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its regulation. For alternative investment 
funds (AIF) under the AIFMD, this update to 
the limited partnership regime is important 
and Luxembourg’s regulators want to make 
sure they have a leading edge in the AIF 
space,” says Yves Courtois, Corporate 
Finance Partner at KPMG (Luxembourg), 
who continues: “Luxembourg has long 
been a perceived safe haven for institutional 
investors. It transposed the Directive quickly 
and decided upon a couple of modernisation 
measures to its laws which govern investment 
vehicles. As part of this, they brought in a 
new limited partnership – the SCSp, which 
was inspired by the Anglo-Saxon limited 
partnership model. Part of the reason 
Luxembourg has adopted that regime is 
because from a GP’s fund raising standpoint 
LPs are more familiar with that regime.

“It was the missing piece of the jigsaw. 
The existing fund regimes have experienced 

“What the Special Limited Partnership 
(SCSp) does is provide a legal vehicle that 
specifically and systematically addresses 
every area of concern for private equity 
managers when they look at what are the 
available options to them across different 
jurisdictions,” comments Daniel Richards, 
partner at Ogier (Luxembourg).

This summer, the Grand Duchy made 
the strategic decision to revamp its 
limited partnership regime (the societe en 
commandite simple or SCS) at the same 
time as transposing the AIFM Directive into 
national law. By doing so the message it 
intended to relay was clear: Luxembourg 
is ready to support global private equity 
managers and intends to become the 
leading onshore private equity hub.

“The SCSp is a huge opportunity for 
Luxembourg, which has always been quick to 
grasp opportunities and proactively adapted 

Luxembourg attracts 
private equity managers 

with new regulations 
By James Williams

Overv ieW
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some level of success in the past but not 
to the expected level to attract fund raising 
vehicles in private equity. Introducing the 
SCSp clearly gives a boost for the fund 
raising activities of private equity managers.”

In essence, what Luxembourg’s 
lawmakers have done is modernise what 
was quite an antiquated limited partnership 
regime in the SCS based on the 1915 
company law. By introducing the SCSp 
alongside the enhanced SCS – they are both 
peas in the same pod – what Luxembourg 
has done is present managers with two 
choices: they can either use the updated 
SCS regime, which is invested with legal 
personality, or use the SCSp which is 
invested with no legal personality. Both 
limited partnership regimes are likely to 
better appeal to LPs, particularly the SCSp 
as it is based on such a well-recognised 
Anglo-Saxon model.

“The SCSp was something that was 
missing from the panel of products available 
to private equity players in Luxembourg,” 
says Olivier Coekelbergs, Private Equity 
Leader at EY (Luxembourg). “Luxembourg 
has strong experience in traditional asset 
management (UCITS) and is considered a 
stable country. It has a AAA credit rating 
and a proactive, knowledgeable regulator. 
We are in the centre of Europe with a strong 
international reputation. But until now we 
didn’t have a vehicle that was favoured by 
private equity firms.”

With the SCS/SCSp limited partnership 
regime, managers now have complete 
flexibility when choosing to establish either 
regulated (under SIF and SICAR law) or 
unregulated (governed by the Company Act) 
investment vehicles. 

Given the relative success of the 
Specialized Investment Fund (SIF), it is 
possible that over the coming years global 
private equity firms who will be required to 
comply with the Directive will use this fund 
vehicle to passport to European investors.

“There have been a couple of key steps 
to attract private equity funds. The first was 
the creation of the SICAR in 2004. Then in 
2007, the SIF was introduced. Although both 
vehicles were key steps in enlarging the type 
of domestic products we could propose to 
private equity managers, we did not have the 
typical limited partnership they were used 

to. Now, this is something that we have with 
the SCSp.

“When we look at the picture today 
Luxembourg can offer acquisition structures, 
fund structures and also management 
structures under the Directive. Consequently, 
I think we could be well positioned moving 
forward to see the private equity funds space 
grow. However, we need to demonstrate 
that this new limited partnership works, and 
works properly,” stresses Coekelbergs.

Under the old SCS, one of the main 
drawbacks was that the GP was required 
to fully disclose the identity of every LP in 
the partnership. Under the enhanced SCS 
regime, this is no longer necessary. Also, in 
terms of voting rights historically one share 
equated to one vote.

Now, there is complete flexibility within 
the Limited Partnership Agreement with 
respect to voting rights and distribution of 
the economic benefits of the partnership. In 
addition, there is no longer any risk to an LP 
which wishes to engage in the management 
activities of the company losing its limited 
liability status.

Ogier’s Richards provides further clarity 
on the improvements of the SCS/SCSp 
regime by adding: “You have a large degree 
of flexibility in drafting the LPA. You have 
partnership rights in terms of economic 
interests, non-management safe harbours for 
LPs who become more closely involved in 
the internal management of the LP without 
any risk of loss of limited liability. You have 
modernised confidentiality agreements to 
provide the appropriate level of confidentiality 
to LPs. You have freedom of contract in 
relation to provision of information and in 

Overv i eW

“What Luxembourg’s lawmakers 
have done is take the best-
in-class solution on various 
points used in comparative 
jurisdictions and adopt it into 
the SCSp. The result is a 
limited partnership regime 
that meets all of the needs of 
private equity managers.”

Daniel Richards, Ogier
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The new SCSp limited 
partnership regime 

interview with Justin Partington
“In my pan-European view this is the most 
effective change I’ve seen Luxembourg make 
in the last 10 years to boost its funds offering 
to the Private Equity industry,” suggests 
Justin Partington, Commercial Director at Ipes 
– one of Europe’s leading private equity fund 
administrators with more than USD50billion 
in funds under administration – in response 
to the amendments made to Luxembourg’s 
limited partnership regime. 

