your own staff.

Chris Egbunike
You can have the best technology in the world and write the greatest policies and still falter. An 
example: someone throws a USB in the street and the finder picks it up, goes into the office 
and plugs it in just to see what is there. That is how you get that infiltration. Ultimately, it comes 
down to you working as hard as you can on the technology and preventative measures with the 
resources that you have. You write the policies and you try to implement them as best as you can 
but for me what it really comes down to is training. You train your people to use common sense. 
All you can do is train your people to be aware of the dangers.  However, as Richard said, if people 
want to break in, they will break in. It is just a question of reputational damage more than anything 
else because none of us here have any cash in the safe.

Richard Mhende
It is an interesting area because I come from a technology background but have not done 
technology for ages. It is about what you do if you find that you have been infected or attacked. 
It is deeper because there are issues around it. I know that the cloud guys come out and say, 'It 
is all fine, we run a very controlled environment and only digitally certified executables can run in 
this environment.  Everything else that is not cannot run. Even if you download something from 
an email, it will not run in the environment'. That is fine but people who use cloud computing tend 
to log in from all sorts of places so all that needs to happen is you are on some other machine – 
even a home machine where someone has downloaded something such as key-logging or screen 
replication - and, before you know it, someone is looking not just into your private life but into your 
work life. It is a tough one, you pray it is not you but you just make sure you have enough things in 
place.
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Will Jenkins
Some employers offer assistance with people's personal machines as well which is not totally 
selfless, because, by protecting that environment, often that can help protect them if they are 
accessing work from that device.

Richard Mhende
The only way to truly protect it with a personal machine is to have one that reboots itself from 
scratch and clears out every single bit of other memory every time you log in.  That means a laptop 
that has literally nothing it. If you go travelling, it boots up from a known state every time. It is an 
expensive solution and people who travel probably do not want to travel with one laptop that does 
one thing and another that does something else.

Will Jenkins

Service providers have been targeted too and there have 
been some incidents. As individual managers, they hold 
information on hundreds of managers, so how does that 
affect you?
Stephen Lewis
As you would expect we have understood the importance of cybersecurity and have invested in 
personnel and technology to safeguard our firm and our customers.

Chris Egbunike
With a hybrid, it is almost like Office 365 and cloud with your own services. We had this hybrid-
type arrangement previously but we have gone all cloud now. With that hybrid, you tend to have 
data centres. It is normally a situation where you have outsourced your IT so your IT provider will 
have a data centre and you will have Office 365 which pipes into the data centre, so you never 
have any in-house servers.

Richard Haas
What is the right solution?

Phillip Chapple
There are arguments either way. Every solution has arguments for and against.  When you undergo 
due diligence, it is a focus point now. As a COO, you have to understand the pros and the cons 
and it is a huge education point.

Will Jenkins

Do you do vendor due diligence? What do you do 
regarding vendor due diligence?
Phillip Chapple
On on-boarding, you have to talk to a number of vendors. I find the consulting guys at the prime 
brokers quite useful on that too because they will have heard quite a lot of the chat in terms of 
pros and cons. I also tap into the due diligence network to find out about any horror stories or pros 
and cons. Once you have a vendor, the challenging thing is the ongoing market benchmarking 
of them. If you have a relationship with them, it can be hard to find out what everybody else is 
doing and find out whether someone has accelerated away. It was easier for me when I was on 
the consulting side because you have relationships with everyone and can see the market as a 
whole. When you are working with your vendors, it can be tougher to keep those conversations 
going in order to find out whether you are in the right place or whether you have a problem with 
your vendor. I have formal annual review whereby I go through and check the KPIs. I try to have 
conversations with other vendors to just make sure but it is not straightforward to do.
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Will Jenkins
Also, the FCA and the regulators are saying that you have to have back-up options in terms of 
reliance on service providers so you are benchmarking them.

Phillip Chapple
You have to do it, but it is tough.

