
BY KATHERINE HEIRES

D an Hoffman, president and CEO
of M5 Networks, likes the way

hedge funds and other financial services
firms are making telecommunications
decisions these days. “Basically, they just
don’t want to deal with them,” Hoffman
says of these organizations’ purchases of
new phone systems. “If you’re a hedge
fund or IT manager at a
financial services firm,
you’ve got better things to
do.”

That attitude is a boon to
New York-based M5 and
other companies that spe-
cialize in the outsourcing or
management of voice-over-
Internet-protocol phone
systems, better known as
hosted VoIP. Hoffman esti-
mates that 20 to 30 new
hedge funds launch in the New York area
alone each month, and 15 percent to 20
percent of his business now comes from
the asset management and financial serv-
ices sector; M5’s growth is “particularly
in the start-up side of the hedge fund
business.” That demand is helping to fuel
what Stamford, Conn.-based research
firm Gartner finds is the fastest-growing
telecom service in North America: It
projects nearly 2,000 percent growth in
hosted VoIP over the next four years.

Hoffman says that a lack of interest in
hands-on management is not the only
attraction of outsourcing telecom man-
agement. Hedge funds and others, he
says, are simply drawn to state-of-the-art
phone technology and the fact that a
hosted service over an IP network
ensures the stability and reliability

required to meet business continuity and
disaster recovery concerns.

Small and midsize financial firms,
regardless of type, benefit because “with
hosted VoIP, a firm can be up and run-
ning fairly quickly without an IT staff in
place,” notes Lisa Pierce, a VP with
Forrester Research’s telecommunications
and networks research group in

Cambridge, Mass. She
adds that as with any tech-
nology or application
requiring specialized ex-
pertise, a smaller firm that
does not have it internally
can fill that void by using a
hosted service.

Pierce sees hosted VoIP
as a time- and cost-saving
alternative to installing and
maintaining traditional
phone systems that can

cost upward of $40,000 or more, as grow-
ing numbers of trading firms open satel-
lite offices for business continuity rea-
sons. It also obviates the need to manage
multiple vendors—including local carri-
ers, long-distance carriers and Internet
providers. And handing over the respon-
sibility of ongoing system management,
including upgrades and new-feature
management, frees up time to focus on
core strategic matters such as trading
strategy and compliance.

Financial services companies like the
secure, private networks that hosted
VoIP suppliers rely on for Internet con-
nectivity; they are not exposed to the
public Internet, as are consumer-orient-
ed services such as Skype and Vonage.

Among firms that currently provide
hosted VoIP services targeting the

small-to-midsize business market are
M5, AT&T Corp., Cisco Systems’
Linksys unit, Covad Communications,
Sprint, Vantage Communications and
Verizon.

Ray Tellini, a principal with
Imperium Partners Group, a year-old,
New York-based specialty finance fund,
is a customer and enthusiast of hosted
VoIP. One of his first concerns about
the installation of a new phone system
at Imperium was access to a backup sys-
tem in the event of system failure. He
says that M5 addresses that with its
packet-based, digital architecture and
with two high-speed broadband con-
nections, one for primary connectivity
and the other for backup. “It’s really
nice to know that we can quickly and
remotely switch our phone connectivity
to another system in the event of a sys-
tem failure or catastrophe,” Tellini says.

He also likes amenities such as
receiving e-mail alerts when he has a
voice mail waiting, viewing information
about his incoming calls on his
BlackBerry handheld device and the
ease of rerouting incoming calls to other
locations. One indication of how eco-
nomical hosted VoIP is for Tellini’s 11-
person firm is that it avoided the up-
front expense of a traditional, $20,000
telephone switch. 

Similarly, Duncan Huyler, CFO of
Thesis Capital Management, a four-per-
son, small-cap, long-short hedge fund in
New York, says, “We started with mini-
mal assets under management and didn’t
want to break the bank with up-front
equipment costs.” He also appreciates
the fact that the service ensures backup
connectivity in the event of a technical
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problem or glitch. “To not have an
Internet connection for any period of
time at our firm would be suicidal, and
the fact that it didn’t cost that much
more to get an extra layer of backup or
redundancy connectivity was a big rea-
son for our signing on,”
Huyler says. 

Huyler particularly
likes being able to use
the Web-based applica-
tion tied in to the hosted
VoIP service that lets
him listen to his voice
mails from his computer,
wherever he might be;
integrate his Windows
Outlook contacts with
the Internet phone sys-
tem; and screen his calls
from his computer. “You
can always make sure that you get that
call from your wife or avoid any calls
from the in-laws,” he notes. 

Without having to lock into a three-
or four-year contract, Huyler currently
pays just under $900 a month for the
hosted VoIP service from M5, which

includes T1 and DSL connectivity,
unlimited long-distance and local calls
and ongoing management services.

Yet hosted VoIP is not necessarily the
best solution for everyone. Firms that seek
high-level, customized integration

between their VoIP serv-
ices and other applications
might be better off having
a VoIP system installed on
their own premises. Still
others might have con-
cerns about not directly
controlling their VoIP
connectivity and the fact
that hosted VoIP connec-
tivity does not necessarily
accommodate the direct
high-speed connections
that brokerage houses are
accustomed to maintain-

ing with their buy-side clients. 
Hedge funds considering hosted

VoIP services should ask vendors point-
ed questions about business continuity
and disaster recovery, suggests Marc
Gelineau, business development direc-
tor at Gravitas Technology, a New York

IT consulting firm active in the alterna-
tive investments industry. He says it is
best if the hosted VoIP provider main-
tains its own operations in at least two
or three different, geographically sepa-
rated locations. One pertinent question:
Do they provide point-to-point circuits
or encrypted traffic over the public
Internet? Most hedge funds, says
Gelineau, favor point-to-point connec-
tivity over a private network.

Forrester’s Pierce suggests asking a
prospective hosted VoIP provider about
security. Such services may or may not
ride on a local area network (LAN) to
the desktop, and so the question arises:
Who is managing the LAN? Does the
hedge fund keep the management of
the LAN within its control or out-
source that to an IT consultant? Pierce
says that function should be outsourced
to the same hosted-VoIP vendor to
avoid finger-pointing if problems arise.
Pierce notes that even though financial
firms accessing hosted VoIP are on a
private network, they may still want to
encrypt communications for height-
ened security. n
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