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under the new regime) of 1,144 SIFs with 
EUR195bn in net assets at the end of 
September.

These figures include private equity, 
property and other alternative investment 
vehicles as well as hedge funds – a sector 
in which Luxembourg has long been 
overshadowed by Ireland, thanks to the 
latter’s dominant position in the administration 
and listing of funds established in offshore 
jurisdictions, especially the Cayman Islands. 
But in the past few years the grand duchy 
has attracted more administration and listing 
work from promoters of offshore funds, and 
the SIF has firmly put it on the map as a 
hedge fund domicile.

“Luxembourg as a whole has made 
a great deal of progress in advertising 
its capabilities to service alternative 

The vote in Brussels by the European 
Parliament on November 11 to approve the 
EU’s Directive on Alternative Investment 
Fund Managers, sealing the passage of the 
much-debated legislation into law, appears 
set to boost the position of Luxembourg 
as a domicile and servicing centre for 
hedge funds, according to members of the 
alternative fund industry in the grand duchy.

While Luxembourg remains better known 
as a centre for cross-border retail funds, 
the introduction nearly four years ago of 
the Specialised Investment Fund regime 
has highlighted its fast-growing vocation as 
a centre for alternative vehicles. Since the 
SIF legislation came into force in February 
2007, more than 900 new funds have been 
established, for an overall total (including 
existing institutional funds that were brought 
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Agreement after some 18 months of 
debate and negotiation on the Directive 
on Alternative Investment Fund Managers, 
which will create a single market for the 
marketing of alternative funds to professional 
investors throughout the European Union, 
offers new opportunities for Luxembourg as 
a fund domicile and servicing centre.

Two-year transition period
The text approved by the European 
Parliament on November 11 introduces a two-
year transition period after the final deadline 
for transposition of the directive into member 
states’ national law before non-EU alternative 
fund managers performing management 
and/or marketing activities within the EU as 
well as EU managers of non-EU funds can 
become eligible for a ‘passport’ to access 
member states’ markets.

The European Securities and Markets 
Authority (Esma, which succeeds the 
Committee of European Securities 
Regulators) will have oversight authority, 
power to decide authorisation questions 
on which different EU regulators disagree, 
and a co-ordinating role in the exchange of 
information between national regulators.

The harmonised regulatory framework 
will coexist for a further three years with 
national private placement arrangements 
for alternative funds, which are set to be 
abolished at the end of the five-year period.

Application to all non-Ucits funds
The directive covers managers of all funds not 
covered by the Ucits directives on cross-border 
retail funds, whether open- or closed-ended, 
whatever their legal form and listing status, but 
excludes entities such as managers of family 
offices, holding companies, pension funds and 
securitisation SPVs.

With exemptions for smaller managers, 
the directive will apply to all European-based 

managers of alternative funds, whether the 
funds are domiciled or marketed within the 
EU or not; non-EU managers of EU-domiciled 
funds; and non-European managers marketing 
EU or non-EU funds within the union.

EU-based managers of non-EU funds
Article 34 of the directive stipulates that an EU 
manager of non-EU funds not marketed within 
the union must comply with the directive 
apart from its depositary and annual report 
requirements in relation to those funds.

Co-operation arrangements must be in place 
between the manager’s home regulator and 
that of the fund domicile to facilitate regulation 
of the manager and monitoring of systemic 
risk. As with other provisions regarding 
non-EU domiciled funds and managers, the 
Commission is to draw up a framework for 
co-operation arrangements with third countries, 
while Esma will draft guidelines on how these 
measures are to be implemented.

Under Article 35, EU managers may market 
non-EU funds (or EU-domiciled feeder funds 
invested in non-EU master funds) to EU 
professional investors subject to conditions 
including co-operation arrangements between 
the manager’s regulator and that of the 
fund domicile, compliance by the latter with 
Financial Action Task Force standards on 
money laundering and terrorist financing, and 
OECD-standard tax information exchange 
agreements (Tieas) between the fund domicile 
and the manager’s member state as well as 
all other EU countries in which the fund is to 
be marketed.

Notification of marketing intentions
An EU manager seeking to market a non-
EU fund in its home market may do so on 
receipt of confirmation from the local regulator 
(a decision is due within 20 working days of 
the submission notifying its intention). Where 
the manager seeks to market the fund in 
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directly or through a branch, while article 40 
authorises EU member states to allow non-
EU managers to market non-EU funds on 
their territory without a passport.

Non-EU managers targeting EU investors
Managers outside the EU that currently 
access European investors through national 
private placement regimes can continue 
to do so, subject to certain minimum 
requirements, for at least five years.

The draft directive upholds the principle 
that the European marketing passport should 
be available to non-EU managers and funds 
that accept the same or equivalent regulatory 
requirements as their EU counterparts and 
that the jurisdictions in which they are 
domiciled have co-operation arrangements 
and comply with money laundering and tax 
information exchange standards.

Unlike previous drafts, the final text makes 
no mention of “passive marketing”, but 
the preamble states that EU professional 
investors should remain free to invest on their 
own initiative in alternative funds regardless of 
where the manager or fund is based.

EU or non-EU fund domicile
Under the directive, a Brazilian manager 
seeking to market a Cayman-domiciled fund 
to French pension schemes would probably 
adopt France as its member state of reference. 
In addition the Brazilian regulator, the CVM, 
would need a co-operation agreement with 
France’s AMF, as would Cima, the Cayman 
regulator, and both Brazil and Cayman would 
demonstrate their AML compliance as well as 
having Tieas in place with France.

Were the manager to offer French 
institutions a Luxembourg-domiciled SIF 
instead, the member state of reference – the 
manager’s de facto regulator for funds offered 
within the EU – might instead be Luxembourg. 
Accessing investors in other EU markets would 
be easier because no additional agreements 
with the fund domicile would be necessary.

