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1.  Demand for Regulated Product



The Move to Regulated Product

Investor Perspective

� Investors require greater transparency around investment strategy/use of leverage/risk management process

� Investors need confidence that liquidity profiles and terms are in line with offering documents 

� Investors are demanding more frequent fund valuations and dealing points

� Investors are focused on strength of regulatory framework and fund governance

Promoter Considerations

� The ability to replicate AI strategies in regulated product

� Access to a wider investor base to replace lost assets under management (AUM)

� The cost of servicing regulated product – enhanced reporting and oversight requirements

� The Alternative Investment Fund Managers Directive (AIFMD)

The growing trend of alternative managers seeking to establish regulated funds is primarily being driven by 
investor demands.
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2.  Regulatory Framework and Structures



What are the Product Choices?

UCITS

� Established pursuant to EU regulation targeted at “the man on the street”

� Can be offered by private placement or can avail of a European passport

� Has become a global brand attracting institutional and retail investors

� AI strategies can be pursued subject to compliance with defined requirements

Non-UCITS

� Established pursuant to country regulation

� Offered on private placement basis only

� Full flexibility in AI strategy replication

AI strategies can be replicated in either UCITS or non-UCITS products within the European Union
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The UCITS Opportunity
The UCITS framework provides the credibility of EU-sponsored regulatory structures with investment flexibility, and
established brand recognition throughout the world.
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Management
Company Role

Depository Role

Binding Investment
Restrictions

Investor Reporting &
Transparency

Listed & OTC
Derivatives

Absolute Return
Strategies

Leverage up to
100% of NAV

Master-Feeders
Under UCITS IV

Retail Distribution
Options

Familiar Among 
Institutional Investors

Truly Global Brand

Financial 
Crisis Record

Credibility

Investor Advantages

Fund Manager Advantages

Opportunities for AUM Growth

• Distributed in 64 countries globally

• 25% of total cross border UCITS AUM 

sourced outside Europe as at end 2008

• 17% of cross border UCITS AUM sourced 

from Asia

• Global banks and local brokers/financial advisors 

key channels for distribution in Asia and Latam

• Fund supermarkets/platforms important in EU

• UCITS IV and ease of distribution in Europe

• Global brand and regulated tag

• Defined restrictions and independent trustee 

monitoring

• Scope of eligible assets

• Flexibility to engage in hedge strategies

• Defined corp governance standards

• UCITS IV, the management passport and 

cost reductions

• No impact from AIFMD

• UCITS make up EUR5.2 trillion (70%) of EU 

funds market

• Lux and Ireland domiciled funds comprising 

40% of the UCITS market
• Increase of EUR615 billion from Dec 2008
• Net inflows in Q3 2009 of EUR70 billion
• Inflows mainly in equities / bonds as confidence 
rises

Flexibility Investor Recognition

Distribution Channels
Regulated Funds and Investment 

Opportunities
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UCITS III: Factors for Consideration

Asset Managers need to consider three critical areas when establishing a UCITS

Distribution Strategy
Eligible Assets
/ FDI Restrictions

Management Duties and Costs

Eligible investments
– Transferable securities
– FDI
– Money market instruments
– UCITS
– Non-UCITS
– Deposits

Investment restrictions
– No physical short selling

FDI restrictions

� Sophisticated vs. non sophisticated 

� Exposure restrictions
– Counterparty exposure
– Position exposure
– Position cover
– Global exposure

� Netting and hedging rules

� RMP disclosure and regulatory reporting

� UCITS III Management Directive

� Eight guiding principles
– Decision taking
– Monitoring compliance
– Risk management
– Monitoring investment performance
– Financial control
– Monitoring of capital
– Internal audit
– Supervision of delegates

� Fund structures 
– Management companies vs SMIC’s

and capital requirements

� A business plan

� Cost considerations

– Risk / governance / levies

– Basic forms of incentive fee

– Valuation frequency
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� Identify target investors 
– Country of residence
– Minimums investment thresholds

� How will you sell to them?
– Public distribution or private placement
– In country registration
– Sales resource requirement

� Fee structures
– Share class structures
– Multicurrency/hedged share classes
– Incentive fees

� Domicile of product

� Legal structure



UCITS IV 

UCITS IV

� Lowering TERs

– EU Management Company Passport

– Cross-border mergers

– UCITS Master-Feeder Structure

� Removing barriers to distribution

– Distribution 10 days after notification

– Co-operation mechanisms between Regulators

� Investor protection

– Key investor information

� Timeframe

– Level 2 Directive July 2010

– Transposition July 2011

� No obvious trends developing – tax considerations for investors and management companies

UCITS IV can be viewed as the Investors Directive.  Its primary aims are to lower Total Expense Ratios, ease 
distribution and enhance investor protection. 
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Non-UCITS Opportunity: An Overview
AI strategies can be easily replicated in regulated non-UCITS products available in the EU and are ideal for funds 
sold on a private placement basis

