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A relatively small number of events threatened people’s confidence in the global 
financial system and thereby dramatically shifted the regulatory environment 
for Financial Services.1 Those events included the collapse of LTCM in 1998, 
the Dot-com Collapse in 2001, the Enron and WorldCom scandals in 2003, the 
Global Financial Crisis (and the consequent destruction of Bear Stearns, Lehman 
Brothers, etc.,) in 2008, and the Bernard Madoff Ponzi scheme in 2009. 

In response to these and other world events, the regulatory regime that oversees 
financial service providers grew massively. Asset managers who market to 
foreign jurisdictions are also subject to other bodies of regulation. 

The major regulators of the financial market in the U.S.A. are the SEC, CTFC, 
and FINRA. There are many other regulators, however, as you will soon see.2 

The U.S. SEC (Securities Exchange Commission) is the oldest and largest of the 
regulating agencies. It was created with the explicit purpose of increasing public 
trust in capital markets by requiring firms to regularly disclose information about 
public securities offerings. Recently the SEC has embarked on a comprehensive 
approach to detect and prosecute accounting fraud, market manipulation, and 
insider trading using “Big Data” analytics.

I N T R O D U C T I O N
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Below is a list of recent major regulatory compliance regimes that affect 
alternative asset managers and their service providers.

KYC / AML / CTF (GLOBAL) 
Know Your Customer, Anti-Money Laundering, and 
Countering the Financing of Terrorism policies and 
procedures have been established in the daily operations 
of all financial institutions.

FORM ADV (US)
All investment advisors are required to register with the SEC 

using Form ADV.

FORM PF (US)
All SEC registered investment advisors are required to report 
risk exposure statistics for the funds’ investments to the SEC 
and Financial Stability Oversight Commission, giving detailed 

portfolio information via FINRA’s IARD system.

FATCA / AEOI (US, UK / GLOBAL)
The Foreign Account Tax Compliance Act and the Automatic 
Exchange of Information mandate new reporting requirements 

for cross-border investors.

VOLCKER RULE (US)
The Volcker Rule is a federal regulation that prohibits 
proprietary trading and investment into hedge funds by 
banks and affiliates. 

DODD-FRANK (US)  
The Dodd-Frank Act is a 2,300 page bill that includes provisions 
to monitor systemic risk of financial institutions (including hedge 
funds) by the Financial Stability Oversight Council, the Federal 
Reserve Board of Governors, the Commodity Futures Trading 

Commission and the Securities and Exchange Commission.

BASEL III (GLOBAL) 
The Third Basel Accord, also known as Basel III, is a wide-
ranging regulatory framework that strongly impacts the 
traditional hedge fund financing model by altering the ability 
prime brokers have to finance their portfolios as a financial 

intermediary via the Capital Requirements Directive (CRD).

AIFMD (EU) 
Alternative Investment Fund Managers Directive seeks to 
reduce systemic risk by implementing capital obligations, 
organizational requirements, governance requirements, and 
new reporting requirements to both regulators (EU member 

states) and investors.

MIFID II / MIFIR (EU) 
 The Markets in Financial Instruments Directive II and the Markets 
in Financial Instruments Regime include detailed regulations on all 
aspects of securities and the financial industry.

A  L I S T  O F 
R E G U L AT O R Y 
C O M P L I A N C E 
R E G I M E S
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Prior to the SEC, independent financial auditors were typically called in due to 
investor demand, not regulatory fiat. With the creation of the SEC, however, 
asset managers are required to subject their accounts to independent financial 
auditors when they deal in public financial markets.

Furthermore, every hedge fund is currently legally compelled to nominate 
an internal Compliance Officer who is competent to ascertain if the fund is 
operating within legal bounds in terms of regulatory compliance. 

Funds are looking to outsource as much work as possible to take advantage of 
economies of scale and specialization of labor. As a result of this, many hedge 
funds are entirely dependent on a hedge fund administrator (such as Citco) to 
run their back office. But the internal fund Compliance Officer is still responsible 
for ensuring the legality of the administrator’s work. 

