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I
n the competitive world of fi nance the hedge fund 
industry is seen as the most gruelling and com-
petitive business. 

Alternative asset management is a perfor-
mance-driven industry and having a competitive 
edge is critical for both portfolio management and 

operational management success. Managers need every 
advantage in order to achieve true organisational and fi -
nancial success. 

PORTFOLIO MANAGEMENT 
Analysing a globally connected macro-economy, evalu-
ating micro-economic environments, geo-political con-
cerns, business cycles, industry 
trends, company analyses for 
position decisions, as well as tech-
nical analysis for trading those 
positions; these are all basic re-
quirements in the portfolio man-
agement decision chain fuelling 
the ability to consistently outper-
form the overall markets and pro-
vide alpha to fund investors. 

For those investment manage-
ment teams that are fortunate 
enough to generate solid invest-
ment performance, the above 
dissertation does not factor in 
all of the other critical aspects of 
running the ‘business of the busi-
ness’; which are just as important 
for the organisation to achieve 
true success and att ract institu-
tional capital.

FUND FORMATION & OPERATIONAL MANAGEMENT 
During the start-up phase, the management team has the 
task of evaluating and selecting key service providers for 
fund formation, regulatory and compliance, legal coun-
sel, prime brokerage, fund administration, audit and tax 
services. 

In order to garner signifi cant capital, the manager must 
build an institutional quality infrastructure inclusive of 
trading and order management systems, middle offi  ce 

and back offi  ce staff  and technology. Th e fund manager 
also needs to develop a national or global marketing plan, 
create a corporate branding and marketing package, and 
build an investor relations and marketing team in order to 
bring awareness to the fund and att ract additional assets.

YOUR COMPETITIVE HEDGESM IN FUND FORMATION & OP-
ERATIONAL MANAGEMENT
In order to assist alternative fund managers in achieving 
operational success, Stonegate Global’s comprehensive 
solution streamlines the formation process for the man-
agement team and also supports the ongoing operations 
of the fund. Its Innovative Alternative Fund SolutionsSM 

consists of fund formation, regu-
latory and compliance services, 
fund administration, and an 
array of prime brokerage/cus-
tody options including many of 
the world’s largest custodians, 
as well as audit and tax services 
through a number of its strategic 
relationships. 

Stonegate Global takes a stra-
tegic business advisory role by 
creating innovative fund struc-
tures that consider each client’s 
current and projected needs. Our 
clients have an end in mind and 
the Stonegate team creates a road 
map to achieve these objectives. 
Th e Innovative Alternative Fund 
SolutionsSM concept is based 
on an old Chinese proverb – ‘to 
know the road ahead, ask those 
coming back’. Stonegate helps its 

clients understand what’s around the next corner by lever-
aging the fi rm’s extensive experience in global, multi-asset 
class fund formation, fund administration, prime broker-
age, capital raising, global fund marketing and distribu-
tion. Stonegate evaluates all aspects of each client’s project 
to select the most appropriate jurisdiction, customise vari-
ous structural elements, implement multi-jurisdictional 
tax mitigation strategies, develop global marketing cam-
paigns, and provide other critical value-added services to 
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assist its clients in creating and running successful alterna-
tive investment fund businesses.

Our expertise in domestic and off shore fund forma-
tion ranges from hedge funds, commodity pools, venture 
capital funds, private equity, real estate funds, REIT funds, 
ABL funds, oil and gas funds and fund of funds.

CAPITAL FLOW TRENDS & OPERATIONAL REQUIREMENTS OF 
INSTITUTIONAL INVESTORS
Trends in the institutional investor arena have changed 
dramatically over the past few years, and even more so 
in the past 12 months. Institutional investors account for 
over 60% of all hedge fund investments. Given the global 
fi nancial crisis of 2008, the Madoff  scandal, and other 
recent events, institutional investors have become much 
more risk conscious and require signifi cant transparency 
in terms of portfolio risk. Considering that over half of as-
set manager failures are associated with operational risks, 
it’s not surprising that institutional investors are highly 
concerned and focused on operational infrastructure, or-
ganisational strength, governance and independent verifi -
cation, as well as investment performance.

Although the alternative investments industry as a 
whole continues to grow, and is anticipated to continue 
on its unparalleled track of asset growth, there are numer-
ous concerns. In 2014, Calpers, one of the largest pension 
funds in the US, along with pension funds in New Jersey, 
Ohio, and other well-known pension funds, announced 
signifi cant reductions in hedge fund allocations. Th is is a 
very strong signal that a substantial paradigm shift  in the 
industry is underway. Large institutional investors fol-
lowed Calpers in the late 1990s and early 2000s by invest-
ing in hedge funds, and it appears that the institutional 
community has taken notice.