The directive is expected to come into 
force at the beginning of 2011 and be 
transposed into national law within two 
years. Now its final form appears clear, non-
EU managers can assess the best methods 
of accessing European investors up to 
2018 and beyond, and the potential role for 
Luxembourg in that process. n

other EU countries, the home regulator must 
transmit marketing notification to those states 
within 20 working days of receipt, and the 
manager may begin marketing once it has 
been notified of the transmission.

Member states may also – temporarily 
– continue to allow non-EU funds to be 
marketed by EU managers on their territory 
without a passport (Article 36) subject to 
depository arrangements equivalent to 
those stipulated for EU funds, co-operation 
arrangements with the fund domicile and 
certification of AML compliance.

Non-EU managers of EU-domiciled funds
Under Article 37, non-EU managers intending 
to manage or market EU-based alternative 
funds must receive prior authorisation 
from a “member state of reference”, which 
plays the same role as the home state of 
EU-based managers. They must appoint a 
legal representative in the member state of 
reference as a contact point and conduit for 
official correspondence with EU regulators 
and investors, and to carry out compliance 
functions. The non-EU manager’s home 
jurisdiction must conclude regulatory 
co-operation arrangements with the member 
state of reference, the fund domicile and 
other EU countries where the funds are to 
be marketed, and meet money laundering 
and tax information conditions.

The member state of reference is 
determined according to where the 
manager’s funds are domiciled (if within the 
EU) or where they will be marketed. If there 
are several possibilities, the manager may 
submit a request to all the member states 
that would qualify, which should determine 
the choice between them. Any disagreement 
on the designation of a manager’s member 
state of reference can be referred to Esma.

Where non-EU managers seek to market 
EU or non-EU funds within the European 
Union with a passport (Articles 38 and 39 
respectively), the regulator of the member 
state of reference is subject to the same 
20-working day deadline for a decision on 
marketing of the funds on its territory or 
transmission of marketing notification to 
other member states.

Article 39bis covers non-EU managers 
of funds domiciled in EU countries other 
than their member state of reference either 
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investments,” says José-Benjamin Longrée, 
former managing director of fund services 
provider Caceis Bank Luxembourg and 
until recently deputy chief executive of 
Caceis Group. “Probably 10 years ago, 
when alternative investments were less 
mainstream, a lot more hedge fund activity 
was going on in Dublin than in Luxembourg. 
There was no big difference in terms of 
the investment restrictions and the ability to 
structure portfolios, but it was as if Dublin 
had a sign out saying ‘We do hedge funds’, 
like a notice reading ‘Hier man spricht 
Deutsch’ outside a restaurant.”

But a decade on, much has changed, 
Longrée says. “Now we have evolved a lot, 
and today many alternative funds domiciled 
in Cayman or the BVI are administered in 
Luxembourg. At the same time, the number 
of Luxembourg-based alternative funds has 
grown immensely, and we are now known for 
servicing a large number of single-manager 
hedge funds as well as funds of hedge funds.”

Like all hedge fund centres Luxembourg 
experienced a decline in the number of 
funds and volume of assets it services 
during the industry downturn over the 
past couple of years, but the figures have 
bounced back over the past 18 months. 
Meanwhile there is a widespread belief 
within the industry that although the AIFM 
Directive will not bar access to European 
investors for non-EU funds, as seemed 
possible at one stage, it will reinforce a 
broader shift toward regulated onshore 
hedge fund structures.

The revised directive will institute a 
‘passport’ allowing EU-based alternative 
managers to market EU funds freely to 
professional investors throughout the union 
from 2013, in a similar way to the single 
authorisation procedure that for two decades 
has allowed traditional managers to market 
Ucits funds to retail investors across the EU.

From 2015, EU managers of funds domiciled 
elsewhere and non-EU managers will also be 
able to obtain passports, subject to regulation 
of non-EU managers in a designated ‘member 
state of reference’ and the compliance of non-
EU fund domiciles with various requirements 
in areas such as regulatory co-operation, 
measures to combat money laundering 
and terrorist financing, and exchange of tax 
information with EU member states.

Olivier Sciales, a partner with Luxembourg 
law firm Chevalier & Sciales, believes that 
managers outside the EU may find it easier 
to establish onshore funds than face the 
complications of determining whether 
an offshore jurisdiction meets the EU’s 
conditions. “To offer a Cayman fund would 
not only require the non-EU manager to 
comply with the directive and subject itself to 
the oversight of a member state of reference, 
but would necessitate agreements between 
Cayman and every EU market into which the 
manager wanted to market the fund,” he says.

“If, however, the manager marketed a 
Luxembourg-domiciled SIF to EU investors 
and took Luxembourg as its member state 
of reference, these additional conditions 
regarding the fund domicile would not be 
necessary. To access investors in multiple EU 
markets, the manager would simply have to 
submit a notification file to the Luxembourg 
regulator, the CSSF, and if it was adjudged 
to be in compliance with the terms of the 
directive, it could begin marketing the fund 
within a maximum of 20 working days.”

Nina Kleinbongartz, product manager for 
alternative investments in Europe with Citi 
Global Transaction Services, argues that 
Luxembourg can offer political stability and a 
well-developed service infrastructure as well 
as experience in handling regulated hedge 
fund structures.

“The big advantage will be when the 
passport allows distribution to sophisticated 
investors throughout Europe,” she says. 
“Ucits is a showcase – Luxembourg has 
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more than 76 per cent of worldwide 
distribution of Ucits funds, and we are 
very strong in Asia and South America. 
Luxembourg already has the network 
and the ability quickly to repeat the Ucits 
experience with the AIFMD passport.”

