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ALPHA’S VIEW
The game is changing for Fund Management companies (‘ManCos’).
Size and substance are essential, in terms of staff, fund expertise, operations and relationships. They are also
stepping into a more strategic advisory role, providing ‘all-in-one’ solutions to service clients investing billions
into complex types of funds across Europe.
Acquirers who execute a coordinated set of successful deals can quickly build a strong position in a
consolidating market. This requires choosing the right ‘Golden Target’ ManCo business, while making
informed business decisions to maintain efficient operations as they grow.

There is a growth
opportunity for incumbent
ManCos looking to cement
their place in the industry
through acquisition

The sector is highly fragmented with
low margins and increasing scrutiny
from regulators

Alpha expects that an efficient operating
model is critical for scalable growth

There is an opportunity for
asset managers that wish to
focus on their core business
areas to divest an ancillary
ManCo function

There is an opportunity
for private equity firms
to bring together a
number of ManCos and
create a scale business

IT systems between ManCos are
similar, with potential for innovation

‘Super ManCos’ in Luxembourg and
Dublin are becoming dominant

Alpha expects potential synergies
from combining two or more ManCos
to be c.25% of operating costs

Alpha expects ManCos to differentiate
through technology, data, and services,
becoming a true ‘one-stop-shop’

2

CONTENTS

INTRODUCTION

WHY ACT NOW?

What is a Fund Management
Company (ManCo)?

→
→

Where are successful ManCos
based?

→
→

ManCo Services
Industry
Overview

How are the strategic objectives
of ManCos changing?

Market Size
Key Regulations

How could deal activity affect
the industry?
What is the size of the prize?

→
→
→

Industry
Segmentation

→

Changing Role of
the ManCo
Why act now?

→

HOW CAN ALPHA
HELP?

HOW TO SHAPE A
SUCCESSFUL DEAL?
What does a ‘Golden Target’
ManCo look like?

How to complete a
successful deal?

Market
Consolidation
Alpha’s M&A
Theses

→
→

Partnerships
Services

→

People

→

Technology

→
→

Deal Planning
Due Diligence

→

Blueprints

→
→

Synergies
Controls

How can deal execution
excellence be delivered?

→
→
→

Deal Success
Factors
Alpha M&A
Alpha
Luxembourg

3

MEET THE AUTHORS
Alpha UK and Luxembourg offices

Rob Owen

rob.owen@alphafmc.com

Associate Director, Alpha FMC - London
Rob works exclusively on transaction related projects, specializing in identifying
value creation opportunities. He often works on transactions which will result in a
significant change to the ongoing business, either as a result of an integration and
delivery of operational synergies or as part of a divestiture and carve out. Rob has
worked in London and Hong Kong and advised on over 50 transactions.

Caoimhe Munif

caoimhe.munif@alphafmc.com

Senior Manager, Alpha FMC - London
Caoimhe is an experienced management consultant with a background in Project
and Programme Management and a specialism in Third Party outsourcing
arrangements, from administration to fund governance and structuring. Her main
focus is finding the optimal Operating Model for Asset Managers and Asset Owners
alike securing operational and cost efficiencies. Caoimhe has worked with a number
of institutions in the Asset Management industry reviewing and assessing their
broad service arrangements with both a short and long term lens and ultimately
supporting complex implementation programmes.

Pierre Bauwens

pierre.bauwens@alphafmc.com

Associate Director, Alpha FMC - Luxembourg
Pierre has 20 years of experience in the Financial Services Industry. Prior to joining
Alpha, Pierre worked for Deloitte Consulting. He started his career in the Investment
Management industry. His main focuses include the definition of target operating
models, the selection of TPAs and the integration of Middle & Back Office activities
for Fund Managers. Pierre has lead multiple successful IT and business
transformation programs. In addition to his role at Alpha, Pierre is co-leading a
working group at the Association of the Luxembourg Fund Industry (ALFI) focused
on the digitalization of the Asset Management value chain.

Charlie White

charlie.white@alphafmc.com

Consultant, Alpha FMC - London
Charlie is a Consultant at Alpha with a broad range of experience. He has worked
on a variety of transformational change initiatives in the financial services industry,
including post-deal integration planning and operating model design. Charlie has
worked on multiple successful strategic projects in the Asset and Wealth
Management industry, and is passionate about data-driven consulting.

4

INTRODUCTION

INTRODUCTION

LOCATIONS

OBJECTIVES

INDUSTRY

OUTCOMES

TARGETS

DEAL STRATEGY

ALPHA

1. Introducing Fund Management Companies
Reading the recipe for success
The pressure is rising for the investment industry. Significant
challenges are just over the horizon, from Brexit to margin pressures.
It’s now more important than ever to balance flexibility and scrutiny in
the design, distribution, and administration of investments.

What does a Fund Management
Company (ManCo) do?
The “promoter" of a fund is usually an asset
manager, new investment boutique or group of
experienced professionals. Alternatively from
investing in a single security, a fund promoter
will pool investors’ money and allocate it
across share classes.

As evidenced by the FCA’s recently launched investigation into
ACDs(1), Fund Management Companies (ManCos) are playing an
increasingly important role. A ManCo can simplify and structure
activities on behalf of asset managers. They act as a single point of
contact to run and distribute investment funds, while overseeing
compliance and third parties. This allows asset managers to focus on
what they do best. Constructing and managing investment portfolios.

Usually this involves an umbrella fund holding
several sub-funds. Each sub-fund has their
own investment objectives which define how
investments are allocated across different
asset classes.

The ManCo is a key actor in the investment lifecycle;
→ Oversees ongoing management of the fund
→ Central administration (either provided directly or through a third
party administrator under supervision)

The development stages of an umbrella find
include design, structuring, regulatory approval
and distribution. These stages are overseen by
the Management Company (ManCo) (1). It can
also distribute these investment products
through Europe, but must be compliant under
UCITs or AIFs (Alternative Investment Funds)
rules to do so.

