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The trouble with Lux’s
growing fund industry 

It looks likely that the Ucits IV Directive will fail to achieve
one of  its most welcomed intentions – that of  reducing the
number of  investment funds in the crowded European
market place.

A cull in the number of  funds should lead to cheaper
running costs for investment managers and a reduction in
fees for investors. The new Ucits directive, due to come into
force in July this year and “sold” as an efficiency package,

seeks to achieve this by cutting the red tape involved in domestic and cross-border
fund consolidation.

Yet certain players in the Luxembourg fund industry – where the number of
registered funds is growing year-on-year – just don’t see this happening.

In fact, some even think there could be more funds, not less, in future (see
Luxembourg panel, p16).

In Luxembourg at the end of  2009, there were 3,463 funds (including non-Ucits).
By the end of  November 2010, there were 3,656 – an increase of  193. 

In Europe over all, mutual funds held €5.7trn of  assets under management at the
end of  Q3 2010 versus €8.255trn in the US, according to the Investment
Company Institute, the US trade body.

Yet, while there were only 7,570 mutual funds in the United States, there were
35,061 in Europe. 

The stumbling block for consolidation, which many saw coming, is tax. Without
a harmonised tax regime, there is still too much expensive red tape that fund
managers trying to merge funds would have to contend with. They could, for
example, harm investors in some jurisdictions, but not others, if  they pushed on
with a consolidation programme, so they are unlikely to bother.

But it is still better to have the Ucits IV provisions for consolidation in place than
no provisions at all. The tax issue can, hopefully, follow on later. Had the EU tried
to gain consensus around tax within the Ucits Directive itself, the directive, with all
its other strengths, probably wouldn’t be here.

However, it does unfortunately mean that the benefits from the Ucits IV
efficiency package will not be as great as anticipated.
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FUND GOVERNANCE

It’s not a 
game anymore

Fund directors are spending more time in board
meetings as corporate governance levels across

Luxembourg funds increase, finds Nick Fitzpatrick
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Fund board members in Luxembourg spend
longer preparing for and attending board
meetings than they did two years ago. The
finding, by business consultancy PwC, suggests
that fund governance has become a much more
serious issue in Luxembourg following the
financial crisis and the Bernard Madoff  scandal.

The EU’s measures to increase corporate
governance for listed companies – which some
of  Luxembourg’s ‘Sicav’ funds are – may partly
lie behind this trend. So will the code of  conduct
drawn up for fund boards by the Luxembourg
fund association, Alfi. The code was released
post-crisis and aims to increase standards in
fund governance for all types of  funds domiciled
in the country.

But another impetus comes from the investors
themselves, who these days, are likely to be more
nervous, better educated and less trusting of
investment houses.

“We are seeing RFPs asking about fund
governance, which is new,” says Jon Griffin,
managing director at JP Morgan Asset
Management (JPMAM) in Luxembourg.

Luxembourg’s next top model
The increased time spent over board meetings
suggests governance standards are increasing.
But PwC’s research also reveals a divergence in
the way firms execute their fund governance. It
rests on whether they appoint independent
directors or not.

Didier Prime, partner and asset management
leader at PwC, says: “More and more asset
managers are appointing external board
members.

“This is a trend led by Anglo-Saxon managers
and is found less among continental asset
managers.”

The Alfi code of  conduct is agnostic on
questions of  structure, such as the status of
board directors.

A board of  independent directors may
intuitively seem better for protecting investor
interests but, as Tom Weiland, director of  legal
and regulatory analysis at RBC  Dexia Investor
Services, who was part of  the Alfi committee
that drew up the code, says: “You can be an
independent director, but not necessarily a
competent one.”

The divergence in thinking between Anglo-
Saxon and continental fund managers about
external directors is well- illustrated by two
Luxembourg heavyweights – JPMAM and
France’s BNP Paribas Investment 
Partners (BNPPIP).

JPMAM has moved over time towards
using more external directors. The board of
its main Ucits funds has five external
directors and two internal directors who are
senior managers within the firm.

“A couple of  years ago two additional
external board members were added
following a traditional recruitment search
process. Both are professors of  finance from
Holland.”

Griffin explains that JPMAM has three
boards whose composition reflects the
experience needed for the fund type. “For
example, we have a private equity fund and
have ensured that we have external directors
with private equity experience on the
board,” he says.

JPMAM has eleven Sicav funds in
Luxembourg, which incorporate around 180
underlying sub-funds.

“The main board meets quarterly in
Luxembourg. It’s very serious, taking place
over two days. They pay a lot of  scrutiny to
any new product, such as its documentation
and understanding its risk controls. The
board also reviews the operations of  the
company and ultimately has the power to
fire the management company and 
the custodian if  they are dissatisfied 
with results.”

Strong management companies
BNPPIP in Luxembourg has €100bn in
assets under management in the country.
Stephane Brunet, its CEO, feels the
backbone of  good governance structure lies
in the management company and prefers to
source directors internally. 

“Our fund board is made up of  internal
directors. The directors are the same people
who also control the management company.
The responsibility for the fund rests with the
board, but behind the board lies the
management company.

“Having external directors is no guarantee.
I prefer to have 15 people working on the
Nav every day, rather than having one
external director,” he says.

The French firm has a large management
company for its Ucits fund range and a
smaller team overseeing its more lightly
regulated Sif  and fund of  hedge funds. 

“We split them in order to manage the
reputational risk. If  the regulator were to ask
questions about our hedge fund, we would
not want Parvest to be affected,” he says.

‘More and more asset
managers are

appointing external
board members. This 

is a trend led by 
Anglo-Saxon managers

and is found less 
among continental 

asset managers’
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Parvest is BNPPIP’s flagship Luxembourg
Ucits fund.

Simlarly Giorgio Gretter, the head of
Amundi Luxembourg, says governance
focuses on the management company. 

“Our board of  directors for Amundi
Luxembourg has seven people sourced from
Paris. These include the head of  risk and two
people from retail and institutional sales. We
have four business units in Amundi and all
are represented on the board.”

Investor interests
In principle, it shouldn’t matter whether
board members are sourced internally or
from the outside world. “Whether the board
is sourced internally or externally, they have
to put themselves in the mindset that they
now answer to investors,” says Griffin.

But it isn’t necessarily so easy for an
independent director to do this just because
they are not employed by the fund
management company behind the fund. 

Jean-Michel Loehr, chief  of  industry and
government relations at RBC Dexia IS, says:
“Independent directors may not be so
independent if  they only have two or three
mandates.

“Each mandate must remunerate you
enough to let you make a decent living. Being
independent and then financially dependent
on two mandates is a contradiction.
Directors should be able to threaten to leave
and have the freedom to disagree.”

He adds external directors are gaining in
importance, and believes that they are not
paid excessively. 

