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The motto of the Grand Duchy of
Luxembourg is “Mir wölle bleiwe wat mir
sin”: We want to remain what we are. While
the country’s approach to financial services
legislation has often been rather bolder and
more innovative than it is sometimes given
credit for, Luxembourg nevertheless retains a
reputation for conservatism and solidity that
has served it well as Europe’s largest
domicile and servicing centre for traditional
investment funds.

But over the past decade Luxembourg has
looked on enviously as Dublin, its great
European rival for cross-border financial
services business, has seen hedge fund
administration, a small niche business in the
mid-1990s, blossom into a major strand of
the global asset management industry. Today
the Irish Funds Industry Association
estimates the volume of hedge fund assets
administered across the country to have
swollen to more than EUR700bn – still well
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As the world’s second largest fund centre
with more than EUR2trn in assets,
Luxembourg is best known for retail products.
However, the past five years have seen
Luxembourg become established as a
domicile and administration centre for hedge
funds as well as real estate and private equity
funds. The hedge fund administration industry
alone now services more than EUR220bn in
hedge fund assets, and has been growing at
more than 75 per cent year on year.

To meet demand from institutional, private
and high net worth investors for a lightly
regulated onshore legal structure, particularly
for alternative investment products, the
Luxembourg authorities established the
Specialised Investment Fund (SIF) earlier this
year, replacing the 1991 Institutional
Investment Fund law.

SIFs may be established as common
funds or investment companies (private or
public limited companies or partnerships), in
each case as an umbrella structure with
multiple sub-funds that may pursue different
investment strategies. In a ground-breaking
provision designed to boost speed to market,
the fund may be launched (including raising
and investment of capital) prior to approval
by the Financial Sector Supervision
Commission, as long as the application is
submitted within one month of launch.

SIFs can be offered to an expanded range
of “informed investors”, comprising both
institutions and individuals, who meet certain
requirements, which may include a minimum
investment of EUR125,000. The legislation
abolishes the qualification requirements
previously imposed on fund promoters and
investment advisors, including minimum capital
criteria, which in the past discouraged start-up
promoters and investment managers from
launching alternative products in Luxembourg.

The management of the SIF – the board of
directors, partners, and managers, depending

on the legal structure – do not have to be
resident in Luxembourg, but must be approved
by the CSSF and demonstrate adequate
experience in the fund’s strategies. SIFs must
simply comply with broad investment risk
diversification requirements – general
quantitative investment limits but no limitations
on leverage. There are no restrictions on the
appointment of prime brokers.

SIFs are not subject to tax on profits or
capital gains. They may also benefit from
many of Luxembourg’s tax treaties to
eliminate or reduce withholding taxes on
foreign income or capital gains. This gives
Luxembourg an advantage over certain
offshore domiciles where withholding tax can
be a significant drag on performance. SIFs
do not have to publish their NAV and may
show a condensed portfolio statement of
investments in its annual report.

As convergence grows between the three
sub-sectors of the alternative asset
management industry, as well as between
traditional and some hedge fund strategies,
SIFs can accommodate multiple asset
classes, such as hedge funds, real estate and
private equity, within a single legal structure.

Luxembourg has a history of anticipating
market trends and delivering practical
solutions. For example, it has played a leading
role in the creation of sophisticated Ucits III
funds, remains proactive in signing double
taxation treaties, and now has implemented
the SIF, all developments that support the
growth of a thriving financial centre.

Over the first six months of the new
regime, SIF approvals by the CSSF have
averaged one per working day, a pace that
may speed up further as promoters, advisers
and regulators gain experience with the post-
ante authorisation process. The message is
clear: the SIF is meeting demand from
investors and advisors for a lightly regulated
and flexible onshore vehicle. ■
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short of the more than EUR2trn in fund
assets serviced in Luxembourg at the end of
August, but an amount far too imposing to
be ignored.

In fact, far from ignoring alternative
investments, Luxembourg has for several
years been seeking ways to gain traction in
the sector, and with some success. Helped
by a series of circulars from the industry
regulator, the Financial Sector Supervision
Commission (CSSF), offering greater
flexibility in areas such as risk diversification,
there has been growing use of Part II of the
country’s 2002 funds legislation – the first
part of which introduced Ucits III funds into
Luxembourg law – as a vehicle for hedge
funds, or more commonly funds of hedge
funds.

However, there were continuing
restrictions on the growth of the business
that ultimately stemmed from Luxembourg’s
enduring vocation as a centre for traditional
mutual funds, not least a requirement for
approval of a fund’s promoter that placed
emphasis not only on the good name of the
firm and its principals but its track record. A
rule designed for asset managers selling
retail products across Europe made
Luxembourg less than welcoming to fledgling
hedge fund managers freshly breaking out
on their own from an investment bank.