Mariusz Baranowski, until recently 
managing director of Custom House Fund 
Services (Luxembourg), adds: “When there is 
demand from investors for products that are 
more transparent and domiciled in regulated 
jurisdictions, Luxembourg will be the first 
choice. The country has long been home to 
retail funds for which transparency and liquidity 
have always been central. Under Luxembourg 
standards liquidity and transparency are in 
place at the moment of formation, whereas in 
traditional offshore centres such as Cayman 
that would not be central to the set-up.”

Further benefits could well accrue to 
the country’s service providers. According 
to Benoît Sauvage, a financial markets 
and securities adviser at the Luxembourg 
Bankers’ Association, as the largest centre 
for fund administration in the EU and 
with its pivotal role in cross-border fund 
management, the grand duchy is highly likely 
to enjoy a positive impact from the directive 
on its custody and administration sector.

“Even prior to the AIFM, there has been 
a tendency of some large alternative asset 
managers either to convert their funds to 
Ucits-like vehicles or to use the Sicar [risk 
capital investment company], which is one of 
the most active segments in the registration 
of new funds,” he says. While noting 
Ireland’s strength in the alternatives sector, 
particularly in the English-speaking world, he 
believes any increase in business flowing to 
EU jurisdictions is likely to be shared around.

“The pie is likely to grow since many 

funds will have to acquire an EU status, and 
the winners will probably be both Ireland 
and Luxembourg,” Sauvage argues. “While 
it is already a dominant player in fund 
administration, it is to be hoped that with a 
EU harmonisation regime, Luxembourg will 
be better positioned to develop and promote 
its strengths and expertise, most notably in 
facilitating the sale of alternative investment 
funds across EU member states.”

The trend is also being noted by suppliers 
of software systems to the service provider 
industry. Keith Hale, global head of transfer 
agency at Multifonds (formerly Igefi), says: 
“Over the past 20 years Luxembourg has 
developed a very strong centre of excellence 
around fund administration. Luxembourg is 
well established as the centre of the Ucits 
fund world and Dublin is more the European 
hedge fund administration centre, but 
those lines are becoming more and more 
blurred. As the alternative and long-only 
spaces blend into each other, it is a good 
opportunity for Luxembourg to strengthen its 
position in hedge fund administration.”

Bradford Rowley, a senior business analyst 
at Pacific Fund Systems, says established 
administration clients are setting up shop in 
Luxembourg – as well as in Malta – in addition 
to their existing operations in fund centres 
such as the Channel Islands or Ireland. 
“Regulatory concerns are prompting manager 
demand, which in turn is driving these firms 
to establish a presence in Europe,” he says. 
“Meanwhile, other prospective clients are 
looking to establish representative offices in 
Luxembourg. They are trying to mitigate their 
business risks and look for new opportunities.”

Johnny Yip, an audit partner with Deloitte & 
Touche in Luxembourg, believes the directive 
will enable Luxembourg to attract business 
that currently would probably go to Caribbean 
jurisdictions such as the Cayman Islands and 
British Virgin Islands. “Luxembourg is well 
placed to renew its Ucits success with the 
AIFMD,” he says. “Our national regulatory 
environment is already geared up for the 
implementation of the directive.”

Since mid-2009 the outlook has been 
positive for funds of all types, according 
to Justin Egan, managing director of the 
Luxembourg business of Carne Global 
Financial Services, an advisor to the hedge 
fund and asset management industries. “This  10
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Global operations 
require local focus 

By Mariusz Baranowski

centres outside Europe. An additional 
advantage is its position as the main 
distribution hub for funds not only throughout 
the European Union but in regions such as 
Latin America and East Asia.

That said, the current enthusiasm for 
so-called ‘Newcits’ funds that use the ability 
of Ucits funds to invest in derivatives to 
replicate hedge fund strategies may be 
overstated, with evidence that a number of 
popular strategies are hard to deliver while 
complying with the Ucits diversification rules.

In addition, it is often difficult for managers 
to adapt to a switch from sophisticated, long-
term strategic investors to a mass market 
that has access to at least twice monthly 
dealing. Nor does the Ucits framework 
protect investors against fraud and 
mismanagement if they fail to do their due 
diligence homework.

There has been extensive discussion 
of the impact on the fund industry of the 
European Union’s newly-agreed Directive on 
Alternative Investment Fund Managers, but 
it is less pivotal to groups such as Custom 
House that have operations both within and 
outside Europe and that service many funds 
around the world where neither the manager 
nor the investors are based within the EU.

The Luxembourg office is part of a 
network that delivers a global service but 
is also capable to adapting to the specific 
requirements and regulations of individual 
markets, and that has regional sales forces 
attuned to the needs of local products and 
investors. With so many variations worldwide 
in the legal framework for funds, ranging 
from KYC procedures and due diligence 
requirements to tax treatment, the key to 
success in Luxembourg and elsewhere lies 
in a combination of a global organisation 
with a local focus. n

The global fund industry has not yet returned 
to the heights of the boom years before 2007 
– indeed, it may never do – but over the past 
year the mood in the sector has markedly 
improved. Especially in Luxembourg, there 
are signs aplenty of renewed confidence that 
business is coming back to a centre that 
has built on its reputation as a retail fund 
domicile to carve out an important niche in 
the alternative sector as well.

An important indicator of Luxembourg’s 
growing reputation for hedge fund services is 
the continuing influx of administration firms, 
many of which, like Custom House, have 
a global presence, while other institutions 
already present in the grand duchy are 
obtaining licences from the regulator to provide 
fund services. The business opportunities they 
see are reflected in a rebound in domiciled 
fund assets, which have moved back above 
the ‘high water mark’ of EUR2trn.