Qualified Investor Fund

Professional Investor Fund

Retail Non-UCITS

Ireland 

UCI Funds, Part II

Specialised Investment Fund

SICAR

Luxembourg

Non-UCITS Retail Schemes (NURS)

Qualified Investor Scheme

UK

Non-UCITS Alternatives

Advantages of Non-UCITS

� The “regulated” tag

� Speed of authorisation

� Less prescriptive duties

� Minimal investment restrictions

� Lower costs

� Complex incentive fees permitted

Challenges of Non-UCITS

� Direction of AIFMD

� Only offered by private placement
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Non-UCITS Fund Categories
Broad range of vehicle available to AI promoters on the basis of domicile, target investor sophistication and choice of 
investment strategy

Ireland
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QIF

Luxembourg

SIF

� Min EUR250,000 investment. To be 
reduced to EUR125,000

� No investment limits

� Short selling permitted

� 24 hour authorisation

� Complex incentive fees

� Broad range of permissible 
strategies

� Min EUR125,000 investment

� Derogations on application

� Short selling permitted

� Standard authorisation 4 - 6 weeks

� Complex incentive fees

� Broad range of permissible 
strategies

PIF Retail Non-UCITS

� No minimum investment

� UCITS I type restrictions

� No short selling

� Standard authorisation 4 - 6 
weeks

� Broad range of permissible 
strategies

UK

SICARUCI Funds, II NURS

� Minimum EUR125,000 
investment

� Restrictions specific to PE 
investment

� Standard authorisation 4 - 6 
weeks

� Broad range of permissible 
strategies

� Min EUR125,000 investment

� Risk spreading limit of 30% 
only. Minimal restrictions

� Short selling permitted

� No lead time to authorisation. 
Must file within 1 month 
following creation.

� Broad range of permissible 
strategies

QIS

� No minimum investment

� Specific restrictions 
depending on the  
strategy. 

� Short selling permitted

� Standard authorisation 4 -
6 weeks

� Broad range of 
permissible strategies

� No minimum investment. 
sophisticated investors

� Significant restrictions 

� No physical shorting

� Authorisation – up to 6 
months

� Broad range of permissible 
strategies

� No minimum investment

� Wider powers than UCITS

� Synthetic shorts only

� Standard authorisation 4 
weeks

� Broad range of 
permissible strategies



3.  Fund Structures, Timelines, Mergers/Re-domiciling 



Fund Structures

Non-UCITS only�NoneGenerally regarded 
as tax transparent

Limited partnershipInvestment 
limited 
partnership

��Required to 
distribute all 

income annually

�Created by contractCommon 
contractual fund

��NoneGenerally regarded 
as transparent but 

can “check the box”
for US

Created by contractUnit trust

��NonePer se corporate in 
US; generally not 
tax transparent

plcInvestment 
company

Eligibility as UCITS 
or on-UCITS

Open-ended, limited 
liquidity, closed end

Dividend 
requirements

Tax transparent 
vehicleLegal formType

There are a variety of fund legal vehicles available to the promoter which meet the requirements of different investors
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Estimated time period for stated event

Legal Process Indicative Timeline

Process for a QIF

� File pro-forma applications to have promoter and investment 
manager approved

� 24 hours fund authorisation upon filing all documentation with 
financial regulator

Authorisation of a UCITS vehicle takes approximately seven weeks.  QIFs/ SIFS can be authorised in 24 hours.

Pro-forma 
application forms 
for promoter and 
investment 
manager

Financial regulator to respond within 10 
with initial comments on draft documents

Filing 

Submit 
contracts 

Regulator 
comments 

Commence 
trading

One 

Sign off and 
authorisation 

Week Two Three Four Five Six Seven

Includes draft 
prospectus, 
custodian 
agreement, 
business plan 
and RMP

Exchange of comments on draft fund documentation with 
financial regulator

Regulator 
comments 

Final 
documents filed

Filing 

Authorisation 
obtained

Commence 
trading
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Mergers/Re-domiciling Funds to EU jurisdictions

Mergers

� Only assets of non-Irish fund move to Irish fund.  Currently achieved through share for share exchange which 
might cause taxable event for investors moving to Irish fund

Redomicile of Funds

� Legislation to be introduced by year end to enable funds to re-domicile to Ireland

� Should not result in taxable event for investors
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There is a trend of moving funds from unregulated to regulated jurisdictions. This can be achieved by either mergers 
or redomicling the Funds entirely 



Tax Issues for US Investors

US Taxable
Investors

US Tax Exempt
Investors

Non-US
Investors

US Partnership 
Feeder Fund (Optional)

