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Highlights

The operational challenge
• 	Planning an approach to deal with reporting requirements, whether
that be held in-house, outsourced to either a fund administrator or an
independent, full service provider.
• 	Determining deadlines – these are driven by multiple factors including size
(AUM), strategy, leverage and authorization date in the case of AIFMD.
• 	Data Management: Defining information sourced from inside the
manager separately from service providers data, as well as identifying
gaps. Of the 300 plus data items required for AIFMD, approximately
175 require calculation.
• 	Agreement on responsibilities, in particular the challenge of coordination
and project management.
• 	Advance preparation – size and complexity of the firm dictate the need
for a minimum of 3 months to request, coordinate, interpret, calculate,
record, and ultimately review information for a “first filing” deadline.
• 	Lack of overlap between regulatory regimes – while AIFMD and Form
PF both are designed to measure systemic risk, they each ask specific
questions requiring unique data points.
• 	Decisions and interpretations must be auditable in the event of an inquiry.
• 	Experience: Operations groups will have to be prepared with best
thinking and best practices during filings in order to eliminate errors,
inconsistencies and business disruption.
• 	Leveraging first filing data to either assist in repeat filings
quarter-by-quarter, or for other uses by the firm.

The technical challenge
• 	Whether to build or buy a platform to addresses operational difficulties,
and ensure repeatability across data gathering, normalization and analysis.
• 	Delivering the architecture behind a repeatable process for all regulations.
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• 	The specific XML formats prescribed by the regulator are difficult for
managers to understand and master.
• 	Validating and normalizing data are vital, especially important if the
underlying data will be used across different reports.
• 	Assurance of data integrity, with a robust audit trail of any activity or
data changes within a given filing.
• Creating an audit trail to track historical decisions.

Three approaches to final filing
Comparison of models for implementation
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Model

Drawbacks

Benefits

In-House

• Manager
	
is both project manager and
coordinator
• Time
	
consuming at periodic intervals
• Work expands with each fund
• Systems investment
• Manual controls
• Auditability may be limited

• Control of process
• In-house training

Fund
Administrator

•
•
•
•

Independent
Full-Service

• Investment
	
in relationship
with outside entity

Manager
	
may have multiple administrators
• Discounts
	
on regulatory reporting services
Packaged
	
offering, with limited flexibility
• Data readily available
	Some project manager and coordinator duties
Manager
	
deals with certain sections and not
with others
• Limited audit functions
• Slower process
• Performs
	
all project management and
coordination duties
• Scalable
	
technology regardless of number
of funds
• Fund administrator agnostic
• 	Regulatory consulting and accounting expertise
• Provides training
• Sequencing in real time for progress updates
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REGULATORY REPORTING:

Considerations for Seamless Filings

The material increase in portfolio complexity and the globalization of
alternatives since the first major growth in number of hedge funds at the
end of the 1990s has been accompanied by a pandemic of regulations
that are murky at best with respect to reporting requirements. While the
regulatory landscape remains befuddling, the best practice for operations
professionals is to plan in advance and allow ample time to assemble the
resources necessary for seamless, hassle-free reporting. There are several
repeatable variations differing only in their assumptions and processes
that adequately provide for current and future regulations.
Attentive coordination and skillful project management will improve a
manager’s ability to sail calmly toward approaching deadlines. Without
proper preparation, though, the days and weeks preceding deadlines can
be disruptive and dismast even the sturdiest ship. This paper describes
timing practices that will aid navigation and improve readiness ahead of
the impending regulatory gusts.
The operational challenge is greater than the technical challenge —
although both are critical and must be addressed.

The operational challenge

Without the constraints of how
a process will work, all
components can be recorded
and placed on the planning table.

Planning a route to deal with important issues requires a timetable of
operational requirements. These should be listed in sequence by regulatory demands. Defining the process at this stage should be done without
consideration of how it will be accomplished; instead, the focus should
be on each deliverable. Without the constraints of how a process will
work, all components can be recorded and placed on the planning table.
The “how” can then be addressed during the technology implementation
without any concerns about leaving out a critical component and having
to scramble to include it later.
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Timing in phases

This view is supported by Angus Milne, head of compliance at The
Children’s Investment Fund in London. Milne encourages three months’
lead time:
 peaking from experience, the whole process of identifying what
S
it is that you need to report, and then finding out who has got that
information — because very often it is not even within the firm — takes
a lot of time. You have to go out to prime brokers and administrators
and trawl for information in a format that you can use and then put it
together. Then, someone needs to validate it.1