“Speaking candidly, the SICAR hasn’t 
really attracted the interest of European 
private equity fund managers. For French 
and UK private equity managers in particular, 
this is a big development.”

Dr Martin Brockhausen, private equity 
funds counsel for SJ Berwin, one of Europe’s 
leading law firms in the funds area, in 
Luxembourg, says that one of the issues 
with Luxembourg before was that the 
existing Luxembourg fund structures (like the 
most common SA/SCA SICAR or SA/SCA 
SIF) weren’t very familiar to many investors 
used to the (simple and contract based) 
Anglo-Saxon LP/GP model. The LP/GP 
model is by far the most common structure 
for PE and VC funds. 

“Luxembourg has done its homework. 
The new SCSp is an important step 
because it minimises Luxembourg’s historic 
disadvantages being accused by many to 
overregulate its funds compared to the likes 
of Jersey, and at the same time offers an 
attractive onshore alternative. 

“In a nutshell, the SCSp combines an 
already competitive tax environment in 
Luxembourg with a lot of additional flexibility 
with regards to regulation and corporate 
structuring,” explains Brockhausen.

Until now, Luxembourg hasn’t been able 
to fully compete with more established 
offshore jurisdictions like the Channel 
Islands where the Anglo-Saxon Limited 
Partnership is a ubiquitous feature. The old 
SCS common limited partnership dated back 

to 1915 and until Luxembourg lawmakers 
amended it this year, was rather antiquated.

“Previously with the “old” SCS you had 
many disadvantages and only some of them 
could be mitigated by structuring the fund as 
an SCS SICAR, a regulated structure requiring, 
inter alia a depositary for the assets. 

“You had, for example, a claw back if 
you distributed over profits, LPs names 
were registered in a public register and it 
wasn’t clear if LPs would lose their limited 
liability if they exercised market standard 
LP rights such as the ones connected with 
an advisory board seat. That has now been 
clarified in the updated law. The claw back 
has been removed, the GPs can (subject to 
the LPA) distribute whatever they like, and 
the liability issue for LPs has been removed. 
There is complete contractual flexibility within 
the fund structure,” says Brockhausen.

Now you can structure limited partnerships 
just as you can in Jersey, Delaware or the 
Cayman Islands. Previously, if you wanted to 
have a tax neutral fund vehicle in Luxembourg 
you needed to use a SIF or SICAR, both of 
which require full CSSF authorisation. “The 
new SCS is especially attractive if you wish 
to avoid using these regulated fund structures 
because you still have the possibility, if you 
structure it right, to have tax transparency 
through an unregulated fund structure,” says 
Brockhausen.

Partington notes that over the last couple 
of years some of Ipes’ clients have gone 
to Luxembourg to test the waters and 
concluded that it was a good jurisdiction, but 
the SICAR and SIF structure was unattractive 
to some investors because of its high degree 
of regulation with features like a mandatory 
depositary.

“When clients next go to Luxembourg, 
they’re going to see a fund product that is 
a lot more attractive and should result in 
more Luxembourg private equity funds being 
launched.” n

Justin Partington, Commercial 
Director at Ipes

i PeS
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record of the manager, information on the 
board of directors, and on the regulated 
service providers such as the central 
administrator, custodial bank, and auditor. 

“Regulation will only apply to the SIF – 
and not to the manager as an AIFM – if a 
manager falls below the AuM threshold of 
EUR100million. So when considering the SIF, 
managers should ask themselves a series of 
questions such as: does the Directive apply? 
If yes, shall I apply now or make use of the 
grandfathering period until next July?”

Tax considerations under the new SCS/
SCSp regime
The SCS/SCSp regime provides the 
opportunity for full tax transparency and tax 
neutrality on the basis that certain conditions 
are met:
• That the GP, taking the form of a 

Luxembourg-established company, holds 
less than 5 per cent of the partnership 
interest in the SCS/SCSp. Under such 
circumstances, the income generated 
would not be deemed business income 
and as such would not be subject to 
Corporate Income Tax.

• The SCS/SCSp is limited to private 
wealth management only: as is typical of 
private equity funds. As such, the income 
generated would not be deemed business 
income, and moreover no permanent 
establishment would be recognised, 
omitting the need to pay Municipal 
Business Tax. 

As the Luxembourg Private Equity & Venture 
Capital Association pointed out in a July 
newsletter, it will therefore be possible under 
the new tax framework to structure a private 
equity fund in total tax neutrality. 

relation to assets of the partnership register. 
“What Luxembourg’s lawmakers have 

done is take the best-in-class solution 
on various points used in comparative 
jurisdictions (Jersey, UK etc) and adopt it into 
the SCSp. The result is a limited partnership 
regime that meets all of the needs of private 
equity managers in terms of the vehicle 
itself, and which gives them the freedom to 
structure the fund as they and their investors 
need without reference to any artificial 
restrictions from legislation.”

Given the clear improvements made 
with this new SCS/SCSp regime it begs 
the question: why has it taken so long? 
Why now?

“Corporate structures like the SCS shared 
many of the same characteristics of the 
common limited partnership but sometimes 
when a solution has been tried and tested 
for a long period of time it’s difficult to 
convince LPs to switch from one vehicle that 
they are familiar with to another. 

“This is why the SCSp was introduced: 
to fill this gap. The Luxembourg authorities 
basically decided this year that they 
should take one step further to attract LPs 
by introducing this new Special Limited 
Partnership,” explains Courtois. 

By introducing this new limited partnership 
regime in conjunction with the AIFM Directive, 
Luxembourg has singularly addressed two 
key issues: structuring the legal entity, and 
manager regulation. The third strand is, of 
course, domestic fund regulation. 

As mentioned, the beauty of the SCS/
SCSp regime is that GPs now have complete 
flexibility over whether to have a regulated or 
unregulated fund. Assuming that a manager 
is looking to tap in to a wider source of 
European institutional assets, they would 
need to consider that the most commonly 
used form of regulated fund product among 
professional investors in Luxembourg is 
the SIF. 