Richard Haas
If I went to Goldman Sachs for example and said, 'Could you please run me through your 
cybersecurity work?', I could probably be there a month later. But they would probably bat me 
away before we got to the first hour because what am I going to do to change their policies? 
What I was told by one expert is that it is not what they are doing but what your link with them 
is and whether you have the most secure link you could possibly have into their system. That is 
what matters. Once you are in their systems – say, Goldman Sachs, Morgan Stanley or any of the 
big shops – you leave them to it. It is like regulatory fines, people tend to ignore it if it is the big 
providers that have been fined, but if it is a smaller provider, it is all hell to pay. That is another 
issue that we all face. With the smaller providers, we do due diligence on our IT provider, for 
example, and although we did find them wanting in one area, it is tricky because we are not the 
computer experts.

Will Jenkins

Craig, how does your firm approach training? It is one 
of the most important parts given that people are your 
biggest asset and also potentially your biggest liability? Is 
training addressed to the whole company?
Craig Wallis
Yes, training is addressed to the whole company here at OSMO and we do think of our employees 
and staff as our biggest asset. In terms of compliance training we outsource that to Newgate 
Compliance with whom we have a longstanding relationship. I am slightly biased in favour 
of outsourcing though as you could imagine. In terms of policies, we have a full time internal 
compliance officer that looks after this part of the business in conjunction with Newgate.

Will Jenkins
I have certainly seen huge variations in approaches from the really good overall to the shockingly 
bad where one COO in continental Europe said that, because they outsourced their IT, they did not 
have to consider cybersecurity themselves. I pointed out to him that by outsourcing something, 
you do not absolve yourself of responsibility with the regulator. It was disappointing. Someone else 
said he really could not afford to do anything in the cybersecurity area. Another person told me 
at a conference where I was talking about cybersecurity that they were too small to be targeted, 
which I thought was absolutely classic. The fact that maybe Bridgewater might have slightly more 
advanced systems and you might be the easy target seemed to have completely slipped past this 
COO's radar.

Craig Wallis
Even when you outsource parts of your business, whoever the client may be, it's important to 
maintain oversight of any service providers and outsourced vendors. Typically I find that COOs are 
the key people performing this oversight function.

WJ

WJ

WJ

RH

PC

CW

CW



HEDGE FUND ROUNDTABLE

Will Jenkins

You also see some great examples where the C-level 
people go and sit at the front, take notes and become 
actively involved in the training. Once they do that, 
everyone else is forced to go along with it. There is a 
credit fund in the US that I visited where almost all of 
the senior people absolve themselves from the training 
and everyone else just got their phones out and were 
not concentrating so the whole point of it was shot to 
pieces. It is not always necessarily for smaller managers. 
Either way, you see that people pick up on things or do 
not. I have thought why on earth is this, but it is down to 
the quality of the COO which is where the tone starts – 
the tone from the top.
Heidi De Vries
On the law firm side, we have invested massively in cybersecurity, particularly in the last 18 
months or so, in particular as a result of the Panama Papers and so forth. We have regular training 
exercises, online training and in-person training. Certainly from a law firm perspective, the biggest 
risk is people. We get so many phishing-type emails on a daily basis and it is very easy for people 
just to inadvertently click on something that they probably should not have clicked on.  

From our clients, we are also seeing an increase in the level of due diligence questions asking 
about our own cybersecurity policies. That is something that has become very common these 
days. People are getting into the weeds, literally going to the Cayman Islands and sitting down with 
our IT and risk directors to physically get their heads around what we are doing to protect their 
confidential information. It is a brave new world.

Will Jenkins

Have you had many enquiries regarding the General 
Data Protection Regulation ("GDPR"), which is coming 
in May next year?
Heidi De Vries
No, I have not.

Will Jenkins

Have other people started to think about that?
Richard Haas
MiFID is such a big block. Everybody has to get through MiFID II before they start looking at data 
protection. There are also some conflicts between the two, by the way.

