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Irish Stock Exchange debt listings rise in
first quarter
Latest figures from the Irish Stock Exchange show that the challenging conditions in international capital markets
continue to impact the number of funds and debt securites being listed. The number of new funds and sub funds listed in
Ql 2011 (97) has dropped in comparison to the Q4 2010 figure of 114. The overall number of funds and sub funds
listed has dropped to 2,994 (compared to 3,009 in Q4 2010). On the debt side the level of newly listed tranches has
risen by 5.6 per cent, or 693 tranches in Ql 2010 when compared with the previous quarter's total of 656 newly listed
tranches. However, the total number of debt tranches at the end of Ql 2011 of 22,000 is down from the previous
quarter's total of 22,510

The steps needed to capitalise on AIFMD
for Ireland
With the Alternative Investments Fund Management Directive due to come into effect in April 2013 DERVLA MCCORMACK
looks at what fund administrators and custodians should do to capitalise on the new opportunities the directive is
creating.
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recent report has revealed that the
proportion of the world's hedge
funds domiciled in Ireland
by the end of the third quarter of

2010 from the end of 2009, establishing
Ireland as the third most popular hedge
fund domicile globally. As the industry
moves towards increased transparency and
regulation and with the AIFMD expected
into force in April 2013, Ireland is in a
prime position to attract new and on-
shoring alternative fund managers from
across the globe. In evidence of Ireland's
success to date, total assets of Qualifying
Investor Funds (QIFs) grew by 35 per cent
during 2010 to €153 billion. This AIFMD
compliant product has the advantage of
offering alternative fund managers and

"The Irish regulatory regime
and supporting service
provider framework is already
well placed to meet AIFMD
requirements such as those
pertaining to the ,
depositary/custodian, fund
administrator/valuer as well
disclosure and reporting
requirements"

investors the flexibility of typical hedge
fund products but in a regulated vehicle.

As an established alternatives centre,
the Irish regulatory regime and supporting
service provider framework is already well
placed to meet AIFMD requirements, such
as those pertaining to the
depositary/custodian, fund
administrator/valuer as well disclosure and
reporting requirements. All Irish funds,
both UCITS and non UCITS, are already
required to have a trustee/depositary and
are administered and valued by entities
authorised and supervised by the Central
Bank of Ireland.

Ireland has always attracted investment
on the back of its flexible regulatory
environment, tax benefits, industry
expertise, and perhaps most importantly,
its ability to provide a 'one stop shop'
service range including best in class
custody, administration, legal, audit and
advisory services. But have service

Under AIFMD, there will be new
depositary responsibilities to be
considered, i.e. monitoring cash flows and
ensuring that all subscription payments
have been received and all cash booked in
relevant cash accounts.

The Directive differentiates between
financial instruments that can be held in
custody and other assets. For non custody
assets such as OTC, Private Equity and
Real Estate, the depositary must verify the
ownership of and maintain a record of

commonly used market benchmarks, the
fUnd aims to outperform such benchmarks
over time while maintaining low
correlations with them. The fund aims to
achieve its objective by investing in
currencies.

Various subfunds of GAM Star Funds
pic listed additional classes in this period.
Conquest Macro Fund Ltd. listed new
series of shares during the period.

Maples and Calder (Laurence
Morrissey and Ciaran Cotter)
On 15 April, Maples and Calder listed the
EUR Capital Class Shares of Agora
European Fund Limited. The fund is
domiciled in the Cayman Islands,
managed by Pictet Asset Management S A
and the objective is to achieve superior
long term capital appreciation combined
with a degree of downside protection. The
fund plans on achieving this goal by
investing in Agora European Master Fund
Limited.