“That again is a vehicle characterised 
by a high degree of flexibility,” Richards 
states. “The SIF is a tax neutral vehicle and 
takes either a corporate form or a limited 
partnership form. It can be self-managed or 
can appoint an external manager. Managers 
who choose the SIF need to be aware that 
there is a regulatory approval process (with 
the CSSF) that will include a detailed track 

4 “The SCSp was something 
that was missing from the 
panel of products available 
to private equity players in 
Luxembourg…Until now we 
didn’t have a vehicle that 
was favoured by private 
equity firms.”
Olivier Coekelbergs, EY (Luxembourg)
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SIF, where the SIF would act as a feeder 
fund into the Jersey-based master fund, 
which itself invests in Asia-Pacific real estate 
assets. This original plan then had to be 
revised when changes to German tax law 
meant that insurance companies could only 
invest assets in a Luxembourg vehicle under 
the following conditions:
• The Luxembourg vehicle must be 

transparent;
• It must be unregulated;
• The Luxembourg vehicle should be 

structured with no legal personality.
Ulrike Jacquin-Becker, who worked on 
the restructuring, explains: “The SIF we 
wanted to incorporate did not meet these 
criteria required to meet the German 
investors’ needs so we had to work out 
a new structure. At the same time a new 
Luxembourg limited partnership regime 
was being introduced. The SCSp was the 
easiest solution to respond to the investors’ 
needs because it is tax transparent, it has 
no legal personality, it offers confidentiality 
of the identity of the LPs, and it offers the 
possibility to be an unregulated entity.

“Following various discussions it was 
decided in July that the SCSp would be 
the best vehicle to incorporate to respond 
to the needs of the client’s investors. We 
established the special limited partnership 
agreement very quickly as a private deed in 
collaboration with our Ogier team in Jersey. 
There was no need for a notary. 

“The management of the SCSp has 
been entrusted to a general partner, a 
corporate entity incorporated in the form 

Amendments have also been made to 
Luxembourg’s tax regime with respect to 
carried interest. 

“A temporary carried interest regime 
has been introduced and it is designed to 
provide what I would call ‘the red carpet 
treatment’ for employees of alternative 
investment fund managers moving to 
Luxembourg for the first time,” explains 
Nina Kleinbongartz, Director at Sanne Group 
(Luxembourg), a fund administration group 
with in excess of EUR40billion assets under 
administration. 

This is effectively a tax benefit for which 
employees, under certain conditions and 
for a limited period of time, will be able to 
avail themselves of, marking yet a further 
development in the attractiveness of the 
Grand Duchy to AIFMs. 

“This is a temporary provision for the 
employees of AIF Managers whereby the 
income of carried interest will be taxed 
at a maximum progressive rate of 10 per 
cent. Employees will be able to get this 
preferential tax rate if they become tax 
resident over the next five years. Whilst a 
temporary regime, it nevertheless shows 
that Luxembourg regulators are focused 
on Luxembourg becoming a location of 
choice for alternative fund managers,” adds 
Kleinbongartz.

Case study 
Ogier has already structured an SCSp for 
one of its clients this July. The client, based 
in Germany, wanted to move their assets 
into a Luxembourg regulated vehicle i.e. a  11
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Eddie Russo, solutions 
consultant at Advent Software

Meeting the needs of 
private equity managers

interview with eddie russo
“It’s about providing efficiencies across asset 
classes. Whether it’s a limited partnership 
private equity fund, a FoHFs, a hybrid private 
equity fund, we offer those efficiencies under 
one hood, on one platform,” comments 
Eddie Russo, solutions consultant at 
Advent Software on Geneva World Investor, 
the firm’s integrated solution for portfolio 
management, investor accounting and 
servicing.

For private equity firms, the need 
for system consolidation is starting to 
grow. Not only are investors becoming 
more demanding in terms of the level 
of transparency they require but as the 
regulatory environment evolves so the need 
for greater operational efficiency to handle 
myriad reporting requirements is rising. 

In response to the need for enhanced 
transparency, a few years ago Advent took 
the decision to merge Geneva – its flagship 
portfolio accounting and management 
platform – with its investor accounting 
platform, which at the time was called 
Advent Partner.

The result was Geneva World Investor. At 
its heart lies flexibility; something that Advent 
paid close attention to when speaking to 
private equity managers and administrators. 
To accommodate a variety of fund structures 
the platform uses an n-Tier fund structure 
function. This allows for the unlimited 
creation of entities within a structure 
including multiple masters, multiple feeders, 
blockers, AIV’s, SPV’s allowing manager’s 
to be as flexible as possible as they look to 
support this ever changing marketplace.

Flexibility is also at hand for managers 
within the fund structure itself. Different 
investors might want to participate in different 
deals and opt-out of others. Geneva World 
Investor offers the flexibility to provide opt-
outs at various levels of investor participation. 

“With Geneva World Investor, firms now 
have the ability to take data from all their 

front- through back-office functions at the 
fund level and share it in real-time with 
investors, providing full investor transparency. 

“Investors can see their specific piece 
of a fund, full balance sheet reports, NAV 
reporting etc, based on their percentage of 
capital ownership of that fund. They can see 
exactly what their P&L is across multiple 
funds on one platform,” says Russo. 

Aside from dealing with enhanced 
transparency, private equity managers 
increasingly need better system consolidation. 

“Firms today do not want to run five or 
six different accounting engines, they want 
to consolidate and will choose the best and 
most cost effective offering,” asserts Jesper 
Steiness, director of business development 
EMEA at Advent.

