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(it is Europe’s largest fund domicile and 
second worldwide only to the US), its skilled 
multinational workforce with a dizzying array 
of linguistic capabilities, and its geographical 
location in the heart of continental Europe, 
sandwiched between Belgium, France and 
Germany.

But more specifically they cite the solid 
yet pragmatic approach adopted by the 
industry regulator, the Financial Sector 
Supervisory Authority (CSSF), and the 
success of Luxembourg’s attempt to reinvent 
itself as a centre of alternative fund expertise 
with the launch two and a half years ago of 
the Specialised Investment Fund, governed 
by a flexible regulatory regime that has 
been enthusiastically adopted by promoters 

Many practitioners in the alternative 
investment industry are worried about the 
impact of the European Union’s proposed 
Directive on Alternative Investment Fund 
Managers, from managers concerned about 
new capital requirement and burdensome 
oversight procedures to service providers 
in offshore financial centres fearful of an 
exodus of business toward EU jurisdictions. 
But in Luxembourg there is a widespread 
belief that, at least as it is currently drafted, 
the directive could help to solidify the 
country’s position as a burgeoning domicile 
and servicing centre for alternative funds.

Practitioners from the grand duchy point to 
the country’s extensive and well-established 
infrastructure for servicing retail Ucits funds 

Bidding to capitalise 
on EU alternatives 

regulation
By Simon Gray
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A potential winner 
from the crisis 

By mariusz Baranowski
The past two years have been turbulent ones 
for the hedge fund industry, and Luxembourg 
has not been exempt from the global decline 
in assets under management resulting from 
falling stock markets and a new mood of 
caution among investors. Yet there are signs 
that thanks to a flexible range of products 
and a reputation for solid but well calibrated 
regulation, the grand duchy is well placed to 
emerge from the economic downturn with its 
position as a domicile and service centre for 
hedge funds enhanced.

Confidence in the future of the jurisdiction 
is evident from the number of new specialist 
fund administrators establishing a presence in 
Luxembourg. Last September, a merger with 
Equity Trust’s Fund Services division brought 
the hedge fund and fund of funds expertise 
of the Custom House Fund Services Group 
to Luxembourg via Custom House Fund 
Services (Luxembourg). The Custom House 
Group is now a part of Equity Trust.

Along with rebranding under the Custom 
House name, renowned in the fund services 
industry as one of the largest independent 
alternative administrators, the past year 
has seen various operational, technical, 
procedural and other changes, as Custom 
House (Luxembourg) has adopted the 
IT platform used by the group in centres 
around the world including Dublin, Chicago 
and Singapore.

Funds that are listed or domiciled in 
Luxembourg, which carry a regulatory 
requirement for administration, transfer 
agency and audit to be carried out in the 
home jurisdiction, benefit from Custom 
House’s integrated systems covering fund 
accounting, equalisation calculations and 
reporting to shareholders and managers.

However, the global platform enables 
some of the work on hedge funds 
administered out of Luxembourg but 
domiciled in offshore jurisdictions such as 

Cayman or the British Virgin Islands to be 
outsourced to group operations elsewhere 
in the world that offer lower costs or greater 
capacity. The local office is now carving 
out a specialist role in client relationship 
management for funds based all over the 
world, drawing on Luxembourg’s skilled 
multinational and multilingual workforce.

The office handles funds ranging in size 
from more than USD 1bn in assets to start-
ups running just a few million dollars. For 
emerging managers Custom House prides 
itself of providing a broad range of support 
including advice on structuring and launching 
funds as well as on the choice of domicile 
jurisdiction, which also gives the firm a close 
understanding of its clients and their products.

Luxembourg is already well placed as 
a centre for alternative funds because of 
its expertise in audit and legal services as 
well as administration, but also its proactive 
attitude in creating fund structures tailored 
to the industry’s needs – notably the 
Specialised Investment Fund established by 
legislation of February 13, 2007, a milestone 
in persuading alternative asset managers to 
come to Luxembourg.

The SIF, which is aimed at sophisticated 
investors and has been used for private equity, 
venture capital, real estate and other alternative 
funds, has enjoyed runaway success since its 
launch, helping meet the needs of managers 
and their investors for the right mix of flexibility 
alongside sound regulation, risk management 
and corporate governance.