Since many managers already
struggle with the current
20-day FCA deadlines, AIFMD
deadlines are likely to be even
more problematic…

So how does this play out in practice? For a manager who envisions
becoming authorized under the Alternative Investment Fund Managers
Directive (“AIFMD”) by April 30, 2014, their first filing deadline is October
31. Therefore, it would be prudent for them to begin work in June. Current
reports to the Financial Conduct Authority (FCA), drawn largely from
management accounts, have deadlines of 20 business days2. In
contrast, the much longer AIFMD Annex IV filing allows only 30 business
days. Since many managers already struggle with the current 20-day
FCA deadlines, AIFMD deadlines are likely to be even more problematic,
especially since AIFMD calculations must be exact and auditable3.
Implementing efficient processes requires addressing frequency
The following table illustrates the need for appropriate sequencing given
the volume of reporting for which firms are now responsible.
Regulatory Reporting Laid Bare — Practicalities of Producing Frequent Regulatory Filings, 6 Nov.
2013 Viteos Webinar via COOConnect.
2
Financial Conduct Authority – GABRIEL (Gathering Better Regulatory Information Electronically)
online submissions.
3
Regulatory Reporting Laid Bare — Practicalities of Producing Frequent Regulatory Filings, 6 Nov.
2013 Viteos Webinar via COOConnect.
1
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AIFMD Annex IV
Frequency

Form PF

CPO-PQR

Deadline

Quarterly

Within 30 days of
calendar quarter end

Half-yearly

Within 30 days of
calendar quarter end

Annually

Within 30 days of
calendar quarter end

Within 60 days of
calendar quarter end

Within 60 days of
calendar quarter end

Within 120 days of
calendar quarter end

Within 90 days of
calendar quarter end

Note: (Forms PF and CPO-PQR require quarterly or annual reporting based on a firm’s AUM — but even that number can change and
trigger different deadlines based on leverage within any given quarter.)

Each of these mandates has separate data, calculation, reporting, and
filing requirements. Although some of the data sources (such as trade and
position information) can be leveraged across jurisdictions there are enough
differences that most experts agree each filing effort needs to be unique.
For example, dynamic data components require aggregating information
from multiple sources and creating custom calculations. Methodologies
also differ, report formats vary, and terms such as leverage are defined in
discrepant ways. For this reason, related terms such as regulatory assets
under management (AUM), gross AUM, and net AUM, as well as notional values and asset types, should be customizable. Such customizability
requires each manager to develop unique definitions based on need or
interpretation for one filing and follow exact calculations for another without
changing the process. Therefore, the ability to aggregate information from
multiple and disparate data sources — such as prime broker data, borrowings, rehypothecation and risk data — into a unified environment is critical
to seamless filings across regulators and jurisdictions.

…the ability to aggregate information
from multiple and disparate data
sources into a unified environment
is critical to seamless filings across
regulators and jurisdictions.

In addition, each requirement differs in measurements, thresholds and
deadlines, affecting the firm in significant ways. For example, and as noted above, Forms PF and CPO-PQR require quarterly or annual reporting
based on a firm’s AUM — but even that number can change and trigger
different deadlines based on leverage within any given quarter.
A call for a commonsense approach
The need to request, coordinate, calculate, interpret and record information
underscores the importance of adequate preparation ahead of deadlines.
Keep in mind, accountability for correct, reliable filings is an additional
responsibility for an already stretched operations staff. Nevertheless,
decisions and interpretations must be recorded so that they are auditable
in the event of an inquiry by the regulator.
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The need to request, coordinate,
calculate, interpret and record
information underscores the
importance of adequate
preparation ahead of deadlines.
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“If you do not ask the right questions of the
outside bodies that are asking you to get
information to them, the form will not make
sense. If you only identify what is actually
required at the last and final validation stage,
then obviously you have a major problem. So
the best advice is to make sure you ask the
right questions in the first place, and check
the answers to those questions when they
come in. Your raw data needs to be accurate.
On the comparison between Form PF and
the Annex IV of the AIFMD, we are going initially to run them as totally separate projects.
For a fund our size, I do not want to take the
risk of us assuming that the answer we have
had on something else is actually correct, so
we will just start all over again for Annex IV.”
– Angus Milne
…coordination and agreement
on responsibilities becomes
part of the challenge for
operational teams. Although
the role of coordination and
project management is
usually left to the manager…