“In the past, we were in a difficult position
with the small and medium-sized hedge fund
managers, for example traders wanting to
create their own CTA funds investing in
futures and options,” says Eric Kata, director
of business development for alternative
investment at RBC Dexia Investor Services in

Luxembourg. “The promoter requirements
were too strict and made it difficult for them
to be recognised as a suitable asset
manager.”

By contrast, Luxembourg has been a
prime beneficiary of the flexibility offered to
managers under Ucits III to use derivatives
and a certain degree of leverage in pursuit of
strategies, such as equity market neutral and
long/short equity, that previously were
restricted to classic hedge funds and
sophisticated investors. The current fad for
130/30 vehicles and similar ‘short extension’
strategies has helped to make so-called
absolute return funds one of the most
buoyant areas of the Ucits fund universe that
Luxembourg dominates.

At the same time, the country took an
important step to encourage the servicing of
non-domiciled funds in the grand duchy
when the Luxembourg Stock Exchange
eased its rules to make it possible for funds
established in the Cayman Islands and
British Virgin Islands to be listed. Belatedly
this move redressed the advantage offered
by the Irish Stock Exchange as a major
listing centre for offshore funds, which
encouraged promoters to have them
serviced in the same jurisdiction.

Luxembourg also quietly carved out a
significant role in the European markets for
property and private equity vehicles. The
launch in June 2004 of the risk capital
investment company or Sicar for venture
capital and private equity investments helped
to position the jurisdiction handily for the
global buyout boom of the past three years,
while it is also reckoned to be the world’s
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With its long-standing background as the
largest centre for the domicile and servicing
of traditional mutual funds outside the US,
Luxembourg has approached the hedge fund
industry from a different perspective than
offshore centres such as the Cayman Islands
and British Virgin Islands, or even Ireland.
The jurisdiction’s role is coloured by its
culture and experience, while the alternative
managers who use Luxembourg are also a
different breed, with different strategies to tap
broader markets.

Whereas in the past hedge fund
distribution has been carried out principally
through private placements, Luxembourg’s
expertise in cross-border distribution is now
set to come into its own as new players in
the market, notably big institutions, are keen
to take advantage of that capacity rather
than limit themselves to the private
placement channel. The key to this
development is the surge in establishment of
funds that use the flexibility offered by Ucits
III vehicles to offer alternative strategies to a
pan-European market.

This shift in strategy reflects to an extent
a change in the type of managers entering
the market. Whereas in the past start-ups
would typically be launched by traders
leaving the prop desk of an investment bank
to build their own businesses, today it is
increasingly big financial groups that are
looking to extend their strength in traditional
asset management and distribution to
alternative products.

RBC Dexia Investor Services in
Luxembourg is increasingly being
approached by institutions looking for an
administrator with the capacity to handle
strategies that employ a wide range of OTC
and listed derivatives to generate alpha.
Today they have the option of using
Luxembourg’s new Specialised Investment
Funds vehicle, but many of these managers

prefer if possible to use new or existing
Ucits III structures to offer products such as
130/30 funds or hedge fund indices,
sometimes alongside their existing long-only
range.

New business is coming from institutions
that are existing clients and from traders and
managers leaving bigger groups to launch their
own operations, but also from asset managers
whose traditional funds are administered by a
service provider that is not capable of
supporting them in their expansion into the
alternatives sector. RBC Dexia is gaining
business from this kind of client because of its
acknowledged strength in terms of IT systems
and the expertise of its staff.

In addition there are still Luxembourg-
based investment managers that continue to
administer their own long-only funds, but it’s
quite a different matter to put in place a
platform to service alternative products. It
involves investing in new IT systems that can
handle OTC derivatives and in a team that
understand the products and instruments.
Traditional fund managers must decide
whether instead to outsource to a provider
that already has the required experience and
expertise. For the kind of institutions that are
now launching alternative funds, it’s vital that
they are serviced properly.

RBC Dexia is benefiting today from far-
sighted decisions taken a few years ago to
invest in the expertise and systems required
to take on business such as the new wave
of Ucits III alternative products. The next
challenge is to recognise the direction of the
industry, drawing on relationships with clients
to maintain a good understanding of the
market and prepare for changes in the
future. One of the great benefits of being one
of the largest third-party administrators in
Luxembourg and worldwide is that it is the
clients that drive the business in the right
direction. ■

R B C  D E X I A
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leading domicile for unregulated real estate
structures, although this is hard to verify.

However, the holy grail of the European
alternative investment sector has long been
to develop an investment structure capable
of challenging the Cayman mutual fund as
the vehicle of choice for hedge funds
worldwide. Within the past three years, as
the number of Cayman funds has soared
past 8,000, practitioners and regulators in
jurisdictions including Gibraltar, Guernsey,
Ireland, Jersey and the Isle of Man have all
developed new products that seek to erode
Cayman’s advantage in terms of cost,
simplicity and speed to market.