Irish Investment 
Company or Unit Trust

Feeder Fund
Electing for US 
Corporate Tax

Treatment

Irish Unit Trust
Master Fund

Elects US Partnership
Tax Treatment
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It is possible to replicate traditional structures that were engineered around investor tax status with a combination of 
EU and US partnership structures



4.  Hedge Fund Servicing Solutions 



Hedge Fund Servicing Requirements

Manager Requirement Mix

� Trustee/custodian to assume fiduciary responsibilities

� Compliance monitoring of investment and other restrictions

� Fund administration capabilities for complex and vanilla 
instruments and also frequency of NAV calculations 

� Transfer agency capabilities for retail and non-retail 
investors, performance and distribution fee calculations

� Distribution support for new distribution arrangements

� Corporate secretarial services for Irish and
Luxembourg vehicles

� Global custody for safekeeping, clearing and spreading of 
counterparty risk

� Trade execution, clearing and prime finance

� Middle office services for pre and post trade activity, 
collateral management, risk and performance metrics and 
also P&L reporting

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
Monitoring

Prime
Finance and 
Execution

Fund 
Administration 
and Transfer 

Agency

Global
Custody

Corporate
Services

Distribution
Support

UCITS and Non-UCITS Offering Mix
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Citi offers an end to end solution for investment managers across all products and key jurisdictions



Fiduciary Services

Citi’s Fiduciary Services Offering Summary

� Trustee companies in Ireland, Luxembourg, UK,
and Jersey

� UCITS and non-UCITS capabilities in each domiciles

� Active participation in key trustee industry committees

� Fulfilment of regulatory duties associated with a trustee for 
fund structures

� Oversight of fund service providers through periodic
onsite inspections

� Periodic review of NAV to ensure accurate calculation and 
compliance with fund administrator procedures 

� Investment breach and price error reporting in accordance 
with regulatory fund documentation investment restrictions 
and guidelines

� Participation in fund board meetings

� Sub-custody agreements in place with all of main
prime brokers

UCITS and Non-UCITS Offering Mix

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
Monitoring

Prime
Finance and 
Execution

Fund 
Administration 
and Transfer 

Agency

Global
Custody

Corporate
Services

Distribution
Support
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The role of the fiduciary is pivotal to investor protection within the EU regulatory framework



Compliance Monitoring Services

Citi’s Compliance Monitoring Offering Summary

� Fulfilment of investment restriction compliance checks on 
behalf of fund management companies

� UCITS and non-UCITS capabilities in Ireland, UK,
and Luxembourg

� Contractual investment restriction monitoring also facilitated 
based on client requirements

� Primary platform used MIG 21; vendor provided industry 
leading post-trade compliance monitoring tool

� Examples of restriction types covered include
concentration, cash, borrowing, credit quality, issuer, 
benchmark, market cap, debt in issue, long/short positions, 
and derivative gross exposure

� Service provided daily, weekly, or monthly as per
client requirements

UCITS and Non-UCITS Offering Mix

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
Monitoring

Prime
Finance and 
Execution

Fund 
Administration 
and Transfer 

Agency

Global
Custody

Corporate
Services

Distribution
Support
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Our compliance monitoring tools deliver transparency to the investment restrictions prescribed by regulations / 
prospectus guidelines



Fund Administration, Transfer Agency and Corporate Services 

Citi’s Fund Accounting, Transfer Agency and 
Corporate Services Offering Summary

� Fund administration capabilities for complex and vanilla 
instruments and for required NAV frequency 

� Transfer agency capabilities for retail and institutional 
investors

� Corporate services capabilities for Irish, Luxembourg and 
Jersey vehicles

� Ability to meet board and regulatory reporting requirements

� Investor confidence in performance, stability 
and transparency

� Linkage to a wider end to end solution

� Overall reporting capabilities for service partners, clients 
and investors

UCITS and Non-UCITS Offering Mix

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
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Prime
Finance and 
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Fund 
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The breath of the product base we support across AI and traditional long funds allows us engineer investment and 
distribution solutions for our clients as the asset classes converge



Distribution Support

Citi’s Distribution Support Offering Summary

� Distributors are our clients, clients and command top tier 
service

� Service institutional, intermediary and retail investors across 
60 countries and 1,000+ distributors

� Relationship management of the institution or distributor 
including on-boarding, agreement maintenance, AML 

� Distributor service centres in US, Dublin and HK

� 11 languages supported

� Connectivity to all major platforms NSCC, Euroclear, 
Vestima, AllFunds, BPCI, Cofunds, EMX, etc.