It’s worth noting that the two most recently
appointed independent directors at JPMAM
will have income from academic institutions. 

But what about the pool of  professional
directors that exists? What do they need to
achieve financial independence from the
funds that pay them? 

“It would not be unusual for an
independent director to work for ten large
clients, with each client having three or four
entities,” says Prime at PwC.

The divide, in practice, between Anglo-
Saxon and continental managers would
make it a challenge for such body as Alfi or
the Ila – the Luxemburg Institute of
Directors – to advocate one model of  fund
governance over another, particularly where
the status of  directors is concerned.

But Weiland and Loehr at RBC Dexia
believe the issue of  independent directors is
not the best criterion anyway, and that a fund
governance framework with a balance and
diversity of  skills and personalities is more
important.

Loehr says: “The principles-based
approach is well-adapted to the landscape. A
more quantitative approach can push you
into corners not adapted to a situation.”

He says an ideal model for fund
governance would be centred on
transparency and clear rules that are
understood by everyone. Giving board
members specific responsibilities is a good
thing, and so too would dedicated audit,
compliance and pricing committees. But the
model needs diversity.

Laws and guidelines
Comparing the situation with the US, Mike
Flynn, director of  the regulatory consulting
division at Deloitte, says: “Another point of
view is to have a minimum weighting of
independent directors which for 1940’s act
funds is set at 40%. ICI [the Investment
Company Institute] in the US observes that
88% of  investment funds boards have more
than 75% independent membership.” There
are also ICI guidelines on tenure and age of
board members.

Where the Alfi code could trip up a fund
company is where the code calls for  an
appropriate risk management process.

This is because Alfi intends the code to be
adopted by all types of  funds in
Luxembourg, so Flynn points out that for
lighter regulated Sifs there is less legislation
around risk management.

“If  they sign up to code of  conduct, then it
becomes a topic for the Sif  board.”

Similarly, Michael Delano, a PwC partner,
says: “The code of  conduct is a high-level
document. When boards started going
through it, it made them focus more on what
they were doing operationally. We 
are seeing more and more boards picking up
the code.”

PwC will unveil more findings of  its Fund
Governance Survey of  board directors in
March at an Ila meeting.

The findings will show that preparation
time for meetings is six to eight hours for
each director and that the average time of  a
board meeting is three hours. fe

‘Being independent and
then financially

dependent on two
mandates is a

contradiction. Directors
should be able to

threaten to leave and
have the freedom to

disagree’
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The Ucits IV regulation has barely made it
out of  the gates when the first draft of  what
is dubbed “Ucits V” is already nipping at the
industry’s heels. Like its regulatory cousin,
the Alternative Investment Fund Managers
Directive (AIFM), this latest EC consultation
document on the Ucits despository function
threatens to thrust greater responsibility on
custodian banks, which means that for them
that Ucits V could be as contested and as
controversial as the AIFM.

Throughout the discussions on AIFM,
despository banks fought tooth and nail to
make sure they don’t become insurers for the
asset management industry. 

And although AIFM has not yet been
finalised, most custody banks feel the
document has now been brought to a point
where there is less danger of  them becoming
their clients’ insurers.

Sandrine Leclercq, general counsel at
Caceis, says: “Interested parties were able to
find a practical solution that stipulates that
depositories should be responsible for
anything they can control.”

But the Ucits V draft being tabled could
take that comfort away.

The consultation paper issued by the EC
on the Ucits despository function and on the
Ucits managers remuneration was up for
discussion during January.

The document was issued in mid-
December 2010 and the industry was given
six weeks to submit its response – an issue
that was criticised by a number of  industry
players and is discussed later in this article.

After speaking to industry experts, it seems
as though the issue on remuneration is not
too much of  a problem. By and large it was
anticipated and does not, or at least should

not, cause reverberations across the market.
But what could make players, custodians in

particular, feel like they’re back to square
one is the possibility of  increased liability for
despository banks that is outlined in the
consultation document.

For them, this is disheartening, and they
say it is a potential danger for the industry
and its future wellbeing.

Most market participants spoken to by
Funds Europe said the prospect of  increased
custody responsibility within the Ucits
framework is of  great concern.

Serge D’Orazio, head of  investment funds
and global custody services, KBL European
Private Bankers, sums it up, saying: “Bankers
are not insurance companies.”

The argument that custodians are not
insurers for the asset management industry
was made loud and clear in the consultations
on the AIFM Directive and some essence 
of  what they were saying seems to have 
got through.

Leclercq, at Caceis, says: “We would hope
that the Ucits V regulation will be
comparable to AIFM. Within AIFM, the
prospect of  being made responsible for
elements we cannot control is not such 
a concern.”

Now custodians are facing the same battle,
but this time within a Ucits context, which
might actually make their cause more
difficult to contend with.

Investor protection
Some may think that the Ucits framework,
famed for its robustness and transparency,
already provides sufficient investor
protection. But, in the wake of  AIFM, the
issue of  the despository bank responsibility

within Ucits could seem to be wanting.
One market observer said: “If  one were to

question the need for increased despository
responsibility, you would be more right to
question it in an alternatives context rather
than within that of  Ucits.”

The client group the AIFM Directive is
trying to protect are professional investors
while Ucits deals with the retail market.
Therefore, it would follow that if  the
despository responsibility around products
for professional investors is so great, the
protection around retail products should be
just as great, if  not greater.

Jean-Marc Goy, counsel for international
affairs at the CSSF, the Luxembourg
regulator, says: “Now that we have come 
to an agreement about the despository
responsibility in AIFM, the proposal of  
the EU Commission to extend these
requirements to the Ucits framework  
makes sense.”

Nathalie Dogniez, partner, head of
investment funds, KPMG, says: “It doesn’t
make sense to have stricter rules in the AIFM
directive than in the Ucits one.”

Laurent Fessmann, partner at law firm
Baker & McKenzie, says: "In principle, it
would be sensible to have a more robust
responsibility framework for the retail
market compared to the non-retail sector.
But the past, and likely the
outstanding lawsuits, has shown that the
liability outlined in Ucits III was sufficient to
protect savings."

Clearly, the EC doesn’t feel that way.
One problem is that when putting in place

that increased protection, regulators run the
risk of  creating a larger risk than the one
they’re trying to avoid.

No breathing space
Custodians had barely had time to take a breath following discussions around

the controversial AIFM Directive, when suddenly Ucits V was tabled,
rekindling the debate on depository responsibility, says Angele Spiteri Paris
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D’Orazio, at KBL, says: “If  the
responsibility of  the despository bank is
increased, then there will be a premium to be
paid. After all, it has also to be underlined
that over the last 25 years there was no other
case like the Madoff  one."

The danger of  making custodians insurers
for their clients was an issue already
highlighted and discussed at length
throughout the AIFM consultation process. 

