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An investment evolution:
Navigating the strategic pivot

to alternative funds

Alternative investments are becoming a mainstream asset

class. Explore what’s driving their market growth and how

technology advancements are shaping their future.
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After the 2008-09 global financial crisis pushed
developed market interest rates to zero — at
times even lower — investors were faced with

a new challenge: building yield-producing
portfolios. To do so, they sought out alternative
strategies, investing in hedge funds, private
equity, real estate and infrastructure. However,
the complexity of these approaches, often
combined with a lack of transparency and
liquidity, typically restricted them to being
merely tactical additions to portfolios.

Nevertheless, and even after the past two
years of interest-rate tightening by the U.S.
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Federal Reserve (Fed) and European Central
Bank, along with overall valuation gains by
securities traded on public exchanges (e.g.,
NYSE), alternative investment funds steadily
became a more significant asset class. Having
more than quadrupled in size over the past 20
years to $22 trillion — representing around 15%
of global assets under management (AUM)'

— they are now often considered a strategic
asset allocation. In this article, we’ll examine
the factors influencing this rapid growth over
the past few years, how technology affects
this asset class, and how asset managers and
investors can adapt to growing complexity.
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Going mainstream

Another consequence of the financial crisis
was that the performance of traditional asset
classes, such as equities and bonds, became
uncomfortably highly correlated in a ‘risk-

on, risk-off’ trading environment. Alternative
investment funds proved a useful diversification
product to reduce volatility in portfolios.

That extra benefit was important in onboarding
investors to take exposure to these less liquid
assets that largely operated outside the
regulatory norms of the mutual fund industry.

“This private market continues to present
yield opportunities that clients view as
disproportionately better than what’s available
in the public market space,” says Grant Irwin,
Head of Institutional Trust and Custody at
U.S. Bank.

The new regulatory environment also helped
bring these vehicles toward the mainstream.
In 2013, the EU set up the Alternative
Investment Fund Managers Directive (AIFMD)
to protect investors and mitigate systemic
risk. It introduced stricter compliance

around information related to liquidity, plus

a requirement for the independent valuation
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of assets to enhance transparency. These, in
turn, opened up the funds to a wider customer
base, bringing in institutional money, such as
pension and insurance funds, as well as high
net worth individuals.

The final step is to expand that access to
capture the retail market. Legislation around
investor protection will be tightened another
notch, especially with regard to the more
complex securities and structures that hedge
funds typically employ. Most retail investors
are only familiar with ‘plain vanilla’ mutual
funds invested in the traditional asset class
vehicles, which can be valued — and more
importantly, exited — on a daily basis.

“Daily valuations of most alternative products
are challenging and often not possible, so

that is an adjustment in itself,” says Amanda
Karshna, Head of Relationship Management
— Alternative Investments for Global Fund
Services at U.S. Bank. “The alternative fund
administrator has made great progress in being
able to produce operational efficiencies that
allow for a more frequent NAV [net asset value]
on alternative investments, which is really
what’s required by the retail investor.”

An investment evolution: Navigating the strategic pivot to alternative funds 2


https://www.usbank.com/splash/investment-services/full-suite-investment-services.html

Ebank

Technology is driving growth.

Advances in the technology that creates

and services these funds are driving their
adoption. Automation of repetitive functions
lowers the costs of alternative investment
funds that are typically more expensive than
a mutual fund or an index-tracker exchange-
traded fund (ETF). In addition, automation has
streamlined regulatory reporting processes,
allowing real-time portfolio monitoring and
quicker performance analysis, strengthening
compliance and risk management, and
enabling a faster response to investors.
Technology can also help track regulatory
changes and ensure compliance.

All these benefits have also opened up
new investment areas for new investment
areas for alternatives. Investors considering
areas such as big data, cryptocurrencies
and Al are heavily dependent on the latest
technology to decipher, analyze and
implement investable opportunities. While
diversification and risk reduction help promote
the appeal of alternative investments, there
remains the need to produce a sufficiently
robust track record to compensate for their
intrinsic drawbacks.

“Technology advances are creating more

fund data feeds and access to information
between fund issuers and the investing public.
This translates into investor confidence that
additional yield opportunities and returns are
available in the private market,” Irwin notes.
“That’s what continues to drive the growth in
the segment.”
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Technology advances

are creating more fund

data feeds and access to
information between fund
issuers and the investing
public. This translates into
investor confidence that
additional yield opportunities
and returns are available in
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the private market.