LISTINGS

Investment Funds Listings 16th
March-15th April

• Agora European Fund Limited
(Maples and Calder)

• Blue Ink Global Diversified Fund Pic
(NCB Stockbrokers)

• Blue Ink Global Circa Fund Pic (NCB
Stockbrokers)

• Blue Ink Global Medium Hub Fund
Pic (NCB Stockbrokers)

• Blue Oak Diversified Fund (NCB
Stockbrokers)

• DBX-Global Long/Short Equity 7
Fund (NCB Stockbrokers)

• Lyxor/Ortus Fund Limited (Dillon
Eustace)

• Yuki Asia Umbrella Fund (Dillon
Eustace)

Excludes listings of new classes and
subfunds

Source: The Irish Stock Exchange

"It can be expected that as a
result of the liability
provisions, some depositaries
may In the future, withdraw
from certain markets or be
more seiective, and cautious
about entering unfamiliar
markets." •..

Dervia McCormack

providers really stopped to think about
how this critical advantage can be
capitalised upon in the AIFMD context?
For a prospective alternative fiind manager
considering Ireland as a potential domicile
for their fund or flmd administration, they
will expect service providers to offer a
level of end-to-end preparedness, and
expertise in the operational and regulatory
requirements of the AIFMD which will
effectively allow them to 'plug and play'
and get on with the business of investment
management and marketing the fund.

As the Level II text emerges, service
providers will need to get up to speed
quickly and prepare strategic plans which
capture opportunities and threats, and
quantify the required investment,
considering 'first to market' advantages as
well as the benefits that will accrue to
those that can deliver a slick all-
encompassing range of AIFMD compliant
services.

Re-positioning the depositary offering
The Directive requires a fund to appoint

an independent depositary to perform
certain supervisory duties and safe keep
the investments of the fund. This is over
and above what is currently provided by
most prime brokers and so this presents an
opportunity for Irish depositaries to adapt
their product offerings so as to target
alternative fund managers who currently
do not use a custodian. The liability regime
will however be a key consideration for
depositaries considering this route.

Davy was also pleased to act as
sponsoring broker to an additional class to
JABCAP EMEA Fund Limited, a Cayman
Islands domiciled master feeder fund.
The investment objective of the master
fund is to obtain consistent absolute
returns on a long term risk-adjusted basis
from a diversified portfolio of securities,
primarily securities in, or securities
related to, companies incorporated in, or
whose principal operations are based in
emerging countries in Europe, the Middle
East and Africa, with a particular focus on
countries in the Gulf Cooperation Council
and Northern Africa.

Dillon Eustace (Tara O'Callaghan)
Brandes US Equities Fund, a sub fund

of Brandes Investment Funds Pic, listed
Class I Euro Shares on 21st March, 2011.
The investment objective of the U.S.
Equities Fund is to achieve long-term
capital appreciation by investing in equity
securities, primarily in the equity
securities of U.S. issuers listed or traded
on recognised exchanges with equity
market capitalizations that exceed U.S.$1
billion at the time of purchase.

Lyxor launched a new fund,
Lyxor/Ortus Fund Limited, which listed
its classes on the 21st March, 2011. The
fund aims to achieve a return distribution
skewed to the positive return side with the
downside controlled. Although the fund's
performance is not rneasured relative to
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such assets. This is something which
depositaries are already doing under Irish
non UCITS legislation. However, the
AIFMD Level II text will specifically
address the mechanism by which this
verification might be achieved and will
require more rigorous procedures and
more information from the AIFM and
third party sources.

The Directive is already more
prescriptive than the Non UCITS notices
in terms of the core duties of the
depositary. It can largely be expected that
the depositary will be required to exercise
more control, perform more frequent as
well as more independent verification and
monitoring of activities carried out by the
fund administrators, custodians or transfer
agents. All depositary functions will
become more specialised, given the
increased complexity of the products,
funds and relationships involved.
Investment restrictions monitoring,
oversight of NAV calculation and
verification of asset existence for
example, will now require a greater
expertise to address the complexity and
the increased level of risk involved in
performing the depositary role under
AIFMD. Depositaries will therefore need

•^-n"Source Markets pic added
Nomura Voltage Mid-Term \̂ V
Source ETF to its ever
expanding list of sub funds."