Custom House has been active in 
Luxembourg for more than two years since 
its merger with the fund services business 
of Equity Trust in September 2008. The office 
is now fully integrated in terms of systems 
and procedures with the group’s international 
network, which includes operations in Malta, 
Ireland, Chicago and Singapore, and is 
able to call on the expertise of specialists 
around the globe in areas ranging from fund 
formation and accounting to legal issues and 
IT processes.

With global pressures from regulators 
and investors alike prompting speculation 
about a shift toward more transparent fund 
products domiciled in regulated jurisdictions, 
Luxembourg is ideally placed to take 
advantage thanks to its long-experience 
in dealing with Ucits retail funds to which 
transparency and liquidity have always been 
central, by contrast with traditional offshore 

Mariusz Baranowski is the 
former managing director of 
Custom House Fund Services 
(Luxembourg)

CuStoM HouSe



LUXEMBOURG Hedgeweek Special Report Nov 2010 www.hedgeweek.com | 10

oveRv i ew

Part II fund or SIF regime, and with the 
legal structure of a Sicav, Sicaf or FCP,” 
respectively an open-ended or closed-ended 
investment company or contractual fund.

“An offshore fund can also be redomiciled 
to Luxembourg under the Ucits, UCI Part II 
fund or SIF regime as a Sicav or Sicaf, or 
merged into a Luxembourg fund established 
under one of these regimes and legal forms. 
The choice of the method of relocation 
will depend mainly on the preferred legal 
structure of the fund and not on the specific 
nature of the investments contemplated.”

Perhaps more frequent at this stage is the 
launch of an onshore regulated fund within 
the European Union that offers the same 
strategy as an existing offshore vehicle. In 
recent months the focus has largely been 
on alternative Ucits products, but Egan says 
established managers are also opting for 
sophisticated fund structures such as SIFs.

“An existing player with Cayman hedge 
funds might consider launching a SIF,” he 
says. “They might want to dip their toe in 
the water in a regulated jurisdiction to see 
how they get on before they take any big 
decisions like moving everything across from 
Cayman. There are a lot of good reasons why 
people might want to redomicile their funds, 
but it’s a big project to take on with a lot of 
different angles to look at, not least tax.”

Kleinbongartz argues that increased demand 
for regulated products by high net worth 
clients and institutional investors returning to 
the market following the crisis is prompting 
a few managers to move established fund 
structures. “We are seeing onshoring of 
existing structures to Luxembourg, for example 
from Cayman, to provide a more regulated 
environment,” she says.

“There is a natural trend in any case, 
whether or not it is being boosted by the 
AIFM Directive, where institutions such as 
big insurance companies and pension funds 
need to invest in onshore structures for 
internal compliance reasons. The response 
of managers is either to move the structure 
or replicate it in an onshore jurisdiction. You 
also see master-feeder structures with the 
master fund in Cayman and a regulated 
Sicav-SIF feeder in Luxembourg, although 
this kind of arrangement will be subject to 
tighter regulation under the AIFMD third-
country rules.” n

is a very robust fund market, and there has 
been a fairly consistent month-on-month 
increase in assets under management both 
for hedge funds and across the board,” he 
says. “Luxembourg has weathered the storm 
quite well. A number of service providers 
and banks cut their cloth somewhat in 2008 
and early 2009, but now firms have bounced 
back, and there seems to be a decent 
pipeline of new fund launches.”

Egan argues that Luxembourg is better 
placed than ever as an onshore regulated 
jurisdiction, for a number of reasons. “Being 
within the EU is now a very important selling 
point because of the regulation and control 
that entails,” he says. “In addition, as a 
major centre for retail funds Luxembourg 
is also benefiting from the increasing use 
of Ucits structures for alternative strategies. 
The launch of Ucits vehicles by hedge 
fund managers is a huge trend at the 
moment, and Luxembourg is picking up a 
considerable amount of that business.”

Another potential source of new business 
for the grand duchy is the redomiciliation 
of hedge funds from traditional offshore 
centres to EU jurisdictions. Despite a great 
deal of media attention, much of it fanned 
by Ireland’s (highly effective) promotion of its 
recent legislation facilitating redomiciliation 
of different types of fund structure, 
industry members in Luxembourg – where 
redomiciliation procedures that do not 
crystallise tax charges are well established 
– are cautious about predicting a surge of 
such business. “We are not seeing a mass 
exodus [from the Caribbean] but mainly 
tactical moves,” says Yip.

Egan agrees, saying: “There is definitely 
a trend. There is a fair bit of redomiciliation 
happening, but it’s more a slow burn than 
a waterfall at this stage. Some hedge fund 
players have already redomiciled their funds, 
but I think it will take more time to gain 
momentum. Most hedge fund managers 
probably are still launching funds in Cayman 
and the BVI, although more are starting to 
look at Luxembourg and Ireland.”

According to Sciales, a fund can be 
relocated to Luxembourg using one of 
three methods. He says: “There can be 
a contribution in kind of all the assets 
and, as the case may be, the liabilities to 
a Luxembourg fund under the Ucits, UCI 
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Mult i FoNdS

At the heart of fund 
industry change

By Keith Hale

Keith Hale is global head of 
transfer agency at Multifonds

Prior to the global financial crisis, the 
investment fund industry was focused 
mainly on revenue growth, on the back of 
good returns based on an ever-widening 
range of fund structures, asset classes and 
global jurisdictions. In the light of current 
reduced returns, the industry’s focus is more 
on cutting costs. As a result, reduced cost 
of IT ownership and operational efficiency 
from a common processing model are high 
on the agenda, often facilitated by platform 
consolidation to remove the cost of a 
patchwork of systems and processes.