Will Jenkins

Phil, have you started to do anything on GDPR?
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Phillip Chapple
Not yet, but I have read a couple of articles. It is interesting, with all this regulatory change in 
Europe, one conversation I keep having with the US investors is them saying, 'You do realise that 
the whole European fund industry is making itself less investible compared with the US'. If they 
looked at two Cayman funds side by side, one managed from Connecticut and one from London, 
where there is a London based manager, you have AIFMD, depository, professional directors and 
insurance - whereas the guys in Connecticut do not. With MiFID II, there is a fear that research 
costs could go up. Regulation seems to be going down in the US, so they are looking and saying, 
'You have to really justify why you are in Europe, and look at costs and maybe even fees to 
compensate for that', if they are comparing the two. 

Will Jenkins
The regulatory risk which has been faced by Europe-based managers is generally higher. If 
someone was to incur a regulatory issue, that could be the end of the business. Rather than 
innocent until proven guilty, some investors are guilty until proven innocent, and it could be too 
late. Och Ziff was lucky to survive its scare but a smaller manager probably would not have done.

Chris Egbunike
What is interesting on that point is that we are going to exit Europe but Britain and the British have 
always been good at trying to meet the deadlines for new directives. What is galling is that some 
other European countries are really not that fussed about MiFID II which is the bit where you find 
that we are going to suffer the most for the next two years, but some European countries are, 
quite frankly, quite lackadaisical about implementing this. It just seems a little unfair.

Richard Haas
It used to be a reason why people would come to London, they knew that regulation would be 
done properly here. On my recent trip to the US, I picked up a very clear message that people are 
avoiding the UK – it is just too complicated. MiFID II is the straw that has broken the camel's back. 
They cannot get their heads around it. If it is a question of whether or not to set up an office in 
Europe, the answer is no. It is too difficult. That could be an advantage to us who are already here 
but it depends on how things play out.

Will Jenkins

To be decided. The final question asks about 20/20 
hindsight: if you were to start again, what lessons have 
you learned and what might you do differently?
Chris Egbunike
We would probably launch with more money but that is always easier said than done. I always 
think that part of a good story is the hurdles that you have had to overcome. It has been difficult 
but having these sticky investors with you from day one is really important. We did not start off 
with huge seeders but we consider the investors that we have to be sticky. We have managed 
UCITS, which is pretty known for its liquidity so even though they have the ability to redeem 
weekly they have stuck with us.

It is hard to tell you what we would have done differently. We made a lot of mistakes in terms of 
some of the service partners we chose to go with but you do not know a lot of those things and 
you just have to go by recommendations from people who have told you that it worked. A lot of 
times it is not necessarily that the partner is bad but simply that culturally, the fit does not work for 
you.
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Richard Mhende
This is my second hedge fund start-up so, hopefully, I should be doing those things.  It all depends 
on how much capital you start off with and what you are able to do at the beginning. That really 
shapes things going forward. You need a decent chunk. You need to have compliance at the centre 
of everything which I am not sure has not always been the case when there has been an impetus 
to get something up and running. With a focus on performance and track record. Compliance 
can sometimes take a back seat and you always end up with it on your to-do list: 'Finish X, Y and 
Z before the first due-diligence meeting'. You also need to make sure to have automation and 
technology at the core, which a lot of managers do not. Becoming scalable and plugging different 
bits and bobs in is huge. Having someone with the skill to be able to do that internally is great, or 
perhaps outsource it, if you have to.