Davy Stockbrokers (Elaine Drennan)
In line with recent trends, the listing
activity for Davy during the period under
review was largely centered on the
domestic market with a number of
existing funds adding to their portfolios.
Blackrock Institutional Pooled Funds pic
launched a new sub-fund to their
umbrella, the Blackrock Global Equity
Focus Fund. The investment objective of
the sub-fund is to seek to maximise total
returns by investing on a global basis in a
concentrated portfolio of equity securities
of companies worldwide whereby at least
70% of its net asset value in normal
market conditions will be invested in
the equity securities of companies
worldwide.

Similarly, the period under review
saw TT International Funds pic launch
the TT Emerging Markets Equity Fund
and Institutional Cash Series launch the
Institutional Sterling Government
Liquidity Fund.

We also listed two further sub funds
along with various classes for already
listed funds. Ingenious Funds pic listed
the Accumulating Retail Class Shares of
The Ingenious Global Growth Fund and
Source Markets pic added Nomura
Voltage Mid-Term Source ETF to its ever
expanding list of sub funds.

On the debt side we listed new series of
Dali Capital Pic and Willow No.2
(Ireland) Pic and also received approval
for the addition of a new issuer to the
Willow multi-issuer programme. Willow
No.2 (Cayman) Limited. We also
received approval to extend the Source
Physical Markets pic programme to allow
Palladium, Platinum and Silver linked
Certificates to be issued in addition to
Gold linked Certificates.
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service areas or establishing new
relationships where required. Depositaries
will need to establish relationships with
new custodians and prime brokers in order
to achieve the scale needed to cover all

"April 2013 may seem a long
way off but in the meantime,
alternatives managers looking
to Ireland will consider the
level of AIFMD preparedness
as a key consideration for ^
setting up or having a fund ^ \ \ '
administered [in Ireland]"

relevant markets while managing the risks
attached to such markets.

Depositories will need to review legal
contracts and agreements in relation to
delegation and sub-custody arrangements
to identify where liability considerations
arise and to ensure agreements are
appropriately structured.

Depositories and fund administrators
will need to assess the required investment
in enhanced technology, processes,
controls, expertise and resources and how
fee models will need to be adapted to
reflect the extended service offering.

Fund administrators will need to assess
the required investment in information and
reporting systems to provide the required
compliance reporting in an efficient
manner. They should also consider how
they will deliver assurance to managers,
regulators and investors as to the accuracy
and quality of system generated data.

Fund administrators and depositaries
should keep close to existing clients and
seek to understand expectations of
potential and re-domiciling clients, in
particular those who are less familiar with
AIFMD and European regulation. Will an
ability to provide any / all of these
services in a 'one stop shop' model be
critical to retaining clients and to the
success of an RFP?

The terms of the AIFMD will be rules
based with specific implementation
measures. Service providers should be
guided by the Level II measures for
strategic positioning. April 2013 may
seem a long way off but in the meantime,
alternatives managers looking to Ireland
will consider the level of AIFMD
preparedness as a key consideration for
setting up or having a fund administered
here.

regulators and shareholders as well as to
potential investors. Service providers such
as fund administrators have access to
much of the relevant information and will
be asked to provide this transparency
reporting in an appropriate format, to the
required level of detail in an efficient

to invest heavily in processes, controls,
resourees and expertise.

Custody and safe keeping duties may be
delegated to eustodians and prime brokers
provided a number of criteria are
satisfied. Under AIFMD, the depositary is
required to accept far greater liability than
before, i.e. in the event of the loss of
assets, including where the safe keeping
duty has been delegated. The liability is
shifted to the depositary thereby
protecting the fund and investor in the
event of a loss. It can be expected that as a
result of the liability provisions, some
depositaries may in the future, withdraw
from certain markets or be more selective,
and cautious about entering unfamiliar
markets.