Coupled with this, the distinction between 
hedge funds and traditional mutual funds 
continues to be eroded, as hedge funds look 
for more regulated structures to facilitate 
upcoming trends and legislation such as the 
EU’s Alternative Investment Fund Managers 
Directive. Similarly, traditional mutual fund 
managers are increasingly incorporating hedge 
fund-style performance fees into their charging 
structure, hence the growing demand for 
alternative Ucits – the so-called Newcits funds.

Both result in the need to ‘merge’ the 
processing model – for example, to support 
flexible performance fee calculation and the 
associated investor equalisation at mutual 
fund levels of scale, but at the same time 
support daily valuation, distribution and 
commission processing normally associated 
with mutual funds.

Against this background, governments are 
responding to the crisis with increasing levels 
of new regulation that can be costly to those 
needing to update their software continually. 
This is particularly true within the transfer 
agency industry, where there are still many 
examples of in-house systems. Furthermore, 
in the wake of the 2008 Madoff scandal, 
fund managers, particularly in the US, are 
increasing outsourcing middle and back-office 
functions to third-party administrators. 

All of these pressures call for investment 

fund software that is uniquely flexible and 
scalable across global networks, jurisdictions, 
asset classes and fund structures. At 
Multifonds, we provide a common investment 
fund platform that does just that. It includes 
fund accounting, transfer agency and portfolio 
accounting products aimed mainly at the 
needs of top-tier fund managers, third-party 
fund administrators and global custodians. 

Our focus is on helping clients grow 
their businesses into new fund types 
and jurisdictions, while reducing costs 
by consolidating platforms and operating 
models. For example, we estimate that the 
costs associated with maintaining existing 
functionality and incorporating new regulation 
using Multifonds is between a quarter and a 
tenth that of an in-house system, largely due 
to development economies of scale.

Founded 15 years ago as IGEFI, this 
September we rebranded as Multifonds to 
unify our brand and demonstrate our focus 
on our product. Our common platform for 
fund accounting and transfer agency is used 
by some of the world’s leading institutions 
such as BBH, BNP Paribas, Citi, Credit 
Suisse, HSBC, Northern Trust, RBC Dexia, 
SocGen and Union Investment. In addition, 
in 2009, we launched Multifonds Portfolio 
Accounting to support our customers’ 
expanding middle-office requirements, 
including real-time valuation, position-keeping 
and investment accounting.

Multifonds employs more than 300 
people and has offices across Asia, Europe, 
and North America. The software covers 
more than 25 fund jurisdictions and a 
broad spectrum of asset classes and fund 
structures, processing more than USD2trn in 
assets across the globe every day.

This is a time of change for investment 
fund industry and particularly the transfer 
agency business, and we intend to remain 
right at the centre of those changes. n
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The financial crisis and economic downturn 
of the past three years have brought 
fundamental changes for managers of hedge 
funds and other alternative investments, 
but also for their service providers such 
as administrators and custodians. A mix 
of changing demands from investors and 
increased regulatory oversight of the industry 
is putting pressure on providers, not least 
to product more detailed, frequent and 
up-to-date information and to demonstrate 
their capability to act as a backstop against 
mismanagement or outright fraud.

In Luxembourg these developments are 
taking place against a backdrop of pressure 
on the industry to keep costs down – an 
issue for most fund services jurisdictions, 
but one that has been sharpened by the 
adverse economic conditions and the less 
than stellar returns achieved by many hedge 

funds – and other alternative asset classes – 
since the onset of the crisis.

And perversely there is also pressure 
from some fund promoters for greater 
speed in the regulatory approval process, 
an understandable priority for managers 
with opportunistic investment ideas but one 
that appears to run counter to the general 
trend in favour of more rigorous scrutiny 
and oversight of investment vehicles and the 
firms that provides services to them.

In some respects the crisis has brought 
the industry back to basics, according to 
Keith Hale, global head of transfer agency 
at software provider Multifonds. “It’s focused 
a lot more attention on the fundamentals of 
the fund industry, things like regulation and 
risk management, which were less prominent 
concerns three years ago,” he says. “Then 
the attitude seemed to be ‘the more exotic 

Crisis brings new 
focus for service 

providers 
By Simon Gray
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Serving administrators 
‘outside the box’

By James eldershaw
The number of third-party administrators 
in Luxembourg has been swelled by the 
emergence of middle-tier firms that can now 
compete with the mega-administrators on a 
global basis and are establishing a presence 
in leading European fund centres.

Globalisation is being driven by 
administrators seeking to locate staff 
and infrastructure in the most favourable 
jurisdictions to perform their services from 
a tax, regulatory or cost viewpoint. A global 
presence also enables administrators to help 
managers react to any regulatory changes, 
such as the implications of the EU’s AIFM 
Directive for cross-border fund distribution.

However, globalisation also brings 
technology challenges. Firms require a 
system infrastructure to service client needs 
simultaneously across global offices and 
multiple time zones on a single application. 
PFS’s flagship PFS-Paxus, which is used 
to administer alternative funds with more 
than USD500bn in net assets, can support 
a global administration service across 
worldwide locations through remote access.

Global fund administration on a single 
system brings issues such as multilingual 
reporting, for instance where fund managers 
and investors share the same system but have 
different language preferences. PFS-Paxus now 
offers support for up to three languages on 
various reports, covering not only European 
languages but unicode characters such as 
Arabic (crucial for Shariah funds) or Chinese.

Administrators must also consider issues 
specific to the grand duchy, notably the 
vital aspect of confidentiality. Aside from 
the obvious importance of protecting client 
data, Luxembourg law strictly prohibits 
administrators from disclosing personal 
and account information about their 
customers except under certain conditions. 
For example, no personal data such as 
an investor’s name should be accessible 

to entities not covered by Luxembourg 
confidentiality rules.