Grant Irwin
Head of Institutional Trust and Custody
U.S. Bank
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Operational challenges are just
as complex.

Nevertheless, from an operational
standpoint, that growth comes with a price
tag. The complexity of alternative investment
structures creates just as many challenges
from accounting, valuation and customer
service perspectives.

That is complicated by differing rules
depending on where a fund is being
launched. In the U.S., risk modeling and
compliance infrastructure are presented to
investors on a discretionary basis, whereas
in Europe, both investment profiles and risk

management processes are more standardized

and regulated by legislation.

“In Europe, fund structures will require that
local investment management companies
be the official managers of funds,” says Ken
Somerville, Head of Fund Services for

U.S. Bank Global Fund Services - Ireland.
“The funds must also have a form of Europe-
based trustee within the depository, who
acts as an independent overseer. And some
fund structures will have prescribed levels of
investment, diversity and liquidity.”

Alternative funds globally require more
frequent financial statements and an equally
sophisticated supporting infrastructure to
manage all this inbound data. Achieving

this will require interconnectivity between
processing tools so that asset managers can
centralize, analyze, value and report on their
AUM. Naturally, funds will need to find the
human capital to manage it all.
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In Europe, some fund
structures will have
prescribed levels of

investment, diversity
and liquidity.
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Ken Somerville
Head of Fund Services
U.S. Bank Global Fund Services — Ireland
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“There is a huge range of skills, technology
and people solutions required to support

the alternative space,” Somerville says.
“Transparency, risk reporting and liquidity are
now hard-wired into funds. That’s a challenge
for the manager.”

Some financial firms simply don’t have that
support infrastructure, while most only have
a part of it, and they often can’t move fast

enough to support access to a new opportunity.

It takes time to build the required skills and
money to acquire the necessary technology,
with the added risk that the opportunity may
prove to be short-lived and the resources
subsequently rarely used.

Global custodians and service providers can
bridge the gap between what a firm has and

Article

what it needs. They have gained experience
across most tradable markets, with the added
benefit of being able to access local knowledge
and expertise. Custodians are well versed in the
challenges of monitoring and valuing private
assets that they don’t actually hold, instead
creating an asset on the trust accounting
system that represents that investment.

“It’s about taking assets that aren’t connected
to the general universe of security servicing and
turning those into a desirable experience for
your client base,” says Irwin. “Asset owners are
going to need to look at custodial shops that
have solutions tailored specifically to holding
and servicing the alternative investments that
they invest in and wish to have reporting on.”
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Investment evolution

Importantly, having that servicing support

will allow investment firms to concentrate

on strong performance to attract and retain
new funds. That means having the ability

to react quickly to new opportunities while
ensuring timely compliance. That combination
is key to making alternative asset classes
appeal to a broader range of investors and
sealing their transformation into a mainstream
product offering. The Fed’s signal that interest
rates may start to fall could lend renewed
momentum to the search for alternative
sources of yield and income.

“Private capital, private credit — | think

that’s going to be the fad for quite some
time,” confirms Karshna. “We went from
simple structured hedge funds with limited
legal entities to incredibly complex, structured
closed-ended funds with numerous legal
entities. The alternative asset manager is
always evolving.”

Whether you’re a large, established firm

or a specialized shop looking to take your
business to the next level, we have a full
spectrum of alternative asset servicing
solutions to help accelerate your success. To
learn more, contact us or visit usbank.com/
globalfundservices. For European enquiries
about our EU offerings, visit usbank.eu/
investment-services.
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The alternative asset
manager is always evolving.
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Amanda Karshna

Head of Relationship Management —
Alternative Investments

U.S. Bank Global Fund Services
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Disclosures