Camille Thommes, director general at the
Luxembourg funds association, Alfi, says:
“Making the despository an insurer of  the
investment fund and be held liable in all
circumstances for risks beyond their control
could engender systemic risk. While we are
supportive of  the Commission’s approach to
clarify and harmonise certain despository
functions, we believe that one should
properly assess the envisaged measures and

the increased cost of  additional protection ”
If  the measures are too strict, then the

potential creation of  systemic risk is very real.
This is because a significant increase in the
burden of  responsibility leads to the cost of
running that business also rising. 

The cost issue may then force many actors
in the market to pack up their business, which
in turn, will leave few players in a very
concentrated market. In this environment,
the systemic risk would be 
huge, thus defeating the goal of  improving
investor protection.

Thommes says: “This is exactly why you
need to strike a balance between increased
protection and fair distribution of
responsibility.”

Whether this balance will be found in this
first round of  Ucits V discussions is a matter
still to be seen. 

‘Making the despository
an insurer of the

investment fund and 
be held liable in 

all circumstances for
risks beyond their

control could engender
systemic risk’
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Fessman says: “It will be useful to
strengthen and clarify the position of  the
Ucits despository bank, providing the cost of
doing that won’t be higher than the benefits
of  investor protection.”

“Ucits rules should be aligned with those of
the AIFM Directive. Going beyond that
would create unjustified differences and
impose additional costs and possibly reduced
investment in Ucits vehicles,” says Jean
Michel Loehr, chief  industry and
government relations at RBC Dexia 
Investor Services.

Dogniez, at KPMG, believes some of  the
concerns expressed may by jumping the gun.

“The regulation is still at the consultation
phase so its premature to say that it will lead
to the creation of  systemic risk,” she warns. 

“However, a too-extreme approach could
lead to systemic risk if  it would end up in
reducing the number of  custodian banks to a
few global players only and could even
restrict the type of  investments custodian will
accept to take on board,” Dogniez adds.

According to D’Orazio, the custodian’s
responsibility was already well-defined under
Ucits I. He says: “The custodian needs to
know where and how the assets are invested
and any sub-custodian appointed under the
Custodian’s supervision needs to be
reputable, competent and have sufficient
financial resources.

“This responsibility alone is already far-
reaching and I think we’ve always lived up to
our responsibilities.”

Timeframes
The one thing the majority of  the industry
players commented on was the short
turnaround time the EC gave for responses.

Thommes, at Alfi, says: “The general
comment from our members has been that
the consultation period is too short. The
financial crisis brought about new regulation
with short timeframes and it may be difficult
to have to work out a proper response. The
deadlines are set by the EC/Esma, which are
under a lot of  pressure themselves.”

Catherine Brady, Emea investor services
business head, Citi, says: “The fact that the
consultation period is just six weeks is
definitely a concern. This directive is going
to have a greater influence in many respects
than AIFM Directive as it impacts a 
€6trn business.”  

Also, because the deadline was so tight, a
number of  players said they are not

formulating their own company response, but
rather are relying on Alfi and industry
associations to respond on their behalf.

One market participant says: “We’re not
sure we’re going to respond to the
consultation. It’s hard to justify the
commitment it takes to put together a
credible response within this timeframe.”

Thommes, at Alfi, says: “It is important to
respond to consultations and take the
opportunity to present your views. It’s clear
that new proposals and new consultations
create an additional workload but I wouldn’t
recommend interested parties to abstain 
from participating.”

Goy says: “Abstaining is not a very
constructive approach. One of  the
complaints around AIFM was that there was
not enough consultation. Therefore, any
opportunity to consult should be taken 
and not missed.”

Having organisations not responding to the
consultation could throw the relevance of  it
into question. D’Orazio says: “The short
timeframe could negate the consultation
process because many players don’t have the
time to respond.”

However, Goy from the CSSF, says: “We
have to keep in mind that although, granted,
the timeframe for the consultation is short,
the two issues outlined in the document have
already been discussed in the past, also 
by the industry.”

Others say the regulation was anticipated so
interested parties should be ready to respond.

Leclercq, at Caceis, says: “The timeframe is
short, but the majority of  issues have already
been debated within the framework of
AIFM.” However, Brady, at Citi, disagrees.
She says: “We understand the consultation
process needs to be faster. Aligning
the implementation with AIFM Directive will
be targeted. However, the current timeline is
not condusive to ensuring the establishment
of  a proportional legislative framework.” 

The EC said the tight deadline was given
because  it intends to publish a legislative
proposal early 2011 focused these issues.
“Given the tight schedule to conduct the
Commission's programme, it is not possible
to allow a consultation period of  eight weeks
and the Commission believes that a period of
– weeks should be enough for all stakeholders
to provide evidenced contributions.”

At the time of  going to press none of  the
responses had yet been published on the
Commission’s website.  fe

‘We’re not sure we’re
going to respond to the

consultation. It’s hard to
justify the commitment it
takes to put together a

credible response within
this timeframe’
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ASSET SERVICING

Drawing the
battle lines
As Luxembourg looks to attract more alternative assets, specialist
asset servicing providers are finding new ways of competing 
with the big one-stop-shop banks. Angele Spiteri Paris reports

12

12-14 alt asset servicingACASP:Layout 1  9/2/11  11:50  Page 12



13

Specialist asset servicing providers are
giving the big banks in Luxembourg a run
for their money as they are partnering up
with independent banks to offer fund
managers a cost-efficient package, which
includes custody coupled with the tailor-
made approach of  a small, focused shop.

The specialist service providers are no
fools; they’re keenly aware that the large
banking groups are their main competition.

Claude Mermans, managing director at
Custom House Funds Services, Luxembourg,
says: “Our competition comes from the big
banks offering a custody and administration
package at very attractive prices, but we are
always ready to offer competitive quotes.”

Custom House has been active in
Luxembourg in one form or another for a
number of  years. The firm currently offers
administration to hedge funds, but is
planning to expand and broaden its expertise
to include private equity and real estate.
Therefore, due to its longstanding presence,
Mermans knows how the game is played.

Even the new players in Luxembourg know
the value of  being cost-competitive when
compared to the banks. 

Simon Henin, managing director, Ipes
Luxembourg, says: “We definitely consider
the big banks to be our competition. We’ve
drawn up quotes against some larger players
and the feedback we received was that our
proposal was cost competitive.”

Ipes, a service provider specifically focused
on private equity, is one of  the newest actors
in this market, having set up its Luxembourg
base just a few months ago, following its
success in Guernsey.

Specialist providers often struggle to fight
the big banks on price because houses such
as BNY Mellon, JP Morgan and State Street
offer administration and custody in one
package, within which they can afford to
slash cost. 

However, both Mermans and Henin say
the solution for battling the giants
successfully is to partner with other banking
giants without losing their independence.