The depository will not be deemed
liable where it can prove a loss was due to
an external event beyond its control. In
certain cases, the depositary can also
discharge itself of liability by sub-
delegation but there must be a written

"Depositaries wiil need to
strategically assess their cost
structures and fee models in
order to remain competitive.
Some will withdraw from the
industry and M&A activity is
expected to increase."

contract between the depositary and the
third party that explicitly transfers the
liability. In reality however, it remains to
be seen whether such third parties who
already operate on slim margins would
sign a written contract accepting such -•
liability and how such arrangements
would be managed, legally and
operationally.

Overall, depositary costs can be
expeeted to rise substantially due to the
required investment in resources and
processes and where substantial insurance
premiums need to be paid to protect
against losses of financial instruments.
The extent to which these costs can be
passed down to funds and investors
remains to be seen, but it is likely the
environment will favour larger
depositaries who can leverage scale to
address increased eosts. Depositaries will
need to strategically assess their cost
structures and fee models in order to
remain competitive. Some will withdraw
from the industry and M&A activity is
expected to increase. The liability regime
imposed by the AIFMD could ultimately
contribute to a substantial increase in
systemic risk where the viability of
depositaries is threatened by the scale of

its potential liabilities, and the number of
depositaries available to funds which are
willing to accept these new terms of
business will reduce, thereby reducing
competition and increasing concentration
risk.

Depositaries will need to revisit existing
contracts in relation to delegation and
sub-custody arrangements to identify
where liability issues arise and to ensure
AIFMD compliance. For example, in
Ireland, a sub custody agreement is always
in place between the depositary and an
appointed prime broker. This model has,
to date not typically existed in other
jurisdictions where the agreement is
between the fund and the prime broker
only. Different jurisdictions therefore, will
have different starting points in terms of
getting the required third party
agreements in place.

As AIFMD implementation looms,
depositaries may need to consider new
sources of competition and respond by
extending into new service areas. A
prime broker acting as counterparty to the
fund may act as depositary if it has
separated its prime broker and depositary
fiinctions and conflicts of interests are
addressed. Prime brokers are already re-
organizing their operating models in order
to capitalize on this opportunity. Ireland
does not have a tradition in prime
brokerage, but depositaries may in turn
need to extend into the realm of prime
brokerage, while ensuring the required
separation of functions is in place and
eonflicts are addressed. For the smaller
players, such a re-positioning would be
challenging. Otherwise, depositaries may
need to consider their relationships with
external prime brokers with a view to
increased collaboration in order to deliver
a seamless offering to alternative fund
manager clients. Prime brokers should
position themselves to serviee this new
client base, including enhancing their
knowledge of local regulations and
depositary operations.

Strategic advantages may accrue to
those hedge fund administrators who have
a depositary / custody arm, and those who
do not will, in the future need to engage
not just with prime brokers but with a
depositary / custodian (or prime broker
performing these fiinctions in a
segregated manner) and again, those
administrators who can collaborate
effectively to present a streamlined
offering will be well positioned.

Transparency and reporting
AIFMD presents compliance and

reporting challenges for alternatives fund
managers, requiring ongoing disclosure to

L
"Strategic advantages may
accrue to those hedge fund
administrators who have a ^
depositary/custody arm, and
those who do not will, in the
future need to engage not just
with prime brokers but with a î
depositary/custodian"
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manner, and in some cases to provide
assurance as to the accuracy of the data
provided or coming from their systems.

To be or not to be an AIFMD valuer
The Directive requires the manager to

appoint an independent valuer to the fund.
This development is going to
fundamentally change the role of the fund
administrator, who will most likely be
expected to perform this role. Irish
administrators have a critical advantage in
having extensive experience in the
proeessing and valuation of alternative
investments, and in response to investor
pressure, many are currently providing
'independent' valuation of the type
speeified by the AIFMD. This may to
some extent satisfy the requirements of
the AIFMD, however there is a strong
possibility that more sophisticated
products are not adequately catered for by
existing processes.