→ Ensures compliance and monitors regulatory needs
→ Maintains accurate pricing of fund shares at Net Asset Value
(NAV)
→ Creates a framework to manage operational and financial risk of
the fund

→ Supports execution of trades, fund marketing and distribution
→ Completes regulatory, financial and performance reporting

ManCos also help fund promoters by taking
charge of day-to-day operations and
monitoring of the fund. The fund promoter will
contractually agree their investment objectives
with the ManCo. If a ManCo is part of a parent
company, they can also set-up these subfunds internally within the group business.

This industry is built for size. ManCos must scale their business
operations to support a growing range of funds, markets and
services. Alpha believe that acquisition activity, both horizontally
and vertically across the industry, can allow ManCos to expand
their presence in the investment value chain. This means being
more involved throughout the fund lifecycle with a ‘one-stop-shop’
proposition. As a result, they can increase revenue and can
reduce costs through scale.

Fund

Fund Management Company

Created by the promoter, appoints a ManCo to manage and monitor key activities

Represents the fund and oversees
service providers

Depositary Bank
Safekeeping of fund assets and control over issue and redemption of shares

Operate

Oversight

Collective
Portfolio Mgt.

Board of
Directors

Distribution &
Marketing

Central
Administration

Operational &
Legal Fund
Lifecycle

Risk Mgt. &
Compliance

Service Providers
Complete key activities through the fund lifecycle

Investment
Manager

Distributor

Manage the
investment
portfolio,
maintain asset
allocation and
execute trades

Distribute shares
of the fund to the
market in-line
with authorization
with each
jurisdiction

Fund
Administrator

Transfer
Agent

Net Asset
Value (NAV)
calculation,
fund accounting
and reporting

Keep an
updated register
of shareholders
of fund issues
and redemptions

Legal Advisory
Ensures drafting of legal documentation

Delegate & Monitor

ManCo is licensed for these services and will configure the extent these are
delegated to external service providers

Control

If a ManCo is owned by a parent Asset Management company, these activities are often performed by the parent group
(1)The

UK equivalent of an ManCo is an ‘Authorized Corporate Director’ (ACD)
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2. Growing pains
How has the market grown?
The size of the market
Between Q1 2014 and Q1 2019, the EU ManCo market has
grown by over 160%, reaching €16 trillion in Assets under
Management.
This growth has centred around specific regions, with
significant consolidation of AUM in countries such as
Luxembourg and Ireland. These ‘hubs’ adapted quickly to EU
directives, allowing them to increase their combined market
share from 40% to 48% between Q1 2014 and Q1 2019.

Top European countries by number of ManCos(1)
Large markets continue to have a high number of
ManCos. But hidden beneath this trend is growing
uncertainty, from the consequences of Brexit to
increasingly slender margins. Asset Managers inside the
UK and Europe are considering moving their operations to
other established markets, or outsourcing to a third party
ManCo.
Major EU directives such as UCITs and AIFMD place
rules on different types of investment funds. But a fund
promoter may have no presence in Europe. ‘Super
ManCos’ hold a ‘passport’ to market both UCITs and
AIFMD funds throughout the EU on behalf of fund
promoters. Luxembourg was one of the first movers to act
on these directives, and Ireland quickly followed suit. Over
the years, ManCos in these regions have expanded their
service offering across the middle and back office. They
have cemented their position as European hubs for
distributing funds.

A fast-paced reshuffle across the ManCo industry has centred
around Luxembourg and Ireland because:
Benefits of locating in Luxembourg :
→ A well developed, mature ManCo market which consistently
outperforms the EU average
→ A wide range of product and service offerings
→ A politically stable economy with a large pool of talent
Benefits of locating in Ireland :
→ Shared business culture and geographical proximity to the UK
→ Similar legal structure to the UK which can reduce risk and
improve speed to market / cost of doing business
→ Central Bank of Ireland has streamlined the authorisation,
governance and supervision of AIFMs and UCITS ManCos

80 Super ManCos
162 UCITs ManCos
705 Licensed AIFMs

27 Super ManCos
42 UCITs ManCos
131 Licensed AIFMs

54 Super ManCos
99 UCITs ManCos
106 Licensed AIFMs

156 Super ManCos
284 UCITs ManCos
434 Licensed AIFMs

(1)Source:

PWC (2019), PWC Observatory for
Management Companies – 2019 Barometer
Available at: https://www.pwc.lu/en/assetmanagement/docs/pwc-observatorymanagement-companies-barometer.pdf

102 Super ManCos
113 UCITs ManCos
257 Licensed AIFMs

132 Super ManCos
206 UCITs ManCos
242 Licensed AIFMs
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3. Strategic shifts
How are the strategic objectives of ManCos changing?
For ManCos looking to cement their position through consolidation, time is of the essence. Acquisitions offer the speed
necessary to deliver on key strategic objectives, but deal experience and expertise is paramount. This is particularly true during
the middle stages of industry consolidation.
The most successful ManCos will capture a strategic position early, grow quickly and make well thought-through decisions based
on a clear understanding of how to move along the consolidation curve. Slow movers will miss the boat, either becoming
acquisition targets themselves or simply disappearing. There is no time for hesitation, ManCos must act now.

