ANALYSIS SERVICE PROVIDER SNAPSHOT

he final quarter of 2014 represented a poten-
tially difficult period for hedge funds as oil
price decline, geo-political unrest in Eastern
Europe and a general fall in stock markets
continued to take their toll.

According to the latest Hedge Fund Re-
search data, total assets increased 1.1% in the fourth quar-
ter to stand at $2.85trn, a $30bn increase from the end of
September and up $220bn since the start of 2014.

This slower growth is demonstrated by the latest Alpha-
Pipe-HFMWeek Service Provider Snapshot as overall asset
growth dropped compared to the first half of 2014.

Net hedge fund growth within the top 20 admins
slowed during the quarter to 82, compared to a net growth
of 105 the previous quarter.

Alphapipe chief executive Westley Chapman said: “Al-
phaPipe’s ADV Data Service shows continued growth in
the level of private fund activity with the total number of
hedge funds excluding feeders at 11,643 and gross assets at
$5.71trn, up on the $5.61trn at the end of Q3.”

Most of this growth was associated with the top two ad-

HFMWeeks study shows little change in top 20 auditors, mins, Citco and State Street. “Growth for the leaders can

custodians and prime brokers with one new admin entrant be seen in audited RAUM where the top two accounted
P for almost all of the net growth, with others netting smaller
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audit table, with its market share remaining flat from Q3
figures and its percentage of market share increasing mar-
ginally. PwC stayed in second place and increased market
share in terms of both the number of funds and percentage
of assets.

Chapman said: “The top 20 auditors remain unchanged
with minor ranking moves at the bottom end. The top 20
now audit 10,246 hedge funds excluding feeders with the
top three representing the entire growth in funds, while
the remaining 17 auditors remained essentially flat with
minor changes by firm. PwC made the largest move for
the quarter, representing more than half of the net fund
growth with a 76 fund increase.”

The big four audit firms hold on to a predictably domi-
nant combined market share of 76.6% in fund terms, rising
to a huge 93.7% in terms of AuA.

Some 50% of audit firms in the top 20 saw a reduction
in the number of funds they service while just five saw an
increase and a further five remained flat for the quarter.

PwC global head of alternatives Mike Greenstein said
the audit firm is looking to attract leading emerging man-
agers while also retaining large existing hedge funds.

“Hedge fund managers’ desire to grow and leverage
scale needs to be matched by the auditor’s experience,
insight, depth and breadth of services. Our continued

growth, as reflected in AlphaPipe’s results, demonstrates
our ongoing success in working with both leading emerg-
ing managers and established managers,” he said.

With the deadline for the first round of AIFMD Annex
IV reporting submissions less than a week away, the provi-
sion of services from administration providers has never
been more important or under more scrutiny.

The top three in the admin space remained the same, in
Citco, State Street and SS&C GlobeOp, although the lat-
ter two saw marginal decreases in market share.

BNY Mellon and SEI are the remaining two in a top
five which makes up 46.6% of all hedge funds registered
with the SEC and 62.1% of hedge fund assets under ad-
ministration.

State Street global head of alternative investment solu-
tions sales Maria Cantillon said the hedge fund industry
remains positive about growth potential.

She said: “Despite the challenges facing the hedge fund
industry, our findings show that many working in the sec-
tor are optimistic about its future prospects. This is being
fuelled by challenges facing asset owners as they search for
better returns and greater diversification. The hedge fund
industry is maturing and becoming more transparent and
competitive.”

Notably, Citigroup saw a net reduction of eight funds
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Number of SEC-registered hedge
funds that use JPMorgan Chase
as a custodian

in its admin business. The bank placed its $380bn admin-
istration business up for sale earlier this month after re-
pricing its services last year, which saw a number of lower
value hedge funds seek new service providers.

A new entrant has made its way into the top 20 admin
providers in the form of Portland-based Stone Coast
Fund Services at the expense of Admiral Administration.

The firm moved into 17th place in the rankings, having
boosted its number of funds to 105 and raised its AuA to
$26.8bn.

The HFMWeek October admin survey shows Stone
Coast in 25th place with AuA of $26.4bn.

Out of the top 20 administrators, some 11 increased
their number of funds during the quarter, while three saw
numbers drop and six remained the same.

HedgeServ has the smallest average fund size of £470m
in the top 10 admins on AuA terms, while Wells Fargo has
the smallest number of funds by some way, with just 58
administered.

Chapman said: “Citco remains top of the administra-
tors, adding to its lead over the pack with Snapshot lead-
ing fund and RAuM growth. Stone Coast Fund Services,
one of the newer administrators, enters the top 20 at 17th
with the exit of Admiral Administration due to a decline in
funds administered.”

In the custodian arena, JP Morgan Chase remains in
top spot, adding 35 hedge funds to its custodial services.
BNY Mellon, State Street and Bank of America Merrill
Lynch make up a top five, which has a combined market
share of 48.4% of total funds.

In terms of assets, the top five hold a 48.3% combined
market share with BNY/Pershing top custodian in RAuM,
covering 2,035 funds of $553m average in size.

The dominance of large banks in the prime broker
space continues to prevail with no movement in position
of any of the top 20 prime brokers for the second consecu-
tive quarter.

Goldman Sachs remains in the top space, increasing the
number of funds it services to and holding onto an 18.5%
market share of hedge funds and a 12.9% share of assets.

Morgan Stanley, JP Morgan, Credit Suisse and
Deutsche Bank make up the top five, which provide bro-
ker services to a combined 61.6% of the hedge fund mar-
ket and 58% of total hedge fund assets.

Across the quarter, 11 of the top 20 prime brokers in-
creased the number of funds they service, while three saw
a decrease and six remained flat.

Goldman Sachs’ average fund size in its prime broker-
age is £290m, significantly lower than second-placed JP
Morgan Chase, which has an average fund size of $400m. »
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Proportion of SEC-registered
hedge funds that use Goldman
Sachs for prime hrokerage

METHODOLOGY

AlphaPipe’s ADV Data service includes more than
100,000 private fund vendor relationships. The
snapshot focuses on 11,643 hedge funds manag-
ing $5.7trn in regulatory assets under management
(RAUM).

RAUM are not NAV and can vary significantly by
strategy — most directly based on leverage given
RAUM are most related to gross assets. These funds
come from active registrations as of 2 January 2015.

The AlphaPipe team has eliminated over-
counting related to fund structure (excludes feeder
funds), filing errors and vendor affiliates (counts a
relationship with two offices of the same vendor
only once). The snapshot includes funds managed
by both registered investment advisers and exempt
reporting advisers, as well as both single manager
funds and fund of funds. While extensive, the data
is not comprehensive given a number of intermna-

tional fund managers do not make ADV filings and
service providers often support non-adviser organi-
sations such as public funds or corporate pensions.

We have presented multiple views to address
variability in firm structure — one large fund versus
several smaller funds — that can impact a given
vendor's ranking. Given RAuM is only disclosed at
the fund level and many funds use multiple prime
brokers and custodians, we have presented RAuM
in two ways — full credit and equal pro-rata (based
on the number of providers) to each vendor. RAuM
figures are as full credit unless otherwise stated.

Data for the HFMWeek/Alphapipe Snapshot is
created by Alphapipe’s ADV Change Report Service.

To get your FREE ADV Change Report go to
alphapipe.com/adv

ALPHRPIPE
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