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Will outsourcing be a key element of the 
investment management firm of the future?

by Kali Persall

When a trend that was once a “nice-to-
have” becomes a “need-to-have,” you 
know it’s here to stay. That seems to 

be the case with outsourcing, in which invest-
ment managers enlist a third-party provider to 
handle everything from fund administration 
accounting to leasing and property manage-
ment so they can shift their time and resources 
to focus on their core competencies. 

The back-office outsourcing trend has 
been around for decades in mutual funds, 
hedge funds and private equity funds, but 
in an age driven by metrics and the need for 

accurate, granular data, it is quickly cementing 
its place in one of the last sectors to hold out: 
real estate. 

While the outsourcing of key functions 
such as leasing and property management has 
been commonplace among real estate orga-
nizations, the outsourcing of accounting or 
certain areas of asset management or portfo-
lio management that were previously handled 
internally has recently picked up steam in the 
real estate world. Experts say there has been 
a shift toward this “leaner” operating model 
throughout the past decade, raising questions 

Running 
lean
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about how outsourcing will shape the invest-
ment management firm of the future.

“I think that 10 years ago, it was a quiet 
whisper of a question,” says Josh Herrenkohl, 
senior managing director at FTI Consulting, 
which provides outsourcing services in the 
accounting arena to public and private orga-
nizations. “You couldn’t be a hedge fund, for 
the most part, and not outsource because the 
expectation on the part of investors is that you 
have to. They believe that an outsource pro-
vider can do the function better; they believe 
there are better controls. I think that’s starting 
to take hold in real estate, and this wasn’t the 
case five years ago.”

Herrenkohl, who has decades of experi-
ence consulting for investment managers and 
outsourcing providers, has identified several 
reasons for real estate’s slow uptake.

“One is that I think that those functions 
require some pretty specialized and, in some 
cases, niche knowledge,” says Herrenkohl. “Real 
estate is a fast-growing sector, but with that said, 

it’s still relatively small compared to other types 
of alternative assets. The knowledge base has 
been relatively small, and for many years there 
just weren’t outsourcing providers — at least in 
the accounting arena — that had the capabil-
ity to be able to handle the technology require-
ments to perform the function.”

The complexities and unique require-
ments that go hand in hand with real estate 
may be a reason real estate has historically 
been a laggard in the outsourcing space, but 
that is changing, and incentives for investment 
managers, such as fee structures, are further 
attracting industry players to this model. 

“What’s happened more recently in the 
investment management world is that it’s very 
common that the LP agreement is set up such that 
the cost of outsourcing can be passed through 
to the funds and to the investors; whereas if they 
do the work internally, it’s absorbed into the 
management fee,” adds Herrenkohl. “That cre-
ates an incentive for GPs and fund managers to 
go down the outsourcing path.”
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Investors in the driver’s seat
The sheer growth of the institutional real estate 
asset class may be one force propelling the 
increasing uptake of firms — both large and 
small — to place their back-office functions in 
the hands of a third-party provider. 

Jason Sheller, senior managing director, 
global head of business development and 
strategy at CBRE, says the increased sophistica-
tion of institutional investors, as well as retail 
investors entering the asset class, is driving the 
need for much more efficient reporting and 
service delivery from a real estate back-office 
perspective. 

Indeed, institutions have increased allo-
cations to real estate from approximately 5.5 
percent in 2010 to 11 percent of their total avail-
able capital today and now own more than 20 
percent of the $17 trillion in U.S. commercial 

real estate market, according to a 2021 report 
from CBRE titled The Real Estate Back Office 
of the Future. CBRE, the largest real estate ser-
vices company in the world, helps real estate 
managers through their entire lifecycle, from 
property management to valuations, fund and 
property accounting and leasing, and performs 
a number of value-add services by outsourcing 
functions to real estate firms. 

“Institutional fund managers are global; 
they’re investing in a variety of real estate asset 
classes, moving into assets like industrial, life 
sciences, multifamily and across the board,” 
says Sheller. “This creates more and more com-
plexity and a need for specialized knowledge.”

According to CBRE, the emergence of new 
players touting a variety of fund vehicles is also 
driving transformation in the space. Although it 
appears that large investment managers seem to 
be driving the outsourcing trend, experts seem 
to agree that the range of companies utilizing 
this strategy runs the gamut, from startups to 
many of the biggest players in the market. 

Amy Pearce, managing director, head 
of real assets and infrastructure, at SS&C 
GlobeOp, believes emerging managers trend 
higher on the outsourced ratio than large 
global managers as they are already operating 
pretty “lean” — but, in all cases, it seems to 
depend on whether the firm has what it needs 
to accomplish its goals.

“Different capital sources are leading man-
agers into the outsourced environment,” says 
Pearce. “If they’re looking to launch a new strat-
egy based on LP demands or they’re launching 
in a new market — for example, we see a lot of 
managers that have been institutional in nature 
go into the retail channel — they may not have 
the infrastructure and capabilities to service 
those markets.”

