
PART 1 — INDUSTRY COMMENTARY

Fund Accounting Services

In an e�ort to tap into fresh sources of 
capital, non-U.S. fund managers are 
looking increasingly to the U.S. to dis-

tribute investment strategies. �is raises a 
number of issues, chief among them are 
the right vehicles for the job, the regula-
tory considerations involved, and more. 

Looking at the U.S. market today, there 
are roughly $20T1 in assets managed in 
pooled vehicles. �e largest and most 
familiar market is the registered mu-
tual fund market which dominates with 
$14.5T. Today, however, over $3T is man-
aged in bank maintained funds and $3T in 
unregistered vehicles such as group trusts, 
LP/LLCs, Statutory Business Trusts and 
the like. How does an adviser decide the 
best course of action to meet the end ob-
jective of growing assets while maintain-
ing a budget?  

As each market entry strategy has its 
own unique set of challenges, it is cru-
cial that advisers take the time to prop-
erly match the product with the purpose. 
For instance, a European adviser looking 
to distribute its strategy on a broad basis 
with the most �exibility would likely con-
sider a U.S. Registered Mutual Fund. �is 
type of fund would not be entirely unfa-
miliar if the adviser was currently man-
aging a UCITS vehicle. Both vehicles are 
highly regulated and generally governed 
(with some exception) by independent 
bodies; the management company in the 
case of UCITS and the Board of directors 
in the case of the mutual fund. Both also 
have the ability to o�er multiple series 
and multiple share classes. �ese can be 
utilized to target speci�c investor groups 
while managing one portfolio.  

Registered mutual funds are very famil-
iar to the majority of U.S. investors and 
the regulatory framework provides a large 
degree of comfort and security for those 
investors. �is comfort, however, comes at 
a cost. Launching registered mutual fund 
product is expensive and the adviser needs 
to be prepared as a substantial amount of 
assets will likely be required to ensure the 
fund can be priced competitively yet be 
pro�table to the �rm.

One solution to this 
cost problem is the Se-
ries Trust or Umbrella 
Trust. Series Trusts are 
maintained by many 
service providers and 
o�er an existing regu-
latory framework un-
der which an adviser 
may launch its own 
individual fund (se-
ries). �e Series Trust 
solution provides an 
e�cient, cost e�ective 
solution to the adviser 
and access to expertise 
on fund governance. 

�at said, what if 
the adviser’s business 
plan is more targeted? 
What if the adviser is considering solely 
the U.S. retirement market? A Collective 
Fund may be a good choice. �ese funds 
operate similarly to mutual funds and are 
well suited for the De�ned Contribution 
market. �ey are exempt from SEC regis-
tration and, therefore, carry lower overall 
cost structures. Collective Funds can only 
be sponsored by banks willing to deploy 
the governance structure needed to over-
see the investment �rm as the sub-advisor. 
Yet, there is increasing acceptance of this 
vehicle within its eligible investor base 
and it is a strong viable option.

Finally, there are a host of unregistered 
vehicles that may be suitable options for 
an international adviser. Targeted to 
larger institutional and high net worth 
investors, Group Trusts, LPs and Busi-
ness Statutory Trusts are exempt from 
registration with the SEC, are usually val-
ued less frequently than daily and tend to 
carry lower cost structures. However, the 
exemptions under which these vehicles 
operate include investor head count lim-
its and speci�c standards of investor so-
phistication level. �ese vehicles may be 
suitable when the adviser has targeted in-
vestors and is looking to “test the waters” 
before investing in a more widely distrib-
uted vehicle.   

Regardless of the strategy, penetrat-
ing the U.S. market has been an ongoing 
challenge for non-U.S. asset managers and 
could become even more so in light of 
various regulatory mandates in the mak-
ing. Dodd-Frank, the SEC’s Form PF and 
the CFTC’s CPO-PQR are compelling in-
vestment managers to devote more time 
and energy to the process of registration 
and reporting than ever before. As a re-
sult, the overall cost structure for advisers 
targeting U.S. investors is increasing. 