“We are building up our partnerships with
some banks,” says Mermans. “It’s difficult
but there are always some players that won’t
want to pitch for the administration portion
of  a mandate, which means we can partner
with them to provide that. This is usually
because they consider the segregation of
duties to be part of  their value-add.”

Henin agrees: “The partnership approach

makes sense. We started to work with a few
independent banks that offer custody
services and in doing this, we have built up
our knowledge of  the market and can offer
something that is quite competitive. In
particular our clients benefit from the most
appropriate custody offering for their needs.”

However, not any bank would agree to this
arrangement. ING and RBS were two of  the
names mentioned by some observers in the
market as having had such strategic alliances
in place. However, for confidentiality
reasons, none of  the players directly involved
could confirm any specific agreement.

“Certain banks in Luxembourg understand
this concept [of  partnership] and are happy
to partner with us. In setting up these
relationships, we always make sure we
maintain our independence, which is why we
cannot have any exclusive agreements with
any of  the banks we deal with,” 
says Mermans.

Nathalie Dogniez, partner and head of
investment funds at KPMG, says: “For small
service providers, it’s important to have a
connection with the banks. This allows them
to offer a more effective streamlined service
and gives them a competitive advantage.”

This competitive advantage has been
clearly demonstrated.

Small fry
“We have won quite a number of  mandates
with this set-up [partnering with a bank that
will do the custody] when pitching against
big banking operations, pitching for both the
custody and administration portion of  the
mandate,” says Mermans. 

Some might think clients will always be
asked to pay a premium for the specialisation
that comes along with assigning a mandate
to a smaller, niche player.

However, Henin disagrees: “I don’t think
we’re more expensive than the specialised
departments of  the big banking players. The
structure of  our offer may be different because
we are one of  the only administrators to
charge on a time-spent basis, but on the whole
I think the way we present it is more beneficial
for the client. Our clients like the transparency
we offer and that they only pay for the 
services they use.”

The cost competitiveness of  the
partnerships between specialists and banks is
also acknowledged by their competitors.

Martin Dobbins, senior vice president,
State Street Bank Luxembourg, says: “We
see strategic alliances between large banks
with small specialist partners try to compete
in this space.

“However, we understand that clients who
would rather appoint one service provider
across the board and build that single
relationship, become familiar with the policies
and the people within that one firm.”

Big competition
The big banking players are obviously not
ready to be outdone by the small specialists.
In reaction to the increasing interest in
alternative assets, the banks have been
setting up their own specialist servicing
operations, or buying in that expertise.

State Street acquired Mourant in April
2010 and BNY Mellon completed its
acquisition of  PNC Global Investment
Servicing in July 2010.

Dobbins says: “We have seen firms setting
up with specific focuses and we acquired
Mourant last year to expand our private
equity and real estate expertise.”

Camille Thommes, director general of  the
Association of  the Luxembourg Funds
Industry (Alfi) says: “Traditional service
providers have  been extending their offering
by providing services for alternative
products. The new fund administration
houses entering the Luxembourg market 
are more geared towards alternative
products and therefore the existing providers
have beefed up their capability to service
these products.”

Indeed, the big players know the value of
building their specialist expertise. Pierre
Cimino, managing director at Caceis Bank

‘We understand clients
would rather appoint
one service provider
across the board and

build that single
relationship’
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Luxembourg, says: “You need to be big to play
in the administration market but when dealing
with alternatives, you need a tailor-made
approach. So big players need to develop the
necessary skills to service alternative managers
previously serviced by small boutiques.”

Caceics is one of  the bigger players that has
chosen to develop its expertise internally rather
than acquire a specialist business.

However, Mermans sides with the smaller
specialists. “It’s true that we could lose some
competitiveness because the big banking
players can handle certain elements, like large
volumes. But we’re always ahead when it comes
to new products and giving our clients a
customised approach,” she says.

Unsurprisingly, the big banks that have
bought in their specialist expertise claim they
have this, too.

Dobbins says: “Mourant had depth of
knowledge and experience. So in acquiring the
firm, we bought that intellectual capital of
people and expertise. The purchase was not just
about technology and infrastructure, it’s about
offering our clients a more tailor-made
approach.”

In the shade
However, for all the developments made in the
alternatives arena, Luxembourg is not the
jurisdiction that immediately springs to mind
when discussing these types of  assets.
Luxembourg may have become synonymous
with Ucits, but the growing number of
specialist service providers in the Grand Duchy
suggests that it has more to offer in the
alternative funds arena than has previously
been perceived. 

Serge D’Orazio, head of  investment funds
and global custody services at KBL
European Private Bankers, says: “We caught
up over the years on alternatives in
Luxembourg. Historically, industries like
Ireland’s have taken more advantage of
alternative structures, but Luxembourg
could develop as a centre for regulated
alternative vehicles, specifically for hedge
funds and funds of  hedge funds.”

“Luxembourg is good at alternatives, but
we need to improve that part of  the picture,”
says Cimino at Caceis. 

One also has to consider that alternatives
like private equity, are quite recent in
Luxembourg. The Specialised Investment
Funds  (Sifs) regulation was drawn up in
2007 and the Sicar, another structure for
private equity and venture capital vehicles,
has been around since 2004. So compared to

Ucits, which has been in place since the
1980s, this regulation is still in nappies.

The lag in bringing alternatives to
Luxembourg might be due to the risky
reputation with which these types of  assets
are associated.

Cimino says: “Things like hedge funds
were seen to be very dangerous and maybe
that is why Luxembourg came so late to the
alternatives game. It was not very keen to be
seen to be taking too much risk.”

Thommes, at Alfi, goes further: “We’ve
seen tremendous growth in the number of
Sifs set up over the past few years.”

Dogniez at KPMG agrees: “The fact that
fund managers are now launching
alternative funds in Luxembourg is evidence
that the image of  the Grand Duchy 
is changing.”

Cimino says: “The launch of  the Sif
demonstrated the huge political will to
develop alternatives in Luxembourg, and
despite a late launch, the Sif  has seen capital
inflows which outstrip even Ireland’s Qif
[Qualifying Investor Fund].”

D’Orazio says: “Alternative asset classes
remain a very active field of  investment.
Furthermore, if  the AIFM [Alternative
Investment Fund Managers] Directive  will
reshuffle the industry and people begin to
redomicile their funds, I’m convinced that
they’ll chose Luxembourg over other
European fund centres.” 

“We’ll certainly be doing more to look to
fully benefit from the AIFM Directive when
it comes into force and position Luxembourg
as a centre of  excellence in that segment,”
says Thommes. fe

‘Things like hedge funds
were seen to be very

dangerous and maybe
that’s why Luxembourg

came so late to the
alternatives game’
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Working with 
Ucits IV

It was meant to reduce the number of funds in Europe but according to our
panel, Ucits IV will fail to do so. Yet the new regime is welcomed, even though

it leaves some obstacles still to be tackled, such as how to provide key 
investor information. Edited by Nick Fitzpatrick
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Funds Europe: Luxembourg has become the
first jurisdiction to ratify Ucits IV, with
some provisions coming into force from 1
January. What impact will this have on
Luxembourg-based funds and fund
management firms over the next two years
in terms of their development? 