Investment managers are also starting to 
feel pressure from investors to outsource their 
back-office functions. Brandon Sedloff, manag-
ing director and senior vice president at Juni-
per Square, which provides fund administration 
and investor services to a number of leading 
investment managers, says investors are insist-
ing on outsourcing for a number of reasons 
such as risk mitigation and compliance. 

“This has driven the demand for outsourc-
ing, along with more scrutiny on fraud and 
accountability,” says Sedloff. “Having an inde-
pendent third party responsible for your books 
is one tool LPs have been leveraging as they 
make new investments. Today, it is basically a 
requirement for any emerging manager to out-
source and is quickly becoming the norm for 
GP’s who are more established. We have cus-
tomers who are on Fund X start to outsource 
for the first time because one or more of their 
LPs are requiring it.”

Commonly outsourced back-office opera-
tions can range from the CFO to capital raising 
to fund administration, freeing up investment 
managers to focus on their core objectives. 
Some investment managers even outsource 
underwriting, according to Sedloff, who notes 
Juniper Square’s fund administration business 
has grown 400 percent in assets under man-
agement throughout the past year. Sedloff says 
the benefits of outsourcing fund administration 
can include lowering operating expenses and 
improving margins; allocating the cost of the 
administration as a partnership expense; and 
driving more transparency and accountability by 
having a professional third party be responsible 
for the official books and records for the funds. 

From a risk-management perspective, 
investors are looking for an administrator that 
has a strong control environment, such as a 
SOC 1. A SOC 1 is a report provided by an 
accounting firm that has tested an organiza-
tion’s key financial and operational controls. 
Most service providers in this day and age 
are SOC 1–compliant, which provides added 
assurance around risk management, particu-
larly against the backdrop of high-profile fraud 
cases involving large sums of investor money.

Investment managers are also starting to 
feel pressure from investors to outsource 
their back-office functions.
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In December 2022, Sam Bankman-Fried, 
the founder of crypto exchange FTX, was 
indicted on two counts of wire fraud and six 
conspiracy counts for allegedly stealing cus-
tomer deposits to pay debts from his hedge 
fund, Alameda Research. The company, which 
was valued a year ago at $32 billion, filed for 
bankruptcy protection in November 2022, and 
Bankman-Fried was subsequently accused of 
fraud costing investors, customers and lenders 
billions of dollars, according to Reuters. Years 
prior, in 2008, financier Bernie Madoff was 
arrested for defrauding investors out of tens 
of billions of dollars throughout the course of 
at least 17 years — the largest Ponzi scheme 
in history.

“I think a third party being woven into the 
process really helps to manage risk,” says Her-
renkohl. “Those are obviously extraordinary 
situations, but even on a day-to-day basis, hav-
ing accountability, having service levels set up, 
and knowing that there’s an organization that’s 
on the hook to make this what they live and 
breathe every day in and every day out gives a 
lot of confidence to investors and to other stake-
holders who are part of these organizations.”

The appetite for granular data  
and skilled talent
Investors are also driven by the need for more 
refined data, which is why technology has 
become one of the most sought-after outsourc-
ing services outside of the core fund account-
ing. Investors are hungrier than ever for ESG 
data, granular data around their entire real 
estate portfolio, including receivables data and 
deep knowledge of lease-level data. Accord-
ing to CBRE’s 2023 U.S. Investor Intentions 
Survey, 90 percent of investors say they have 
either adopted or plan to adopt ESG criteria. 
Even amid the current uncertain environment, 
57 percent said they’ll move forward with 
ESG implementation regardless. Technology 
enables investment managers to be more effi-
cient while maintaining access to and control 
over this data. 

In the event of a recession, which is top of 
mind for many, CBRE’s Sheller believes large 
asset managers will face resource pressures 
and data pressures that will increase the need 
for specialized real estate knowledge. 

“Whether it be just the current world, a 
pandemic or a potential recession, there is a 
voracious appetite for investors wanting more 
granular and better data from their investment 
managers,” says Sheller. “The ability to get that 
granular data is a big investment.” 

The desire for new, advanced technology 
that supports such seamless data dissemina-
tion is part of the reason investment manag-
ers are pushing to outsource their back office. 
Many real estate shops are working with older 
technology and simply lack the infrastruc-
ture to support these processes in-house. In 
addition, building and maintaining in-house 
operations is capital-intensive and takes con-
siderable senior management focus. Attracting 
and retaining top talent, particularly in the cur-
rent labor market, is another concern, leading 
investment managers to “lift out” sophisticated 
teams from back offices to providers.

Pearce’s role with SS&C was the product 
of a lift-out, which placed her in the fund 
administration space more than 10 years ago. 
Her lift-out, she believes, put real estate fund 
administration on the map.