Luxembourg’s contribution to this
scramble to produce a structure that would
capture the imagination of the market was
the Specialised Investment Fund, brought
into being by an act of parliament of
February 13 this year. The SIF sought to
address the concerns of hedge fund
managers with features such as the absence
of promoter approval, a flexible approach to
risk diversification that largely eschewed
quantitative investment restrictions, measures
to facilitate the use of prime brokers
alongside custodians, and limitations on
reporting to suit managers’ desire to keep
their strategies and positions confidential.

But what really caught the eye about the
Luxembourg SIF was the absence of any
requirement for the fund to receive
authorisation from the regulator before it
started raising money from investors or
making investments. Instead, the legislation
simply requires the promoter to submit its
application to the CSSF within a month of
the launch of the fund.

This provision was designed to reassure
fund promoters that they would not face any
regulatory hold-ups delaying the launch of
their fund, and perhaps even more to send a
message that Luxembourg intends to ensure
that requirements designed to protect retail
investors will no longer restrict the
development of products aimed at a
professional and institutional market. At the
time the SIF was viewed as the European
vehicle coming closest to the Cayman
model, although subsequently Jersey has
unveiled plans for unregulated funds that do
not even require the local audit sign-off
stipulated in Cayman.

What is certain is that the SIF has been
warmly embraced in the marketplace and the
number of vehicles being launched is growing
at an impressive rate. According to the CSSF,
no fewer than 337 SIFs were on the books at
the end of August, although this total included
around 200 legacy vehicles established under
Luxembourg’s 1991 legislation on institutional
funds as well as about 140 new SIFs. These
funds, old and new, accounted for some
EUR96.8bn in assets, an appreciable figure
when compared with a combined total of
EUR160bn for hedge fund and fund of hedge
fund assets administered in the jurisdiction at
the end of 2006.

That’s not to say that all, or even most
SIFs now being established are hedge fund
vehicles. “Many types of product can be
established under the SIF law, including
transferable securities funds, money market
funds, real estate funds, hedge funds and
private equity funds,” says Nina
Kleinbongartz, product manager for
alternative investments in Europe at Citigroup
Global Markets in Luxembourg.

“The opportunity to choose between the
[contractual] FCP and [corporate] Sicav legal
structures is beneficial for the real estate
industry, because previously only the FCP
structure was available.” In the first months
of the SIF regime, she notes, real estate
accounted for some 40 per cent of
applications; a large proportion of the
promoters of these funds are from Germany.

The steady growth in the number of SIF
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One of the misconceptions about
Luxembourg is that it is a newcomer to the
hedge fund industry with the launch of the
Specialised Investment Fund vehicle earlier
this year. In fact the country already has a
flourishing presence in the sector, with 38
administrators of hedge funds and funds of
hedge funds, according to the fund industry
association Alfi.

Luxembourg had total hedge fund assets
of EUR160bn under administration at the end
of last year, of which EUR104bn is domiciled
and administered in Luxembourg, and the
rest consisting mainly of Cayman, BVI and
Bermuda funds serviced by Luxembourg
administrators. Overall, the volume of assets
serviced by the industry here grew by 57 per
cent during 2006.

However, until the establishment of the SIF
structure the growth of the industry was
constrained by the requirements of the existing
fund legislation. Traditionally Luxembourg
hedge funds were established as Part II funds
under the fund legislation, subject to guidance
from the regulator, the Financial Sector
Supervision Commission (CSSF), on the
interpretation of investment restrictions, along
with the requirement that that the promoter
needed to be highly reputable and have an
extensive track record. This was a problem for
small boutique managers setting up hedge
funds for the first time.

A new avenue for the provision of
alternative funds was opened up by the
adoption in 2002 of the Ucits III directive, which
made it possible to offer certain hedge fund
strategies, such as convertible arbitrage and
long/short equity, through funds established
under Part I of the new legislation. This has
helped to expand the range of Luxembourg-
based products and made it possible to
distribute these funds under a European
passport, although the requirement for
promoter approval by the regulator still exists.

The passage of the SIF legislation has
brought considerably greater flexibility. Notably
the new vehicle offers a wider definition of
sophisticated investors entitled to invest in
hedge funds, subject to a minimum investment
limit of EUR125,000. The legislation offers
various advantages to promoters, including the
ability to launch a fund without prior approval
from the CSSF, which offers considerable
benefits where speed to market is essential.

These changes have closed the
competitiveness gap between Luxembourg
and other centres for the domicile and
servicing of alternative funds. The country
has already demonstrated its expertise in
hedge fund servicing, while many of the
funds currently administered in the country
but domiciled elsewhere could now be set
up under the new legislation.