Investment advisors also are held responsible for the work they contract to 
outside service providers. In short, every RIA and Compliance Officer is held 
accountable for representations made by their firm, as a matter of professional 
responsibility.

As the regulatory burden increases across the board, regulators have closely 
monitored the impact of regulation on capital formation. While the total capital 
in AUM has increased – and is expected to continue to do so – the added costs 
have forced the minimum viable size for an alternative asset management fund 
to increase substantially – to approximately $500 million.3

I N C R E A S E D 
F I N A N C I A L 
B U R D E N

INCREASED HEDGE FUND 
RESPONSIBILIT Y

3 http://www.ey.com/Publication/vwLUAssets/ey-2015-global-hedge-fund-and-investor-survey/%24FILE/ey-2015-global-hedge-fund-and-investor-survey.pdf
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REAL-TIME AUDITS

The blockchain technology utilized by ComplianceGuard prevents a number of 
forms of fraud that no other approach currently addresses. The real-time time-
stamping and verification services within blockchain assure that no transaction, 
once entered, can be subsequently altered. Furthermore, blockchain adheres 
to a rule-based system that cannot be altered. This means that investors are 
guaranteed that that hedge funds will be compliant with all the applicable 
regulations at all times.

Once a transaction happens within the blockchain, the transaction is time-
stamped and irreversibly recorded in real-time. Because transactions are instantly 
audited, the system detects certain forms of fraud immediately and notifies 
Deloitte. With ComplianceGuard conventional financial audits serve to reconcile 
accounts at any given moment in time. But conventional auditors do not carry 
out an ongoing reconciliation of accounts. With ComplianceGuard, audits occur 
every time a transaction occurs, 24/7.

T H E  B L O C KC H A I N 
S O L U T I O N
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TAMPER-PROOF AUDIT TRAIL

DETECTING REGUL ATORY VIOL ATIONS

The moment a transaction enters ComplianceGuard it is authenticated and 
audited. Audits occur at the time of each transaction and are ongoing. Since 
there’s no gap of time between the transaction and the audit, there’s no 
possibility of tampering with the transaction data at a later date. The reason 
ComplainceGuard is incorruptible is that in a blockchain, all transactions are 
recorded in a virtual “block” of data. That block is assigned a hash, which acts like 
a virtual fingerprint that represents the data. If any data is changed in that block, 
the hash will no longer line up with the data. When a new block of data is entered 
into the system, the hash of the previous block is added to the new block. In this 
way, each block is linked to all the previous blocks in an unalterable “chain.”

In addition to its real-time auditing capabilities, ComplianceGuard also constantly 
monitors every hedge fund’s activity to detect any compliance violations or 
irregularities. The blockchain technology utilizes advanced algorithms to detect 
illegal insider trading, conflicts of interest, and violations of all SEC, CTFC, 
FINRA, and FCA regulations.

CONCLUSION

The bottom line is that the current finance industry is suffering as a result of 
the constraints of traditional auditing practices, which are simply not powerful 
enough to prevent fraud. Fortunately, those practices are on the verge of 
becoming antiquated as a result of the advent of a game-changing technology 
called blockchain. ComplianceGuard is at the forefront of this new era of 
accounting. It is an application that has the power to restore consumer trust in 
hedge funds because no fund that engages in illicit practices would dare 
to embrace the 24/7 scrutiny that the application maintains.



Copyright © 2017 CGBlockchain 7

A B O U T  C G  B L O C KC H A I N  I N C . 

For more information visit cgblockchain.com
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CGBlockchain’s ComplianceGuard is for pension funds, endowments 

and other institutional investors in hedge funds who wish to be proactive 

in their approach to risk.

Our team works together to research, explore and implement new technologies and standards 

that increase transparency and reduce risks in hedge fund investing.