Jon Griffin, JP Morgan: Ucits IV comes in
on the 1 July 2011, so many firms are focused
on the implementation steps. The legislation
largely falls into what you must do and what
you could do. 

What fund managers must do is develop the
Kiid [key investor information document], and
I would say that’s probably the biggest focus
right now. The challenge is to condense
elements of  what is in a fund’s prospectus
today with other information that is prescribed
onto two sides of  A4. 

There is also the need to support it and figure
out the right infrastructure that is required to
make sure that the document remains current. 

In Luxembourg, we are seeing a whole niche

industry starting to propose solutions for
managing the Kiid. 

When you take the permutations of  multiple
share classes and language requirements we are
looking to have to produce in excess of  12,000
Kiids so importantly we need to get the right
technology and processes in place. It’s helpful
from a Luxembourg standpoint that there is a
transition period, until July 2012, so as long as
we don’t launch a new fund umbrella then
we’re not looking to create and distribute Kiids
until the first quarter of  2012. However, the
work still needs to be undertaken now, and our
independent fund boards are particularly
interested in terms of  what goes into this
document. 

We understand that in Germany, there is a
need to produce a Kiid-like document from 1
July 2011, so that’s a prototype if  you want to
keep registration and distribution going there.
We are keeping our ears and eyes open for any
other countries that may come up from
national requirements that wouldn’t be
compatible with where Luxembourg is on the
transition. This is really only an issue for those
domiciles that have cross-border fund models
like Luxembourg and Ireland.

The other mandatory aspect of  Ucits IV is
the simplification of  the notification process.
There is a lot of  interest in how the supervisory
authorities will connect themselves up for the
notification of  new funds. It will be a split
model however, as changes to existing funds
will continue to go via today’s channel.
Figuring out how to manage this and
amending processes will be important. 

As far as the optional elements of  Ucits IV

go, there is the possibility to passport the Man
Co’s [management company] services to
manage Ucits in another EU  country. We only
have two management companies, one in the
UK, one in Luxembourg, so for us we’re not
looking at consolidating into one Man Co. We
feel comfortable having the two. One of  the
well-publicised issues around Ucits IV – the
lack of  any European tax harness or framework
to make these things happen - applies around
the Man Co operating cross- border and it
applies particularly to the investor-level impact
of  any cross-border fund mergers. I don’t think
we’re going to end up with any fewer funds in
Europe as a result. 

The master-feeder option is quite interesting
and we have our product development team
thinking about whether we could be faster to
market in the creation of  new products
primarily for our UK market in terms of  being
feeders into Luxembourg where the breadth of
existing fund product is largest.

Charles Muller, Alfi: So there could be more
funds in Europe, not less?

Griffin: I think there is that possibility, yes.

Christophe Girondel, Nordea: I share these
views. We are working on the Kiid and the
German Kiid-like document. This is the main
topic. 

We have more Man Cos, though. We have
one in Norway, one in Sweden, one in Finland
and one in Denmark, as well as Luxembourg.
As a result we have launched a project to look at
that and, obviously, the tax element around it.

�Christophe Girondel, global head of
fund distribution, Nordea Investment Funds
�Jon Griffin, managing director, JP
Morgan Asset Management
�Charles Muller, deputy director general,
Alfi
�Pierre Weimerskirch, partner,
Ernst & Young
�Johnny Yip, partner, audit, Deloitte

PARTICIPANTS
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The benefits of  consolidation of  Man Cos
are not tremendous; the exercise is more of  a
strategic way of  looking at the world rather
than a very strong cost exercise. The overall
aim when Ucits IV was launched was the
reduction of  funds - that’s what was ‘sold’ to
everybody - but I doubt that this is going to
happen at all. 

In terms of  cross-border mergers, the recent
news from Germany may be an indication of
where this is going. It’s not going to be tax
neutral, and if  it’s not tax neutral then there is
no possibility to merge funds. It’s true that a
master feeder could be an option because in
some countries it could be faster. We could
probably use it in Denmark, for example, and
others where it makes sense. 

Griffin: But even on the master-feeder option
it’s important to figure out why passporting of
the product isn’t working. Why do you feel you
need to create a local version and could you see
that proliferate?

Girondel: Take the example of  Poland. For
the Poles it is important to have a Polish-
domiciled fund, which means a fund manager
is probably going to penetrate the market much
faster if  they offer a Polish fund rather than a
Luxembourg fund passported into Poland.

Griffin: A new market opportunity?

Girondel: Yes, there is some marketing
element that comes into play here, but
obviously from an efficiency perspective that
creates additional costs, and there is no
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question that passporting would be the best
option.

Griffin: How will the auditors approach
their work and pricing with master-feeder
structures?

Johnny Yip, Deloitte: As you know, with the
master feeder there are structures where you
could have different auditors within a
jurisdiction and different jurisdictions for cross
border master feeder - one in Ireland, one in
Luxembourg, for example. There are
frameworks that are available for auditors to
carry out cross-border audits with cooperation
between two different audit firms. For the
Institute of  Auditors in Luxembourg this is
something that is on the agenda in order to
clarify the scope of  the audits.

Pierre Weimerskirch, Ernst & Young:
Going back to the main question, like Jon we
are also seeing, from an advisory point of  view,
two compulsory points in Ucits IV. Most of  our
work as of  today is about the Kiid, and the
other one is about the notification process.

And then I want to  qualify strategic points in
Ucits IV, which we discussed.

I certainly have a couple of  doubts that cross-
border mergers will work. Tax is clearly the big
issue here. I think that probably from a
strategic point of  view, the master feeder offers
new commercial opportunities, such as how to
attack a certain market.  

We are also doing quite a lot of  work on the
restructuring of  Man Cos. Some clients that
have more Man Cos around Europe are
looking at centralising them from an asset
management point of  view, a risk management
point of  view and also an administration point
of  view to really get efficiencies out of  it. 

An interesting question is, of  course, will
there be less funds or more? I agree that we will
see probably an increase in the number 
of  funds.

Griffin: I would say that Ucits IV was billed
as an efficiency package and I think the
Commission will take a look at it again in about
three years and ask themselves: ‘Have we
created efficiency? And has it achieved more in
terms of  the single market aims in Europe?’ 

I guess those around the table probably doubt
that it will have.

Muller: The crucial point is tax and tax
requires unanimity - that is why the
Commission didn’t want to go down that route
because they didn’t want to jeopardise the
whole package because of  tax. Alfi, as an
organisation, always said that as long as the tax
situation was not clear, part of  the efficiency
package would be difficult to implement. 