Administrators may well end up with
unlimited liability in relation to valuation,
which seems to include NAV calculation
in the Level I text, i.e. in the case of
pricing or NAV errors. The manager may
perform the valuer role in-house where
appropriately segregated from the trading
function, but it is unclear whether the
manager could perform the valuation
function itself but still outsource the NAV
calculation function to the administrator
i.e. the manager would accept ultimate
responsibility and therefore liability but
the administrator would gather the price
information and calculate the NAV
However, even if this model becomes a
possibility, it seems unlikely that it would
meet the expectations of ever-vigilant
investors.

Taking the broader definition of the
valuer role and assuming an administrator
performs this role, the question remains as
to how an administrator can accept
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responsibility for valuing esoteric assets
that might previously have been valued by
the manager or an industry specialist. The
restrictions on delegation of the valuer
role may also be a challenge for those
administrators whose operating models
include cross border internal or external
delegation of NAV calculation or pricing
functions.

Administrators choosing to perform the
role will inevitably need to invest in
technology, resources and enhanced
validation procedures, all the while
considering the costs associated with the
liability regime. As in the ease of the
depositary, the extent to whieh costs can
be passed on remains to be seen, but given
the level of competition in the fund
administration industry currently,
managers will be in a strong position to
negotiate a favourable service package.

Relationships
AIFMD will redefine the relationships

between fund managers, funds and their
service providers and, as a result, service
providers have an opportunity to achieve
competitive advantage by carefully
managing operating models, relationships
and building new collaborative
arrangements where required. Services
which have traditionally been provided by
a single third party now have to be
provided by entities that are independent
of each other, so providing valuation,
prime brokerage and depositary services
under one roof while not impossible, will
need to be earefully managed and strategic
planning will be key.

The Directive will bring both
opportunities and threats. The key
challenge for Ireland and for service
providers will be in positioning the
country as the domicile of choice in terms
of the quality and range of AIFMD
compliant services available. This will of
course extend into other service areas such
as the legal, audit, tax and advisory
serviees to meet these clients'
requirements. Serviee providers need to
think strategically about the key
considerations should they opt to service
this client base or the consequences if they
choose not to. Planning is essential.

Next steps
Depositories and fund administrators

will need to strategically assess whether
they are prepared to offer these services,
and to reassess the fee levels under which
they will do so, in light of the proposed
liability regimes, the required investment,
as well as the impact of not providing
these serviees if the competition does.

The depository cannot be the valuer
unless conflicts are managed and
segregated functions are in place. In
addition, the valuer role (whieh currently
includes pricing and NAV calculation)
cannot be delegated. Administrators
wishing to provide AIFMD compliant
services will need to carefiilly review their
operating models to ensure an appropriate
level of segregation is in plaee and
delegated functions meet AIFMD criteria.

Depositories and fund administrators
will need to re-assess their strategies and
operating models, expanding into new

Dervla McCormack is a partner at
PwC.
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service areas or establishing new
relationships where required. Depositaries
will need to establish relationships with
new custodians and prime brokers in order
to achieve the scale needed to cover all

"April 2013 may seem a long
way off but in the meantime,
alternatives managers looking
to Ireland will consider the
level of AIFMD preparedness
as a key consideration for ^
setting up or having a fund ^ \ \ '
administered [in Ireland]"

relevant markets while managing the risks
attached to such markets.

Depositories will need to review legal
contracts and agreements in relation to
delegation and sub-custody arrangements
to identify where liability considerations
arise and to ensure agreements are
appropriately structured.

Depositories and fund administrators
will need to assess the required investment
in enhanced technology, processes,
controls, expertise and resources and how
fee models will need to be adapted to
reflect the extended service offering.

Fund administrators will need to assess
the required investment in information and
reporting systems to provide the required
compliance reporting in an efficient
manner. They should also consider how
they will deliver assurance to managers,
regulators and investors as to the accuracy
and quality of system generated data.

Fund administrators and depositaries
should keep close to existing clients and
seek to understand expectations of
potential and re-domiciling clients, in
particular those who are less familiar with
AIFMD and European regulation. Will an
ability to provide any / all of these
services in a 'one stop shop' model be
critical to retaining clients and to the
success of an RFP?