The opportunity exists to build upon this
base of expertise. For example, there is less
reason now for a promoter to set up a fund
in Cayman when by doing so in Luxembourg
they can offer a product more attractive to
European institutional investors. One
indication of the success of the SIF is that
more than 140 new funds had already been
approved or were in the process of being
approved within the first six months of the
new regime.

Nor has this been achieved by abandoning
the principle of effective regulation, although
the level of supervision has been adjusted to
take into account the greater expertise of
institutional investors. In its recent risk
diversification circular, the CSSF insists on
adequate disclosure in a fund’s offering
memorandum to ensure that shareholders
and potential investors are fully aware of
what they are investing in. Finally, SIFs must
be submitted to the CSSF for approval within
a month of launch, and funds also need a
Luxembourg administrator and custodian,
which are themselves regulated. ■
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applications over the past few months may
well be down in part to service providers
becoming more comfortable with a regime
which in theory could leave them exposed,
although not legally responsible, if a fund
that had already launched fundraising and
investment then saw its application for
authorisation denied by the regulator.

While law firms, custodians and
administrators may not be directly
accountable to the CSSF for the conformity
of SIF funds to the regulatory requirements
ahead of the approval process, there are in
reality checks and balances that will greatly
reduce the likelihood of problems, according
to Victor Chan Yin, a partner with KPMG in
Luxembourg.

“Of course promoters will not take the risk
of their funds not being approved,” he says.
“In practice service providers often go to the
CSSF if they have new types of product.

Discussions will take place to make sure
there won’t be any problems with
authorisation, but with time and experience
service providers will be able to say yes for
certain types of strategy because they have
done it before.

“In a way, although there is no prior
approval from the CSSF, in practice there is
some unofficial screening from lawyers and
service providers based on their own
experience. They would not want to be in a
situation where the fund is launched, and
then they have to dismantle everything. They
are careful in what they are accepting and
submitting to the CSSF.”

Michael Ferguson, a partner and leader of
the asset management practice with Ernst &
Young in Luxembourg, says: “Most players
have taken a cautious approach with the
post-ante approval process – many have had
informal discussions with the CSSF and their
advisers prior to launching their SIFs. I
believe the post-ante process will evolve over
time to become a real benefit in launching
products once a certain protocol has
developed around its use.”

SIFs may also be attracting interest from
fund promoters because of the broader
definition of the sophisticated and informed
clients that are permitted to invest in them.
“Previously these types of fund were aimed
at institutional clients,” Kleinbongartz says.
“Now the definition includes private high net
worth clients with a minimum investment of
EUR125,000 or those with written statements
from their bank confirming that they qualify
as an informed investor.”

Luc Leleux, director of business
development with Fortis Prime Fund
Solutions in Luxembourg, believes that once
the regime has bedded down the authorities
may decide to ease its provisions even
further, particularly regarding the minimum
investment threshold. “I wouldn’t be
surprised if after a certain period of time, the
CSSF stepped back and examined how it
might amend the regime,” he says.

“For example, they might decide to reduce
the EUR125,000 minimum for a well-informed
investor to perhaps EUR50,000, which would
reflect the continuing convergence of
traditional and alternative types of strategy. I
believe that in 10 years time, traditional and
alternative investments will have blended,
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and what we regard as alternatives will be
increasingly viewed as mainstream.”

Kata believes that SIF business will
continue to flow into Luxembourg at a rapid
pace as the regime becomes more broadly
known and understood as an alternative to a
Caribbean domicile. “The door is open as
hedge fund managers suddenly realise that
BVI or Cayman funds are not the only
possible solution for them,” he says.
“Luxembourg is a good alternative now for
smaller managers and for the hedge fund
community as a whole.”

He is echoed by Kleinbongartz, who says:
“Cayman does not offer the regulated
product as Luxembourg does, the proximity
to other European countries, the
multilingualism of staff and multicultural
environment, the experience in due diligence
and compliance expertise. Various countries
will continue to impose reporting or other
regulations governing the distribution of
funds in their territory, with which
Luxembourg has a great deal of experience.
Domiciles like Cayman with minimal
requirements have greater difficulty in
responding to local regulators.” 

It’s perhaps telling that complaints from
fund professionals are much more muted
these days on the subject of the subscription
tax levied on fund assets, once an area of
heated debate between the industry and the
Luxembourg government, especially after
Dublin grabbed the lion’s share of the pan-
European money market fund business
because the tax ate heavily into their wafer-
thin margins.

SIFs remain liable to the subscription tax,
but at a rate of just 0.01 per cent per year on
net assets. “Given the very low level of the
tax and with regard to the type of
investment, I have not heard of this being an
issue,” says Chan Yin. Ferguson agrees,
saying: “I do not believe it acts as a serious
disadvantage. In my discussions with clients
and others, this has never been a show-
stopper.