To facilitate compliance, PFS-Paxus has a 
counterpart encryption function that makes 
investor details undecipherable without 
a valid cipher key. If the data stored in 
the underlying SQL database were to be 
accessed or stolen, it would be useless 
without a decryption key. In addition, investor 
correspondence such as contract notes 
and statements can be sent by e-mail in 
password-encrypted pdf format.

The drive to increase industry efficiency 
through technological development continues 
to gather pace. Increasing sophistication 
of systems across the industry is enabling 
faster reporting and real time transparency 
of the administrator’s records. For some 
structures, such as managed accounts, 
investors commonly request real-time 
access to positions and valuations on the 
administrator’s system.

PFS-Paxus will soon introduce a manager 
interface to enable reporting on a real-time 
or historical basis for full transparency. The 
interface will also permit, if enabled by the 
administrator, managers to enter their own 
trades to facilitate straight-through processing 
or interface trades via a data mapping tool 
that will allow the integration of front-office 
systems with PFS-Paxus without the need for 
bespoke customisation on each occasion.

Entering its second decade of servicing 
the alternatives industry, PFS-Paxus is moving 
‘outside the box’ of the core functions 
historically associated with NAV generation. 
Support for functions such as position reports 
with Ucits tags, automated cash and securities 
reconciliations, on-demand feeds from price 
vendors, automated security master enrichment 
from price vendors and flexible data feeds from 
front-office systems all emphasise the quest 
to help administrators add value to the service 
they provide to their clients. n

James Eldershaw is a director 
with PFS



LUXEMBOURG Hedgeweek Special Report Nov 2010 www.hedgeweek.com | 14

iNduStRy

the fund, the better’, without levels of risk 
and operational control to match. Fast-
forward three years, and investors are far 
more concerned about the risk profile of 
the fund, the identity of the administrator 
processing it, and what their balance sheet 
and technology infrastructure look like.

“Whereas in the past asset managers 
were mainly concerned about being exotic 
and creative, today they realise the need to 
offer funds, whether mutual or hedge, in a 
controlled way and with an appropriate level 
of risk. Administrators are keen to offer their 
fund manager clients more middle office 
outsourcing services because investors want 
to see third-party oversight over what the 
managers are doing, in the wake of scandals 
such as Madoff.”

That is pushing fund administrators to 
impose their own demands, Hale argues. 
“Administrators need more operationally 
efficient platforms to cater for the widest 
possible range of jurisdictions and funds 
at the lowest possible cost,” he says. 
“Whereas before the crisis they were more 
focused on getting new mandates up and 
running quickly, now attitudes are much 
more pragmatic and sophisticated about 
operational cost and risk. This is reflected 
in the need for software that caters to the 
need for control within the industry but 
that enables managers, especially in the 
alternative space, to react quickly to change.”

But the background of managers may 

still result in different priorities. “New hedge 
fund managers might have started life as 
a group of prop traders who came up with 
a hedge fund strategy to offer to ultra high 
net worth investors,” Hale says. “They might 
not be used to the level of infrastructure 
of a traditional institutional buy-side asset 
manager, preferring fairly light, fast-moving, 
easier-to-change infrastructure that enables 
them to be highly reactive. Traditional asset 
managers and administrators may be more 
risk-averse in terms of their technology 
platform.”

For a provider like Multifonds, “you have 
to be proactive rather than reactive and 
speed to market is key. The challenge 
in serving administrators and their own 
alternative manager clients is making sure 
the systems can respond fast. We aim to 
react quickly to our customers’ needs. For 
example, there are a number of areas that 
are not necessarily core to our traditional 
processing systems, such as customised 
reporting. We have to enable our customers 
to support these needs quickly by providing 
flexible tools as part of our architecture.”

Another important development Hale sees 
is the blending of institutional and alternative 
fund services into a single offering. “Now 
it’s all just fund services,” he says. “That 
indicates that the alternative and institutional 
industries are coming together and the 
institutionalisation of systems and processes 
reflects that. Customers are expecting more 
robustness in the development, testing 
and roll-out of the functionality, although 
there will always be pressure to do things 
quickly and respond, for instance, to the 
latest performance fee and equalisation 
methodologies.”

Bradford Rowley, a senior business 
analyst at Pacific Fund Systems, provider 
of the PFS-Paxus fund accounting system, 
notes that in today’s market many service 
providers are carrying out operations across 
an extensive global network covering multiple 
time zones, and that they need technology to 
match. “They require the ability to work from 
a central database across multiple global 
locations,” he says. “Rather than having a 
different infrastructure for each office, they 
want an infrastructure shared globally, using 
a common set of standards, database and 
approach across all their offices.”

12 
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investments, the group has taken steps to 
organise its global fund business accordingly.

“A lot of players have strategies to 
offshore or ‘nearshore’ various operations, 
and are looking at what part of the value 
chain they put in Luxembourg and what 
part should be outside,” he says. “Caceis 
has centralised independent valuation of 
derivatives and departments for processing 
derivative instruments in Luxembourg on 
behalf of other branches or subsidiaries. It is 
a centre of excellence for the group. Other 
groups have also realised they need their 
centre of expertise close to the main centre 
of alternative investment funds.”

That’s not to say that smaller players 
are necessarily being squeezed out of the 
fund administration market. “We are seeing 
more and more new entrants, especially in 
the fund accounting sector,” says Deloitte & 
Touche audit partner Johnny Yip. “In addition, 
some Luxembourg-based institutions are 
opening up specialist hedge fund desks, and 
there is a lot of interest in Newcits business.”