The terms of the AIFMD will be rules
based with specific implementation
measures. Service providers should be
guided by the Level II measures for
strategic positioning. April 2013 may
seem a long way off but in the meantime,
alternatives managers looking to Ireland
will consider the level of AIFMD
preparedness as a key consideration for
setting up or having a fund administered
here.

regulators and shareholders as well as to
potential investors. Service providers such
as fund administrators have access to
much of the relevant information and will
be asked to provide this transparency
reporting in an appropriate format, to the
required level of detail in an efficient

to invest heavily in processes, controls,
resourees and expertise.

Custody and safe keeping duties may be
delegated to eustodians and prime brokers
provided a number of criteria are
satisfied. Under AIFMD, the depositary is
required to accept far greater liability than
before, i.e. in the event of the loss of
assets, including where the safe keeping
duty has been delegated. The liability is
shifted to the depositary thereby
protecting the fund and investor in the
event of a loss. It can be expected that as a
result of the liability provisions, some
depositaries may in the future, withdraw
from certain markets or be more selective,
and cautious about entering unfamiliar
markets.

The depository will not be deemed
liable where it can prove a loss was due to
an external event beyond its control. In
certain cases, the depositary can also
discharge itself of liability by sub-
delegation but there must be a written

"Depositaries wiil need to
strategically assess their cost
structures and fee models in
order to remain competitive.
Some will withdraw from the
industry and M&A activity is
expected to increase."

contract between the depositary and the
third party that explicitly transfers the
liability. In reality however, it remains to
be seen whether such third parties who
already operate on slim margins would
sign a written contract accepting such -•
liability and how such arrangements
would be managed, legally and
operationally.

Overall, depositary costs can be
expeeted to rise substantially due to the
required investment in resources and
processes and where substantial insurance
premiums need to be paid to protect
against losses of financial instruments.
The extent to which these costs can be
passed down to funds and investors
remains to be seen, but it is likely the
environment will favour larger
depositaries who can leverage scale to
address increased eosts. Depositaries will
need to strategically assess their cost
structures and fee models in order to
remain competitive. Some will withdraw
from the industry and M&A activity is
expected to increase. The liability regime
imposed by the AIFMD could ultimately
contribute to a substantial increase in
systemic risk where the viability of
depositaries is threatened by the scale of

its potential liabilities, and the number of
depositaries available to funds which are
willing to accept these new terms of
business will reduce, thereby reducing
competition and increasing concentration
risk.

Depositaries will need to revisit existing
contracts in relation to delegation and
sub-custody arrangements to identify
where liability issues arise and to ensure
AIFMD compliance. For example, in
Ireland, a sub custody agreement is always
in place between the depositary and an
appointed prime broker. This model has,
to date not typically existed in other
jurisdictions where the agreement is
between the fund and the prime broker
only. Different jurisdictions therefore, will
have different starting points in terms of
getting the required third party
agreements in place.

As AIFMD implementation looms,
depositaries may need to consider new
sources of competition and respond by
extending into new service areas. A
prime broker acting as counterparty to the
fund may act as depositary if it has
separated its prime broker and depositary
fiinctions and conflicts of interests are
addressed. Prime brokers are already re-
organizing their operating models in order
to capitalize on this opportunity. Ireland
does not have a tradition in prime
brokerage, but depositaries may in turn
need to extend into the realm of prime
brokerage, while ensuring the required
separation of functions is in place and
eonflicts are addressed. For the smaller
players, such a re-positioning would be
challenging. Otherwise, depositaries may
need to consider their relationships with
external prime brokers with a view to
increased collaboration in order to deliver
a seamless offering to alternative fund
manager clients. Prime brokers should
position themselves to serviee this new
client base, including enhancing their
knowledge of local regulations and
depositary operations.