U.S. Bank Global Corporate Trust is a trading name of U.S. Bank Global Corporate Trust Limited, U.S. Bank Trustees Limited and U.S. Bank Europe DAC (each a U.S. Bancorp group company).
U.S. Bank Global Corporate Trust Limited is a limited company registered in England and Wales having the registration number 05521133 and a registered address of 125 Old Broad Street,
Fifth Floor, London, EC2N TAR. U.S. Bank Global Corporate Trust Limited, Dublin Branch is registered in Ireland with the Companies Registration Office under Reg. No. 909340 with its
registered office at Block F1, Cherrywood Business Park, Cherrywood, Dublin 18, Ireland D18 W2X7. U.S. Bank Trustees Limited is a limited company registered in England and Wales having
the registration number 02379632 and a registered address of 125 0ld Broad Street, Fifth Floor, London, EC2N 1AR. U.S. Bank Europe DAC, trading as U.S. Bank Global Corporate Trust, is
regulated by the Central Bank of Ireland. Registered in Ireland with the Companies Registration Office, Reg. No. 418442. The liability of the member is limited. Registered Office: Block F1,
Cherrywood Business Park, Cherrywood, Dublin 18, Ireland D18 W2X7. Directors: A list of names and personal details of every director of the company is available for inspection to the public
at the company’s registered office for a nominal fee. In the UK, U.S. Bank Europe DAC trades as U.S. Bank Global Corporate Trust through its UK Branch from its establishment at 125 Old
Broad Street, Fifth Floor, London, EC2N 1AR (registered with the Registrar of Companies for England and Wales under Registration No. BR020005). Authorised and regulated by the Central
Bank of Ireland. Authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. In Luxembourg, U.S. Bank Europe DAC trades as U.S. Bank Global Corporate
Trust through its Luxembourg Branch under RCS number B244276 with its registered office at 4, rue Albert Borschette, L-1246 Luxembourg, and is regulated and authorised by the Central
Bank of Ireland (CBI) as well as by the Commission de Surveillance du Secteur Financier (CSSF). Details about the extent of our authorisation and regulation by the CBI and the CSSF are
available from us on request.

All banking services are provided through U.S. Bank Europe DAC. U.S. Bank Global Corporate Trust Limited and U.S. Bank Trustees Limited are Trust Corporations and not banking institutions
and are not authorised to carry on banking business in the United Kingdom, Ireland or any other jurisdiction.

U.S. Bank National Association is not responsible for and does not guarantee the products, services, performance or obligations of its affiliates.
All U.S. Bank Global Fund Services entities are wholly-owned subsidiaries of U.S. Bank, N.A. Custody and lending services are offered by U.S. Bank, N.A.
U.S. Bank Global Fund Services (Ireland) Limited is regulated by the Central Bank of Ireland.

U.S. Bank Global Fund Services (Guernsey) Limited is licensed under the Protection of Investors (Bailiwick of Guernsey) Law, 2020, as amended, by the Guernsey Financial Services
Commission to conduct controlled investment business in the Bailiwick of Guernsey.

U.S. Bank Global Fund Services (Luxembourg) S.a.r.l. is registered in Luxembourg with RCS number B238278 and Registered Office: Floor 3, K2 Ballade, 4, rue Albert Borschette, L-1246
Luxembourg. U.S. Bank Global Fund Services (Luxembourg) S.a.r.l. is authorised and regulated by the Commission de Surveillance du Secteur Financier.

U.S. Bank Global Fund Services (Cayman) Limited is registered as an exempted limited company in the Cayman Islands (registration number 147748) and regulated and licensed by the
Cayman Islands Monetary Authority as a mutual fund administrator. Its registered office address is Governors Square, 23 Lime Tree Bay Road, P.0. Box 10555, Grand Cayman KY1-1005.

U.S. Bank Europe DAC, trading as U.S. Bank Depositary Services, is regulated by the Central Bank of Ireland and is registered in Ireland with the Companies Registration Office Reg. No.
418442. The registered office is Block F1, Cherrywood Business Park, Loughlinstown, Dublin 18, Ireland D18 W2X7.

U.S. Bank Europe DAC Luxembourg Branch (trading as U.S. Bank Depositary Services Luxembourg) is registered in Luxembourg with RCS number B244276 and Registered Office: Floor 3,
K2 Ballade, 4, rue Albert Borschette, L-1246 Luxembourg, regulated and authorised by the Central Bank of Ireland (CBI) as well as by the Commission de Surveillance du Secteur Financier
(CSSF). Details about the extent of our authorisation and regulation by the CBI and the CSSF are available from us on request.

Investment products and services are:

NOT A DEPOSIT « NOT FDIC INSURED « MAY LOSE VALUE « NOT BANK GUARANTEED +

NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

Deposit products offered by U.S. Bank National Association. Member FDIC. U.S. Bank is not responsible for and does not guarantee the products, services or performance of U.S. Bancorp
Investments.

©2024 U.S. Bank.

For more information and questions about our alternative investments, please visit here:
https://www.usbank.com/investment-services/global-fund-services/alternative-investment-solutions.html
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