Strategic priorities for successful ManCos
To play in the league of market-leading ‘Super ManCos’, a number of key objectives and outcomes should be
considered for a forward-thinking ManCo to move up the maturity curve:

•

•

Single region coverage
with one regulation
structure

•

Single operating model

•

Legacy technology
with limited scalability

Market presence
Service offering
Data & technology
Client solutions

•

Some multi-region
coverage

•

Variations on the same
operating model

•

Won’t offer full suite of
products & services
across all covered
markets

•

•

Super ManCo which
caters to various fund
structures and
regulatory regimes
Established market
player with coverage
across Europe
Can support limited
number of operating
models

•

Key Player in the
European ManCo
Market

•

Offers a full ‘One Stop
Solution’ to clients

•

Full regional and fund
offering

•

Scalable and flexible
platform and
technology

•

Highly adaptable to
meet changing
demands from clients
and the regulator

•

Supports multiple
operating
configurations

Pursue aggressive growth through strategic acquisitions and internal
growth, targeting €100 billion in AUM within 5 years

Become a ‘One Stop Solution’ for Clients by providing a full product and
service offering to Clients
Provide market-leading ‘best of breed’ platforms to facilitate a scalable and
flexible data and IT architecture

Make the most of access to increased data, service providers and third
parties to provide new and unique client insights and advisory services
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4. The journey ahead
How could deal activity affect the industry?
The European ManCo market is expanding rapidly. But uncertainty is spreading through the investment industry, such as that
caused by Brexit. UK Asset Managers are looking to either domicile funds or outsource business to Luxembourg and Ireland to
retain access the EU investment market. Equally, ManCos in Luxembourg and Ireland are looking at their options in the UK.
Because of this, huge opportunities will open for ManCos to quickly grow their operations in order to meet new demand. Client
requests for simpler solutions which work across multiple regulatory jurisdictions, coupled with growing pressure on profit
margins and from the regulator, will galvanize consolidation across the market.
These are also unprecedented times for the economy due to the spread of COVID-19. But it’s not all bad news. A sudden
downturn may allow businesses to make acquisitions at relatively low valuations, along with more flexibility in sell-side
expectations. Further opportunities may arise for acquisitions at relative discounts to ‘normal’ market prices. And, while sellers
typically might not want to “sell at the bottom”, uncertainty among boutique managers may lead to a “flight to safety” of their
own. The result? Founders are motivated to accept a reduced purchase price.
Speed is of the essence. There is room for only a limited number of ‘Super’ ManCos. The flurry of recent M&A activity is
expected to increase. Those who move early can establish a comprehensive proposition to clients. These ManCos will flourish
as they generate further demand by growing in size, while smaller firms are acquired or pushed out of the market entirely.

How deal activity could impact consolidation in the ManCo iIndustry
Alpha believe the ManCo industry is moving to a scene of fewer, larger firms. As this unfolds, those who succeed will seize the
opportunity to position themselves in a consolidated industry. This means taking the initiative through deal activity.

COMBINING
MANCOs THROUGH
DEAL ACTIVITY
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5. Size of the prize
Cost of not acting now:

Why is it important to act before the industry changes?
Strategic positioning in a consolidated industry

Alpha believes that industry leaders will offer an extensive suite of value-add offerings to asset managers, regulators and
service providers. The weight of their influence in the investment value chain will increase, benefitting investors in the fund.

The operating model of the
ManCo is evolving. Market
leading ‘Super ManCos’
offer a full ‘One Stop
Solution’ to their clients.

Why is size
Why Consolidate?

important?

→ Because of Brexit, UK-based Asset Managers are
considering how they should retain access to the EU
market. And more uncertainty is expected over the next
few years. Asset Managers will want to focus on managing
their investment portfolios. How? The flexibility of
outsourcing substantial operational activities to large third
party ManCos could prove to be a popular option.

→ ‘Substance’ requirements imposed by the regulator are
increasingly strenuous. This translates to ManCos needing
more people, with greater depth and breadth of skills.
Because of these requirements, size is essential to
operate sustainably in Luxembourg and Ireland.
→ Profit margins are already tight. It’s more important than
ever to reduce operating costs. Increasing scale
naturally leads to doing so, especially when ad-hoc
manual processes are reduced.

What is the cost of not acting now?
→ For a private equity firm, the choice of targets with
significant potential for market share growth will reduce as
the industry consolidates. Timing is essential. ‘Golden
Targets’ should grab their attention, if they know what to
look for.
→ For established ManCos, and Asset Managers with a
ManCo division, doing nothing could prove very costly.
Those in the fast-lane will accelerate their growth through
deal activity. They will leapfrog those who hesitate.
→ Regulations across different regions are more demanding
than ever. Asset Managers are opting to rely on ‘Super
ManCos’ to hold the appropriate licenses to distribute
funds internationally. This means a full suite of solutions
is necessary for ManCos to accommodate for multiple
jurisdictions. Client expectations are changing. ManCos
must increase their capabilities in order to remain relevant.
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HOW TO SHAPE A
SUCCESSFUL DEAL?

“

Promising ‘Golden Target’ ManCos
are stepping away from relying
solely on their traditional business
model of operational excellence.
They are positioning themselves
as strategic advisors through
partnerships with clients and the
regulator
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6. Introducing the ‘Golden Target’
How do Golden Targets act as a strategic partner?
When first approaching a deal, it is essential to scan for ‘Golden
Targets’. By this we mean those ManCos whose growth can be
turbo-charged, by adding fuel to an already scalable business
model. Buyers who can pinpoint and act upon the ‘Golden
Targets’ will accrue significant profit across deals.