“Luxembourg investment funds have over
the years established a brand that has
enabled the opening of certain distribution
channels not available to all domiciles. This
is a key driver for those setting up SIFs –
what is investors’ perception of the proposed
domicile? The perception of Luxembourg as

a fund domicile tends to be a much more
important consideration than the subscription
tax. It should also be noted that this tax
does not apply where the SIF’s assets are
for pension funds or retirement schemes.”

Ferguson argues that the SIF is helping to
adjust external views of Luxembourg as its
expertise in the alternatives sector gains
wider recognition. “A great degree of
convergence is occurring in the asset
management industry, with the coming
together of the three alternative sub-sectors,
hedge funds, real estate and private equity,
and to some extent between certain hedge
fund strategies and traditional strategies,” he
says.

“With developments like the SIF where you
can have all three alternative sub-sectors
within a single legal structure, Luxembourg’s
clear lead in the creation of sophisticated
Ucits III funds, and growing demand by
institutional investors for lightly regulated
alternative fund products, all the indicators
are that Luxembourg, through early
anticipation of these market trends and
delivery of practical solutions to meet them,
will continue to grow significantly over the
coming years.” ■
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With a substantial majority of the more than
EUR2trn in assets of Luxembourg-domiciled
and regulated funds administered in the
grand duchy represented by traditional funds,
the country’s alternative investment services
sector – unlike Ireland’s, for instance – has
kept a relatively low profile in recent years.
But with the already impressive level of
growth in the sector having received a visible
boost from the launch of Specialised
Investment Funds in February, hedge fund
administrators are starting to become a more
visible part of the financial services
landscape.

That’s down in part to Luxembourg’s
success over the past couple of years in

attracting work from funds established in
other jurisdictions, mostly the offshore
domiciles of the Cayman Islands, British
Virgin Islands and Bermuda, which
accounted for some 35 per cent of the
EUR160bn in hedge fund assets administered
in the country at the end of 2006. Many
members of the industry attribute the
emergence of this business directly to the
relatively recent decision by the Luxembourg
Stock Exchange to accept offshore funds for
listing, a key element in making what are
largely unregulated vehicles palatable to
institutional investors.

The statistics do not take into account a
surge in the volume of funds established

A D M I N I S T R AT I O N
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Luxembourg enjoys a worldwide reputation
as a centre of excellence for the
establishment and administration of
traditional investment funds, but until recently
it was not as well known as a jurisdiction for
alternative investments – even though for
years managers have been setting up funds
with an alternative investment strategy
organised under Part II (non-Ucits) of the
2002 fund legislation.

Although it is starting from a relatively
small base, Luxembourg’s hedge fund
industry has been growing swiftly throughout
this decade, assisted by growing expertise
within the fund services industry and greater
flexibility offered by the current fund
legislation and regulatory approach.

At the end of last year, according to the
Financial Sector Supervisory Commission, a
total of 187 hedge funds and 383 funds of
hedge funds were domiciled and
administered in the Grand Duchy, while
hedge fund assets grew by 129 per cent and
fund of fund assets by 27 per cent in the
course of the year.

Since then the industry has enjoyed a
boost from the adoption of the Specialised
Investment Fund (SIF) legislation in February,
which brought various benefits for promoters
considering Luxembourg as a domicile. These
include an advantageous fiscal regime that
exempts capital gains and income from tax;
the removal of quantitative investment
restrictions; greater flexibility in reporting and
valuation, including removal of the requirement
to disclose the whole portfolio; and abolition of
the promoter approval requirement, which is
helpful to small and start-up managers who do
not have a track record. 

It is hoped that promoters who previously
would have had to set up in the Caribbean
will enjoy the reputational comfort of
Luxembourg in an environment that is now
less restrictive.

The SIF structure can be used for
traditional funds as well as hedge funds, real
estate and private equity vehicles. The ability
to establish a SIF as either a Sicav or an
FCP is particularly advantageous for real
estate funds, which account for a substantial
proportion of applications introduced in the
first six months of the regime, especially
from German promoters.

The growth of Citi’s alternative investment
business in Luxembourg has mirrored that of
the sector as a whole. The group has long
been one of the country’s leading
administrators of traditional funds as well as
exchange-traded, structured and pension
products, but the acquisition earlier this year
of Bisys, one of the world’s largest specialist
hedge fund administrators, has given Citi
access to a deep pool of expertise in
various centres, as well as to a proven
technology platform specially designed for
the needs of the alternatives market.