Will Jenkins

Heidi, what do you see as the common mistakes that 
your clients make?
Heidi De Vries
It is a difficult one because, although you are a legal adviser, you do not necessarily want to 
overstep the mark too. In terms of service provider choice, it is not well-matched. Particularly in 
the start-up phase, clients are so focused on fees and their sensitivity to fees sometimes clouds 
their judgement as to who would be the best fit as a service provider for their start-up.
The other thing is that so many start-ups that we are seeing are so focused on having their own 
fund. These days, we are seeing a lot of platforms crop up. For the smaller start-ups, provided it 
is the right platform, they offer a very attractive alternative and really will allow the managers to 
focus on generating their track record and really focus on their performance. We have a platform 
already in Ireland – the St. Stephen's Green platform – and that has been very successful. Out 
of comments from our clients and listening to our clients, we are also launching a platform in the 
Cayman Islands. For those small start-ups, if they are not so clouded by, 'I need my own fund', 
without appreciating the cost of having all of the plug-ins that you need to set up that fund – 
maybe consider a platform as an option, where it really just a plug-and-play and they can just 
focus and get on with doing their investments, running their strategies, generating a track record 
and showing a good performance. Once they have reached that hurdle, perhaps they might want 
to spin out into their own fund.

Will Jenkins

A platform gives them access to service providers that 
might not be available to a standalone fund. Phil, you 
have launched many funds in your previous life but what 
have you learned?
Phillip Chapple
It is more about how it has changed over the last few years. If I went back in a time machine and 
spoke to myself a couple of years ago, I would say how much longer everything takes now. If you 
had a start-up fund with a really good track record, you could say with some certainty that within 
six months to a year, you would get some decent assets. In the last couple of years, with the 
barriers getting evermore higher because of regulation and costs, the best advice to give anyone 
wanting to do it is to say, 'Is your strategy and alpha proposition clear enough and differentiated 
enough? Do you really have proof of concept? More importantly, do you have enough capital to 
really underpin this for three years and pay all these fees?'.  

The reality is that it is not the old days where you just build it and they will come. You either had to 
have a seed investor or a decent amount of initial committed capital. If you do not have that, you 
really do need to be able to run it for a number of years and pay for the right staff. I would say it is 
more of a time element in terms of how much harder it is now, hence the space for the platforms 
and some of the other solutions. There is no longer a 'build it and they will come' market.

WJ

WJ

RM

HdV

PC



LONDON | JUNE 2017

Will Jenkins
Someone suggested to me that you should go and see some of the big houses who will take on 
desks within their shop. If four or five of those people say no, that is also not a great sign in terms 
of the future.

Craig Wallis
When you start-up, it is all about the best way to allow the portfolio managers to really get on with 
their core business which is managing their portfolios. Some clients fudge the COO space - they 
might have a part-time COO or not really invest in a COO at all. A strong COO from the start is 
probably one of the most important things in terms of being able to steer the ship and take control 
for a strong start to the business.

Secondly, another big mistake that we see is people not being diligent enough about service 
providers and finding the right balance. If you start your own hedge fund, you might have 
aspirations to use one of the top-tier prime brokers but there are significant cost and other 
considerations of doing so, so try to align yourself with the right prime broker and fund 
administrator where the cost of the service you are paying for matches the service being provided 
to you.

Investment managers and portfolio managers no longer necessarily have to house their own 
execution desks. Outsourcing has been popular in the US for many years and is now becoming 
more popular over here in Europe. Similarly with middle and back-office functionality, we have 
seen fund administrators branching out the services that they offer in terms of middle and back-
office so you do not necessarily need to have that in-house technology and personnel.

For me, it would be a mixture of having those three things: a good COO to steer the ship, aligning 
yourself with suitable service providers and outsourcing the right parts of your business to make 
sure that in terms of costs of running your business for your first three years, you can manage 
those costs successfully to keep the business going much longer term.