Look out for ManCos with promising characteristics;
→ Combine services to create a unique value proposition
→ Invest in the right technology and skills to remain future-proof
→ Service clients in a scalable way to support further growth

“

Buyers must take the time to fully
evaluate what they are looking for in a
‘Golden Target’ ManCo

A partner for product innovation
Traditionally, ManCos have been responsible for executing the
instructions set by the fund promoter at key stages in the fund
lifecycle. These instructions include structuring a new fund,
completing fund documentation and day-to-day maintenance. But
winning ManCos are stepping into a more prominent role. They
help fund promoters re-write the instruction manual, before
delivering on the designs.
Picture a ManCo heavily involved earlier and throughout the fund
lifecycle, helping to dynamically shape, iterate and re-engineer the
fund structure as performance and risk change. This involves
special events management, such as bespoke fund migrations
and liquidations. It also requires complex fund structure design,
particularly for alternatives.
So what? Well, these leading ManCos are increasingly integral to
how fund promoters generate value for investors. For instance,
one acquisition of a UK-based ACD in 2019 expanded the buyer’s
range of European products and solutions. They now assist Asset
Managers operating UK-regulated investment funds and provide
tailored solutions to Brexit concerns.
Strategic advisors must accommodate for complex investment
products. They should support global distribution, bespoke fund
structures, tailored performance fee methods, and multi-currency
share classes. In order to excel, ManCos must offer fund
promoters with unprecedented flexibility in their investment
portfolios. If they do, the ManCo will benefit from more lucrative
strategic partnerships.

A ‘to-do’ list for transformation
Once bought, a golden target ManCo’s growth can be
boosted by addressing some strategic blind-spots;
→ Simplify the investment lifecycle with visual
analytics and using data more effectively
→ Automate consistent processes, such as AML or
KYC, to focus time on high value activities
→ Improve communication across internal functions
and with external service providers
→ Explore new technologies and new revenue
sources
→ Manage workflow through the fund lifecycle,
flagging ‘exceptions’ which require attention

→ Help clients better understand complex topics in
fund administration and fund structuring, to
demonstrate the value of more sophisticated
services

An advisor on strategic risk
Rigor in how risk is managed through the investment process
is critical. Why? Investors will feel more comfortable to
increase their financial commitments. Because of this, fund
promoters seek assurance from ManCos.
But ‘ticking-the-boxes’ with the regulator is simply ‘table
stakes’. Fund promoters expect stringent independent
oversight of their operations, investment performance, capital
and third parties. It’s a key rationale for acquisition, and has
allowed ManCos to increase their expertise across European
markets to better service their clients.
Size is self-reinforcing when pursuing growth with a riskaverse client base. One previous ManCo acquisition changed
the Luxembourg-based business from privately held to being
part of a more transparent and larger listed company. And
voilà. Client trust in their services increased. ManCos with a
high number of clients, broad range of skillsets and a
transparent operating model appear most reliable.
Scalable ManCos are also turning to new technologies to
help. Process automation in pre- and post-trade compliance
provides an efficient and consistent risk-reduction
environment. Interactive risk analytics and digital dashboards
are the cherry-on-top. These tools use data to govern the
transaction lifecycle across multiple funds, entities and
countries. They underpin the strategic service of risk
management.
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7. The playing field of Golden Targets
How do Golden Targets create a ‘One-Stop-Shop’ value proposition?

“

Those who match their strengths with what
their clients value most, by how they package
together their services, will benefit from the
most scalable and sustained growth

A ‘modular’ suite of services offered to
different types of clients

A ‘One-Stop-Shop’ for fund promoters
Fund management is complex. ManCos help by working on
behalf of fund promoters to implement their investment
strategies, and distribute the funds to investors in different
regions. By doing so, they act as a single point of contact
for activities across fund administrators, transfer agencies
custodians, auditors and regulators.
Golden Targets make deliberate choices to prioritize those
activities which add the most value for their clients.
Strategic decisions must be made on what to do in-house
versus outsourced. How a ManCo chooses to configure
these activities across their core fund platform, reporting
and administrative services will define their ‘one-stopshop’ value proposition.
It’s made possible through technology. For instance, one
ManCo has combined automated trade settlement and a
bespoke client portal. They have achieved a 30% reduction
in audit time, along with a 35% reduction in time-torevenue. This demonstrates the potential for synergies by
combining technologies to save costs across deals.

Putting client needs first
It is important to allocate resources efficiently, but also
consistently meet client needs. Successful ManCos group
clients into tiers. These tiers define the level of service
received. This framework supports a ‘modular’ suite of
‘plug-and-play’ services for different types of clients.
But this gets too complex if bespoke client requests are
poorly managed. Golden targets softly guide client
expectations away from always delivering bespoke fund
designs and complex alternatives products. Otherwise,
profitable growth is held back by spending too much on
coordinating service providers or managing lots of data.
Promoting standard solutions with central oversight is key.
Commercializing this model adds the final polish. An
outdated approach is to charge a % of the AUM a fund
promoter holds on the ManCo’s fund platform. This risks
conflicts of interest, so flat fees are increasingly common.
But it takes two to tango. ManCos must also adjust their
fees based on how complex the investment strategy,
portfolio turnover and data quality of the fund promoter is.
Allowing sensible changes to pre-packaged services allows
ManCos to bring together growth and profitability.

Golden targets are guided by putting their customers first when
deciding on which activities to prioritize. They offer different
ManCo services to different clients, forming a ‘pick-and-mix’
choice amongst pre-packaged solutions.
This business model is increasingly common. ‘Turnkey’ solutions
range from a ‘lite’ service to full administration, or splitting the
proposition as either a hosted or delegated service.
Bundling capabilities around client needs enables these ManCos
to combine their strengths in a ‘modular’ way to more
efficiently service different clients.
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8. Golden Targets put people first
How can investment in skills and culture bolster profitable growth?
A Golden Target’s talent profile
Alpha believes that buyers should plan to balance
the breadth and depth of the resource profile
across their future-state ManCo business.
Want to unlock real synergies? Buyers must
identify the important skill gaps or duplications
within the combined business.
Our indicative analysis is based on the skills
shown on the LinkedIn profiles of 14 example
ManCos in 2020. The data available represents
the skills held by staff employed at these ManCos.
It can be broadly grouped into 5 categories and
25 example skills.
Notice that there are a broad range of skills,
along with significant depth in business-critical
domains such as investment management, risk &
compliance and technical fund design.
Business Strategy & Sales