Luxembourg is set to emerge stronger 
from the crisis because of its ability to 
reinvent itself and its ability to learn from 
the past to balance the needs of financial 
innovation and investor protection – and 
global confidence in the quality standards 
that have underpinned the growth of the 
country’s fund industry over the past two 
decades. n

Mariusz Baranowski is 
managing director of 
Custom House Fund Services 
(Luxembourg)
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not only of hedge funds but private equity, 
infrastructure and property vehicles.

A total of 883 SIFs accounting for total 
assets of EUR140.bn were in existence at 
the end of May, representing the launch 
of around 660 funds since the legislation 
authorising them came into effect on 
February 13, 2007 – this in the teeth of a 
global downturn for the investment industry 
that has seen alternative managers in 
particular struggle to attract investment and 
establish new funds. The initiative has put 
Luxembourg on the map with managers 
worldwide that previously might not have 
looked past its position as the main hub of 
pan-European retail funds.

Now, with the EU effectively pushing 
managers toward a much higher level 
of regulation, the SIF seems to fit the 
bill perfectly as a vehicle that meets the 
requirements of those insisting on closer 
supervision while offering the structural 
flexibility and investment freedom sought 
by managers – and a domicile in the 
world’s leading centre for cross-border fund 
distribution.

Ironically, Luxembourg’s hedge fund 
industry is also benefiting from concern 
among managers that the proposed 
European directive will prove extremely 
burdensome. The jurisdiction is benefiting 
probably more than any other from a new 
trend to offer alternative strategies through 
Ucits structures, an option that entails 

greater regulatory restrictions but within 
a legal framework tried and tested over 
nearly two decades – and that delivers a not 
incidental bonus in access to investors of all 
kinds across the 27 EU member states and 
increasingly beyond.

“There’s a global trend toward 
regulation, and the draft EU Directive on 
Alternative Investment Fund Managers is 
a manifestation of that,” says Henry Kelly, 
who heads advisory firm KellyConsult and 
is a leading proponent of alternative fund 
business within the Association of the 
Luxembourg Fund Industry. “As a result, I 
believe hedge fund promoters will look to 
domicile their new products in Luxembourg 
or other EU jurisdictions, and we are already 
seeing to some extent the redomiciliation 
of funds from non-regulated to regulated 
jurisdictions.”

Luxembourg’s fund industry is looking 
to the future with equanimity despite last 
year’s severe stock market decline and 
investor redemptions, which sharply cut the 
jurisdiction’s overall asset base and brought 
to a temporary halt the hitherto rapid growth 
in its hedge fund industry. Even before the 
launch of the SIF, Luxembourg had a toehold 
in the sector through structures such as 
funds established under Part II (non-Ucits) 
of successive versions of the country’s fund 
legislation.

“A few years ago it was difficult for 
Luxembourg to enter the alternatives 
business,” says Didier Prime, partner 
and head of alternative investments with 
PricewaterhouseCoopers in Luxembourg. 
“But in 2002 the regulator issued a circular 
clarifying the rules for hedge funds domiciled 
in Luxembourg, and it was a success, mainly 
for funds of hedge funds, because it struck 
a very good balance between flexibility for 
investment managers and investor protection.

“The circular was a key element for 
Luxembourg in gaining the credibility to 
attract funds of hedge funds, including the 
redomiciliation of offshore funds, and has 
helped to make the jurisdiction highly visible 
in the sector over the past five or six years. 
It was more difficult to compete for single-
manager hedge funds until the SIF legislation 
in February 2007, which provided an 
appropriate regulatory framework for hedge 
fund and fund of hedge funds managers. 

3 
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James Eldershaw is a director 
with Pacific Fund Systems and 
Nina Kleinbongartz is product 
manager for alternative 
investments in Europe with 
Citigroup Global Markets

Pressure is growing on alternative fund 
managers from institutional investors and 
regulators to accept a more regulated 
environment. Even before the finalisation of 
the European Union’s Directive on Alternative 
Investment Fund Managers, currently awaiting 
debate in the European Parliament, managers 
are already seizing the initiative by replicating 
alternative strategies in Ucits III funds.