Hence, a commonsense approach aided by a few guiding principles is
recommended to accomplish the process. Determining the methods
that will result in flawless current and subsequent filings starts with these
simple questions:
• 	Who will be the project manager accountable for the final filing and
responsible for coordination?
• 	Is the data warehoused and organized for straightforward access as
needed for specific filings?
• 	Does the firm prefer to respond to each regulator individually, or is a
comprehensive approach preferred?
• 	Can the firm repeatedly, consistently and accurately meet the requirements each time and over time with its approach?
• 	What are the incremental costs and benefits of outsourcing compared
to doing the work in-house?
The parties involved
Regardless of firm size, the burden for reporting falls upon the operational
team, and the responsibility for particular or multiple data sets is spread
amongst a number of persons, entities, and constituencies. For midsized
and larger firms, that number increases. Each counterparty must understand and agree which data and sequence they will supply. Often these
deliverables run simultaneously across these groups. Therefore, coordination and agreement on responsibilities becomes part of the challenge for
operational teams.
Persons and groups affected
Constituency

Need

CEO, CFO, COO,
Operations Staff, Risk and
Compliance Managers

• 	Reliable, accurate, and complete
data.
• 	Processes for coordination,
interpretation, and analysis.
• 	Project management to ensure ontime filing. Efficient, cost-effective
and replicable process.

Investors

• 	Transparency and potential access to
filed forms.

Regulators

• 	Explainable, on-time, complete filings.

Whether consistency is a consideration for the manager depends on
preparedness. Without spending the time to build repeatable processes,
future filings can be as challenging as the initial ones. But regulators anticipate that the capability to meet their demands in exactly the way they
mandate will be routine. Thus, operations groups will have to be prepared
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with best thinking and best practices during the first filings so that these
practices become routine, as intended. In addition, delivery across jurisdictions must be accurate and on time.
Forethought enables the best use of expenditures, internal resources,
expertise and time, resulting in greater efficiencies — including the benefit
reusing the reporting outputs for other firm operations. For all the effort
and time that go into a filing, it only makes sense to make the outputs and
inputs reusable. To do so, current linear processes should be migrated
onto a platform running a cyclical process that makes the output not only
reusable but auditable. The ability for the operations staff to freeze completed questions to see who in the organization contributed to answering
the questions and when those answers were reviewed, approved, or
changed — and by whom — gives managers a level of consistency, control, and reliability that would otherwise be absent.

Without spending the time to
build repeatable processes,
future filings can be as
challenging as the initial ones.

…current linear processes should be
migrated onto a platform running a
cyclical process that makes the
output not only reusable but auditable.

Without a reporting platform, the linear in-house and fund
administration approaches produce outputs for one purpose.

With a cyclical platform, the independent full-service approach creates a framework for repurposed, reusable information and reports.

Regulatory reporting: considerations for seamless filings
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The platform approach
addresses and mitigates a host
of operational difficulties.

This analysis supports the notion of a platform approach that is backed
by internal coordination and managed according to a set sequence, with
appropriate outside expertise to free up internal resources. The platform
approach addresses and mitigates a host of operational difficulties. It
provides a tool set to address a number of issues, such as duplicate data,
auditable retention and replicable process.
The platform challenge relates to the technical challenge.

The technical challenge
Solutions for organized and
normalized inputs.
Just as the operational process must be
sequenced, so must the technology.
The architecture behind a repeatable
process for all regulations can be
best delivered via technology that
is user-friendly and unfolds step by
step to guide the data gathering,
analysis, and cleansing processes…

…from a survey of US and UK
hedge funds that 69% of respondents who complete regulatory
filings use a third-party provider
who is not their administrator.

The architecture behind a repeatable
process for all regulations can be best
delivered via technology that is userfriendly and unfolds step by step to
guide the data gathering, analysis, and
cleansing processes by type: position/
market value, trade, risk, investor, and
trial balance. This step-by-step guidance is helpful even though 80% of
filing-related data resides with the fund
administrator. The task is amplified
when there are multiple fund administrators and multiple funds. Regardless,
each regulatory filing requires both
analysis and normalization, fund by
fund. The other 20% of the data, which
may originate from any number of
sources, provides enrichment and may
include risk, liquidity, strategy, level, and
investor data.
Seamless filings are all about the data architecture
Managers with multiple funds and fund administrators with multiple
jurisdictional filing requirements face all of the above with a greater level of
challenge. One fund administrator is not going to complete or coordinate
a filing on behalf of another fund administrator. Technology certainly helps,
but its use is limited without domain expertise and the experience needed
to manage, interpret, and coordinate filings. Hence, it was not surprising
to learn from a survey of US and UK hedge funds that 69% of respondents who complete regulatory filings use a third-party provider who is not
their administrator.4
Global Custodian global hedge fund manager survey on the use of outsourcing for middle-office,
accounting and investor-services functions sponsored by Viteos Fund Services. September 2013.