General Finance

Investment Mgt. & Risk

Technical Investment Expertise

General Professional Skills

Addressing the Scarcity of Skills
People are a key priority. To unlock new opportunities for
growth, ManCos must increase their breadth and depth of
operational, technical and consultative expertise. But the race
to recruit is well underway. Luxembourg acts as a financial hub
of cross-border expertise and multilingual talent. As the market
consolidates through acquisition activity, larger ManCos could
exhibit a ‘gravitational effect’ on a limited pool of talent,
attracting staff away from smaller firms.
With breadth in expertise, ManCos fulfil a wider range client
requests across jurisdictions. One Super ManCo appointed a
new head of risk for their Dublin office in April 2019. Their
product control expertise increased and they met the
regulator’s designated person requirements for UCITs funds.
Another ManCo made significant senior hires in 2017. Their
aim? To drive international growth through multijurisdictional
funds. Hiring deep technical expertise opens the door to new
routes for growth via innovative structures for UCIT and AIF
financial products.
A word of caution here for buyers looking to targets within a
wider group company. How heavily the ManCo relies on
resource from the parent can make or break a ‘carve-out’ deal.
Investing in the future, by helping staff to be as independently
effective as possible, directly influences deal success.
Yet 52% of respondents from Alpha’s data operating
models survey felt budget constraints prevented hiring the
right digital talent. From new digital roles to setting up internal
shared services for those with specialist technical expertise,
buyers can enable their most valuable acquired resource to
drive profitable growth post-completion.

Staff work most effectively with a shared mindset built upon
well recognized values. The workforce of Golden Targets
demonstrate clear accountability for managing business risks
and delivering value to clients. They reassure clients and the
regulator with a business culture which underpin their risk
management prowess. Values of advocating partnership,
transparency, commitment, diligence and reliability are shared.
These guide behavior and reduce re-work or duplication.

“

Buyers must juggle the retention of skills,
protection of cultural values, building buy-in and
establishing scale

52% of respondents from Alpha’s 2019 digital survey felt
that digital adoption is led by the company’s culture, rather than
it’s technology systems. Consistent employee retention is a
good indicator. One ManCo made their 400+ staff stakeholders
in the business. They collectively invest in it’s success.
Together, technology and culture offer dual-synergies by
enhancing client service while cutting operational costs.
It’s a slow journey to nurture the right company culture. But
well-managed acquisitions can help. A ManCo acquisition in
2014 driven by private-equity was encouraged by the target’s
culture centered around client service, technical skills and
financial expertise. The most attractive targets have a unique
yet malleable identity, which fits with the strategic priorities of
the wider combined business.
16

“

To win, ManCos must target
investment across their data
operating model, including frontoffice (reporting), middle-office
(data management), operations
and risk (RPA and AI)
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9. Golden Targets use data as a strategic asset
How can business problems be solved by changing how data is used?
ManCos work with numerous service providers, exposing them
to large amounts of data. Golden Targets take advantage of this.
They are ahead of the game because they source, store,
manage and surface this data to meet their business goals.
But this is far from easy. Distilling increasingly larger volumes of
progressively varied data into actionable insights for clients is an
intricate activity. It requires the right investment and expertise.
Golden Targets combine their systems, processes, glossaries
and policies to manage data efficiently. They are adept at
applying a standard model to simplify how data is managed.
Golden Targets understand how to source, manipulate and
transform data in an uncomplicated way. They thrive when
tasked with presenting data back to fund promoters, investors
and the regulator at multiple ‘levels’ of analysis.
But as ManCos seek new sources of revenue through complex
alternatives funds, managing data can quickly become
complicated. Golden Targets use technology which integrates
with the systems their business partners use. Their staff are
fluent at talking of how to solve business problems with data.
The right forums and documents are in place to communicate
this clearly and transparently. Their business is future-proofed to
cope with a wider range of asset classes and client needs.
.

A point to remember. When Golden Targets combine how they
manage their data with their management of third-party service
providers, this truly sets them apart. These ManCos offer digital
dashboards supported by third-parties to automate parts of the
service. Likewise, ManCos holding partnerships with local
technology firms in Dublin and Luxembourg can aggregate fund
data, streamline regulatory reporting, monitor operational
compliance and run risk attribution analytics.
The answer is beautifully simple. It requires looking at the each
stage of the fund lifecycle through a data lens. But implementing
this is far more complicated. Golden Targets work hard to sit at
the forefront. They position themselves to provide insightful
visual analytics to fund promoters and the regulator.
For instance, one UK ManCo uses multiple partnerships to
underpin their fund accounting and financial reporting. Another
depends upon a combination of ‘software-as-a-service’ cloud
platforms and strategic partnerships to provide market-leading
transfer agency services. Their clients are increasingly reliant on
them as an objective source of insight. Data is deepening
these strategic relationships and opening up new sources of
revenue.

How can these strategic decisions be made? Look at
business problems and recognise how to address them
with the data shared between business partners.
Areas to explore include;
→ Cloud-based technologies, to move data out of
clients’ legacy systems and onto a single platform
covering different geographies and fund types
→ Cut out manual processes, to better fulfil regulatory
requirements and complete investment activities

18

“

A guiding vision for the acquisition
provides consistency across a
runway of related deals. A clear
end goal for what the overall
business could look like is needed,
such as a ‘platform’ company
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10. Completing the deal journey The Deal Journey
Building a plan to create value
Planning for post-deal
The ManCo industry presents real potential for deal activity.
Opportunities exist for incumbents to grow as they look to
cement their position in the industry. Asset managers could
focus on their core competency and divest an ancillary ManCo
function. There is a significant opportunity for private equity
firms to bring together a number of ManCos, including those
being carved out from asset managers, and create a scale
business. What is the overarching priority? To establish a more
scalable business which grows and manages cost more
effectively than the individual acquired firms.

