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equipped to provide managers with the right tools and
services to operate across front-, middle- and back-office
functions, while offering transparency and independence
to investors and regulators.

On the regulatory side, the Irish regulator and IFIA (the

industry representative body) are also working on new
corporate governance standards which will apply to all
Irish funds and their service providers.
DM: Post-financial crisis, custodians, banks and counter-
parties are coming under increased scrutiny. Investors are
looking for portfolio transparency, performance, liquidity
and security. In response, managers are increasingly offer-
ing Ucits structures and managed accounts.

Ucits structures guarantee a certain level of risk measure-
ment and trustee oversight, and must adhere to prescrip-
tive investment restrictions. With Ucits III, investment
managers can accommodate alternative strategies within
Ucits structures which allows them to meet increased mar-
ket demand for alternative strategies. Managers also gain
the distribution benefits of the Ucits brand.

Managed accounts are considered by many to provide
increased transparency and, under certain conditions, in-
creased liquidity. In order to become a real alternative to
funds, managed accounts must be adopted on a relatively
substantial scale by hedge fund managers.

JB: The importance of carrying out a full and detailed due
diligence examination of your service provider as an in-
vestment manager took centre stage following the crisis.
Regulation is tightening the world over and the focus is ac-
countability of the investment manager, limiting leverage
so exposure levels are kept in check and anti-money laun-
dering (AML). The difference between a regulated fund in
Ireland and a lightly or non-regulated fund offshore still
remains very stark and it is the offshore industry that may
ultimately undergo the greatest transformation for protec-
tion of investors. Caveat Emptor ‘let the buyer beware’ is
still the best protection for any investor.

DD: While the regulatory response to the crisis remains
the subject of debate, hedge fund managers have taken
steps to provide additional transparency and comfort for
investors. They are engaging third parties such as adminis-
trators and specialist risk aggregators to provide investors
with key risk and exposure measures such as VaR, leverage,
position concentration, sector concentration and liquidity
risk. In addition, managers are increasingly engaging their
auditors and consultants to provide independent external
reports on controls such as SAS70 reports, performance
reporting in accordance with specific industry standards
such as GIPS and operational due diligence reviews.

DB: I am not aware that any specific procedures have been
brought in; however, the Ucits fund does increase trans-
parency and is deemed to provide more security for inves-
tors because it is regulated. Investors are bringing pressure
to bear on managers to provide them with more transpar-
ency in the context of risk management and creating pro-
cedures and controls.

HFMWeek: What sets Ireland apart from the competi-
tion, compared to other European domiciles and even
the traditional offshore centres?

DM: As the world’s largest fund administration centre for
alternative funds (according to the IFIA) Ireland has de-
veloped a financial services environment with the capabil-
ity and support required to service the investment strate-
gies and products demanded by investors and managers
alike. The IFIA is the representative body for Ireland’s
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international financial services industry and works col-
laboratively with industry participants and the regulator
to ensure the industry is appropriately positioned to meet
current and future demands. With experienced service
providers including lawyers, accountants, administrators
and custodians, Ireland’s financial services industry has
developed into a mature, progressive and highly regulated
environment.

DD: In times of crisis, security is a key issue for investors.
Ireland, as an EU member, can provide greater security and
confidence for investors than the traditional offshore cen-
tres as a result of the EU regulatory regime within which
we operate. Within the EU, Ireland’s business and cultural
affinity with the UK and the US, two key markets, provides
us with a competitive advantage. These factors, together
with our common law structure, our well-established in-
dustry, access to experienced practitioners and supportive
government initiative, ensure Ireland continues to present
a competitive proposition to the industry.

DB: Ireland is based ‘onshore’ in the European Union and
is able to offer EU-regulated products which is attractive
to many investors and managers today. Otherwise it is op-
erating posts and the English language that probably sets
Ireland apart from the competition — such as Luxembourg.
Although the hedge fund business in Europe is very large
and has a long way to grow, it is still the US that dominates
the international hedge fund market and the US that is
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considering ‘moving to Europe’ - to be English-speaking
is therefore a huge advantage.