This development has been made 
possible by the greater investment flexibility 
available under the Ucits III legislation as 
financial derivative instruments may be used 
not only for the purpose of hedging, but also 
to increase returns. Recent years have seen 
rapid growth in the number of sophisticated 
Ucits funds that allow managers to use 
derivatives to replicate hedge fund strategies, 
making alternative products available to a 
much broader market throughout the EU.

Bringing an unregulated product into a 
regulated environment poses significant 
challenges to fund administrators – 
accommodating the performance fee 
structures at investor level, which is familiar 
in the hedge fund world but largely unknown 
among Ucits funds, and adapting to the 
much more frequent valuation and reporting 
requirements prevailing for funds that benefit 
from the European passport for cross-border 
marketing.

Citi uses Pacific Fund Systems’ PFS-Paxus 
product to achieve an automated solution for 
the performance fee calculations required, 
using equalisation calculation methodologies 
or multi-series accounting – necessary to 
ensure that all investors are treated equitably. 
PFS-Paxus handles the various different 
calculation methods used within the industry 
automatically, in contrast to the more time-
consuming and less efficient methods 
involving spreadsheets adopted by other 
administrators.

PFS-Paxus also automates the 
administration of side-pockets created 
to hold illiquid and hard-to-value assets. 
This capability is all the more important 
since the Luxembourg regulator, the CSSF, 
approved a fast-track authorisation of side-
pockets for Specialised Investment Funds 
and undertakings for collective investment 
established under Part II of the country’s 
fund legislation.

Automation of performance fee 
calculations at investor level is important 
not just to improve efficiency but to facilitate 
communication to investors. With even 
institutional investors sometimes having 
problems understanding the details of 
equalisation calculation, let alone the new 
market of individual investors opened up 
by Ucits III, accuracy in processing and 
precision in calculation and reporting is 
essential for managers.

Moving to the weekly or daily valuation 
and reporting schedules required of 
Ucits III funds puts new pressure on 
administrators by comparison with the 
typical hedge fund cycle of monthly 
valuations, which usually allows a few days 
for complex calculations to be checked. 
Administrators need systems that can 
perform the required calculations virtually 
at the touch of a button.

PFS-Paxus already allows managers and 
administrators to meet the requirements 
to maintain two sets of security valuations 
in order to demonstrate consistency of 
valuation and to highlight any significant 
discrepancies, especially for hard-to-value 
securities, between manager’s prices 
and the administrators’ independent price 
sources. In addition Citi provides integrated 
web reporting that offers transparency and 
allows data to be published as soon as it is 
collected. n

Automation the key as 
Ucits go alternative

By James eldershaw & nina Kleinbongartz

PAC i F iC  Fund SyStemS
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Service providers have also invested a lot 
in their business to gain credibility and 
demonstrate that they are ready to serve this 
industry.”

Olivier Sciales, a partner with law 
firm Chevalier & Sciales, argues that 
Luxembourg’s focus on regulated structures, 
part of its philosophy as a centre for 
retail funds, will now serve it well in 
the new global climate, along with its 
established base of fund services expertise. 
“Luxembourg has positioned itself very well 
by choosing regulation,” he says. “There are 
a lot of institutions here, including all the 
large administrators and custodians that can 
service large funds, along with the know-how 
of the workforce.”

He is echoed by Mariusz Baranowski, 
managing director of fund administrator 
Custom House Fund Services (Luxembourg), 
who says: “Centres like Luxembourg will 
emerge well out of the crisis. End-investors 
in an alternative fund and hedge fund 
managers are looking at the domiciles that 
have the ability to reinvent themselves, and 
that have learned from history and previous 
crises. The Luxembourg industry is very 
well known, and while the majority consists 
of long-only traditional funds, that means 
the service providers, the structures, the 
experience and the history are all here.”