How can a buyer make this happen?

One acquisition strategy is to build a ‘platform’ of related
services. The core ManCo proposition is oversight,
administration and compliance, to support promoters with
launching funds. But buyers should look to open the door to new
use cases, by combining the products, markets and clients
between the acquired firms. This means supporting product
innovation and acting as a strategic advisor. It requires bringing
together firms involved in the fund lifecycle onto their platform.

A clear blueprint should outline the deal strategy. This guides
where to improve across the combined processes, fund ranges,
distribution methods and technologies. Equally, avoiding targets
with red flags is important. Warning signs include poorly
integrated previous acquisitions, complicated IT systems, and
uncoordinated sales strategies.

By growing a connected network of platform members, the buyer
benefits by monetizing interactions. They must offer the
infrastructure to facilitate and oversee exchanges between those
in the fund lifecycle. This allows a ManCo platform to collect the
data they need to enrich the services they can provide. The
result? More extensive services at a premium price, from fund
construction to administration and reporting.

Size is essential. Buyers should look to identify a well-positioned
ManCo, and consider completing sequential acquisitions to
establish a platform of services. By bringing together related
technical, operational, marketing and distribution activities, costs
can be reduced and demand from clients will increase. This
requires a clear understanding of what needs to change over
multiple years across the ManCo, it’s operations and it’s strategy.
It also means recognizing when the right time is to re-assess.

Straying too far from the core business model will limit the
potential synergies of combining assets. Value creation involves
managing people better and delivering a higher-quality service to
clients at a lower cost. Growing a platform by acquisitions needs
to retain what a ManCo does best. But this must also ‘add-on’
ManCo targets with similar clients, products and service to
enrich the business’s overall value proposition in the market.

Building a ManCo platform
Alpha believe some key success factors for ManCo acquisitions include;
→ Identifying financial cues which guide where to focus for synergies
→ Improving how the combined business is managed and operated

→ Addressing the strategic blind-spots
→ Creating value through synergies
→ Protecting value through due diligence and integration

ManCo ‘Platform’ deal strategy:
Combine multiple ManCo businesses into
a single service ‘infrastructure’. Enrich the
interactions between those involved in the
fund development lifecycle.
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11. Completing the deal journey
What are the financial questions to ask?
What does success look like? A management team is in place, there is clear product-market fit, and demand is growing for the
ManCo’s services. But before this can happen, the acquirer must consider the purchase price and integration costs of the deal.
This means establishing reasonable assumptions to estimate the financials.
Diligently investing in new sources of revenue and creating a lean organisation must be done in collaboration with staff to retain
company culture. The result? Within 5 years of a buyer should begin to expect significant uplift in financial value.

Reading the story behind the numbers
It goes without saying that detailed due diligence is essential to
successfully complete any deal. Alpha have reviewed two ManCos with
a focus on revenue, operating costs, Profit Before Tax (PBT and
performance trends. Our aim is to demonstrate that the buyer must
become comfortable that bringing together two or more ManCos will
result in a scale business with an acceptable margin.
The target ManCo’s Profit Before Tax (PBT) is important, but to tell the
full story it should be compared to their revenue. Although margins are
generally low in the industry, PBT growth should remain broadly
consistent with revenue growth. This indicates an operating model which
can grow without a disproportionate up-lift in cost.
Keep in mind that ManCos added to a private equity portfolio could feel
the pressure to perform well beyond their pre-deal financial
characteristics. By addressing their challenges across managing
investment, reporting and administration activities, a buyer can either
turn around financial difficulties or amplify high-performance.
Investigating the drivers behind previous PBT improvements can help to
identify these opportunities.

Example ManCo 1

Example ManCo 2

Data sourced from annual reports via Companies House from www.gov.uk

As the business grows, increases in costs should be expected. Perhaps
as the ManCo steps into new regions, or services new clients, it may be
necessary to invest in the expertise to support multiple different fund
structures. Equally, a ManCo may take on more complicated activities to
broaden it’s range of services which demand a higher margin. But an
inquisitive buyer should not only ask themselves whether this target
business is growing at an attractive rate relative to the industry
benchmark. Are they doing so in a profitable way?

Drill into the reasons for significant increases in PBT, and seek to
understand how Management has made the business more efficient.
Warning signs arise when the ManCo struggles to cope with their revenue
growth as the volume of information and client requests increase. Overreliance on legacy systems and manual processes is costly, cutting into
the profit margin. Don’t forget these also represent opportunities to turn
the business around, up-lift it’s profit and translate this into an increased
sale price of the acquired business.

Example ManCo 1

Example ManCo 2

Data sourced from annual reports via Companies House from www.gov.uk

In cases where net current assets don’t grow in-line with revenue, further
investigative questioning is needed. A target ManCo may need to refocus on the assets which can more effectively grow their revenue. For
example, ensuring the right technologies and skills are in place to fulfil the
more complex data analysis requests raised by clients or the regulator. IT
is a common source of opportunity to change the financial story. For
instance, consolidating systems can accelerate the time-to-market with
which a ManCo launches a fund or delivers investment strategy changes
for their Fund Promoters.
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12. Completing the deal journey
What are some examples of how could value creation be increased?
A technology blueprint for success
Create a ‘blueprint’ to guide
decision making. Determine the
needs of the combined businesses
through the acquisition process.