“This is where Geneva comes into play. 
Historically, we’ve sat in the middle and 
supported alternative fund managers and 
FoFs. Then we branched out into private 
equity, which is very investor-driven, and into 
UCITS and mutual funds, which tend to be 
more workflow-driven. 

“We can support firms across all these 
different asset classes.”

Russo adds that managers who are able 
to demonstrate to investors that they have 
full automation are well placed in today’s 
tough capital raising environment. Investors 
don’t want to see manual intervention 
because that puts valuations at risk.

“Ultimately, we want to ensure that firms 
can use our platform easily. Within private 
equity the waterfall calculation and carried 
interest calculation are highly customised 
calculations that vary from firm to firm. We 
needed to build a solution that was suitable 
for the marketplace. Part of that is giving 
firms the tools to build and make things 
more efficient and automated. It’s really 
about taking manual intervention out of 
the workflow because that represents the 
greatest operational risk.” n

Advent
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In Kleinbongartz’s view it will ultimately be 
driven by the LPs: “The fund initiator would 
probably prefer to stay offshore given the 
choice, because with additional regulation 
comes additional costs but without their 
investors they are nothing. I spoke to one 
of our clients recently who is turning their 
existing offshore fund into a regulated 
Luxembourg fund structure as a result of 
investor demand. So it ultimately depends on 
the investors.” 

Richards believes that Luxembourg will 
be well placed to capitalise on the growth 
of onshore regulated funds as GPs look to 
distribute to European institutional investors 
who prefer onshore regulated products. 
“What the new SCSp limited partnership 
does is, because of its flexibility, allow 
managers to create a multi-jurisdictional 
master/feeder structure in a way that uses 
substantially the same documents.” 

This suggests that Luxembourg could 
become an attractive option for managers 
looking to consolidate their fund structures. 
And whilst the message is clear that 
Luxembourg is keen to grow its private 
equity market, Mantrisi says it will not do so 
by inviting all and sundry. After all, it has a 
reputation to uphold:

“It isn’t Luxembourg’s intention to get 
each and every private equity manager. It’s a 
serious market for serious players.”

Going forward, Kleinbongartz says that 
GPs who choose Luxembourg can expect to 
receive the red carpet treatment:

“I think it will take time for momentum 
to build but based on the enquiries that 
we’ve been receiving recently the signs are 
positive that Luxembourg will achieve more 
substance as a centre of excellence for 
private equity funds. I expect to see a higher 
volume of private equity funds coming here 
over time.” n

of a Luxembourg limited liability company 
has been incorporated in the form of a 
private limited liability company (société à 
responsabilité limitée) whereby the liability 
of the partner is limited to the amount of its 
contributions.”

The opportunity for Lux under AIFMD
Whilst updating its limited partnership regime 
is undoubtedly a positive move, some 
believe the domicile’s ability to leverage on 
the AIFM Directive could potentially act as 
an even greater catalyst for private equity 
funds growth.

Mario Mantrisi is chief strategy and 
research officer at KNEIP, a legal and 
regulatory service provider to the asset 
management industry. In Mantrisi’s view, 
the AIFMD is a huge opportunity for 
Luxembourg: “We are a strong UCITS 
market and very well known for cross-border 
distribution of these funds. By replicating the 
same scheme under AIFMD, Luxembourg 
could well become the preferred onshore 
domicile for a lot of alternative fund 
managers and become the central hub of 
cross-border distribution of AIFs. 

“I think the Irish have already done a good 
job and both markets will be well positioned 
to grow their alternative fund markets over 
the coming years.”

One of the challenges that Luxembourg 
faces is how it will effectively monitor private 
equity funds, should their numbers grow 
under the Directive. In Mantrisi’s opinion, it 
needs to ensure that it establishes robust 
risk management expertise. “If I had one 
concern, it is the overall understanding in 
Luxembourg of the private equity business; 
what are the related risks, and how do 
you effectively monitor those risks? If 
Luxembourg gets that expertise in risk 
management it will put it in a powerful 
position but it still has to strengthen that 
area in my opinion.”

This is not to suggest that Luxembourg 
will overnight become a major private equity 
hub, with managers turning their backs on 
offshore jurisdictions. What is more likely to 
happen is a dual domiciliation trend, where 
global private equity houses maintain their 
Cayman master/feeder structures, and 
choose a European hub like Luxembourg 
from which to passport regulated funds. 

8 “If Luxembourg gets 
that expertise in risk 
management it will put it in 
a powerful position but it still 
has to strengthen that area 
in my opinion.”

Mario Mantrisi, KNEIP
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Luxembourg’s answer to 
PE regulatory reform 

By Alain Kinsch & Axelle Ferey

Porter formalised it in the 90’s: innovation 
is key to competitiveness. Luxembourg’s 
private equity industry, with the support by 
Luxembourg authorities, explored this path 
over the past ten years to establish the Grand 
Duchy as a European hub for private equity, 
not only from an international private equity 
transaction structuring perspective but also 
from the perspective of a fund structuring 
and domiciliation hub. The same approach 
centered on the concept of innovation 
was adopted to transpose the Alternative 
Investment Funds Manager Directive (AIFMD) 
into Luxembourg law this summer.

Indeed, the Law of 15 July 2013 not 
only transposed the European Directive 
in a copy out mode, but also introduced 
major innovations to further enhance the 
framework available to those willing to set 
up private equity vehicles in Luxembourg, 
thereby potentially benefiting from the 
AIFMD passport for fundraising from 
July 2013, provided that the manager of 
such Luxembourg Alternative Investment 
Funds (AIF) is established in the European 
Economic Area.

The first innovation is the introduction 
of the Special Limited Partnership (SCSp). 
Leveraging upon the well-established Anglo-
Saxon LP regime, the new regime allows 
for a full flexibility in terms of corporate 
governance arrangement and management 
via a tailored Limited Partnership Agreement, 
tax efficiency (tax transparency), schemes 
with and without legal personality. In addition, 
the new regime is available to regulated or 
non-regulated entities, such as traditional 
private equity fund-type vehicles (SICAR, SIF) 
or structuring entities (SOPARFI).