PS & CM: Ireland boasts several competitive advantages
over its European and offshore counterparts. Firstly, the
Irish regulator offers a sensible balance between robust
regulation and oversight, and a pro-business, pragmatic
and principles-based approach. Combined with a con-
structive and co-operative relationship with industry, this
has led to an efficient regulatory framework. Unlike other
prominent EU domiciles, the regulator has committed
to adhere to specific authorisation timelines, which are
short, extremely competitive and allow certainty when
scheduling product launches. There is also a regulatory
willingness to consider and facilitate product innovation,
and a common-sense approach to the regulation of service
providers. For example, on the Ucits side, Ireland offers a
flexible and efficient promoter and investment manager
approval regime, without the onerous strict liability and
high capitalisation thresholds associated with some other
EU domiciles.

In terms of products, Ireland facilitates the full range of
offerings, from the increasingly popular Ucits to retail, pro-
fessional and qualifying investor funds on the non-Ucits
side. The QIF, in particular, is widely used by hedge fund
managers as it enables them to sell alternative fund strate-
gies in an onshore regulated vehicle to sophisticated inves-
tors (and subject to only a 24-hour approval process).
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Ireland also boasts an attractive tax regime. Notably,
there are no asset-based or subscription taxes on Irish
funds, unlike Luxembourg and other jurisdictions. In
addition, the requirements of the Irish regulator and
Irish Stock Exchange dovetail very efficiently, making it
straightforward for managers who require listed products
to list Irish funds on the ISE (and at minimal expense).

Furthermore, as a common law jurisdiction, with legal,

regulatory and tax principles largely reflecting those in the
UK and the Cayman Islands, Ireland offers greater synergy
with traditional offshore centres (and the vehicles that
managers are accustomed to setting up in those jurisdic-
tions) than other EU domiciles. Finally, Ireland has unri-
valled experience and expertise in domiciling, servicing
and advising the global alternatives industry.
JB: Apex has offices in 14 different jurisdictions around the
world so I get a good taste for what it is like to do business
in each of these. There is no doubt that the Irish regulator is
a very approachable and efficient regulator. Good practice
has been born from a talented human resource pool within
a long-established industry for the past 25 years and the
regulator has been able to draw from that deep pool to for-
tify that good practice. I also repeatedly hear that, cultur-
ally, doing business in an economy with that track record
makes it easy once your product has been established
working with a highly competitive market place of service
providers. There are obvious tax advantages with a low rate
of corporation tax of 12.5% for investment management
companies and, unlike some of our mainland competitors,
we do not impose a fund related tax which can have an im-
pact on the performance of the fund.

HFMWeek: What role do Ucits funds play in the current
market? Can you describe the momentum driving these
structures in Ireland?

DD: Over the past 12 months there has been much talk
in the Irish market regarding the use of the Ucits product
by hedge fund managers; and certainly there have been a
number of high-profile Ucits funds launched over the past
12 months by the larger hedge fund managers. Given the
cost of establishing and running a Ucits, rather than an off-
shore fund, it is likely that they will remain the preserve of
larger managers who are responding to the requirements
of their institutional investors for these products. Larger
investors may be prepared to pay a premium for the ad-
ditional security of a Ucits fund investment, whereas cost,
and the investment strategy, may be the over-riding factors
for smaller funds.

DB: European institutions and US professional investors
are looking to Ucits as a regulated product that will help
hedge fund managers rebuild their, sometimes tarnished,
reputations. It is these investors who believe that because
Ucits is regulated, it is a safer investment; this has made
Ucits the ‘flavour of the month’ A large number of Ucits
funds have already been established but it remains to be
seen whether they can actually attract investors and grow
to an economic size. It must also be said that many non-
European managers appear to be establishing Ucits in or-
der to pre-empt the restrictions that the AIFM Directive
is expected to impose upon the industry. We still have to
await the outcome of both the ongoing longevity of Ucits
and the actual structure of AIFM.