If  you make a cost-benefit analysis of  all the
management company, it might well be the
case that due to all this uncertainty it is better
to just keep them the way they are and that the
benefits of  just having one Man Co in Europe
are not as big as anticipated . 

From a Luxembourg standpoint, Ucits IV has
now been in place since the 1 January 2010
and the law has solved the tax issue, so you can
have a management company in Luxembourg
and manage funds outside Luxembourg
without running the risk of  the funds then also
being taxed in Luxembourg. 

But that’s just unilateral, and if  other
countries don’t go down the same route, the
impact of  Ucits IV on these issues might
remain limited, especially also regarding cross-
border mergers.

I agree that the Commission should look at
this again. It could well be the Commission will
make the assessment that perhaps those
benefits - the efficiencies that should have been
brought to us through the Ucits IV package -
are not as big as was anticipated. 

Funds Europe: If a fund manager does
consolidate Man Cos, does it matter to the
individual jurisdictions’ authorities where
they consolidate?

Weimerskirch: I am talking quite extensively
to fund managers and asset managers from the
emerging world such as China, Asia, Latin
America, and the Middle East, and these firms
are looking now at different domiciles. I visited

EXECUTIVE PANEL: LUXEMBOURG
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‘I would say that Ucits
IV was billed as an

efficiency package and I
think the Commission
will take a look at it
again in about three
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investment firms in the Middle East as the crisis
in Ireland broke out and they asked me a lot of
questions about the whole stability of  the EU
and about Ireland. I think this is becoming a
domicile question for these asset managers
coming from the emerging world.

Muller: We are certainly not trying to
convince firms in Ireland to come to
Luxembourg. The competition for the moment
centres on asset managers that are neither in
Ireland nor in Luxembourg, and there is
increasing competition from other domiciles
for these. There are Maltese ambitions, French
and UK ambitions. They all see Ucits IV as a
good starting point to try and attract business. 

Funds Europe: If Ucits IV fails to cause
fund consolidation, isn’t that a
fundamental failure?

Griffin: But the issue is tax.  Efama
[European Fund and Asset Management
Association] and KPMG published a very
good document which calls for a European tax
directive around this, because for example
without an agreed framework on cross-border

fund mergers that would protect investors from
being hit with a capital gains tax or not allow
them to pass through, it’s just too big a barrier.
You’re not going to harm those investors just to
have fewer funds. 

Girondel: I don’t think you can say it’s a
failure of  Ucits IV. Ucits IV was necessary but
is not sufficient. It was absolutely key to make
the cross-border merger of  funds possible but
there is a second element that is not addressed,
which is tax.

Griffin: It behoves the tax administrations in
each of  those countries to get on board with
that theme and say: ‘Yes it would make sense
generally to reduce the number of  investment
funds and not impact our investors.’

Muller: Then we should not forget that we
have more and more investors outside of  the
European Union, so even a European tax
directive would not solve all the problems. If
non-EU investors get taxed because their funds
are merged, asset managers will refrain from
the merger.

Funds Europe: Can Luxembourg maintain
the integrity of the Ucits brand and remain
competitive with other jurisdictions as Ucits
funds become ever more adventurous and
risky within the so-called “newcits”
framework? 

Muller: Yes. The only thing that is new about
‘newcits’ is the name. It’s a catchy invention and
everybody likes it; but there is no such thing as
a ‘newcits’ framework. You are either a Ucits or
you are not and it is very important to know
that there is just one framework. The European
regulator has decided that these funds are funds
that are suitable for retail investors and any
fund that complies with Ucits is certainly not
going to threaten the Ucits brand. 

The question is more about whether
sophisticated products are suitable for non-
sophisticated investors, and that’s a question of
distribution, not a quality-of-product question.
Efama’s Alternative Ucits working group looks
at this question, and the Commission is looking
at this situation under the MiFID review. 

Also, we receive information from regulators
outside of  Europe, for example from Hong
Kong who question if  some of  these funds are
suitable products for retail investors that have
no basic understanding of  the products they
buy. But they also are going down the route of
saying the product is a quality product, but that
the way it is distributed has to be regulated.

Yip: I agree. With Ucits III, the definition of
eligible assets was widened to include the use of
derivatives within the Ucits framework. Before
the crisis we had seen a lot of   funds seeking
alpha returns created under the Ucits
framework. We used to refer to them as
‘sophisticated’ Ucits. I think ‘alternative’ Ucits is
a better definition for these investment
strategies where portfolio managers make the
use of  derivatives. 

‘The question is more
whether sophisticated

products are suitable for
non-sophisticated

investors, and that’s a
question of distribution’
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We should not forget that within the Ucits
world there is a framework for the use of
derivatives. There is also a need for clear and
robust risk management procedures, and I
think without regardless of  the ‘newcits’
discussion Luxembourg has already been very
active in these type of  products, and I think it
will continue because of  the benefits from the
convergence between traditional managers and
hedge fund managers and the needs of
sophisticated investors. Investment houses have
been putting in place the right combination of
distribution abilities, internal controls, and risk
management combined with modern portfolio
theory from hedge fund managers’ strategies,
and this combination is for me the ingredients
to continue to have successful funds using
derivatives  within the Ucits world.

Weimerskirch: The term ‘newcits’ is
confusing and I think we should stick with
Ucits and all the regulation that implies. We
then have alternative funds and, as Charles was
saying, this is about suitability, about who is
going to buy, and to whom we are going to sell,
these types of  funds. 

Referring back to what we were discussing
before, to the Kiid; why do we have this Kiid?
What should it provide? Greater transparency
to clients?

The other issue is about better risk
management, in the sense that people can
better see and understand what it is they are
buying and probably do better risk
management on their own.

So I think ‘newcits’ is confusing. I was in
China before Christmas and there was one
asset manager asking me the question about
‘newcits’, about what ‘newcits’ funds are. That
is a little bit confusing. 

Girondel: I don’t think the Kiid will solve
these kinds of  issues. Producing a two-page
document to explain risk will not mean much
to the man on the street if  it is really
sophisticated.

Again, it’s a question of  distribution and to
whom we sell product. Distribution is a
multifaceted animal today. People wrap
products, so it’s not only about the fund, it’s
about structured products, and more generally
the distributors’ responsibility towards the end
client. The matter is crucial in Europe but it
has definite global implications when those
funds are used in structures across the world.

It is an extremely complex undertaking and
requires a lot of  work by the Commission and

respective regulators, because the distribution
of  funds and broader savings products are
likewise complex. The work in Europe on the
Prips [Packaged Retail Investment Products]
Directive is therefore very important.

