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AIFM's as a point of entry for funds

in Luxembourg and Europe

Daniela Klasén-Martin of Crestbridge discusses the change in the scrutiny offered by modern
regulators when it comes to private equity in Luxembourg

What are the main trends
you have observed in Luxem-
bourg’s private equity markets?

classes as an element of diversifica-
tion, and when it comes to institu-
tional investors, we see that Luxem-
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bourg is the preferred jurisdiction.
This is because of the political

and economic stability of the dom-

icile, the flexibility of fund vehicles

I would say, private equity (PE)
as an alternative asset class
continues to be of focus alongside
real estate, as Luxembourg has
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been developing as a jurisdiction
of choice for PE and real estate
managers, who have been used to
going through Luxembourg for the
structuring of their investments,
predominantly through unregulat-
ed vehicles such as Special Purpose
Vehicles (SPVs).

Since the introduction of the Al-
ternative Investment Fund Man-
agers Directive (AIFMD), there has
been a real shift towards funds
which has led to the continued suc-
cess of Luxembourg as a domicile
for PE and venture capital (VC) funds.
This new trend has been supported
by the introduction, in Luxembourg,
of unregulated fund structures,
such as the Reserved Alternative
Investment Fund (Raif) and the Lux-
embourg Limited Partnership ap-
pointing an alternative investment

fund managers (AIFM), to get EU
passports.

Luxembourg accounts for 4.3% of
the global PE fund industry and un-
regulated investment vehicles such
as Raifs and limited partnerships
now represent 51% of all Luxem-
bourg funds.

What opportunities do you see
for private equity managers?
Private equity remains a very
attractive asset class. We are
managing a broad range of asset
classes, from hedge funds to real es-
tate, we see a great majority of new
fund launches are either PE, VC and
private debt.
Institutional investors contin-
ue to be attracted by these asset

available to structure investments
and the proven expertise of service
providers.

This is combined with a robust
implementation of the regulatory
framework providing increased in-
vestor protection.

What are the key challenges to

consider?

The key challenge is the reg-

ulatory environment and the
increasing substance requirements.
The AIFMD regulatory framework
has been prominent for several
years, but it has been evolving re-
cently with increased expectations
and its implementations as the Lux-
embourg regulators in 2018 pub-
lished a thorough regulation, the
circular 18/698, which gave a clear
outline of what is expected in terms




Launching your own AIFM

can become a challenge as the
regulator has set very clear
expectations with regards to the
minimum staff requirements, i.e.
three people or more depending

on the size of the fund

of substance and governance re-
quirements. So the challenge is that
when you launch a fund with the
intention to distribute widely in Eu-
rope, you now need to have an AIFM
and with only two choices available
- you either have your own or you
appoint a third party.

Launching your own AIFM can
become a challenge as the regula-
tor has set very clear expectations
with regards to the minimum staff
requirements, i.e. three people or
more depending on the size of the
fund. It is to be noted that peo-
ple should be senior and should
have proven expertise to cover the

day-to-day functions that they
are responsible for in front of the
regulator.

In addition, the regulator puts
strong emphasis on proper over-
sight on all delegations, such as
risk or portfolio management and
distribution, but also outsourced
services such as IT and accounting.
These requirements coupled to-
gether can present a challenging
operation and a considerable in-
vestment in non-revenue, generat-
ing ongoing costs.

Can you explain how the

regulatory environment has
changed?

We have observed that there is

more scrutiny from the regula-
tor. In the past, they mainly focused
on ad hoc thematic onsite inspec-
tions. We note that they have en-
hanced their controls and become
more methodical, starting from the
analysis of reporting provided by
the regulated entities such as; in-
ternal audit reports, management
letters and compliance reports

combined with AIFMD reporting
and ad hoc questions.

The number of onsite inspections
has increased. With the introduc-
tion of 18/698 the regulator has
communicated clearly their inten-
tion to visit all management com-
panies and perform a complete gov-
ernance visit to assess compliance
with the circular.

We certainly observed an in-
creased rigour and a higher focus on
strict compliance, non-compliance
resulting in fines, sanctions and
name and shame.

Finally, it is to be noted that there
is a key focus on AML/CFT and that
the regulator has been keen in
ensuring that the business is pre-
pared in view of the planned FATF
visit in 2020, analysing the AML
questionnaires requested from the
regulated entities and providing
training based on the results of the
questionnaires.

How do you see the landscape
evolving in the next few years?
What I've seen certainly, is a role
change. While in the past, when
| started working in the financial
services, compliance and regulatory
services were seen as a necessary
evil, now we see a shift towards such
services, these services now are be-
ing perceived as a true value-add.

AIFMD contributed largely to such
a shift of behaviour - if you want to
distribute a fund in Europe using
the passport you need an AIFM and
therefore you need to adhere to a
more robust regulatory framework.

We see a lot of new players com-
ing into the market as the AIFM is
becoming the point of entrance for
any fund services. This is leading to
a price compression to gain market
share which in the long term | fear
can be damaging to the quality of
the services.

We will continue seeing consoli-
dation of service providers through
mergers and acquisitions, in par-
ticular by administrators wanting to
expand to third-party management
company services.

Finally, | see a continued invest-
ment in technology led by the need
to scale the operations to foster ef-
ficiencies and protect margins in
an increasingly competitive and
cost-intensive environment.
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Crestbridge provides global
administration, trustee, accounting,
management company and governance
solutions that are shaped to our clients’
needs wherever they do business.
Because success matters

For further information, please contact

Daniela Klasén-Martin

Group Head of Management Company Services,
Managing Director, Luxembourg
daniela.klasen-martin@crestbridge.com

Our Luxembourg office works with corporates and the
investment funds community to deliver a range of tailored
services. Our professional teams are experienced in the
Luxembourg marketplace and its fund management

and professional services industries and they are well-
placed to provide third-party management company,
administration, governance and substance solutions

to a wide range of fund structures and strategies.
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