JB:Thave organised road shows in the Middle East through
panel sessions and actively marketed the Ucits product
throughout the group and it is very clear that the invest-
ment management community regards the benefits of
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Ucits as far greater than an EU cross-border product. To
address investor concerns over an investment manager’s
internal controls and/or regulatory oversight, it is widely
acknowledged that a Ucits product in an investment man-
ager’s offering brings that focus on the operations of that
manager. As the demand for further education on the
Ucits product has increased so too has the confidence in
its flexibility and benefits. Another driver, of course, is the
AIFM Directive which has brought so much uncertainty
to fund managers within Europe.

PS & CM: Although there is currently much hype about
Ucits in the hedge fund world, this is not a new phenome-
non. Ucits in its various regulatory guises has been a feature
of the EU market for the past 25 years, and it has steadily
developed a ‘gold standard’ reputation as a well-regulated,
secure, transparent, liquid product with the added advan-
tage of the pan-European marketing passport. Tradition-
ally, the strategy and leverage limitations of the Ucits held
little appeal to hedge fund managers. However, in recent
years, there has been a gradual legislative expansion of in-
vestment possibilities, as well as an expanding acceptance
and recognition of the Ucits brand beyond the EU, into
Asia in particular. This has attracted the attention of hedge
fund managers who see the opportunity of using financial
indices and structured products to package more complex
strategies within a Ucits vehicle and reap the dividends of
the marketing passport. More recently, the financial crisis
has caused a spike in interest in Ucits products, as investor
appetite has moved to more regulated, onshore funds. We
are seeing more and more managers investigating whether
their hedge fund strategies are compatible with Ucits, of-
ten with a view to offering a regulated onshore platform in
tandem with their main offshore platforms.

DM: Ucits is a global brand. Ucits funds provide protec-
tion for investors through adherence to strict investment
restrictions as well as risk measurement criteria. Ucits III
products can accommodate investment strategies formerly
considered to be the domain of alternative fund managers
under the strict Ucits regulatory framework.

AS THE DEMAND FOR FURTHER EDUCATION ON THE
UCITS PRODUCT HAS INCREASED, SO TOO HAS THE
CONFIDENCE IN ITS FLEXIBILITY AND BENEFITS

)
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The Financial Services industry in Ireland has always
serviced all types of alternative funds (Irish non-Ucits
funds, funds domiciled in Cayman, British Virgin Islands
and other offshore locations), and therefore has devel-
oped the systems and know-how required to service com-
plex alternative products. Ireland has also always serviced
Ucits funds and indeed has established particular exper-
tise in servicing exchange traded funds (swap-based and
replication) and money market funds within Ucits struc-
tures. With the growing trend for alternative managers to
structure alternative strategies within Ucits funds, Ireland
is therefore well-positioned to meet this demand with
experience in servicing alternative portfolio structures,
ETF, money market funds and other strategies in Ucits
products.

HFMWeek: Can you describe the potential of Ucits IV?
What does this mean for Ireland as funds centre?

DD: Ucits IV is designed to further enable the develop-
ment of a cross-border funds market in the EU. As a lead-
ing European fund centre, Ireland should be well placed
to benefit from any European consolidation arising from
Ucits IV. In addition, the most recent Finance Act passed
by the Irish government addressed some of the tax issues
identified as barriers to successful implementation of Ucits
IV in Ireland and it is hoped that the international invest-
ment management community will now look to Ireland as
the EU jurisdiction of choice. However, it is not all nec-
essarily positive for Ireland as Ucits IV may also allow for
greater competition. The Irish funds sector must continue
developing and marketing to ensure it maintains and im-
proves its position.