Citi also recently announced its first
Luxembourg-domiciled hedge fund client.
Nexum appointed Citi to service its
Luxembourg-domiciled fund by providing
fund administration, transfer agency, custody,
prime brokerage services and compliance
monitoring. The solution is live and all assets
have been successfully migrated onto Citi’s
common fund administration and custody
platform in Luxembourg.

As hedge funds become available to a
wider clientèle, Luxembourg is well placed to
become a distribution centre from which to
roll out hedge funds to a more retail market,
especially as traditional funds start to explore
the use of alternative assets such as OTC
derivatives that previously were restricted to
hedge funds. As the lines between traditional
and alternative managers starts to blur, the
combined skills of Citi and Bisys enable the
group to offer expert service on both sides
of the market. ■
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under the European Union’s Ucits III
legislation, which governs cross-border
distribution of retail funds that are using the
greater investment flexibility available under
the directive to offer hedge fund-like
strategies, using derivatives and some
leverage. Accommodating these funds is
expanding the skill base available to
Luxembourg administrators for the servicing
of alternative products.

The strength of the country’s traditional
fund services sector means that there is an
extensive range of providers established
locally, many of which are starting to use
their existing structure and resources to
expand into the alternatives field. “It is an
advantage for Luxembourg that there are
already many custodian banks servicing
existing Ucits funds,” says KPMG
Luxembourg partner, Victor Chan Yin. “If fund
promoters want to set up other types of
structure such as private equity or real
estate, they already have a foot in the
country. It may be easier for them because
they already know Luxembourg and the
market players.”

Today there are at least 38 administrators
of single-manager hedge funds and funds of
hedge funds, most of which also service
Ucits funds but including a number of
providers such as Citco and HSBC (formerly
Bank of Bermuda) that are primarily focused
on alternative rather than traditional funds.
The Luxembourg Fund Industry Association
(Alfi) is making a concerted effort to highlight
the importance of the sector in its expanding
efforts to market the industry abroad.

“Alfi has criss-crossed the globe over the
past four years in its very successful series
of roadshows,” says Michael Ferguson, a
partner and leader of the asset management
practice at Ernst & Young in Luxembourg.
He notes that these efforts are set to
redouble in the future as the financial
services sector and the government put in
place new structures to promote the industry.

“Through government-sponsored trade
and economic missions, Luxembourg has
been extremely active over the past five
years in communicating to the financial
services world what it is all about, including
explaining what the country has done (and
will continue to do) to retain its position as
the world’s second largest investment fund

centre,” Ferguson says. “The government is
in the process of establishing for the first
time an agency responsible for promoting all
sectors of the Luxembourg financial services
industry.”

Now, industry members say, the
administration sector can boast a range and
availability of skills capable of meeting the
demanding standards of the largest
alternative fund managers. Several of the
leading players in Luxembourg, like RBC
Dexia Investor Services and Fortis Prime
Fund Solutions, have built on the foundations
of well-established traditional fund
businesses established by predecessor
institutions Banque Internationale à
Luxembourg and Banque Générale du
Luxembourg respectively.

RBC Dexia is the product of the
combination of the hedge fund administration
businesses of Royal Bank of Canada and
Dexia, while Citigroup Global Markets
recently added a considerable store of global
hedge fund expertise with the acquisition of
Bisys. All three businesses benefit from
sharing not only IT platforms and resources
but administration expertise across their
international networks.

For example, says Luc Leleux, director of
business development at Fortis Prime Fund
Solutions, the group’s fund administration
network comprises some 16 locations
around the world, including major operational
centres for alternatives in Dublin, the Isle of
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The European asset management sector is
currently experiencing a convergence
between traditional and alternative asset
management styles. Investors are becoming
more literate on how to invest and what
investments could generate higher returns,
more quickly and in a safe regulated
environment. This trend poses challenges for
fund administrators and custodians, especially
if they seek to accommodate different types
of investment strategy on the same platform.

How hard it is for a long-only fund manager
to differentiate himself from his peers! These
funds perform similarly and hardly beat the
index. How can investors’ hunger for returns
be satisfied if the expertise of long-only
houses is limited to long-only products?

Traditional asset managers, including
some of the biggest European institutions,
have been steadily acquiring hedge fund
boutiques, but until recently, they have kept
the two separate. This is now changing as
traditional managers use Ucits III pan-
European retail funds to employ techniques
hitherto confined to alternative managers and
vehicles such as Luxembourg Part II funds
and Specialised Investment Funds.

Regulators, the CSSF in Luxembourg to
the fore, understand these changing needs
and are offering traditional asset managers
new flexibility as long as investors remain
protected. One technique available to Ucits III
funds, going short using derivatives, has
prompted many big investment houses to
offer 130/30 funds and similar strategies.

Meanwhile, alternative asset managers are
reaching a wider audience among institutional
and sophisticated investors by using regulated
fund vehicles and eschewing the offshore
domiciles of the Caribbean and the British Isles
for EU member states such as Luxembourg.