Will Jenkins

Stephen, you must have seen quite a few propositions, 
some of which you have run with and some of which 
possibly you have not. What are the key decisions or 
different approaches that you have seen people take?
Stephen Lewis
I know when I'm talking to a firm too early if they are still trying to work out which domicile they 
should be in. That's a key decision from my perspective as it points to their level of experience and 
seriousness about taking this forward. Investor acquisition is critical. Typically, there are two types 
of conversation. One is the friends and family discussion, which is a good, solid starting point, 
assuming you can raise enough money through that route. The other is raising money through 
institutional investors here in Europe or the US. I'm not suggesting that is the wrong thing to do, 
but it will take time and a formidable track-record. If I speak to any of my clients about what they 
could have done better at the start, they will normally pick their approach to bringing investors to 
the fund. Choice of directors comes up, getting their focus on technology and professionalising 
the fund by putting a COO in place at the start is often mentioned. But of course, hindsight is the 
purest science.
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Richard Haas
What I would say is that, if you are starting a fund, you need to think very carefully about what 
you are good at. That is for the guy starting the fund. He or she has clearly made a lot of money 
because that is why they are in that position to do it but they have made a lot of money by being 
in the right place at the right time and being good at investing. A lot of them do not really get that. 
They think it is because they are brilliant at all things. They may have been very good at what they 
are doing but had they been the ops guy, they would not have made enough money to start a 
hedge fund. It is about understanding where they have come from and why and then what they are 
good at, and also picking really good people around them with whom they get on well. We could 
talk about cultural diversity but, at the end of the day, you need to have a rapport with them and 
get on well with them enough to be able to work together. They need not be your best friends but 
you need to be able to work well with them and then trust them to get on with it so that you do not 
behave like children playing football where you all chase the ball. It takes a while to work out but 
passing the ball is a much more efficient way to score a goal. Then you need to do all the things 
you guys have said about technology, compliance and such. That follows later but it is all about 
getting those basics right first.

Will Jenkins

The biggest bellwether tends to be the quality and 
background of the COO. If they have been chosen 
for all the wrong reasons and, therefore, do not 
really have the background, you can just tell that the 
compliance approach will be a bit of a mess, to be frank. 
Cybersecurity will be non-existent.  If the people at the 
top of the business do not have the background and the 
right mentality, what hope is there for the staff working 
for them?
Richard Haas
That is a real problem because sometimes the guys that have come out of the big firms with a 
lot of money have never run a business and do not understand how business works. The COO 
role sounds a little bit like a breeze. They sound like an expensive ops guy to them.  'Why would 
I pay him  X when I get, for half or quarter X, this other guy?'. That plays back to your point that 
the reason you are getting a quarter X for the guy who does not know all this stuff is because he 
is probably not a chartered accountant or a trained lawyer who has been through all this in some 
shape or form before or knows what the real touchpoints are for starting a business. They are 
really important today and, by the way, that has changed enormously since I did my last start-up 
12 years ago.

Will Jenkins

Backgrounds that do not make tremendous for COOs 
would be someone who the other person is friendly with 
or even a family member or someone who has been an 
ops manager in a large organisation. They just come 
in and do their job but what about the regulatory side? 
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What all about all the other aspects than the heat, light 
and bills?
Richard Haas
I spoke to someone last week who has aspirations to be a COO and he is a good ops guy. There is 
no question about him knowing his ops side. However, when I said, 'What does a COO do? What 
do you know about partnership accounting, compliance or MiFID II?', and you dive into the detail 
and you very quickly floor a number of would-be COOs who really have not thought it through. It 
looks easy because you guys all look pretty calm. You say 'partnership accounting' and it sounds 
easy but there is quite a lot of devil in the detail.

Chris Egbunike
I always say to my guys in the office, 'If I am doing my job well, you should not even know I am 
here', which is a weird way to test how successful you are. 'If I am really doing my job well, you 
never need to talk to me. It is not that I do not want to talk to you but you should not have to talk 
to me'. The key word is 'should'.

Richard Haas
The flip side is that you have so many balls in the air at the same time. If one of those balls drops, 
the concentration on that is immense. Something that keeps me awake at night is, if one of my 
staff drops a ball, the focus on that can be huge. One thing I say is, we aim to be 100% right but 
there will be mistakes from time to time. There will be a failed settlement or something that goes 
wrong – it is inevitable.
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