Nina Kleinbongartz, product manager 
for alternative investments in Europe at Citi 
Global Transaction Services, adds: “There 
will always be niche or boutique fund 
administrators targeting particular strategies 
or small and start-up funds. Currently we 
don’t see a great trend toward consolidation 
among fund administrators. On the contrary, 
Luxembourg is a good place for niche 
providers.”

One of those providers to adopt a global 
operating model is Citi. “One reason we 
built and deployed a global operating 
model last year was that, especially with 
all the uncertainty in the marketplace, 
fund managers may take a wait-and-see 
approach, but administrators can’t afford 
to do that,” says Marion Mulvey, head of 
alternative investment administration services 
for Europe, the Middle East and Africa at Citi 
Global Transaction Services.

“A lot of this is technology-driven, and 
things like that don’t happen overnight. One 
of the benefits of a larger player, especially 
the handful of truly global players like Citi, 
is our ability to invest in the technology and 
prepare. And while certain new features and 
requirements are coming in with the latest fund 
regulations, in reality the need for transparency 
has been around for a long time.

“Once you build a global standardised 
platform and all your systems are in sync, 
across the world you utilise the same 
processes, and your team is organised 
around the same roles and operating models 
and principles. It allows for a more simplified 
and streamlined ability to address new 
regulatory requirements through a single 
change to a single application deployed 
literally worldwide.”

Another aspect of technology, data 
security – a hot topic throughout the global 
financial world – is especially important 
in Luxembourg because of the legal 
implications of the country’s confidentiality 
rules. “To obtain an administrator licence 
you need to be able to show the regulatory 
authority that the client data will remain 
confidential,” Rowley says. “We have an 
encryption process that encrypts all the 
underlying data and any correspondence to 
protect data against being stolen. Without 
a valid password or cipher key, the data is 
completely illegible.”

As Europe’s largest fund services centre, 
Luxembourg appears well placed to benefit 
from the evolution of the service provider 
industry as a result of changing regulation as 
well as the impact of technology costs. José-
Benjamin Longrée, until recently managing 
director of Caceis Bank Luxembourg, 
notes that with a third of the EUR150bn in 
total assets under fund administration in 
the grand duchy consisting of alternative  18
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In the wake of the financial crisis and 
economic downturn that have shaken the 
alternative investment industry over the 
past few years, fund managers and service 
providers face new challenges in restoring 
impetus to the sector – not least in Europe, 
where a new regulatory environment will be 
ushered in by the European Union’s Directive 
on Alternative Investment Fund Managers.

The legislation, drawn up in response to the 
crisis with the aim of minimising systemic risk, 
increasing investor protection and enhancing 
the EU single market, has taken 18 months 
to finalise and is scheduled to take effect in 
2013, introducing for the first time harmonised 
regulation of European-based fund managers 
and of the funds they manage.

A central feature of the legislation is the 
introduction of a passport that will allow 
authorised alternative managers to market their 
funds to sophisticated investors throughout 
the 27 EU member states. Following formal 
approval by the European Parliament, the 
legislation could be implemented by member 
states as early as next year or 2012. Following 
the example of its rapid adoption of successive 
Ucits directives, Luxembourg is likely to be 
among the first countries to transpose the 
directive into national legislation in the course 
of next year. 

The grand duchy already has experience 
in providing a regulated environment 
for hedge and other alternative funds, 
having offered Undertakings for Collective 
Investment Part II structures for more than 
a decade and successfully introduced the 
Specialised Investment Fund (SIF) regime 
in February 2007 – at the end of September 
there were 1,144 SIFs with EUR195bn in net 
assets. And over the past two years many 
managers have chosen Luxembourg to 
domicile Ucits funds that use derivatives to 
replicate hedge fund strategies.

Once in force, the AIFM Directive will 
entail changes to the SIF regime, which 
currently does not impose minimum capital 
levels. The directive sets out minimum capital 
requirements for alternative fund promoters as 
well as stipulating high levels of transparency 
for the fund manager in areas including 
remuneration and investment strategy.

In addition, the directive places greater 
responsibility on the depositary bank, which 
is bound to return the financial instruments 
in its custody without undue delay and 
may be liable for any losses resulting from 
failure to perform its duties satisfactorily. 
This increased risk may lead the depositary 
bank not only to charge higher fees but 
conceivably to exit more risky markets, 
consequently restricting fund managers from 
investing in markets or products that are not 
covered by their custody network.

To avoid finding themselves limited 
to conservative investment strategies, 
managers may prefer depositaries with 
broad international proprietary networks and 
respected brand names that will reassure 
their investors. In addition, service providers 
will be called on to facilitate the new levels 
of transparency and flexibility of reporting 
that investors are demanding.

The global operating model adopted by 
Citi over the past couple of years is proving 
a key advantage in an environment where 
transparency is not just a core investor 
demand but increasingly a marketing tool 
for managers. What is now essential is not 
just the detail of insights into the fund’s 
operations but the speed and flexibility with 
which investors can access the information 
they require. The global operating model 
also boosts the ability of fund managers to 
embrace new markets and retail distribution 
models, but the ultimate beneficiary is 
the investor. n

Global focus on 
depositaries

By Nina Kleinbongartz

Nina Kleinbongartz is product 
manager for alternative 
investments in Europe with 
Citi Global Transaction 
Services
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because they have their own sub-custodian 
network.”

He warns that these provisions may 
make investment in emerging markets 
more difficult and expensive because of the 
potential liability incurred through outsourced 
sub-custody arrangements. “At the end 
of the day, as long as you use first-class 
counterparties in Europe and North America, 
the impact might not be that huge,” he says. 
“But you will have to find other arrangements 
that may be more costly when you invest 
in certain geographical regions or sectors. 
If responsibility for sub-custodians is really 
strict, it will be very expensive for funds 
investing in these areas.

