ANALYSIS SERVICE PROVIDER SNAPSHOT

HFMWeeK's study shows clear growth signs for many hedge fund

service providers
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ccording to the most recent Hedge Fund
Research data, the first three months of
2015 delivered the largest inflows since
Q2 2014. Total hedge fund assets in-
creased to $2.94trn, an increase of $95bn
for the quarter.

The positive start to the year had a knock-on effect for

administrators and other service providers, as the latest

HFMWeek/Alphapipe Service Provider Snapshot reveals.

Comprising figures for the 20 largest administrators, au-
ditors, prime brokers and custodians operating in the US,
the quarterly results point to clear growth signs for several
of those surveyed.

“The snapshot focuses on 11,536 hedge funds managing
$6.1trn in regulatory assets under management (RAuM),”
Alphapipe CEO West Chapman says. “RAuM are not NAV
and can vary significantly by strategy — most directly based
on leverage given RAuM are most related to gross assets.”

Citco remained on top of the admin tree in terms of
funds with 1,044 hedge funds currently using its service;
representing a 12.4% market share and more than $1trn
in RAuM.

Positioned second in Q4 of 2014, State Street has
slipped into third as SS&C swept up 90 new clients in early
2015 and added some $87bn to its balance sheet. How-
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ever, in terms of RAuM, State Street moved from second
to first place, taking over from Citco.

Rahul Kanwar, senior vice president and managing di-
rector of alternative assets at SS&C, says the outlook in the
industry is “as healthy as it has ever been” for administra-
tors.

“That opportunity comes from new fund formations as
well as takeaways from existing fund administrators where
somebody is dissatisfied with some aspect of the service
they are currently getting.”

BNY Mellon remained in fourth position with 565
funds. Mitsubishi UF] added 51 new clients in Q1 (250)
while UMB on-boarded 76 new funds to its roster (179).

Kanwar notes that Citigroup’s pending departure from
the admin space is clearly benefiting its rivals and also says
the move further “called into question” the bank-based
model.

He adds: “These tend to be relatively small businesses
within large banking organisations and they tend not to
get the focus and investment they would in a pure-play
organisation like SS&C.

“At times of pressure, they tend to be the kinds of busi-
nesses that are divested and you saw that with Goldman
selling its business, Credit Suisse, you are now seeing it
with Citi and we think that trend is going to continue.

“There are certainly pretty savvy managers out there
who are customers of these organisations that are taking a
look at their options.”

On the auditing side, EY once again led its peers on cli-
ent numbers and RAuM, as funds managed reached 2,523
in Ql.

Mike Serota, partner and co-leader of global hedge fund
services at EY, says the firm expects to see greater levels of
diversification among managers over the coming months.

“We expect to see diversification down the road - the
larger hedge funds and private equity funds are likely to
evolve into multi-product, multi-dimensional asset man-
agers — this is not only to support growth aspirations but is
also what investors want,” Serota says.

EY’s positioning is contrasted to the loss of clients expe-
rienced by the rest of the big four.

PwC, KPMG and Deloitte all saw fund figures drop in
the first quarter with KPMG shedding 165 clients.

Commenting on the survey, KPMG principal James
Suglia says the downturn experienced so far in 2015 has
been caused by its recent acquisition of Rothstein Kass.

He says: “During the quarter, we did experience aloss of
some hedge fund clients stemming from our combination
with Rothstein Kass, which was expected. Client losses
were primarily driven by client acceptance requirements
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(mainly independence and risk management).”

While the top four still account for 76% of the indus-
try, EisnerAmper (350), Elliot Davis Decosimo (60) and
Spicer Jeffries (129) experienced a good start to 2015.

According to this latest round of Alphapipe data, the
top 20 audit companies — which includes Citrin Cooper-
man for the first time — represent 93% of the market and
around $5.9trn in assets.

WithumSmith and Brown was another firm with de-
cent performance as it saw its client numbers double to
58, while assets jumped from $3.6bn to $6.3bn.

Partner Anthony Tuths says: “Funds are continually
seeking higher level client service — from their administra-
tors as well as their auditors.”

“Many sub-$1bn AuM funds are leaving the big four in
search of an audit firm more aligned with their size and
focus. WSB has become the firm of choice in that regard
— the alternative to the big four for the alternative invest-
ment funds.”

Prime broker usage is unsurprisingly still dominated by
Goldman Sachs, Morgan Stanley, JP Morgan and Credit
Suisse, while Deutsche Bank swapped places with UBS to
move into fifth place.

Mortgage-Backed Securities Clearing Corporation and

RBS dropped out of the rankings entirely and were re-
placed by SEB and Scotiabank who have RAuM of $19bn
and $9.7bn respectively.

Alphapipe’s Chapman says: “Stability in the PB rank-
ings masks trends with six of the top 10 registering de-
clines in the number of funds supported.

“While the only brokers registering double-digit per-
centage growth were clustered in the lower half; 14th
placed Wells Fargo is up 10%, Interactive Brokers plus
18%, BTIG gained 14%, and Societe Generale/Newedge
experienced growth (+10%).”

From the custodian perspective there was little change
in the overall standings for Q1, with BNP Paribas the only
new entrant.

JP Morgan continues to lead the pack with number of
hedge funds serviced (2,613) and BNY Mellon/Pershing
holds the largest RAuM at $1.1trn.

There were several other custodians that made signifi-
cant gains in the first quarter. Among them were Northern
Trust who added 50 new funds to its client base, First Re-
public serviced an extra 90 managers in 2015, while Gold-
man Sachs added $39bn to its RAuM.

Look out for the next edition of the quarterly HFM-
Week/AlphaPipe Snapshot, later this year.
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METHODOLOGY

AlphaPipe’s ADV Data service includes more than
100,000 private fund vendor relationships. The
snapshot focuses on 11,536 hedge funds manag-
ing $6.1trn 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 8 April 2015. The AlphaPipe team has eliminated
overcounting 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 report-
ing advisers, as well as both single manager funds
and fund of funds. While extensive, the data is not
comprehensive given a number of international fund

managers do not make ADV filings and service pro-
viders often support non-adviser organisations such
as public funds or corporate pensions.

We have presented multiple views to address vari-
ability in firm structure — one large fund versus sev-
eral 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.

Annual updates for most managers are in. Let
AlphaPipe’s ADV Change Report digest filings for you...
Alphapipe.com/ADV

ALPHRPIPE
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