Griffin: I think it’s important that everyone
understands that ‘newcits’ is all about Ucits. It
doesn’t mean that the growth of  that
alternative Ucits business is necessarily any
more risky than the existing Ucits business
which is subject to having in place the
appropriate risk management process. I agree
that it’s more about distribution, and I think
that’s why we must pay attention to the MiFID
Review to understand the discussion on
complex/non-complex product evolution.
Frankly, Ucits should continue to be
categorised as non-complex.

Funds Europe: How far has the Luxembourg
Ucits project gone in dissolving national
barriers when it comes to cross-border fund
distribution and administration? It is
interesting that we have heard from
Christophe of the preference for Polish
domiciled funds in Poland. 

Muller: I think the Poland situation is perhaps
not unique and it can happen everywhere. A
German probably prefers to buy a German car
than a French car, and the French probably
prefers to buy a French car. This sentiment can
be found anywhere. 

This should not prevent us from making
cross-border distribution as efficient as we can,
and certainly the notification procedure should
help if  the procedure is in place, so it should
dissolve these barriers.

Griffin: And I think that there’s a certain
neutrality to the Luxembourg fund domicile
that probably gets a different reaction than the
French person buying a German fund product
or an English person buying a French fund
product. Equally, products built here take
account of  many features required in order to
be attractive to investors in multiple
jurisdictions. In a recent report on global fund
distribution at the end of  last year it was noted
that Luxembourg funds today are registered for
sale in 70 domiciles around the world, 31 of
which are in Europe. The scale of  cross border
activity is clearly there, and 76% of  it is
Luxembourg product going overseas.
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Luxembourg started over 20 years ago initially
passporting Ucits to neighbouring countries,
and then the non-EU international space
opened up, in particular Asia and Latin
America where a number of  international
players have penetrated those markets very
effectively providing well regulated products 
to investors. 

Weimerskirch: Luxembourg is a small
country and an export country in every sense.
When Ucits came along, Luxembourg jumped
on this opportunity and developed it together
with international distribution. It is a huge
success story. Also, with Ucits IV, the world
becomes flatter.

The increased competition from other
players probably makes it now a little bit more
difficult for Luxembourg, exactly because the
world is becoming flatter; regulatory arbitrage
becomes a little bit more difficult, but the
competencies, the capabilities here in
Luxembourg for international distribution, are
unique and difficult to copy.

Funds Europe: Will Ucits IV reduce some of
the red tape in cross-border distribution?

Griffin: Well, there is only the notification
process which, yes, that removes some of  the
bureaucracy in the EU. It doesn’t deal with the
non-EU, but actually the non-EU processes
tend to be quite straightforward. But as we
mentioned before, that notification process is
only for new funds, and a lot of  what we do is
update existing funds, so in actual fact I think
you haven’t taken away as much as could have
been taken away.

Weimerskirch: In terms of  how these
regulators are going to cooperate in the future,
and with the new regulatory body Esma

[European Securities and Markets Authority],
I think this to some extent also complicates the
whole environment and cooperation of  
the regulators.

Girondel: Don’t forget also that there are 27
of  them, so we are not speaking like two people
meeting in a room. Everybody has a say and
every country has its view on things. Getting
things done in Europe can be very
complicated, but I think sometimes we are too
pessimistic. Europe functions well when you
think about it, in the past 30 years. 

It is important to remember that there is no
Luxembourg Ucits project; Ucits is a European
project. 

However, the Luxembourg marketing effort
on Ucits has been very strong and distinctive.
The idea of  cross-border distribution has been
the focus of  the Luxembourg Ucits
development, creating unique expertise and
solutions to meet investors needs.

Griffin: Luxembourg has become
synonymous with the Ucits brand worldwide,
based on its successful product export
orientation.

‘I think sometimes we
are too pessimistic.

Europe functions well
when you think about it,

in the past 30 years’ 
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Weimerskirch: Luxembourg doesn’t have a
big local market so if  you want to be successful
in distribution and in terms of  volume, you
need to export.

Funds Europe: How is the Alternative
Investment Fund Managers Directive
(AIFM) changing the face of Luxembourg’s
non-Ucits funds industry? 

Griffin: The directive finally was issued late
last year with, I believe, with some relief  in
terms of  what came out in the final text but
with the clear reality that it’s all going to be in
Level 2 detail consultation, discussion and
debate. Luxembourg should play a role in the
development of  this and the time is now.

Weimerskirch: Today when we look at
Luxembourg, private equity, real estate or
hedge funds are already big in terms of  volume
and number of  funds. I think that for
Luxembourg there is no fear about AIFM
because most of  these products, at least the
regulated ones, are very close to complying
with it already. 

Of  course there is a big discussion around the
custody and depository role, and the liabilities
and duties they have. We are already having
discussions about depository on the private
equity and real estate sides.

I think it is less of  an issue for private equity
and real estate. It may be different for hedge
funds which hold financial assets. A physical
asset is much more difficult to lose than a
financial security, so I think there are different
types in liabilities we are talking about here. 

Girondel: AIFM is probably the most
important piece of  legislation for our sector
since Ucits I, and so the transposition and
implementation to Luxembourg law is going to
be a real challenge because AIFM more or less
came out of  nowhere. It’s not like Ucits where
you had a green paper and a white paper, so it’s
going to be a challenge to implement the
directive. But if  you get it right there are also
huge opportunities linked to the directive. 

Every alternative investment fund manager
will have to rethink their business model. I am
not saying that they will have to change their
model, but at least they will have to think about
issues such as whether they will stay in the
Cayman Islands or wherever they are, and
about what they are really trying to achieve.
This is certainly one of  the priorities for Alfi
over the coming years, to get into the minds of

the people advising these investment managers
and get them to think about Luxembourg. If
they take the decision to be in Europe because
they realise that selling in Europe would be
easier with a passport and with European-
domiciled funds, then I think we should be able
to build on the strengths that we have
developed under Ucits since passporting 
began in order to attract that business 
to Luxembourg.

Griffin: I think the point to be made is that
there is a lot of  that non-Ucits alternatives
business here already and Luxembourg is not
just a domicile that can only administer Ucits.

Weimerskirch: Absolutely. AIFM is a chance
for Luxembourg to leverage on its reputation.
The skills we have put in place have been for
the Ucits world, and now we need to replicate
them. The challenge being how  exactly we are
going to implement it? 

Coming back to my earlier point, the world
has become flatter and this time also other

jurisdictions will be ready to move fast. When
the Ucits laws came in, Luxembourg was the
first mover and did it more or less rightly and
benefited from this first-mover advantage. I
think this time other jurisdictions will also try to
move fast on this one because they see AIFM as
a unique opportunity. Non-EU countries are
also in their starting blocks. The Channel
Islands, for example. They definitely also want
to comply and to be within the EU with 
their funds.