4
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Effective reporting and filing across jurisdictions begins and ends with good
data architecture, sourcing, validation, accessibility, and replicability. In order
to consistently meet requirements, these elements are foundational.
In multifund, multijurisdictional settings, accomplishing all this is not a
simple exercise. There are many moving pieces, all of which have be
coordinated and customized to meet each firm’s requirements. Data
needs to be aggregated from outside providers and in-house systems
in a secure FTP format, normalized, placed in a warehouse framework,
and then made accessible for reporting and filing purposes.
To prevent wasting time and energy, it is essential to define which information is being sourced from inside the firm and which is coming from
outside providers (e.g., portfolio data, fund administrators, prime brokers,
market data). Validating and normalizing the data are the next vital exercises, especially important if the underlying data will be used across different
reports. It is also crucial to keep apprised of regulatory updates and integrate these changes into both the data collection and the architecture.
The following illustration shows both the complexity of the data architecture challenge and importance of having the ability to respond effectively
to it, thus easing the entire operational challenge.

Validating and normalizing the
data are the next vital exercises…

The data landscape and architecture for effective reporting
The following chart illustrates the data architecture needed to meet the
technical requirements:

Reporting and filing
The platform should be driven by expertise in data warehousing, transformation, and mapping and should be fully integrated with US and European regulators for automated filings.
Regulatory reporting: considerations for seamless filings
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…a manager could be assured of
data integrity, with a robust audit
trail of any activity or data changes
within a given filing.

As mentioned previously, data analysis and validation are important within
the workflow process. Leveraging data warehousing technology would
allow reviews of question-specific data from the aggregate level to the
granular level. Then, custom reports based on a manager’s specific
business requirements could be delivered. Hence, a manager could be
assured of data integrity, with a robust audit trail of any activity or data
changes within a given filing. The audit trail would have features whereby
users could tag comments or attach files to any question, assuring that
historical decisions are appropriately tracked. Once a report was confirmed, verified and approved, users would be able to generate either an
in-house version or the file format required by US and European regulators
— simply push the XML data directly to the regulators for final filing.

Three approaches to final filing

…defined by the available resources,
the need for repeatability, and
cost considerations.

All three of the approaches to regulatory reporting — in-house, fund
administrator and independent full service — have merits and drawbacks,
depending on the manager’s preferences. These preferences are primarily
defined by the available resources, the need for repeatability, and cost
considerations. Thus, when deciding which approach will work best for a
given firm, managers should reflect on the following questions:
• 	Will reporting become a core responsibility, or does it detract from the
day-to-day operations leading up to submission deadlines?
• 	Are there ample in-house expert resources available to repeatedly
devote to regulatory mandates?
• 	Are there systems and technology in place to meet data requirements
accurately every time?
• 	Can a third-party deliver the process while we retain control of the final
filing?
• 	What are the cost implications?
• 	What are the ongoing delivery expectations for each approach?

Drawbacks of the in-house approach

…managers have the same level of
control, if not more, when outsourcing
to an experienced provider.
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Tracking
Although retaining full control of the process is a popular reason for
keeping the filing process in-house, it involves a misconception about the
degree of control that must be ceded when outsourcing. In fact, managers have the same level of control, if not more, when outsourcing to an
experienced provider. Out of necessity, external providers have built-in
controls to track user activity, data sources, and explanations of calcula-
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tions or interpretations. Using simple functions to track progress, the
manager can review, revise, or freeze each response against further
changes. Conversely, one of the largest drawbacks to running the
filing process in-house is the need to construct an internal system and
coordinate the inputs to feed it. Reliably capturing all data in all formats
for all sections is a huge resource commitment. Recording an audit trail
for all of these amplifies the burden.
Remaining informed
Before developing a solution, someone has to read thousands pages of
documents, understand and interpret the reporting requirements, and
identify the data sources. The learning curve is extensive. The worth of
this effort is debatable, especially if filing is done on a periodic basis. Firms
have to provide dedicated personnel for filing-related activities, usually
when their staff is already operating at capacity. Furthermore, it’s crucial
that someone be designated to keep abreast of the regulatory requirements, which undergo frequent revisions.
Training
Finding a source for training is another challenge, because relatively few
people know the format and content of an acceptable, red-flag-free final
filing. Most of the experts are already employed by service providers, and
are thus not usually available to provide training.