  It is now even more important for ad-
visers to consider their distribution strat-
egies and do the work upfront within the 
U.S. distribution channels to ensure that 
their strategies are received. While U.S. 
mutual funds require a distributor, simi-
lar to the fund promoter of UCITS, the 
distributor is more regulatory in nature. 
�e real legwork of active distribution 
still normally resides with the adviser. 
�is will require patience; U.S. distribu-
tion channels, including consultants and 
retirement plan sponsors demand a 3-5 
year track record before considering a 
strategy. Faced with these regulatory and 
distribution challenges, investment man-
agers are �nding it helpful to team with 
strategic partners who have the scale to 
support a large middle and back o�ce 
operation, as well as the jurisdictional 
expertise needed to monitor ongoing 
regulatory developments and maintain 
operational processes. 

Outsourced platforms o�ered by an 
experienced service provider can address 
many of the issues associated with new 
fund distribution, reducing start-up costs 
while streamlining the launch process. In 
addition to easing the administrative bur-
den, these platforms allow the investment 
manager to leverage the provider’s exist-
ing governance and risk-management in-
frastructure. 
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Fund Accounting Services

New securities…new investment 
strategies…increased regulatory 
requirements…trying to do more 

with less. �ese are common themes cur-
rently a�ecting mutual fund operations in 
general, and fund treasurers speci�cally.

Since the 2008 market collapse, investors 
have been looking for new investment strat-
egies that aim to limit the impact of market 
downturns. At the same time, many hedge 
fund managers who survived the collapse 
with positive returns are looking for ways 
to expand their o�erings to the retail mar-
ket. Add budget cuts and increased regula-
tory requirements to the mix and you have 
a recipe for potential problems. 

Addressing these issues requires the 
support of service partners, detailed com-
munication among all parties, and sys-
tems �exibility to support the needs of the 
fund and ensure operational e�ectiveness. 
Properly preparing for these challenges is 
critical to reducing risk, limiting costs and 
addressing potential problems.

NEW PRODUCT DEVELOPMENT/
NEW INVESTMENT VEHICLES

�e lines between products have con-
tinued to blur in recent years. Hedge fund 
strategies have moved into the traditional 
mutual fund arena. Many hedge funds are 
becoming registered to avoid limits on the 
number of investors. Mutual funds are 
choosing to be treated as C Corporations 
for tax purposes, and some mutual funds 
have created o�shore subsidiaries to allow 
for broader asset diversi�cation. 

To adequately prepare for new invest-
ment products, the fund treasurer must 
get on the front end of product planning 
discussions to ensure there is adequate 
time to identify and vet any accounting, 
tax or regulatory issues. �e �nancial 
markets’ creativity continues to outpace 
accounting and regulatory standards as 
well as service providers’ systems and 
informational capabilities. Firms have 
created new-product/complex-security 
committees including people from ac-
counting, administration, legal, compli-
ance, tax, risk and portfolio management. 
Discussions should start with an overview 
of the product/investment, including:

• Portfolio manager 
– �e portfolio man-
ager needs to explain 
to all parties what 
the new product is 
designed to do. How 
does it trade? What is 
the source for key in-
formation? How is the 
product/vehicle struc-
tured? All areas need 
this information to ensure they under-
stand the product and can properly estab-
lish systems and procedures. For example, 
fund accounting needs to understand how 
the market treats a security to establish 
appropriate accounting procedures.

• Marketing/distribution – How will 
the product be marketed to the public? 
What additional explanatory materials 
need to be created? What are reasonable 
asset expectations?

Once all areas understand the product/
investment, each can begin establishing 
policies and procedures.

• Risk/Compliance – Is there any new 
or unique test necessary to handle the 
product/investment? If so, new informa-
tion sources to assist in analysis of the 
product/investment may be required. 
Where this information will be main-
tained requires discussion with account-
ing, administration and tax.