When it comes to boosting the profitability of a deal, digital
delivers. This has been the case on a seven-year cyclical
basis since 2000, so another spike is expected around 20222023*. New technologies and ways of working unlock the usual
routes to growth which private equity firms are familiar with,
such as new markets, geographies, customer segmentation
and staff effectiveness. A diligent check of the target’s digital
capabilities is essential.
Buyers should proceed with a view of the right systems and
frameworks needed to guide their deal activity. Their blueprint
should set out how to consolidate and manage data across
the IT systems of acquired ManCos. What does this look
like? Define a model for the types of data to be managed and
the systems needed to do so.
But organizing the data takes time and it’s difficult. It’s quicker
and cheaper to tactically tidy up data here and there. The longlead data work requires thinking through the ‘master’ data sets
for funds, clients and services. It involves categorizing the types
of data managed across the business and it’s systems. It is this
which creates a solid foundation from which exciting new
technologies and services can be added to drive growth and
cost synergies for the combined business.

The closer a buyer can get to having a standard way of
managing data across the multiple systems of acquired
ManCos, the better. It makes it easier to onboard more clients
with different types of funds. Fortunately, successive
acquisitions will provide the necessary trial and error to define a
data model which covers various ManCo products, services,
geographies and clients. Over the course of multiple deals the
data model can be enhanced. Those who start early can get
ahead of the game.
A clear vision for the systems needed to support a scalable
combined business is important. The ‘best of breed’ strategy is
to combine high-performing systems for each key part of the
business. Alternatively, an ‘Enterprise’ approach would use a
single ‘golden source’ for all data. It would surface data from
this central source to business applications. But this does not
exist for the ManCo industry, yet. A ‘hybrid’ approach may
provide a stepping stone, using just a few key systems
supported by other tools to plug the gaps.
The result? A hub-and-spoke infrastructure which external
parties can easily plug into, coordinated by the ManCo. Strive
to clearly understand the technology acquired after each deal.
Evaluate the target’s rigor in managing data, the quality of their
data in key applications, and the flexibility of their systems to
meet stakeholder needs. As more ManCos are brought onto
the platform along with their clients, a standard data model and
reduced number of systems becomes essential to create
synergies.

(1)Source:

Accenture Strategy (2018), M&A: From Art to Science
Available at: https://www.accenture.com/_acnmedia/pdf-69/accenture-as-tech-led-m-a-from-art-to-science-pov.pdf
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“

Create value through reducing
duplication, prioritizing highperforming investments,
removing costly manual
processes, setting controls to
standardize activities, and
introducing automation
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13. Completing the deal journey
What are some examples of how could value creation be increased?
Investing wisely
Effective acquirers shift spending to initiatives which truly drive
growth, and cut out under-performing initiatives early. Popular
investments seen in Alpha’s 2019 digital survey from 31 of the
top Asset Management firms were across client experience,
automation, data, agile and new technologies, such as AI and RPA.
Spending on the right projects ensures a buyer can allocate
expenditure to high-impact initiatives for the ManCo. This creates
new profitable propositions, or delivers cost-savings through
automation. By doing so, they address key challenges facing
ManCos looking to get ahead in the race for consolidation.

Some key areas to consider include;
→ Client portal / dashboards
→ Document monitoring (issues, KPIs, due diligence, workflows)
→ Integrated solutions to manage fund development events
throughout their life cycle
→ Risk management for both traditional and alternative funds
→ Optimize management of collateral
→ Tools which reduce administrative burden
The buyer must pro-actively sponsor a full x-ray of the target’s
change portfolio. Streamline in-flight and planned projects, and
align them to scalable business goals, to create an action plan for
profitable growth.

Alpha recently looked at several transactions in the asset
management industry. On average, announced synergies
were c.£144m p.a. Typical reductions were;

30%
10%
1.5x

Reduction of the target’s cost base

Reduction of the combined entity
(target and buyer) cost base

One-off integration cost as a
multiple of the announced
operating cost synergies

Keeping it Simple
A target’s assets should be reviewed to distinguish those
which add real value from those which duplicate business
activities. Identify which of the target’s systems are reaching
end of life or are heavily customized. Legacy systems with
‘vanilla’ builds represent the greatest opportunity to deliver
synergies at a reduced integration cost. How? By releasing
capital tied to old systems, eliminating any manual tasks
needed to support them, and reducing hard-coded solutions.

Achieving cost savings
Case study
Further savings can be made by clearly defining how services
should be delivered. Acquisition provides the ideal opportunity to
strip-out the costly, clunky and manual processes. We think this
can be addressed by bringing together multiple ManCos under the
umbrella of a single service model.
There are, of course, quick-wins which should not be forgotten. For
instance, one Malta-domiciled ManCo has standardized all
regulatory fund documentation across their clients. Because of this,
they can quicken the approval process. Equally, reducing the
number of contracts help with third parties can reduce significant
recurring fees. These successes build up to P&L run-rate savings.
Fresh perspective through acquisition can really help ManCos to
service clients in a more scalable way. Be brave. Brake away from
legacy commitments made to previous clients, but recognize the
strategic clients who deserve more costly high-value services. Rewire processes to make sure the investment of effort is aligned
with the value of these activities to clients. This translates into
improvements in the bottom line.

One ManCo has applied RPA to hedge fund
administration. Their robot automates all rulesbased activity. This translates to a reduction in
the ManCo’s TER.
As a result, staff can focus on the exceptions,
and can invest more time in managing client
relationships.