…crucial that someone be designated
to keep abreast of the regulatory
requirements, which undergo
frequent revisions.

Drawbacks of the fund administrator approach
Agility and coordination
While large fund administrators are able to discount regulatory reporting
because they already have the manager’s data, they may not be agile or
nimble enough to find and quickly coordinate the prime broker and risk
system data and then normalize it into a filing. If components of the data
come from the managers, counterparties, and other sources, then the
manager will need to coordinate the data collection on behalf of the fund
administrator. Generally, administrator bolt-on solutions attempt to fill
gaps in existing tools that were designed to meet an entirely different set
of needs. Also, they may not have the breadth of external relationships
needed to reliably capture all data in all formats for all sections, resulting in
partial completions where the manager is responsible for certain sections
and not for others.
Whether a fund administrator can offer a model that addresses the operational and technical needs while simultaneously providing the regulatory
domain expertise needs to be determined well in advance. What may
seem to be a direct and simple solution at first glance may be fraught with
long-term difficulties.

Regulatory reporting: considerations for seamless filings

If components of the data come from
the managers, counterparties, and
other sources, then the manager will
need to coordinate the data collection
on behalf of the fund administrator.

What may seem to be a direct and
simple solution at first glance may be
fraught with long-term difficulties.
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Comparison of models for implementation
Model

Drawbacks

Benefits

In-House

• Manager
	
is both project manager and
coordinator
• Time
	
consuming at periodic intervals
• Work expands with each fund
• Systems investment
• Manual controls
• Auditability may be limited

• Control of process
• In-house training

Fund
Administrator

•
•
•
•

Independent
Full-Service

• Investment
	
in relationship
with outside entity

Manager
	
may have multiple administrators
• Discounts
	
on regulatory reporting services
Packaged
	
offering, with limited flexibility
• Data readily available
	Some project manager and coordinator duties
Manager
	
deals with certain sections and not
with others
• Limited audit functions
• Slower process

…uniting the benefits of a
regulatory platform developed by a
third-party provider with the
manager’s capable operations staff.

• Performs
	
all project management and
coordination duties
• Scalable
	
technology regardless of number
of funds
• Fund administrator agnostic
• 	Regulatory consulting and accounting expertise
• Provides training
• Sequencing in real time for progress updates

The independent full-service approach
The technology platform, project management, data coordination and
question interpretation are handled by the provider in the independent,
full-service approach. Outsourcing leaves the manager unburdened by
operational tasks and free to focus on the review.
Multiple advantages
As managers face challenges associated with regulatory burdens, the independent, full-service is a solution with multiple advantages for managers and
operations staff alike.
All types of funds: This approach addresses all types of funds and meets
all of their needs on either a comprehensive or a modular basis.
Examples of common scenarios and suggested practical
approaches and benefits.
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Regulatory experts: As explained earlier, regulatory requirements
present operational challenges, but meeting those requirements is not a
core business function for operational personnel. Some of this burden can
be relieved by deploying a technology platform. But even in that context,
some amount of internal management and coordination is required. The
real question is whether internal managers need to become regulatory
experts and whether they have the technical expertise to meet the
requirements or whether they can confidently outsource much of the
burden while retaining control.
Sustainable and web-based: Simply put, a independent, full-service
approach is an intelligent, sustainable solution for all the various constituencies that responds to operational and technical needs. A web-based
platform automatically captures and normalizes all data in all formats for all
sections without a huge resource commitment from the firm. It proficiently
addresses the information overlap of regulatory reporting mandates.
Consulting and accounting services: And because many of the questions contained in the forms are subject to interpretation, a independent,
full-service solution can provide invaluable consulting and accounting
services, offering domain expertise that may not be available in-house.
Audit trail and mock filing: Finally, this model eases the burden on
operations and compliance personnel by providing important workflow
features such as an audit trail and mock filing section-based review.
Process in real time: A independent, full-service approach aids in
the processing and sequencing of deliverables so that managers always
know what is happening on each deliverable in the entire process in
real time. This approach also frees up operations managers to focus on
tasks and initiatives to support alpha generation rather than dealing with
regulatory administration.

Conclusion
The advantages of outsourcing reporting responsibilities to a third party
are economies of scale across multiple clients and an experienced team
accustomed to best filing practices. The outsourcing partner can continue
to invest in the necessary technology to keep up with the continuously
changing regulations without placing the burden of additional overhead on
an in-house system. When a third party focuses on regulatory reporting,
which is what it does well, the fund can concentrate on performance and
risk management.
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