KPMG Luxembourg partner Georges Bock 
notes that in general Luxembourg funds 
have not suffered from unduly high levels of 
redemption over the past year or so, with 

most of the decline in assets accounted for 
by market declines. He says: “If you look 
statistically at how Luxembourg has been 
affected by the crisis, it’s minimal – although 
you can’t operate a EUR2trn fund platform 
and have no defaults at all.” 

Net assets for the fund industry as a 
whole stood at just under EUR1.62trn at the 
end of May, having recovered from a trough 
of EUR1.53trn in February.

Says Kelly: “The hedge fund industry in 
Luxembourg has suffered as elsewhere 
– why should it not? – but it’s held up 
reasonably well. Obviously there’s been a 
shake-out in the hedge fund sector globally, 
and both funds of hedge funds and single-
manager funds have had valuation problems.

“However, the factors that have 
underpinned the growth of hedge funds and 
funds of hedge funds in recent years remain 
valid. You have a central location with a good 
degree of expertise that has been built up 
over the years. In addition Luxembourg is an 
EU domicile with a regulated product regime. 
Particularly after the market crisis over the 
past year, institutional and retail investors 
are looking for the assurance of a regulated 
product, and from that respect Luxembourg 
is well placed.”

Whereas in recent years fund promoters 
may have sought out fund structures 
and domiciles involving minimal levels of 
supervision, seeing costs and investment 
freedom as the most important criteria, 
today opting for a higher level of regulation 

6 
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sarcastically, adding: “Between 2006 and 
2008, 99.3 per cent of requests for exchange 
of information addressed to Luxembourg 
received a favourable response, and 
reasonably quickly. If there is a problem, it 
has been that other countries are not asking 
enough questions. You certainly can’t say 
Luxembourg wasn’t co-operating.”

Be that as it may, Luxembourg has 
speedily accumulated the required 12 
agreements through the reworking of 
existing double taxation agreements, and 
was moved to the OECD’s white list in June. 
The country’s extensive roster of more than 
50 double taxation agreements is another 
factor that makes it particularly attractive as 
a fund domicile, notes Nina Kleinbongartz, 
product manager for alternative investments 
in Europe with Citigroup Global Markets.

She agrees that Luxembourg’s established 
regulatory structure leaves it well positioned 
to attract a larger share of the global 
alternative investment industry. “Most of the 
proposals in the draft Alternative Investment 
Fund Managers Directive are already fact, 
for instance the role of the custodian 
bank,” Kleinbongartz says. “This is good 
for Luxembourg but not necessarily for US 
or UK managers of offshore funds. From a 
marketing perspective it is highly visible, and 
its unique distribution capability, the flexibility 
of the CSSF, qualified staff and product 
innovation are all advantages.” n

may make fund-raising easier. Says Bock: 
“Luxembourg has always believed in an 
adequate level of regulation, SIFs were 
created for professional and institutional 
investors that understand what they are 
doing and can deal with a lower level of 
regulation.

“However, what we created now reflects 
most of the requirements of the EU directive, 
so we will be able to benefit from our 
past experience. Good regulation – good 
does not necessarily mean heavy – is 
part of our brand, and it is one that also 
enjoys considerable respect outside the 
EU. A significant proportion of Luxembourg 
products are distributed throughout Asia and 
Latin America, where they are acknowledged 
as suitable for the broad investment market.”

But the grand duchy and its brand have 
not had everything their own way over the 
past year. It has found itself at the centre 
of a sometimes acrimonious debate about 
European rules on fund custodians after 
it emerged that a number of French and 
other individuals had invested with Bernard 
Madoff’s Ponzi scheme through Luxembourg-
domiciled Ucits feeder funds. An argument 
about responsibility for the resulting billions 
of dollars of losses is continuing and may 
yet end up being resolved by the courts.

And in April the country suddenly found 
itself on the spot when, in response to a 
request from leaders of the G20 countries 
meeting in London, the Organization for 
Economic Co-operation and Development 
published an assessment of progress toward 
meeting international standards on tax 
transparency and exchange of information. 
Despite having hastily signed up to the 
OECD principles days earlier, to its chagrin 
Luxembourg found itself on a ‘grey list’ of 
international financial centres and so-called 
tax havens that had not yet satisfactorily 
implemented them.