Investors can access regulated investment
schemes that use complex alternative
strategies in a protective environment. The

launch of the SIF regime enables hedge fund
managers to obtain a regulatory quality
stamp from the CSSF without the obstacles
that limited the growth of the sector in the
past, such as the need for promoter approval.

Funds today, whether from traditional
managers going alternative or hedge fund
managers seeking a mainstream clientele,
bring together assets ranging from blue-chip
equities to extremely exotic derivatives.
Administrators must offer a platform that can
straddle these extremes and deliver NAV
production whatever the fund’s asset mix.

One should not disregard the growing public
interest in other alternatives such as private
equity and real estate, areas in which Fortis is
one of the leading service providers in
Luxembourg. Since the SIF legislation allows
umbrella funds containing a mixture of
alternative strategies, service providers must be
capable of accommodating direct or indirect
real estate investments alongside traditional
assets and derivatives in the same structure.

How can administrators support the needs
of alternative funds or hybrid structures
including alternative strategies? Part of it can
be achieved by a global IT infrastructure
enabling a 24/7 servicing model. This
requires additional pricing capability to
encompass automatic feeds for both
straightforward and highly complicated
assets from diverse sources.

This is why, a few years ago, Fortis
commissioned an efficient data management
system that could, in addition to other
functionalities, obtain pricing for even the
most exotic securities, and could be
upgraded to handle future market
developments. Delivering other value-added
services such as securities lending and the
provision of bridge and leverage finance can
generate more revenues for the service
provider, as well as for asset managers and
the vehicles they are managing. ■

F O R T I S

LUXEMBOURG Hedgeweek Special Report Oct 2007 www.hedgeweek.com | 19

Strategy convergence
poses challenges

By Luc Leleux

Luc Leleux is director of
business development with
Fortis Prime Fund Solutions
Luxembourg



Man, Cayman and Hong Kong as well as
Luxembourg. Outside the grand duchy Fortis
has as much as USD240bn in alternative
assets under administration and is ranked
the biggest fund of hedge funds
administrator in the world.

“All the production centres use the same
technology,” Leleux says, “Advent Geneva for
fund accounting, like most of the major
players in the alternatives world, and Koger’s
NTAS for transfer agency. Since Fortis Prime
Fund Solutions Luxembourg is plugged into
the group’s global IT infrastructure, if
necessary certain administrative functions
can be carried out in other jurisdictions
where this is permitted by the regulator.”

Eric Kata, director of business
development for alternative investment, says
RBC Dexia Investor Services uses client-
facing staff in France and London as well as
Luxembourg to answer the need of
customers to have direct contacts close at
hand, while drawing on resources elsewhere
in the business.

“Our French clients want to be serviced
from France, and our London-based clients
want to be able to discuss matters quickly
with colleagues in London,” he says. “We are
extending our capacity to different parts of
the group in order to be able to service our
clients where it’s possible as close to them
as possible, and we are planning to develop
this in Asia and Australia in the future.”

Nina Kleinbongartz, product manager for
alternative investments in Europe with
Citigroup Global Markets, sees great benefits

ahead for the business from synergies with
Bisys, following the announcement of the
acquisition in May. “Citi is one of the five
largest fund service providers in
Luxembourg, and we support more than 100
fund distributors active in more than 50
countries,” she says. “We are looking to
expand the whole range of funds we service,
which encompasses traditional, alternative,
exchange-traded, pension and structured
funds. We are in a strong position following
the acquisition of Bisys, whose technology
platform will enable us to leverage our
expertise in all areas.”

The administrators say the launch of SIFs
has pleasantly taken aback some of their
clients who are familiar with a more
conservative image of Luxembourg. “We are
making a marketing effort to explain that we
have this SIF vehicle to the rest of the world,
because some of our clients are surprised,”
Kata says. “When I meet clients I explain
what a SIF is and what the advantage is for
them. It is important that everyone in the
Luxembourg community contributes to this
marketing effort, which ultimately will benefit
everyone.”

In the past Luxembourg may have failed
to market itself sufficiently as a centre for
alternative funds, Chan Yin says, but those
days are long gone. “Alfi has been on
roadshows to promote the SIF for all types
of alternative investment,” he says.
“Luxembourg now has a product that fully
meets the requirements of hedge funds. The
structures that existed previously were more
geared to other types of investment than to
hedge funds, but now we have a product
that is at no disadvantage compared with
Cayman or Ireland.”

Early signs suggest that demand for SIFs
is not limited to any particular countries and
regions – although German promoters have
been enthusiastic early adopters – nor
particular asset classes. “It is coming from
right across the globe, Europe, Asia and the
Americas,” Ferguson says.