Although it is unlikely that institutional investors would 
completely move away from the hedge fund asset class, 
this new industry shift  will certainly lead to institutional 
investors and sophisticated family offi  ces demanding per-
formance and economic alignment from hedge fund man-
agers. Th is is already being demonstrated by a demand for 
lower management fees, an increase in the use of hurdle 
rates, risk transparency, and through other aspects of the 
relationship with alternative investment fund managers. 

Institutional investors consider expertise and risk trans-
parency just as important as investment performance. Th ey 
are seeking institutional quality infrastructure, operational 
strength as regulations continue to evolve, sophisticated 
reporting and stronger governance frameworks, including 
independent verifi cation of controls and procedures. 

Institutional hedge fund investors are now pushing for 
managers to follow best practices of their private equity 
peers, based on the ‘industry best practices’ which was is-
sued by institutional investors of private equity funds in 
2009.

INDUSTRY REGULATORY CHANGES
In addition to the aforementioned infrastructure mandates 
from institutional investors and the costs thereof, portfolio 
managers must also consider regulatory elements. 

Th ey must manage and budget for AIFMD requirements 
for AIF managers in the EU, Dodd-Frank regulations and 
RIA/IA requirements and other recent regulatory changes 

in the US due to the new JOBS Act, Ucits IV requirements 
for cross-border marketing, upcoming Ucits V regulations 
which were approved in 2014, and Basel II and III banking 
initiatives which impact custody and prime brokerage. 

Moreover, the Solvency II EU directive’s impact on 
the hedge fund market, IFRS/GAP accounting standards, 
GIPS compliant reporting requirements, new CAQ AI-
CPA guidelines released in late 2014, SEC independence 
rules, Fatca tax reporting requirements, and other global 
regulatory and operational issues must be considered by 
portfolio managers. 

ATTRACTING INSTITUTIONAL CAPITAL 
In the wake of the shift ing and evolving demands from 
institutional investors, as well as an ever-changing regula-
tory landscape, successful portfolio management teams 
must budget signifi cant capital to fund their operational 
infrastructure to meet the aforementioned requirements. 
Th ese additional costs could range from a few hundred 
thousand dollars per year to well over $1m per year, all 
depending on the investment strategy, investor mandates, 
and the goals and objectives of the portfolio manager. 

BlueFlame Global Wealth Management off ers select 
portfolio managers a ‘plug and play’ solution into its exist-
ing institutional multi-strategy fund infrastructure. 

BlueFlame maintains all of the necessary operational 
staff  and infrastructure, along with handling all aspects of 
fund compliance and operations, investor relations, global 
and cross-border marketing and distribution. It provides 
seasoned and credentialed portfolio management teams 
with the independence and autonomy as a portfolio man-
ager of a completely separate fund product, while simulta-
neously operating as a part of a much larger institutional 
organisation. Current hedge fund managers can also mi-
grate existing fund products onto the BlueFlame platform. 

CONCLUSION
Hedge funds and other alternative investment funds con-
tinue to be the most engaging and exciting investment vehi-
cles for savvy institutional investors and family offi  ces. Given 
the vast array of investment strategies, a myriad of structural 
options, as well as various tax advantages, alternative invest-
ment funds should continue to att ract signifi cant amounts 
of capital for the foreseeable future. Having the appropriate 
infrastructure off ers successful portfolio management teams 
the best opportunity to continuously att ract assets from so-
phisticated global institutional investors and family offi  ces.  

HEDGE FUNDS AND OTHER 
ALTERNATIVE INVESTMENT 
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INVESTMENT VEHICLES
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Michael Blackburn, 
associate counsel of 
Stonegate Global Fund 
Services, assists clients 
with domestic and offshore 
fund structuring, as well as 
regulatory and compliance 
matters. Blackburn has 
industry experience in 
wealth management, 
trust formation and estate 
planning for high-net-worth 
and ultra-high-net-worth 
clients. He also brings 
experience from both Merrill 
Lynch and Empire Wealth 
Strategies. 
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experience in the financial 
services industry, having 
served as head of fund 
administration at HSBC, also 
as the chief financial officer 
for an $800m hedge fund, 
and as an audit manager at 
Ernst & Young.  