“To become the insurer of an economic 
structure is completely different from being 
a service provider essentially focusing on 
operational risk. You will have to calculate 
things in a different way, and there may 
be consequences for depositaries’ capital 
adequacy requirements. Even big providers 
with deep pockets will have to get insured 
in turn. With investment funds you are very 
quickly at a level of economic liability for the 
assets that is big for anyone in the world.”

The potential for increased costs of the 
new regulatory arrangements in Europe are 
an additional concern for a Luxembourg 
industry that has always needed to keep a 
close eye on its competitiveness in relation 
to rival centres. However, members of the 
industry point out that Luxembourg’s ability 

However, she cautions that the 
environment for such niche firms will 
become more complicated when the EU 
Directive on Alternative Investment Fund 
Managers comes into force in 2013, bringing 
with it increased liability on the part of 
the depositary bank for losses suffered 
by investors through a tightening of the 
obligation to make restitutions of fund assets 
to the manager or to investors.

“Niche providers will have to team up with 
a depositary bank when the directive comes 
into force because often they do not offer 
in-house custody services, whereas Citi is 
well placed to provide these services higher 
up the value chain,” Kleinbongartz says. 
“Fund managers are especially are looking 
for service providers with deep pockets, 
while investors prefer brand names to small 
boutiques. However, if the latter can partner 
on the custody and depositary bank side, 
that could be a good business model.”

That may not preclude consolidation on 
the depositary bank side, she adds, and 
Longrée agrees that further developments 
in the regulatory environment for custody 
providers, including the AIFM Directive, could 
offer a big advantage to global institutions. 
“If the depositary effectively becomes insurer 
of the fund, that will be a huge advantage 
for players – there are only a very few of 
them – that have a giant footprint all over the 
world,” he says. “It will be a big advantage 
to be able to offer their clients a guarantee 
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in Luxembourg. But ultimately a number of 
comparative surveys have made clear that 
Luxembourg is in a good position compared 
with many European countries.”

Quality and attention to detail may also 
have something to do with the complaints 
that can occasionally be heard from fund 
promoters that the process of gaining 
approval for new funds is not as fast as 
in rival centres. The industry regulator, the 
Financial Services Supervisory Authority 
(CSSF), has said it is looking at ways to 
reduce delays, but some analysts say there 
is still work to do. “We may never be as fast 
as the British Virgin Islands or Cayman, but 
we are working hard to improve our speed,” 
says Yip. “Our benchmark should be Ireland.”

Baranowski notes: “We are a victim of 
our own success. You can see it as a 
negative, but at the same time it shows 
that proper due diligence is being done at 
the set-up stage, and that once it’s up and 
running the structure works. You might be 
able to buy off-the-shelf holding companies, 
but in the fund industry you need to take 
time and ensure every aspect is properly 
thought through, to avoid having to rewrite 
all the offering documents a couple of 
months later.”

Longrée believes that the sheer variety of 
funds using the SIF regime is a factor. “The 
problem is that there are not just two or 
three categories of SIF – there are as many 
categories as there are SIFs,” he says. “That 
helps explain why in certain cases they go 
through very quickly and in others they go a 
little slower.

“Caceis’s recent experience with the CSSF 
has been very good, but it’s always the 
people who are not satisfied with a particular 
case that are vocal. But I wouldn’t say it is 
worse that in the past. The CSSF is doing 
pretty well and I’m convinced they will take 
the necessary steps in the future to ensure 
they have sufficient resources.”

Baranowski concurs: “Because 
Luxembourg is in fashion, the SIF law 
is extremely successful, there is some 
redomiciliation taking place, and the 
regulator is understaffed, they don’t have 
enough people. Now the CSSF has started 
to poach people from the industry, so people 
who used to work in fund administration are 
turning up working for the regulator.” n

to attract to its workforce skilled individuals 
from neighbouring areas of Belgium, France 
and Germany has long been a brake on 
salary inflation. Beyond that, they say, you 
pay for what you get.

“Luxembourg is not cheap, but it depends 
whether you want to drive a Mercedes or an 
Opel Corsa,” says Mariusz Baranowski, the 
former managing director of Custom House 
Fund Services (Luxembourg). “You can’t 
buy a Mercedes for the price of a Corsa. 
Managers and investors continue to come to 
Luxembourg even if it’s a bit more expensive 
for many reasons, starting with the quality of 
service providers.

“In Luxembourg, you have numerous top-
class lawyers, custodians, auditors and fund 
administrators within a couple of square 
kilometres. In half a day you can establish 
good relationships and be sure that your 
fund will be formed and administered to the 
highest possible standard. That’s not so 
easy elsewhere. In addition, Luxembourg is a 
jurisdiction with experience, which has been 
through many crises and other developments 
over the years. It is because of its 
experience and expertise that Luxembourg 
has the ability to reinvent itself.”

Baranowski adds that the crisis has 
made competition within the marketplace 
keener. “Once a manager might have gone 
to a lawyer to set up its fund and just paid 
whatever fee they quoted,” he says. “Now 
they would go to four or five different firms.” 
There is greater flexibility in other areas, too. 
“For example, office rental prices have not 
gone up at all, and it’s much easier to talk 
to property managers. When business was 
booming for years on end, people saw no 
reason to negotiate, whether on office space 
or salaries, but now that’s all changed.”

Longrée argues that cost levels are not 
dissimilar to those in Dublin, where many of 
Luxembourg’s fund service providers also 
have operations. “We are very much on the 
same path, with different advantages and 
disadvantages that at the end of the day 
lead to the same kind of cost structure,” 
he says.

“The fund industry is at maturity, and 
you have a certain number of people that 
may not necessarily be the cheapest on the 
market, but that’s in part because groups are 
putting more and more value-added services 