The second relates to tax efficiency, an 
area not addressed by AIFMD. Two sub-
sets of measures shall be mentioned: those 
related to the introduction of a Luxembourg 
carried interest regime, which permits the 

taxation of carried interest earned by Private 
Equity professionals that work for an AIF 
or their management company and are 
Luxembourg tax residents at an effective 
tax rate of maximum 10.9% under certain 
conditions, on the one hand; and those 
related to VAT treatment of the management 
services provided to AIFs, which are VAT 
exempt, on the other hand.

The third innovation looks less striking 
at first sight; however, its impact for 
Luxembourg may be significant in the mid-
term: it consists of the flexibility offered 
to private equity houses to choose the 
operating model which best suits their needs 
when structuring their AIFM; under the 
new law, existing management companies 
and GPs may get authorised as AIFMs or, 
alternatively, continue acting as GPs – often 
dedicated to a single AIF – without being 
authorised as AIFM provided that they 
appoint an authorised AIFM. 

Private equity players are already 
responding and Luxembourg is experiencing 
two interesting trends: First, enhancing 
existing operational capabilities in 
Luxembourg for those private equity houses 
that are already present locally.

Second, players are setting up new AIFMs 
with full range operational substance to meet 
regulatory requirements for their new funds. 

Limited Partners’ needs are also driving 
this trend by enabling private equity houses 
to offer to their clients a full range of 
regulated and non-regulated products, at 
different prices.

By introducing AIFMD in a pragmatic 
way and being among the first Member 
States to transpose it into law, Luxembourg 
sent a clear message to the international 
private equity community: Luxembourg is 
ready to be your preferred entry point into 
Europe, both from a fund and manager’s 
perspective. n

Alain Kinsch, EMEA Private 
Equity Fund Leader, EY 
(Luxembourg)

Axelle Ferey, Director – 
Advisory – Financial services 
regulatory, EY (Luxembourg) 

eY  ( LuxemBOurg)
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Now that the AIFM Directive has been 
codified and formally unveiled across the 
European Union the next stage is seeing 
how effective individual Member States 
will be at embracing it. How will they cope 
with the demands of regulating alternative 
investment funds (AIFs)? Will they have the 
requisite service provider infrastructure in 
place to cope with the enhanced monitoring, 
reporting and risk management demands 
under the Directive? 

In this context, Luxembourg certainly 
appears to be well positioned. As 
Europe’s leading onshore funds domicile – 
EUR2.4trillion in assets under management 
as of 31 August 2013 according to ALFI and 
home to some 3,894 funds – and the world’s 

second largest funds domicile, it has built its 
expertise substantially over the last decade. 
With such a strong track record in servicing 
UCITS funds, it’s business as usual for the 
Grand Duchy under the Directive.

“Relative to other jurisdictions like the UK 
and the Channel Islands, Luxembourg is 
where we expect to see the least change 
under the Directive. Some of the AIFMD’s 
provisions regarding supervision and risk 
management have come out of the UCITS 
Directive whose market in Luxembourg has 
grown substantially over the last 10 years,” 
says Justin Partington, Commercial Director 
at Ipes, one of Europe’s leading private 
equity fund administrators.

Aside from UCITS, Luxembourg’s service 

Service providers well 
positioned to support 

private equity managers 
under AIFMD 

By James Williams
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provider community has had time to hone 
its expertise in handling other regulated 
fund structures such as the SICAR and SIF, 
introduced in 2004 and 2007 respectively. 

“When they were introduced we 
established a fund administration function 
here in Luxembourg,” says Alan Dundon, a 
director at Alter Domus, one of the world’s 
leading providers of corporate and fund 
services to the private equity community. “In 
that respect the AIFMD is not particularly 
new for us. That’s reassuring for the private 
equity community because they see in 
Luxembourg the presence of key players 
such as ourselves who have been servicing 
them in various ways for many years.”

Not that private equity managers are 
bolting out of the stable door to become 
compliant. Many will take full advantage of 
the grandfathering period that runs until next 
July and even then, certainly among non-
European managers, the choice of whether 
to opt in or continue with private placement 
will need to be based on careful cost-
benefit analysis. 

Pascal Hernalsteen, Head of Private 
Equity and Real Estate at CACEIS Bank 
Luxembourg, believes that next summer the 
number of AIFMs will start to gain traction, 
even among smaller managers who fall 
below the EUR100million threshold: “They 
understand it will benefit their image in the 
market and give them more leverage in 
terms of raising capital. Broadly speaking, 
we expect the AIFMD to potentially bring 

the same benefits as the UCITS Directive 
brought to Luxembourg. As Luxembourg 
already has a significant market share 
in UCITS funds we hope to attract more 
alternative investment funds here. 

“We can’t rest on our laurels however. 
Luxembourg’s position has always been 
to adjust and adapt to the market,” states 
Hernalsteen. 

Depositary services under the AIFMD
One of the major focuses for both financial 
and non-financial firms is ensuring that 
they become AIFMD-compliant with respect 
to depositary services and the enhanced 
regulatory reporting requirements, which 
will require firms to file within 30 days post 
quarter end as opposed to 60 days for 
quarterly Form PF filers.  

With respect to depositary services, Credit 
Suisse is already fully compliant. As Jean-
Daniel Zandona, Director, Sales Management 
at Credit Suisse Fund Services (Luxembourg) 
explains: “We have been investing over 
the last 24 months to adapt our servicing 
model to cope with increased depositary 
liabilities and to take a stance regarding the 
new duties imposed by the Directive. For 
instance, vis-à-vis our relationship with prime 
brokers, our look-through duties on multiple 
layer private equity deal structures etc. 