Earlier this year, SS&C Technologies and 
USAA Real Estate entered into an outsourced 
administration arrangement, through which 
USAA Real Estate will outsource fund account-
ing and reporting functions, as well as property 

accounting of operating and under-develop-
ment investments to SS&C. In addition, USAA 
Real Estate transitioned around 60 employees 
to SS&C GlobeOp’s group in both San Antonio 
and Dallas through this strategy.

“Going through and coming out of the 
Great Resignation, resourcing has been a chal-
lenge for everyone,” says Pearce. “I think the 
real estate industry is somewhat old-school 
in how they operate. Technology can be a bit 
aged. A lot of managers, through data transfor-
mation initiatives, are looking for the golden 
source of data in one data warehouse from the 
multitude of sources.” 

Having a capable team seems to be a key 
part of the technology story.

The merits of an in-house strategy
Despite the value proposition for outsourcing, 
there is still the case of firms choosing to keep 
their investment management operations in-
house. This model could make the most sense 
if the firm has the infrastructure — resources, 

The desire for new, advanced technology 
that supports such seamless data 

dissemination is part of the reason 
investment managers are pushing to 

outsource their back office.
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Firms that modernize with a more holistic 
approach to investment management 
have the best chance at realizing outsized 
growth and delivering outsized impact for 
investors.

knowledge base, technology and personnel — 
to support it. BKM Capital Partners, a real estate 
fund manager specializing in the acquisition 
and improvement of value-add light industrial 
multitenant properties in the United States, has 
built a vertically integrated, all in-house plat-
form for its real estate operations, encompass-
ing property and asset management, leasing, 
construction, and design teams. The firm also 
utilizes a hybrid model for its back-office oper-
ations, through which it engages third parties 
to provide fund administration and other back-
office services for investment products while 
retaining other back-office functions in-house. 

Bill Galipeau, CFO of BKM Capital Partners, 
said this strategy allows BKM to better control 
the end-to-end process and stay closely aligned 
with the market, giving the firm a competitive 
advantage in the multitenant industrial space. 

“To be successful in our niche asset class, 
you have to be an excellent operator,” says Gal-
ipeau. “The architecture of our operating model 

enables us to be exactly that. We handle large 
volumes of transactions in short timelines with 
very low error rates. It’s extremely hard to do.”

BKM has designed its strategy to be very 
operationally efficient, with significant empha-
sis placed on automation and technology, using 
common applications and data sources among 
front- and back-office teams. The firm also has 
developed proprietary business intelligence 
software that significantly streamlines invest-
ment research and drives decision making. 

“BKM’s model took nearly a decade to 
build and perfect,” adds Galipeau. “We were 
committed to in-house management from 
inception, and we’ve invested heavily in the 
people and technology necessary to do it. It 
takes patience and perseverance to do it well, 
but in the long term, its benefits are significant. 
Where it made sense to outsource, we did, and 
it has paid off very well.”

The investment management firm  
of the future
When envisioning the investment management 
firm of the future, experts agree investment 

managers will continue to put more focus on 
their core competencies to stay competitive 
— whether that means keeping operations in 
house, following a hybrid model or outsourcing.

This may look different depending on the 
firm. In the words of Galipeau, “While size can 
be a factor, small and large firms can benefit 
from either in-house or outsourced operating 
models. The key factor in deciding what model 
is right for you is the criticality of operational 
excellence in the execution of your investment 
strategy. If it’s critical, then performing some 
or all functions in-house may be the best solu-
tion. What’s more, if you build it well and build 
it efficiently, it can become a differentiating 
factor in the market.”

Nevertheless, data suggests that the out-
sourcing trend is not only here to stay but will 
also continue to accelerate in the real estate 
sector. In 2021, FTI Consulting conducted a 
broad survey of around 250 different invest-
ment managers, investors and other types of 
stakeholders, finding an approximately 30 per-
cent market penetration for real estate compa-
nies outsourcing significant portions of their 
back office. By 2026–2027, FTI expects to see 
this number increase to more than 60 percent.

Sedloff says the real estate industry can 
take notes from the evolution of other mar-
kets, such as NASDAQ, for clues on what the 
investment management firm of the future 
may look like. Although it took NASDAQ 17 
years to move to all-electronic trading, now it’s 
commonplace to buy or sell a share of stock 
online. Sedloff believes private markets are fol-
lowing a similar arc toward digitization, with 
technology as a key enabler of that change, 
as investment managers need purpose-built 
systems that deliver a consistent and complete 
view of partnership data to every team that 
touches investors. 

He says firms that modernize with a more 
holistic approach to investment management 
have the best chance at realizing outsized growth 
and delivering outsized impact for investors.

“The investing landscape is only becoming 
more complex, complicated and competitive,” 
says Sedloff. “The firms that are succeeding are 
the ones that stay flexible and responsive. To 
do that, they’ll need partners and solutions that 
scale easily and adjust accordingly to real-time 
changes in the market. Outsourcing, specifically 
outsourcing to third-party fund administrators, 
is increasing in popularity for this reason.” v

Kali Persall is an associate editor with Institutional 
Real Estate, Inc. and editor of iREOC Connect.
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