“Some promoters see the SIF as an ideal
structure in which to house various
alternative strategies, real estate, private
equity and hedge funds, while traditional
asset managers, investment banks and
private banks see it as an efficient cost and
operational model to create products for their
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private high net worth clientele. Others are
converting their offshore products into SIFs
as they feel that a Luxembourg SIF will add
a ‘brand’ quality vital for their distribution.”

The introduction of SIFs may promise
more business for Luxembourg but not
necessarily any revolutionary new challenges
for service providers. “All the big global
service providers including accountants,
lawyers and fund administrators have been
active in Luxembourg for many years,”
Ferguson says.

“Over the past five years, as Luxembourg
became a more active player in the
alternative investment world, the providers
have developed specialised departments to
deal with non-Ucits products. These
departments are run by staff experienced in
dealing with all the unique characteristics of
alternative fund products and are supported
by various centres of competency
established by their parent organisations
around the globe.”

Members of the industry are keen to rebut
criticism occasionally levelled at Luxembourg
and its regulator, the Financial Services
Supervision Commission (CSSF), for the legal
requirement that central administration for
both traditional and alternative funds be
carried out in the grand duchy, and the
insistence on appointment of a custodian,

even for classic single-manager hedge funds
that turn to prime brokers for many custodial
functions, saying these issues do not in fact
put the jurisdiction at a disadvantage as a
domicile.

“I don’t believe the central administration
issue is a problem in terms of winning new
business, when you look at the number of
funds domiciled in the country,” Chan Yin
says. “In fact the requirement to carry out
central administration in Luxembourg is a
plus, because it brings funds under a
European regulatory regime. In addition,
asset managers that have set up Ucits in
Luxembourg may prefer to set up other types
of structure such as hedge or private equity
funds here as well for ease of administration
rather than having Ucits in Luxembourg and
hedge funds in Dublin or Cayman.”

Ferguson agrees, saying: “One of the
reasons offered by managers for converting
their offshore products to Luxembourg SIFs
is that they wish to consolidate all their
traditional and alternative products on a
single service platform. Indeed, as well as
administering locally domiciled funds,
Luxembourg is increasingly administering
funds from other offshore jurisdictions,
indicating that it appears to be the
administration centre of choice for many
promoters.”
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The requirement for a custodian, he adds,
does not add significantly to the complexity
or cost of doing business. “The role of the
custodian should be understood to be that of
a supervisor – that is, the custodian should
know how and where the assets are being
held, but it does not have to hold the assets
itself,” Ferguson says. “Most single-manager
hedge funds will have prime brokers, and
many more than one, in which case assets
will normally be held (or loaned onward) by
the prime broker.

“Therefore the Luxembourg custodian
should carry out a certain level of due
diligence around the appointment of the
prime broker in terms of good reputation,
appropriate experience and financial
resources, which for the established names
should not be a big challenge, and ensure a
reporting mechanism is in place on how and
where the assets are being held. The fund
industry is currently working with the CSSF
to clarify the relationship between the prime
broker and custodian by way of a circular
over the coming months.”

According to Chan Yin, the debate about
whether the custodian requirement made
Luxembourg less attractive as a hedge fund
domicile was taken into account when the
SIF regime was under development. “There
will be guidance from the CSSF on what
supervision the custodian will need to
perform on the prime broker,” he says. “This
is an issue for single-manager hedge funds,
but not other types of funds. And if the
custodian and the prime broker is the same
bank, there is no issue.”

Meanwhile, administrators believe that the
continuing blurring of the lines between
hedge funds and traditional asset
management strategies can only benefit
Luxembourg as a jurisdiction. Says
Kleinbongartz: “We’re in a position where
dedicated hedge fund managers and service
providers have an advantage over other
asset managers and administrators, who are
starting to enlarge their scope to incorporate
the derivatives side, but are still building up
their expertise.

“So while from a product point of view the
lines are blurring, from the provider viewpoint
there’s still a division between those that
have the experience and those that are just
acquiring it. With the acquisition of Bisys, Citi

is playing in both domains. Previously we
were constructing our business as more of a
traditional provider that was adding
derivative-type instruments and hedge funds
to its range of services, while Bisys was
already a specialist. The acquisition should
let us tap into both markets going forward.”

Kata adds: “Currently the biggest growth
area is on the Ucits III side, but some
managers have a choice to make as to
whether to go in the traditional way with a
Ucits fund, or to opt for a SIF, which is
popular among medium-sized clients as
well as big groups looking for additional
have flexibility. What the SIF does is
provide an interesting alternative that gives
clients more choice than in the past, and
creates opportunities to attract new types
of client.” ■

A D M I N I S T R AT I O N

LUXEMBOURG Hedgeweek Special Report Oct 2007 www.hedgeweek.com | 23