“Beyond pure back-office services, our 
clients seek more and more upstream 
AIFMD solutions and guidance. In this 
respect, Credit Suisse has proudly obtained 
the very first AIFM authorisation in 
Luxembourg. In the future, our clients will 
profit from our “AIFM for rent” solution by 
using a separate “SuperManco” for which we 
are currently waiting final approval. This will 
allow our private equity, and more broadly, 
our alternative clients, to focus on deal 
sourcing and execution, while we do the 
heavy lifting in terms of AIFMD obligations.”

Partington adds that setting up a ManCo 
service could well be an important growth 
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“We can’t rest on our laurels however. 
Luxembourg’s position has always been to 
adjust and adapt to the market.”

Pascal Hernalsteen, CACEIS Bank
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Luxembourg now on a par 
with other domiciles

interview with nina Kleinbongartz
Luxembourg issued a clear signal of intent 
this year. Not only was the Grand Duchy one 
of the first EU Member States to implement 
the AIFM Directive on 15 July 2013, it also 
made significant amendments to the 1915 
Company Law, within which the limited 
partnership regime is defined. 

There are two key developments – the 
first is a revamp to the existing SCS (Société 
en Commandite simple), the well-known 
corporate limited partnership without shares. 
The second is the creation of a new Société 
en Commandite Spéciale (SCSp); a special 
limited partnership that is very similar to 
the well-known common law partnership 
(comparable to the Anglo-Saxon partnership).

Both the revised SCS and new SCSp 
bring Luxembourg’s limited partnership legal 
framework in line with the well-established 
international models, and as such is 
expected to appeal as the jurisdiction of 
choice for European private equity, venture 
capital and real estate houses. 

“The new provision does allow full tax 
transparency and tax neutrality including full 
contractual freedom and structuring flexibility. 
The main difference is that the SCSp does 
not have a legal personality and the SCS 
does. With all these choices Luxembourg 
rolls out the red carpet for fund managers,” 
explains Nina Kleinbongartz, Director at Sanne 
Group (Luxembourg) an independent fund 
and corporate services provider specialising 
in alternative asset classes, with in excess of 
EUR40billion in assets under administration. 

It’s fair to say that GPs largely overlooked 
Luxembourg in the past as a primary 
domicile for private equity funds. The old 
SCS framework did not guarantee tax 
transparency outside Luxembourg’s product 
laws. It also required LPs to be published in 
the Luxembourg official gazette. “Also, under 
the pre-existing SCS, if an LP wanted to be 
actively involved in the management of the 
company they would lose their limited liability. 

Now, after the revamp, an LP does not 
lose the benefit of limited liability and all 
uncertainty has been removed,” explains 
Kleinbongartz, who sees this as an important 
catalyst for bringing more private equity 
funds to Luxembourg. 

“Sanne are looking to see how GPs can 
apply the SCSp. This new legal vehicle can be 
used for both regulated fund structures such 
as the SICAR and the SIF, and for unregulated 
structures – also often falling outside the 
scope of AIFMD (such as SPVs). Indeed 
we believe that regulated and unregulated 
partnerships are likely to be established in 
parallel,” explains Kleinbongartz. 

Private equity managers have the flexibility, 
therefore, to structure funds in accordance 
with the demands of their LPs. If investors 
require a regulated fund structure, the GP 
can use either a SIF or a SICAR, both of 
which are AIFMD-compliant if they fall within 
the thresholds. 

If investors are not too fussy about 
regulated vehicles, the GP has the freedom 
to use an SPV structure.

It’s too early to say to what extent private 
equity managers will take advantage of the 
enhanced regime but the improvements 
that have been made are undeniable and 
with them the costs of doing business 
in Luxembourg have been reduced. 
Moreover, the arguments for combining 
the administration of partnerships, holding 
companies and their fund vehicles in one 
jurisdiction are compelling.

“Now managers can do international 
business in the heart of Europe. 
Luxembourg’s favourable political, regulatory 
and tax environment and its long standing 
experience in the funds’ sector combined 
with multiple product passports and a 
variety of holding company structures should 
make it an excellent choice for those who 
want to operate within the EU,” concludes 
Kleinbongartz. n

Nina Kleinbongartz, Director 
at Sanne Group (Luxembourg)
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area for Ipes as well as providing depository 
services: “We are looking at ManCo services 
and are also actively seeking to add an 
acquisition in Luxembourg. This is an 
attractive area for us going forward.

“For Ipes, the key is to ensure that 
we deal with the main issues of risk 
management and depositary services. We 
are reviewing the timing of our depositary 
offering in Luxembourg. Part of the reason 
we have not yet set up is that all fund 
managers that need a depository already 
have one. We’re not in the business of 
chasing other people’s clients to switch. 
If clients look for a change, they usually 
approach us directly.

“We haven’t therefore decided upon the 
exact timing of our depositary service in 
Luxembourg, suffice to say we expect to 
establish in Luxembourg within the next 12 
to 18 months.”

There’s no doubt that regulation is playing 
to the hands of service providers. The ability 
for non-financial firms like Alter Domus, who 
already work with 12 of the 20 largest global 
private equity houses, to combine depositary 
services with fund administration represents 
a compelling growth avenue over the coming 
years. According to Dundon, developing its 
depositary function has been an exciting 
evolution for the firm over the last couple 
of years.

“For private equity clients, even though 
today they may be using unregulated 
structures they can see the potential of non-
financial depositaries and our ability to fulfil 
that role,” explains Dundon.

“In the past when you had specialist 
fund administrators working with a financial 
institution as depositary it was accepted 
that most of the work was done by the 
administrator who had access to the asset 
manager and the fund’s assets themselves. 
So we saw ourselves as an ideal candidate 
and our application is currently subject to 
approval by the CSSF.”