But we’re just scratching the surface here. Full efficiencies
are achieved by automating data flows between systems
and service providers. No longer will the business require
custom-built tools, or need to invest time and resource into
repetitive tasks. Those who are truly leading craft a network
which underpins an efficient and effective operating model.
These networks are available to tap into. Luxembourg is now
growing into a hub of services targeted at solving ManCo
business challenges. These include fintechs, law firms, fund
administrators and independent directors. Accessing this
ecosystem of services can move investment out of
unnecessary processes and technologies. This increases the
efficiency of a buyer’s acquisitions.
24

“

Carefully consider the level of
investment risk which has been
acquired. Be prudent through
the integration process to
protect the combined value of
the business
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14. Completing the deal journey
How to minimise value destruction?
Breaches could break the bank

Controlling integration risks

Don’t forget to protect value through an acquisition. The risk
of a rush for consolidation, to gain or retain market presence,
creates the potential to cut corners. A ManCo may hesitate to
flag questionable decisions in the pursuit of AUM.

Regardless of the embedded level of risk in the target at the
point of acquisition, value can also be protected by managing
the integration process effectively. This requires a detailed
understanding of how to integrate the client base and fund
portfolio of the target into the wider business.

This is particularly important given the accountability
imposed by regulators such as the FCA;

Protecting client relationships through the acquisition process
is key. ManCo clients value long-term trusting relationships,
yet scalability does not come with always saying “yes”. A
highly-sophisticated client base over-weighted to a particular
segment or region could prove particularly complex to service
in a new business model.

→ ACD must ensure funds have sufficient liquidity to meet
redemptions based on the dealing frequency of the fund
→ ACD must accurately value assets, even if a market value
is not available

A careful and diligent review of the target is not only
necessary, it’s potentially deal-breaking. One buyer is facing
€50M in costs after acquiring a ManCo responsible for a fund
which had suspended redemptions to investors. This has
exposed the buyer to an appeal by investors to the
Luxembourg regulator for the return of assets.
How can a buyer be reassured? The pursuit of growth
through acquisition must be tempered with a sensible level of
visibility and control over the risks and potential
conflicts of interest. Some ManCos aim to control this with
AUM-per-client limits. Robust terms in legal contracts can
also limit exposure to liability post-deal.
Although ManCos may delegate activities to service
providers, the ManCo remains ultimately accountable for
the fund structure. The buyer must maintain close
supervision of the competence and expertise of an acquired
target’s supporting partners.

Case study
The worst case scenario is a 'fund blow-up' on the
ManCo platform, causing significant reputational
damage, loss of client trust and regulatory fines.
Although rare, this has occurred before. One
example resulted in a £66M redress fee imposed by
the FCA, due to a defunct unregulated fund for which
the ManCo acted as the operator.
A significant change in the fund's mandate from low
to high risk was not properly communicated to
investors. The FCA concluded that the fund was
significantly higher risk than what had been
communicated to investors in fund literature. This
demonstrates the importance of due diligence in
understanding the structure of the funds business,
and understanding the responsibilities as operator.

Review the acquired fund portfolio and the impact of this on
the current exposure to certain investments. Similarly,
acquiring clients in new regions will require new processes to
distribute the existing fund range in a compliant manner.
Given the combination of two company cultures and risk
profiles could complicate a shared understanding of how the
combined suite of funds should be offered to clients, control
must be maintained on the overall level of risk to sustain
further growth.

Pressure from the regulator around illiquid assets, liquidity
management and fair valuation practices is growing. As a
result, it is necessary to have the right governance in place to
monitor an integrated set of products and services between
acquirer and target. Retaining the necessary knowledge to
continue servicing increasingly complex alternative funds is
also key.
Finally, the pursuit of differentiation through complex funds is
moving the goalposts for ‘substance requirements’. These
dictate that the regulator must be satisfied that ManCos have
sufficient staff and expertise to carry out ManCo activity for
UCITs or AIFs. Staffing requirements are growing for those
ManCos conducting individual portfolio management
activities on a client-by-client basis. Maintain control over the
integration cost from the skills, expertise and governance to
sustain the risk management burden.

Case study
Not all ManCos are successful. One previous
example struggled with claims of business
misconduct. Employees had lost trust with the
management team, and there were resignations in
the senior leadership team. This left the ManCo in
breach of substance regulations.
With increasingly strict regulatory requirements on
ManCos, there are fine margins to navigate if
things go wrong post-deal, but big rewards for
those who manage the process well.
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HOW CAN ALPHA HELP?
Delivering deal execution excellence

A lack of focus on
what’s not there
Whilst due diligence focuses
on the quality of what's there
it can miss what’s not. We
look at how to create value
from the target looking at
new products, geographies
and technology

Multiple
workstreams

Platform & technology
integrations

Start by outlining how
individual workstreams
interlink and how they
contribute to the success
of the overall programme

Migrating platforms or
integrating new software can
cause major complications if not
correctly managed. Start by
agreeing a defined scope and
the underlying objectives

Solution diligence
We deliver solutions
diligence, taking relevant
items from each pre-deal
diligence and creating a
bespoke diligence
package for your situation.
Alpha brings insight of
your target and third party
IT systems from over
2,000 projects in the asset
and wealth management
industries

Teams & cultures
Don’t underestimate the importance of a
comprehensive internal communication
strategy and it’s execution

Drive accountability
Identify and agree the key decision makers
within the organisation who will lead the
integration so that the correct decisions are
made from the start
CONSIDERATION
PITFALL

Alpha UK M&A
Whatever your reason for M&A activity, our entire team focuses on one industry helping clients
diversify their product range, enter new geographies and obtain scale. We can support throughout
the transaction, including vendor assistance, buy-side pre-deal diligence, taking control, post-deal
integration and establishing strategies, to maximise value from the transaction.

Alpha Luxembourg
Alpha Luxembourg has developed a strong consulting expertise in all segments of
the asset management value chain. Our Luxembourg office has a unique position
in the market by advising asset managers, wealth managers, management
companies and central administrations.