DB: Ucits IV has largely been designed to make the mar-
keting of Ucits funds in Europe easier and when imple-
mented, that should assist all jurisdictions that use Ucits
today. It is, of course, possible that some jurisdictions may
implement their Ucits IV regulations before others and
gain an advantage, but that will probably be a short-term
advantage and in the end, Ucits IV will benefit everybody
in Europe.

JB: Ucits IV will certainly streamline many inefficient re-
quirements of previous Ucits legislation. The management
passport will allow cross-border service models for centres
of excellence with pan-European Ucits products. Cross-
border mergers of Ucits funds, master-feeder structures,
simplified and consolidated prospectuses, and improved
regulatory co-operation will all mean economies of scale
and a strengthening of the brand globally. Ireland will
benefit greatly as further borders are removed and greater
focus is on broader marketplace and the service industry
in that marketplace. Our history and cultural strengths
within the industry with strong relationships with the US,
Asia and the Middle East will see us reap the benefits of
the new Ucits IV regime.

PS & CM: Many of the provisions of Ucits IV are aimed at
fostering consolidation of existing Ucits funds. The ability
to construct master-feeder Ucits platforms and cross-bor-
der mergers of Ucits creates an opportunity for the Irish
funds industry to use its wealth of experience, expertise
and resources to position itself as the principal domicile
for ‘master’ funds in master-feeders and for recipient funds
in cross-border mergers. In that regard, Irish tax legislation
has already been amended to clarify Irish tax treatment in
both scenarios.

However, there is even greater potential for Ireland in
the management company passport provided by Ucits IV,
which permits a Ucits management company authorised
in one member state to manage Ucits funds domiciled in
other EU member states. Measures are already under way
to present Ireland as the domicile of choice for manage-
ment companies. Again, recent changes in Irish tax legisla-
tion provide certainty about the tax treatment of non-Irish
funds that will be managed from Ireland under Ucits IV.
The Irish industry has actively engaged with the regulator
on a detailed mapping process which identifies the chang-
es required in order to bring Irish management companies
and self-managed investment companies into compliance
with Ucits IV. Final guidelines are expected to be published
well in advance of the Ucits IV implementation deadline,
to allow the industry to prepare for change.

These tax measures and mapping exercises build on
public statements from the Irish government, which has
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committed to implementing measures aimed at strength-
ening Ireland’s competitive edge in the investment funds
sector.

DM: Ucits IV brings cost savings through fund mergers,
use of master-feeder structures and easier cross-border
distribution. It also provides enhanced investor informa-
tion requirements and a framework for improved regulator
to regulator co-operation. Ucits IV also allows for efficien-
cies within Europe in terms of fund structures and man-
agement company set-up — Ireland’s 12.5% corporation
tax rate, together with the industry expertise, may prove
advantageous.

IF THE EU FORCES ALL OF ITS REGULATIONS
THROUGH, INCLUDING THE PROHIBITION ON EU-RES-
IDENT INVESTORS INVESTING IN NON-EU COMPLIANT
FUNDS, THEN THE EU IS LIKELY TO LOSE OUT

»
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HFMWeek: Is Ireland continuing to meet the needs of
the global hedge fund industry? How do you expect the
AIFM Directive to shape the future of Ireland?

|B: I believe that it is. When we established Apex in Ireland
in 2007, I did have concerns over the cost of doing busi-
ness but the recession has brought back a stronger sense of
competition that has brought fees and costs back to a more
reasonable level. Our foundations remain very strong and
we are building on those foundations to ring in a new era
of hedge funds.