Its initial failure to make the ‘white list’ 
of countries and territories with appropriate 
agreements in place to exchange tax 
information was galling, especially since 
it contained not only rival centres in the 
Channel Islands and this Isle of Man but 
other OECD members that themselves had 
not met the criteria required.

“How many tax treaties do the Germans 
have?” asks one Luxembourg fund expert 
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As Europe’s largest fund jurisdiction, 
Luxembourg is intimately concerned by the 
ongoing debate between EU member states, 
officials and industry members about the 
future shape of regulation for the industry. 
It already seems certain that alternative 
managers face much stricter oversight and 
new burdens in terms of reporting, risk 
management and capital adequacy, but 
wide questions remain open about the role 
of service providers, their duties and legal 
responsibilities.

Although it does not specifically involve 
alternative funds, the Bernard Madoff fraud 
and in particular the role played by Ucits 
feeder funds established in Luxembourg and 
other jurisdictions has raised the question 
of how far fund custodians have a duty to 
make good investor losses resulting from 
fraud or mismanagement. Service providers 
in Luxembourg are adamant that to impose 
open-ended liabilities on custodians would 

overturn the current economics of the 
industry.

French investors, and members of 
their government, have accused the 
grand duchy of offering investors a lower 
standard of protection than that available 
in other parts of Europe – on questionable 
evidence, according to José-Benjamin 
Longrée, managing director of Caceis Bank 
Luxembourg.

“It’s not true that a Luxembourg depository 
doesn’t have the duty to provide restitution 
for the assets it has been given,” he says. 
“Worldwide there is a duty to provide 
restitution the assets with which a depository 
is entrusted. But are we talking about an 
obligation of means, or results? Is it a best 
efforts basis, or an objective obligation? 
Many European countries do not have that 
objective obligation.

“If at the end of the day the depository 
bank is supposed to be the insurer of the 

Market turmoil 
throws up new 

challenges for service 
providers

By Simon Gray
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Luxembourg and the 
draft AIFM directive 

By olivier Sciales & Rémi Chevalier
On April 29, the European Commission 
submitted a draft Directive on Alternative 
Investment Fund Managers to the European 
Parliament and European Council in the first 
attempt to create a comprehensive regulatory 
framework for managers of non-Ucits funds 
in the European Union. Managers would 
benefit from a EU passport for cross-border 
distribution to professional investors.

The main innovations focus on the 
supervision, disclosure requirements and 
distribution of alternative funds. These 
proposals will only introduce a minimum 
threshold for member states, and countries 
such as France and Germany may well 
impose stricter requirements.

The directive would apply to all managers 
that manage and market non-Ucits funds 
in the EU with assets under management 
exceeding EUR100m, or EUR500m if the 
funds are not leveraged and are not 
redeemable for at least five years. Hedge, 
venture capital, infrastructure, private equity, 
real estate, commodity and non-EU retail 
funds are all concerned, irrespective of their 
type, legal structure or domicile. 

The directive also regulates the marketing 
of non-EU funds and the authorisation of 
non-EU managers. A manager wishing to 
market a non-EU fund may only do so if the 
country of domicile has signed an agreement 
with the member state in which the manager 
is authorised agreeing to an effective 
exchange of information on tax matters as 
laid down by the OECD.

A non-EU manager wishing to market funds 
within the EU must apply for authorisation by a 
member state, which will only be granted if the 
manager’s home country exercises prudential 
regulation and ongoing supervision equivalent 
to those laid down in the directive.

The directive would therefore impose 
significant hurdles on non-EU managers. 
However, if an authorisation is granted, it 

will be valid for all member states, allowing 
those managers to manage and market 
funds throughout the EU either directly or via 
a branch without having to comply with each 
country’s particular legislative requirements.

An independent third party must value the 
fund assets at least yearly, as well as the 
shares or units. An independent depositary, 
an EU credit institution, must be appointed 
to receive payments from investors, provide 
safekeeping for financial instruments and 
verify ownership of fund assets.

Managers must separate risk management 
from portfolio management functions, measure 
and monitor the risks associated with each 
strategy, and implement a due diligence 
process when investing on behalf of the fund.