At the same time Alter Domus has applied 
for a depositary license in the UK to support 
its UK clients and is currently under review 
by the FCA.

What this shows is that both financial and 
non-financial firms will look to leverage on 
the ability to provide custodian services. This 
makes logical sense. After all, monitoring 

the activities of a private equity fund is a 
completely different beast to monitoring other 
funds. Their assets are not market-traded 
securities but companies, land assets etc. 
This presents much more of a challenge 
to traditional bank-owned custodians and 
explains why firms like Alter Domus are well 
positioned. It will no doubt result in synergies 
between financial and non-financial firms and 
as Dundon adds:

“If you look at every one of our non-
regulated structures they all have bank 
accounts so we are used to working with 
banks for cash management, for example.”

Costs of depositories 
Everybody it seems has a different answer 
when it comes to assessing the potential 
costs of AIFMs appointing independent 
depositaries. In simple terms, the more 
service providers can provide an integrated 
solution the lower the frictional costs will 
be to funds. That is because more of a 
fund’s risks will be contained within one 
institution; the more service providers (fund 
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“For private equity clients, even though today 
they may be using unregulated structures 
they can see the potential of non-financial 
depositaries and our ability to fulfil that role.”

Alan Dundon, Alter Domus
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able to support the initial risk framework 
definition, and the ongoing reporting that 
comes along with it. This is where we can 
help third party managers going forward, 
producing amongst other things, conducting 
officers’ reports, or Key Performance and 
Risk Indicators.”

In terms of the expected uptake among 
private equity firms to comply with the 
Directive, much will depend on their LPs, 
or potential LPs. Hernalsteen believes 
that the pendulum has swung the other 
way: whereas previously the focus among 
institutions was chiefly on performance, now 
the focus is much more on the safety of 
investments.

“We see a lot of debt funds such as 
LBO funds now starting to invest in primary 
and secondary market debt. These are 
quite closely aligned to the private equity 
market and whether they are private equity 
or debt fund managers looking to appeal 
to institutional investors, the investor 
committees at big pension funds are looking 
much more closely at the safety of these 
investments. 

“Managers need to demonstrate that they 
are compliant. So to that extent, even though 
the AIFMD brings no value to the manager, 
it brings value to their investors,” says 
Hernalsteen, adding that those who don’t 
adapt will likely disappear in this Darwinian 
environment that regulation has created.

“Depending on which kind of investors 
and asset classes they target, and on 
how they are organised from a corporate 

administrators, prime brokers) a custodian 
has to deal with the more costly it will be to 
a manager because the custodian is, after 
all, on the hook for any potential liabilities 
incurred by the AIF. 

In Hernalsteen’s opinion, the cost impact 
will be on service providers. The onus is on 
firms like CACEIS to improve their operational 
efficiency to better cope with these 
regulatory constraints:

“We are looking to offer a bundled service 
– fund accounting and custodian bank 
services. When you maintain a portfolio for 
accounting and for the depository bank there 
are clear synergies to doing this yourself. The 
best way to mitigate fixed costs is to increase 
volume,” says Hernalsteen, meaning that the 
more firms can achieve economies of scale, 
the lower the cost will be to managers.

“If you can set up a model that allows 
the private equity manager to come into the 
fund administrator who then also provides 
depository services and who manages that 
whole process, you cut out a huge level of 
duplication work. You keep the same level 
of controls but you simplify the process to 
the maximum extent. The reason we went 
into this was not necessarily because it’s a 
great new product, it’s because clients need 
access to an integrated solution using the 
most efficient model possible,” says Dundon. 

Partington confirms that Ipes has an 
automated service that oversees all the 
cash monitoring and transactions “using 
a SWIFT-enabled bank portal that takes 
feeds on a daily basis for our clients. This 
avoids exchanging hundreds of emails; it’s 
a pragmatic unobtrusive approach for a 
depositary.” 

On the reporting side, there is probably 
less of a burden on fund administrators but 
nevertheless firms like Credit Suisse are 
evolving to cope with the additional demands 
of the Directive. 

Zandona says that Credit Suisse offers 
customisable operations reporting thanks to 
having the right systems in place and good 
people but he goes on further to explain 
that in the context of the AIFMD, traditional 
reporting on portfolio transactions or on 
capital activity “is not enough”. 

“To fulfil their increased oversight and 
governance duties, private equity AIFMs 
need to rely on more sophisticated providers,  21

www.privateequitywire.co.uk


LUXEMBOURG Private Equity Wire Special Report Nov 2013 www.privateequitywire.co.uk | 20

Bringing efficiency to the 
valuation process

interview with Yves Courtois
Closely understanding the needs of its 
private equity clients has led to KPMG 
Luxembourg’s corporate finance team 
re-engineering the valuation process to make 
it as cost efficient as possible.

Valuation is a well-known subject but until 
now private equity firms have never really 
entertained the idea of outsourcing the task. 
After all, they are the ones with intimate 
knowledge of their portfolio companies and 
many use bespoke calculations to price 
their book. “We have engaged in a number 
of discussions with private equity houses to 
explore how we could improve their valuation 
reporting either for internal purposes or 
for investor/regulator reporting purposes,” 
says Yves Courtois, partner at KPMG in 
Luxembourg.

“This has led to us this year developing 
a solution that automates valuation using 
Visual Basic Excel programming as well as 
external financial data sources which can 
plug in to it. The approach we take is to 
tailor the model according to the existing 
cash flow streams that each GP receives.”

What this means is that instead of 
managers spending 80 per cent of the time 
building reports and only 20 per cent of the 
time analysing the results – as is the case 
when reliant on a cookie cutter approach 
used by software vendors – the opposite is 
true. A minimum amount of time is spent 
formatting or extracting information leaving 
more time to analyse the outcome of the 
valuation process.