� Support all levels and methodologies of trailer fees

� Payment in currency of choice

� Multilingual statement

UCITS and Non-UCITS Offering Mix

Hedge Fund 
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High quality service and delivering value add to distributors is critical to an asset managers success 



Global Custody

UCITS and Non-UCITS Offering Mix Citi’s Global Custody Offering Summary

� Largest proprietary network (54 markets) with nearly US$12 
trillion in assets 

� Outstanding local market expertise 

� Superior service delivery consistency 

� Executive reporting – holistic view of activity, performance, 
trends, opportunities and risks

� Market publications – on-the-ground market experts and 
notifications of key daily events

� Excellent execution and robust infrastructure

� Common platform – consistency in technology and 
information delivery

� Fully automated daily reconciliation process between 
sub custodians/branches 

� Web-based delivery through CitiDirect

� Comprehensive pre-settlement date and post-settlements 
date reporting

� Full service provider – core services, settlements, corporate 
actions, income, foreign exchange, tax reclaims, etc. 

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
Monitoring

Prime
Finance and 
Execution

Fund 
Administration 
and Transfer 
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Global
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With AIFMD on the horizon, its critical to have a custodian in place who has the breath and depth of services to meet 
the heightened requirements that will evolve



Prime Finance and Execution

Citi’s Prime Brokerage Offering Summary

� Providing leverage in the form of synthetics or repo’s

� Stock loan access

� Comprehensive reporting

� Full suite of global execution solutions

� Access to global research

UCITS and Non-UCITS Offering Mix
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Our ability to offer Prime Finance services gives asset managers access to critical research, execution and financing 
services 



Hedge Fund Front and Middle Office Services

Citi’s Middle Office Services Offering Summary

� Open Prime solution for front and middle office 

� Middle office services for pre and post trade activity

� Trade and cash reconciliations

� Collateral management

� Risk and performance metrics

� P&L reporting

� Treasury services

UCITS and Non-UCITS Offering Mix

Hedge Fund 
Servicing

Front and Middle
Office Services

Fiduciary
Services

Compliance 
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Prime
Finance and 
Execution

Fund 
Administration 
and Transfer  
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Global
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Services
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Our ability to offer front and middle office services enables managers to focus on their core business of asset 
management



5.  Conclusions



Conclusions

25 Hedge Fund Servicing Solutions

The landscape of AI Fund structures / domicile is changing….

� There are a wide variety of EU Regulated products that a Promoter can use to achieve AI strategies

� The EU regulated market opens up new avenues for distribution and asset growth 

� There are additional costs associated with EU regulated product 

– within the Fund

– to achieve the governance / compliance needs 

– to capitalise on the distribution opportunities 

� Citi is uniquely positioned to assist managers across all products and the key EU jurisdictions



6.  Questions?



Contacts
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Please fee free to contact us if you wish to discuss this presentation:

Person 1: Marion Mulvey

Title: Head of Alternative Investment Services, EMEA

Email: marion1.mulvey@citi.com

Tel: +353 (1) 622 8548

Person 2: Gavan Mcguire

Title: Business Development

Email: gavan.m.mcguire@citi.com

Tel: +44 (20) 7508 0220

Person 3: Kevin Murphy

Title : Partner, Arthur Cox Solicitors

Email: kevin.murphy@arthurcox.com

Tel: +353 1 618 0515



efficiency, renewable energy & mitigation

In January 2007, Citi released a Climate Change Position Statement, the first US financial institution to do so. As a sustainability leader in the financial sector, Citi has taken concrete steps to address this important issue of climate 
change by:  (a) targeting $50 billion over 10 years to address global climate change:  includes significant increases in investment and financing of alternative energy, clean technology, and other carbon-emission reduction activities; (b) 
committing to reduce GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (c) purchasing more than 52,000 MWh of green (carbon neutral) power for our operations in 2006; (d) creating 
Sustainable Development Investments (SDI) that makes private equity investments in renewable energy and clean technologies; (e) providing lending and investing services to clients for renewable energy development and projects; (f) 
producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance 
understanding and solutions. 

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

© 2009 Citibank, N.A.  All rights reserved.  Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world. 

IRS Circular 230 Disclosure:  Citigroup Inc. and its affiliates do not provide tax or legal advice.  Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be 
used or relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby 
("Transaction").  Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements.  This presentation is not a commitment to lend, syndicate a 
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law 
or regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as 
the legal, tax and accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you 
are not relying on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and 
accounting advice and (d) you should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these 
matters.  By acceptance of these materials, you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we 
hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.  

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us.  W e will ask for your complete name, street address, and taxpayer ID 
number.  We may also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to change at any 
time without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument.  The information contained in this presentation may include results of analyses from a quantitative 
model which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.  Any estimates included herein constitute our judgment 
as of the date hereof and are subject to change without any notice.  W e and/or our affiliates may make a market in these instruments for our customers and for our own account.  Accordingly, we may have a position 
in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or 
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated 
for specific recommendations or views contained in research reports.  So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and 
procedures designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.