The proposal introduces reporting 
requirements to the manager’s home 
authorities. They must also report to 
investors on the valuation procedures, 
liquidity risk management, the existence of 
illiquid, hard-to-value or side-pocketed assets 
and each fund’s risk profile.

Once authorised, the manager may 
provide management services to funds 
established elsewhere in the EU and market 
its funds to professional investors in other 
member states. The European passport to 
market non-European funds is scheduled 
to enter into force only three years after the 
transposition of the directive.

The directive could offer Luxembourg huge 
opportunities. As drafted, the distribution of 
offshore funds, such as those established in 
the Cayman Islands, may only be possible 
three years after the directive’s ratification, 
which could accelerate the redomiciliation of 
offshore funds to Luxembourg.

The proposal will now be debated in the 
European Parliament. The directive has been 
criticised by the industry as disproportionate 
and discriminatory, but political agreement 
this year could see it become law in 2011. n

Olivier Sciales and Rémi 
Chevalier are partners 
with Chevalier & Sciales in 
Luxembourg
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investment vehicle, bearing all the economic 
or management risks whatever they are, the 
whole concept of the depository bank has to 
be revisited. If we have to insure funds with 
anywhere between USD100m and USD3bn 
in assets, we have to possess the right 
structures and stringent rules to supervise 
them; in particular we have to be adequately 
capitalised and revise our prices. But that 
position is not shared by many European 
countries right now.”

Retail investors in particular need 
protection in order to preserve the good 
name of the investment industry, but the 
questions of responsibility need to be 
resolved in a way that makes economic 
sense, according to Chris Adams, global 
product head for alternative funds with BNP 
Paribas Securities Services in Luxembourg.

“What really concerns us is that we’re 
often asked to take investment bank levels 
of risk in return for custodian fees, and 
have unlimited liability to the fund upon the 
occurrence of x, y or z. We are sometimes 
asked by why we are charging the levels 
that we do for depositary banking services 
in particular when the direct physical activity 
relates to checking that title deeds are sitting 
in a lawyer’s vault in Madrid.

“The answer is that we’re not charging 
solely for the activity, but also for the risk. 
If the fund manager doesn’t want to pay 
that, they can set up their fund with another 
service provider, but I’m sure most of our 
peers in the market would say exactly the 
same. We are affording their investors a level 
of protection that is in fact not insubstantial. 
We are charging a risk premium, but it’s 
not 100 or 50 basis points, it’s an order of 
magnitude lower than that.”

Longrée says the economic crisis and its 
fallout for the fund industry has provided an 

opportunity to reassess how well its existing 
risk monitoring and management models 
have performed, both within individual firms 
and across jurisdictions. For example, he 
notes, Luxembourg was left unscathed by 
the collapse of Lehman Brothers, many of 
whose London prime brokerage clients still 
had their assets frozen nearly a year later. 
And he points out that all jurisdictions have 
seen investors affected by fraud.

“In Luxembourg, we have always tried to 
anticipate what was needed and to meet 
clients’ needs, and we are still doing so,” he 
says. “I would cite all the efforts made on the 
risk management side. When Ucits III came 
into force, many people said Luxembourg 
would disappear because it would require 
substance there that no-one would want to 
provide.

“But many promoters saw it as a strategic 
opportunity to put more resources in 
Luxembourg because they knew there were 
able people there and that they would have 
all the support they needed in terms of 
transparency from service providers. So they 
put more resources into risk management 
and compliance processes for Ucits III 
management companies in Luxembourg.”

Longrée says the travails suffered by 
the alternative fund industry have forced 
promoters to think not only about the quality 
of their portfolio management but that of 
their relationships with investors. “The most 
professional asset managers have a fantastic 
relationship with their institutional and 
high net worth investors, and they explain 
everything that is happening with great 
transparency on an ongoing basis,” he says.

“In these circumstances, many investors 
are not leaving the funds but accept 
arrangements such as side-pockets, lifeboat 
solutions or reallocation to other products. 
This is easier to handle if our clients are 
able to communicate with their shareholders 
– in the same way that our own relationships 
with alternative clients has benefited from 
our willingness to provide support such as 
liquidity to those who needed it most, those 
invested in mortgage-backed securities, 
credit derivatives in general and funds of 
funds.”