Strategic advantages may accrue to
those hedge fund administrators who have
a depositary / custody arm, and those who
do not will, in the future need to engage
not just with prime brokers but with a
depositary / custodian (or prime broker
performing these fiinctions in a
segregated manner) and again, those
administrators who can collaborate
effectively to present a streamlined
offering will be well positioned.

Transparency and reporting
AIFMD presents compliance and

reporting challenges for alternatives fund
managers, requiring ongoing disclosure to
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manner, and in some cases to provide
assurance as to the accuracy of the data
provided or coming from their systems.

To be or not to be an AIFMD valuer
The Directive requires the manager to

appoint an independent valuer to the fund.
This development is going to
fundamentally change the role of the fund
administrator, who will most likely be
expected to perform this role. Irish
administrators have a critical advantage in
having extensive experience in the
proeessing and valuation of alternative
investments, and in response to investor
pressure, many are currently providing
'independent' valuation of the type
speeified by the AIFMD. This may to
some extent satisfy the requirements of
the AIFMD, however there is a strong
possibility that more sophisticated
products are not adequately catered for by
existing processes.

Administrators may well end up with
unlimited liability in relation to valuation,
which seems to include NAV calculation
in the Level I text, i.e. in the case of
pricing or NAV errors. The manager may
perform the valuer role in-house where
appropriately segregated from the trading
function, but it is unclear whether the
manager could perform the valuation
function itself but still outsource the NAV
calculation function to the administrator
i.e. the manager would accept ultimate
responsibility and therefore liability but
the administrator would gather the price
information and calculate the NAV
However, even if this model becomes a
possibility, it seems unlikely that it would
meet the expectations of ever-vigilant
investors.

Taking the broader definition of the
valuer role and assuming an administrator
performs this role, the question remains as
to how an administrator can accept
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responsibility for valuing esoteric assets
that might previously have been valued by
the manager or an industry specialist. The
restrictions on delegation of the valuer
role may also be a challenge for those
administrators whose operating models
include cross border internal or external
delegation of NAV calculation or pricing
functions.

Administrators choosing to perform the
role will inevitably need to invest in
technology, resources and enhanced
validation procedures, all the while
considering the costs associated with the
liability regime. As in the ease of the
depositary, the extent to whieh costs can
be passed on remains to be seen, but given
the level of competition in the fund
administration industry currently,
managers will be in a strong position to
negotiate a favourable service package.

Relationships
AIFMD will redefine the relationships

between fund managers, funds and their
service providers and, as a result, service
providers have an opportunity to achieve
competitive advantage by carefully
managing operating models, relationships
and building new collaborative
arrangements where required. Services
which have traditionally been provided by
a single third party now have to be
provided by entities that are independent
of each other, so providing valuation,
prime brokerage and depositary services
under one roof while not impossible, will
need to be earefully managed and strategic
planning will be key.

The Directive will bring both
opportunities and threats. The key
challenge for Ireland and for service
providers will be in positioning the
country as the domicile of choice in terms
of the quality and range of AIFMD
compliant services available. This will of
course extend into other service areas such
as the legal, audit, tax and advisory
serviees to meet these clients'
requirements. Serviee providers need to
think strategically about the key
considerations should they opt to service
this client base or the consequences if they
choose not to. Planning is essential.

Next steps
Depositories and fund administrators

will need to strategically assess whether
they are prepared to offer these services,
and to reassess the fee levels under which
they will do so, in light of the proposed
liability regimes, the required investment,
as well as the impact of not providing
these serviees if the competition does.

The depository cannot be the valuer
unless conflicts are managed and
segregated functions are in place. In
addition, the valuer role (whieh currently
includes pricing and NAV calculation)
cannot be delegated. Administrators
wishing to provide AIFMD compliant
services will need to carefiilly review their
operating models to ensure an appropriate
level of segregation is in plaee and
delegated functions meet AIFMD criteria.

Depositories and fund administrators
will need to re-assess their strategies and
operating models, expanding into new

Dervla McCormack is a partner at
PwC.