A wave of international law firms have come into the

Irish marketplace in 2010 signalling the recognition of the
importance of the Ucits product and Ireland as the centre
for the regulated product. Contributory to the increased
interest in Ucits is the AIFM Directive. I believe that the
final piece of legislation enacted will be a toned-down ver-
sion of what has been discussed and publicised to date. I
also believe that the final legislation is still a few years away
from coming into law. Nevertheless the reverberations
across the industry and the impact of that is very firmly
being felt here and now, and Ireland as a strong regulatory
jurisdiction is currently seeing the benefits of that and is
forming part of our continued strengthening of the Ireland
Inc funds offering.
DB: I think that Ireland is continuing to meet the needs of
the global hedge fund industry. How the AIFM Directive,
when finally implemented, will shape the future of Ireland,
or anywhere else for that matter, is still open to conjecture,
but there are, I believe, three possibilities. The first is prob-
ably a liveable and workable compromise, which will have
some horrendous aspects and others that the market can
handle. If it is too horrendous, meaning that the European
Parliament and Commission cannot work out a suitable
compromise within the next three months or so, there is
an outside possibility that the whole thing will get kicked
to touch for at least a couple of years and perhaps even for-
ever.

The other, more drastic, alternative is that if the Direc-
tive comes in too aggressively, particularly with regard to

enforcing non-European managers to comply with some
of the requirements currently on the table, (such as getting
their local regulator to police their compliance with the
EU regulations), then it is likely that an isolationist policy
will grow in Europe versus the US and vice versa.

If that happens, it will be a shame but not the end of

the world. The US is a very large market, as is the rest of
the world. The EU is a very large market, as is the rest of
the world. However, if the EU forces all of its regulations
through, including the prohibition on EU-resident inves-
tors investing in non-EU compliant funds, then the EU is
likely to lose out.
DM: Service providers in Ireland have for many years
adapted to changing requirements of clients, investors,
regulators and products. When operating in a constantly
changing environment, it is important to build systems and
procedures which embrace change. As the AIFM Directive
and proposed US legislation have not yet been finalised,
it is difficult to debate how service providers, investment
managers and investors will react.

‘What we can say with certainty is that Ireland is a highly

regulated and mature financial environment and the in-
dustry service providers will be well placed to adapt and
adhere fully to the requirements of new legislation and
regulation.
PS & CM: While we await the final outcome of the AIFM
Directive, Ireland — as the largest European jurisdiction for
regulated alternative investment funds — is well placed to
address the demand for heightened oversight, transparen-
cy and good governance. Irish-based administrators have
a proven track record in the administration of Irish and
non-Irish domiciled funds and should stand to benefit as
a result of the AIFM Directive. Administrators are keenly
aware of the new regulatory framework and continue to
adapt their servicing models to meet the needs of manag-
ers, investors and regulators.

Moreover, the Irish regulator continues to support the

funds industry and its development in Ireland, and is pro-
active in its approach to ensure that Ireland, as a jurisdic-
tion, has an efficient regulated funds regime which meets
the needs of a global industry. This proactive approach was
most recently demonstrated by a change to Irish company
law, specifically designed to minimise disruption for man-
agers wishing to re-domicile their funds to Ireland. On
both the regulatory and industry fronts, Ireland remains
well-equipped and ready to meet the evolving require-
ments of the hedge fund space.
DD: The fact that the AIFM Directive may make it more dif-
ficult for alternative funds and managers based outside the
EU to gain access to European investors might, of course,
help drive managers to Ireland. However, the potential
protectionist interpretation of some provisions relating to
third countries has caused concern, given Ireland’s signifi-
cant contribution to the administration of non-EU funds.
The proposed regulatory burden placed on managers and
service providers may lead to funds operating entirely out-
side the EU, negatively impacting on the business and em-
ployment opportunities of the industry here.

Nevertheless I am convinced that Ireland’s competi-
tive advantages will ensure that it remains a jurisdiction of
choice as legislative changes on both sides of the Atlantic
promise to make lightly regulated offshore centres less at-
tractive for managers of hedge funds. I believe that in this
changing landscape, Ireland offers the right combination
of regulatory rigour and flexibility to facilitate hedge fund
investment strategies. ll
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