Adams sees a buoyant outlook for 
jurisdictions like Luxembourg, as well as 
Dublin and the Channel Islands, which 
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doing so in the difficult times, it suggests 
that once the market turns there will be 
increased activity,” says Mariusz Baranowski, 
managing director of one such business, 
Custom House Fund Services (Luxembourg) 
“They are preparing themselves for the time 
when investors start coming back.

Baranowski says Luxembourg service 
providers are also receiving increasing 
amounts of business from funds domiciled 
in traditional offshore jurisdictions. “We 
have clients who still domicile their funds 
somewhere like Cayman or the BVI, but 
they choose all their service providers 
in Luxembourg in order to obtain the 
best service from an auditor, custodian, 
administrator and transfer agent. Investors 
enjoy the security Luxembourg offers even 
if the fund is domiciled offshore, because 
all the services must be provided to 
Luxembourg standards.”

In fact, he suggests, a number of 
managers are thinking about redomiciling 
their offshore funds in Luxembourg. Adds 
Olivier Sciales, a partner with law firm 
Chevalier & Sciales: “We are starting to see 
a lot of interest in the migration of funds to 
Luxembourg from offshore jurisdictions such 
as Cayman and the BVI.”

A further step that would benefit 
Luxembourg’s fund industry – and its 
custodians in particular – would be greater 
asset management activity taking place in 
the jurisdiction and the provision of prime 
brokerage services locally, Baranowski 
believes. “Prime brokerage and trading is 
quite limited here, and the problem is that for 
a Luxembourg-domiciled fund, the custodian, 
auditor and administrator must be here,” 
he says.

“If the custodian is domiciled in 
Luxembourg but the prime broker is not, 
the problem is how far supervision and 
fiduciary responsibilities can be exercised 
by a Luxembourg-based custodian over 
prime brokers in London or New York, which 
may be covered by different regulations. At 
the moment a look into the prime broker’s 
records and assets is possible, but control 
is limited. I would welcome prime brokers 
setting up here and being supervised by 
the local regulator, which would make the 
life of local custodians and investors more 
comfortable.” n

offer managers and their investors a well-
regulated market. “These locations will be 
the winners for new fund launches over 
some of the traditional jurisdictions,” he 
says. “There will be an ongoing sustainable 
business in places like the Cayman Islands, 
too, but we think new launches will favour 
well-regulated economies that still offer tax 
transparency but provide greater levels of 
asset and investor protection.

However, the drop in asset levels 
is forcing service providers to manage 
costs rigorously. “The challenge facing 
Luxembourg and all the centres from where 
services are delivered is that potentially 
the economic impact is greater, as it costs 
service providers the same amount to 
service directly an asset on our books 
whether it’s worth USD100 or USD50,” he 
says. “When asset values are depressed and 
fees are primarily driven by levels of assets 
under administration, service providers come 
under pressure.”

Nevertheless, to date there have been few 
cutbacks among Luxembourg administrators, 
industry members report. “There have been 
some layoffs but not many,” says KPMG 
partner Georges Bock. “What you do see is 
firms taking the opportunity to prune less 
strongly-performing employees, who would 
be retained in times of strong growth when 
you need everybody. Obviously if the value 
of assets goes down, so does income, but 
big redundancies do not seem necessary for 
the moment.”

Didier Prime, head of alternative 
investments at PricewaterhouseCoopers, 
believes that the process of consolidation 
among fund administrators in Luxembourg, 
the pace of which has at times seemed 
glacial, may well speed up. He says: “We 
should see more consolidation in the coming 
months, with the crisis as a spur, and there 
are opportunities for players that are still 
not in Luxembourg but have an interest in 
moving here to develop a business or to 
buy one. We may also see consolidation 
at the service provider level resulting from 
consolidation among asset managers.”

The past couple of years have seen the 
arrival in the grand duchy of a significant 
number of alternative fund administration 
firms. “A lot of specialised firms are setting 
up offices in Luxembourg, and if they are 