Several private equity clients have started 
to use KPMG’s automated solution and 
the feedback so far has been favourable.: 
“They appreciate the time and cost savings,” 
says Courtois.

“In the light of AIFMD, managers will 
come under more stringent rules with 
respect to the valuation process, but at the 
same time they don’t want to incur additional 
layers of cost for outsourcing the valuation 

process. We’ve taken this into consideration 
and worked with clients to improve efficiency 
and help them achieve the goal of effectively 
segregating the valuation process from day-
to-day portfolio management,” says Courtois.

Commenting on the fact that every private 
equity firm has a unique approach to valuing 
its portfolio, Courtois says that what KPMG’s 
solution aims to do is bring consistency to the 
approach; standardising the valuation process 
is just too difficult for private equity funds.

“Every manager is different and we try 
to accommodate this fact. We work with 
them to understand, in terms of output, what 
type of value drivers they want to use, what 
type of information they want to release. It’s 
important to be consistent across the entire 
portfolio when implementing the approach.”

Any solution that is able to bring greater 
operational efficiency without compromising 
on quality is likely to be welcomed by private 
equity managers who, in this new regulatory 
era, are having to think about adjusting their 
mindset to meet the demands of enhanced 
transparency.

But KPMG’s solution does not only bring 
efficiency to private equity funds, as Courtois 
notes: it can also be leveraged to explore 
how the business models of the underlying 
companies in the portfolio can be enhanced. 

“It can serve as a platform for investment 
directors to have discussions with portfolio 
companies and implement change by 
showing what the outcomes can be. 

“The approach that we have developed is 
therefore a bit more holistic. It starts from the 
GP’s perspective and then seeks to achieve 
efficiencies in the valuation process and 
improve the quality of valuation reporting to 
investors and regulators. 

“Once we have demonstrated that we can 
actually bring that automation and efficiency to 
the table, then we can talk about how to share 
those efficiencies and how they can translate 
into real cost reductions,” asserts Courtois. n

Yves Courtois, partner at 
KPMG in Luxembourg
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and quality of the valuation process,” 
states Courtois. 

Advent Software has been equally 
responsive to supporting private equity 
managers. As they prepare to deal with 
regulatory reporting under the Directive, the 
need for system consolidation is perhaps 
greater than ever. Operational efficiency is 
key. The last thing GPs need is to be pulling 
data from five different accounting engines. 

This has led Advent to create Geneva 
World Investor, the firm’s integrated 
solution for portfolio management, investor 
accounting and servicing. 

At its heart lies flexibility; something 
that Advent paid close attention to when 
speaking with private equity managers and 
administrators. To accommodate a variety 
of fund structures the platform incorporated 
an n-Tier fund structure function. This allows 
for the unlimited creation of entities within a 
structure including multiple masters, multiple 
feeders, blockers, AIV’s, SPV’s.

“The purpose of Geneva World Investor is 
to provide firms with system consolidation. 
We can support firms across all fund 
structures. Whereas other firms tend to focus 
purely on the mutual fund side or the hedge 
fund side or the private equity side, we focus 
on the whole suite,” says Jesper Steiness, 
director of sales in EMEA at Advent. 

“Advent gives firms the ability to leverage 
greater efficiencies across asset classes and 
manage deep, complex workflows. This in turn 
allows firms to penetrate new markets and 
greatly increase revenue opportunities while 
consolidating disparate systems and lowering 
total cost of ownership,” adds Eddie Russo, 
solutions consultant at Advent Software, 
who continues: “Firms can now competently 
manage hedge funds, private equity funds, 
fund of hedge funds, limited partnership funds 
& hybrid funds in a single platform.” 

Courtois concludes by saying that there’s 
a clear motivation by Luxembourg’s regulator 
to grow the private equity fund space 
over the next five years: “There’s probably 
something quite unique happening here in 
the sense that everyone seems to be on the 
same page from the politicians through to 
managers and service providers; they are all 
geared towards the same objective, and that 
community objective will likely contribute to 
the success of Luxembourg.” n

and substance standpoint, PE firms have 
diverging agendas. For managers placing 
their illiquid funds (i.e. Private Equity but 
also Real Estate or Hedge Funds) towards 
onshore regulated investors, in Europe or 
beyond, such as pension plans, funds of 
funds, HNWI or other professional investors, 
the Luxembourg SIF regime under AIFMD is 
a must,” states Zandona.

Technology developments under the 
Directive
One of the biggest technology challenges 
facing fund administrators is how to deliver 
an effective valuation solution in order 
to support the reporting and – if they are 
also offering depository services – general 
oversight function of private equity funds. 
This has never needed to be done until now. 
The vast majority of private equity houses 
staunchly adhere to customised internal 
valuation models that they have developed 
over many years. The idea that this needs 
to be handled by external parties is a 
potentially unsettling scenario.

KPMG is well aware of this and has 
engaged in discussions with a number of 
private equity houses to explore how they 
could improve their valuation reporting either 
for internal purposes or for investor/regulator 
reporting purposes.

“This has led to us this year developing 
a solution that automates valuation using 
Visual Basic Excel programming as well as 
external financial data sources which can 
plug in to it. The approach we take is to 
tailor the model according to the existing 
cash flow streams that each GP receives,” 
comments Yves Courtois, partner of KPMG 
in Luxembourg. 

The solution was first implemented this 
January and the response seems to have 
been favourable thus far.

“In terms of expected cost efficiencies it 
will depend on the individual GP. Once we 
have a robust process in place, unless there 
are significant developments taking place in 
one of the portfolio companies or there’s a 
change in the business model for example, 
we expect to achieve substantial cost 
reductions for managers. 

“The valuation solution we’ve developed 
is a demonstration of how to use technology 
to achieve the maximum level of efficiency 
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