• Accounting – Needs to determine 
whether and how the system will process 
the new product/investment. New proce-
dures and processes need to be created and 
reviewed to verify that data feeds, pricing 
and income recognition are in place.

• Administration – Needs to estab-
lish or adjust expense accruals. Adding a 
new product/investment to the reporting 
regime may take additional time if new 
information is required. Accounting dis-
closure may need to change to re�ect the 
new product/investment.

• Tax – Many of the new products/in-
vestments present special tax challenges. 
�e vehicle’s structure may dictate its tax 
treatment. New reporting requirements 
may be necessary, including addressing 
state tax issues. 

• Service partners – Besides having 

internal discussions, you must also work 
with your service partners, including au-
ditors, legal counsel, fund accountants 
and administrators. If these partners have 
experience dealing with the new product 
type, they may identify areas requiring 
additional review before you go too far 
down a wrong path. Early conversations 
allow service partners to prepare to assist 
the fund when operations commence. A 
detailed product development checklist 
should be followed that identi�es all areas 
of focus, including policies and proce-
dures, disclosure, compliance, risk man-
agement, pricing, audit and reporting. 
Service partners can help the treasurer and 
advisor achieve better product design.

• Board – Education of the board 
should also be considered to ensure their 
understanding of the product. 

OPERATIONAL ISSUES
Working smarter by using new partner-

ships and systems is a necessity to meet 
the challenges discussed above. As an in-
dustry, we are beginning to understand 
that many of the newer products, invest-
ments and services require both innova-
tive working models and updated cost 
structures. �ese new cost structures must 
be factored into the product or service to 
ensure adequate resources are available to 
address new challenges.

Superstorm Sandy and other business in-
terruptions also have triggered a new focus 
on business continuity plans. Disruptions 
to power and transportation have been 
found to prevent even the best-laid plans 
from working. Business continuity plans 
must be a focus of each business unit. 

Fund operations continue to face new 
challenges that can be met only with solid 
communication. As services are distrib-
uted among third-party providers (such 
as ours) or among specialized units of the 
�rm, communication among all parties 
becomes increasingly critical. 

Terrance P. Gallagher, CPA, JD, Executive 
Vice President, Director of Mutual Fund Ac-
counting and Administration, is responsible 
for UMB Fund Services’ fund administration, 
fund accounting and tax functions. 
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website meets the written statement re-
quirement for reporting capital gain divi-
dends and other distributions. As of this 
writing, the Service and Treasury have 
not yet issued guidance on these two re-

�ese are not the only provisions with 
which tax professionals are grappling. As 
the Industry continues to discern and 
implement the provisions, mutual fund 
companies and service providers are 
working with the ICI to obtain clarifica-
tion and guidance on the technical ap-
plication and long-term implications of 

�e Act allows more �exibility than 
ever before, with increased opportunities 
for professional judgment and interpreta-
tion. Some of this �exibility has a direct 
impact on distributions to shareholders 
such as the option to defer certain capital 
and ordinary losses, or the pass through 
of exempt interest dividends or foreign tax 
credits for quali�ed fund-of-fund share-
holders. Your tax professional should be 
knowledgeable about the Act in order to 
be able to provide the information you 
need to make the best decisions for your 

BNY Mellon does not provide tax advice. 
Any tax services provided by BNY Mellon 
are not intended to be (and shall not be) 
construed as tax advice, and such services 
are not intended to be used (and cannot be 
used) for the purpose of avoiding Federal, 
state, local, foreign, or other taxes or pen-
alties. You should consult your tax advisor 
as to any tax or related matters. �e views 
expressed within this article are those of the 
authors only and not those of BNY Mellon 
or any of its subsidiaries or a�liates.

Elisabeth M. Martinetz is a vice president 
and tax director for BNY Mellon Asset 
Servicing’s U.S. Funds Services group and 
is responsible for tax compliance matters 
pertaining to mutual fund clients. Elisabeth 
has participated in industry panels and 
discussions surrounding the RIC Moderniza-
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