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A
lternative ’40 Act funds or, as they are 
also known, alternative mutual funds or 
liquid alternatives, are growing increas-
ingly popular as asset managers strive to 
meet increasing demands from investors. 
While they offer increased diversifica-

tion, alternative ’40 Act funds can present operational 
and infrastructure-related issues for traditional hedge 
fund managers looking to get into this space. Aaron 
Steinberg, a director at Pershing LLC, speaks to HFM-
Week about the importance of education for investors 
and managers, as well as Pershing’s solutions.

HFMWEEK (HFM): WHAT ARE THE MAIN DRIVERS BEHIND 
THE GROWTH OF ALTERNATIVE ‘40 ACT FUNDS?

AARON STEINBERG (AS): There are many factors driv-
ing the convergence of traditional funds and hedge 
funds. Traditional asset managers and mutual fund 
companies have been looking to launch alternative 
products to meet increased investor demand for these 
types of strategies. Hedge fund managers have shown 
increased interest in these products as a way to help 
diversify their investor base and raise assets by creating 
or sub-advising on public funds. This allows for wider 
distribution and additional revenue streams.

HFM: WHAT ARE SOME OF THE ADVANTAGES AND DISAD-
VANTAGES OF THE ‘40 ACT STRUCTURE?

AS: For hedge funds, the main advantage is that these 
structures allow managers to diversify their invest-
ment base and increase assets under management. For 
mutual fund companies, they can offer products that 

can help their clients hedge their market exposure and 
generate alpha. Additionally, these products give retail 
investors access to marquee managers and a wider 
variety of strategies.

Alternative ’40 Act funds can present challenges, 
especially for firms new to this space. As hedge fund 
managers transition to traditional products, there are 
regulatory, legal and operational issues to consider, 
including leverage constraints and the requirement to 
use a custodian to hold unencumbered assets. Persh-
ing Prime Services offers a consultative approach to 
both hedge fund and mutual fund managers looking 
to launch these products. We created a technology 
– PrimeConnect40™ – that automates the process 
of moving assets between a custodian and a prime 
broker, which reduces the operational burden for 
firms who have these structures. Additionally, Persh-
ing has pre-negotiated agreements to help expedite 
the establishment of tri-party relationships. We also 
have a dedicated client service team that has in-depth 
knowledge of supporting these structures. Through 
Pershing’s no-transaction fee, mutual fund platform, 
FundVest®, we can assist with investor access. Through 
the broader BNY Mellon franchise, we can assist with 
custody, administration and other required service 
needs.

HFM: THE FINANCIAL INDUSTRY REGULATORY AUTHOR-
ITY (FINRA) HAS RECENTLY WARNED INVESTORS OF THE 
RISKS ASSOCIATED WITH ALTERNATIVE MUTUAL FUNDS. 
SHOULD ALTERNATIVE ’40 ACT FUNDS BE RESTRICTED TO 
SOPHISTICATED INVESTORS? WHAT SHOULD INVESTORS 
CONSIDER WHEN ALLOCATING TO A ’40 ACT FUND?
 
AS: There are many factors or criteria investors should 
consider before investing in alternative ’40 Act funds. 
As with any investment, investors should be educated 
on the structures and aware of the risks involved. 
Investors also need to review prospectuses to deter-
mine whether the structures fit into their investment 
objectives and portfolio. Alternative strategies can help 
diversify risk and enhance portfolio diversification, as 
well as provide institutional investors with a balanced 
portfolio. 

HFM: WHAT DO HEDGE FUND MANAGERS AND TRADI-
TIONAL MANAGERS NEED TO CONSIDER BEFORE LAUNCH-
ING ALTERNATIVE MUTUAL PRODUCTS? 

HEDGE FUND MANAGERS HAVE SHOWN 
INCREASED INTEREST IN ALTERNATIVE ‘40 ACT 
FUNDS AS A WAY TO HELP DIVERSIFY THEIR 
INVESTOR BASE AND RAISE ASSETS BY CREATING 
OR SUB-ADVISING ON PUBLIC FUNDS

” 

AS HEDGE FUND MANAGERS 
TRANSITION TO TRADITIONAL 
PRODUCTS, THERE ARE 
REGULATORY, LEGAL AND 
OPERATIONAL ISSUES TO CONSIDER

” 

FOCUS ON
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S P O N S O R E D  F E AT U R E

FOR HEDGE FUNDS, WE PROVIDE CONSULTATIVE 
GUIDANCE ON THE ASPECTS OF CREATING AN 
ALTERNATIVE ’40 ACT FUND, INCLUDING REGULATORY 
AND OPERATIONAL CONSIDERATIONS. 

” 

AS: Asset managers need to take into consideration 
the legal and operational burdens around alterna-
tive mutual funds as well as distribution challenges. 
Traditional hedge fund managers need to be aware 
that there are a lot more operational, reporting and 
accounting considerations when dealing with a ’40 Act 
fund structure. Distributing a ’40 Act fund to the retail 
masses requires a fair amount of people, knowledge 
and infrastructure. That’s why platforms such as 
Pershing’s FundVest® are important even to traditional 
hedge fund managers who may already have the right 
infrastructure in place.

HFMWEEK: WHAT ARE THE KEY CHALLENGES FACING 
GROWTH IN THE ALTERNATIVE MUTUAL FUND SPACE?

AS: The number one challenge facing growth in this 
market is the education of all involved parties. Since 
parts of these initiatives are new to investors, asset 
managers and hedge funds, the compliance, regulatory, 
legal and investment aspects of these funds require 
new market understanding for most participants. 
Pershing Prime Services helps traditional asset manag-
ers identify strategies for an alternative product, source 
hedge funds and provides assistance with distribution. 
For hedge funds, we provide consultative guidance 

on the aspects of creating an alternative ’40 Act fund, 
including regulatory and operational considerations. 

To help asset managers and the investors better 
understand the varying aspects of the market, Pershing 
Prime Services is developing thought leadership to 
provide education on both the ’40 Act and hedge fund 
space. This will include a whitepaper and guidebooks 
on how to launch these products. Pershing Prime 
Services will also be hosting events featuring indus-
try experts discussing the trend toward convergence. 
These offerings are all part of Pershing’s dedicated 
effort to offer objective, professional perspectives on 
the critical business challenges of asset managers and 
investors. n