Yip: And I think competition will be tougher
in the non-Ucits sector for Luxembourg. I also
think there will be more players servicing non-
Ucits structures here. It could be the smaller
houses, the medium-size ones, but certainly
there is a market out there which we could
attract and that we are already attracting. As
Pierre noted, we already have a lot here. But
there is a range of  services which Luxembourg
is already offering and should be marketed
more actively in order to replicate its 
success in Ucits.

Funds Europe: Getting the AIFM Directive
seems to have been one of the most painful
legislative processes in a long time,
consuming a huge amount of effort from all
around the industry. Has it been an
efficient legislative process? Can it be made
much more efficient? 

Muller: Charlie McCreevy, who was the
Commissioner at that time, for years had said
that he wanted a light-touch regulation. Then
there was the Rasmussen Report in the EU

23

‘AIFM is probably the
most important piece of

legislation for our
sector since Ucits I’
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Parliament calling for tougher regulation of
hedge funds, so he was under tremendous
political pressure to regulate, especially since
the G20 decided that hedge funds were a
source of  the crisis and should therefore be
regulated.  The Commissioner has, in the
meantime, accepted the fact that a lot of
actors, including Efama, said that if  
perhaps the process had been better, with a
green paper and a white paper, then the
outcome would have been much smoother
with a less highly political debate. 

A meeting between Gordon Brown and
Sarkozy was all about AIFM - that’s the level
where in the end the discussions were taking place.

Girondel: It’s also highly convoluted. You are
regulating everything from real estate to private
equity. So then it becomes very difficult to find
general rules that encompass all the specific
cases without preventing product development.

I also tend to agree that it’s going to be
extremely competitive. I am sure Malta is going
to try and position itself  on these products, so
there will be an important competition. I am
quite curious to see how this law will be
transposed because today it is still very broad.

Muller: All the controversial questions, in the
end, in order to find a political agreement, were
taken out and put into Level 2, and this is the
work that is taking place now. The amount of
regulation that is still to be discussed is
absolutely phenomenal.

Yip: If  you look at what is happening to
Japanese institutions investing in a Luxembourg
structure, you will see that before now, they
were using holding companies in Luxembourg.
Then when the 1991 law was created for
institutional investors, they converted their
holding companies into Luxembourg FCPs
with a Chapter 14 management company. The
main reason being was that Luxembourg was in
the OECD, and these institutions’ internal rules
deemed that they should invest in an OECD
country. With AIFMD we could see a rethink of
the model. 

Funds Europe: Are fund managers from
emerging markets, like the Gulf and Asia,
choosing to domicile funds in Luxembourg
changing the face of the industry?

Weimerskirch: As I mentioned, over the last
four weeks I have travelled to Asia and to the
Middle East, and I have contacts with the

Brazilian banks, and yes, everybody is tempted
to come to Luxembourg. I think Alfi has done
a good job in promoting Luxembourg. 

A few years ago in the Gulf, they would say:
‘Okay, how much does it cost to launch a fund
in Luxembourg, we’ll compare it to the
Caymans?’ Cayman was then their jurisdiction
of  choice. 

And now I think that, with the crisis, they are
more into transparency and into good
corporate governance. In the meantime, they
have also built some decent funds in terms of
performance, and they want now to sell to a
broader investor base, and they know that they
cannot do it through a Bahrain-based fund or
a Dubai-based fund, therefore they want to
have another jurisdiction. 

They are looking seriously at Luxembourg,
and also at Dublin and now at Malta. Malta
has very good connections and I was also told
that the Maltese people can understand the
Arabic language. 

So having said this, yes, there is a strong
interest, and we have seen the launch of  funds,
mostly in the Sif  range, less in the Ucits range. 

The problem they have, like those from
China – and note that China Asset
Management, the biggest asset manager in
China, has launched a Luxembourg-based
fund through a Hong Kong subsidiary – is the
problem of  distribution. Therefore they need
to become part of  a distribution platform in
Europe to distribute their funds. 

There are new funds in the pipeline which

have selected Luxembourg, but the next
problem or challenge is how are we going to
distribute these funds, and to whom? 

Girondel: I would add that not only has Alfi
done a fantastic job, but also the Luxembourg
government. Luc Frieden, minister of  finance,
has been very engaged, with a visit to Brazil,
for example. It’s the whole country that has
been promoting this investment fund industry
towards the rest of  the world. 

It is a reflection of  what is happening.
Emerging markets have been growing and
becoming stronger. They are very sophisticated
asset managers; if  you look at Brazil the
investment management industry has been
managing local investment funds in Brazil for
years. Now, they are looking at worldwide
expansion with the idea of  selling their
expertise to the rest of  the world. 

And then obviously Luxembourg and the
Ucits brand become a natural way to try to
pursue that ambition. The only issue, and
Pierre mentioned it also, is that distribution is
an intricate animal, which makes it a problem
for the emerging market players. It isn’t as
simple as just coming into a new market,
registering a fund and then distributing it.

Weimerskirch:That’s exactly what they are
underestimating.

Griffin: But looking from the outside of
Europe inwards, they could say, “If  I was able
to take this great performing fund product and
connect it some way or somehow to
distribution, then look what could happen.” 

Girondel: We have just opened an office in
Brazil and have one fund, which is domiciled in
Luxembourg, managed by a Brazilian asset
manager. That is one way for them to 
get distribution.

Weimerskirch: I think we are going to see
more joint ventures, where emerging market
managers bring their expertise to a certain
market and then look for some kind of
partnership with someone who can help them
distribute. It will also happen the other way
round, so interesting products that we have
here in Europe, we could get them to better
distribution channels in these countries. 

Yip: This will definitely bring Luxembourg to
the next level in terms of  cross-border
distribution. fe

‘A meeting between
Gordon Brown and
Sarkozy was about

AIFM - that’s the level
where the discussions

were taking place’
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alfi spring conference
15 & 16 March 2011

3rd Day Special Topic 
17 March 2011

ALFI Microfinance Conference
Big discount for 3 days

better regulation - clearer information - more protection
programme highlights :

keynote speakers:

Elisabeth Corley, CEO, Allianz Global Investors Europe GmbH, Munich  -  Jean Guill, 
Director General, CSSF, Member of the Management Board, ESMA - Keith Lawson, 
Senior Counsel – Tax Law, ICI - Victor Rod, Director Commissariat aux Assurances, 
Luxembourg, and Alternate Chair, EIOPA - Tim Shakesby, Policy Officer, European 
Commission, DG Internal Market and Services, Brussels - Peter Smith, Head of 
Investments Policy, Financial Services Authority, London

centre de conférences kirchberg, luxembourgwww.alfi.lu

 From UCITS to AIF: impact of the 
new regulatory framework for the 
Luxembourg Fund Industry

 UCITS IV: Concrete impacts on your 
business strategy (case studies – ManCo, 
Master Feeder, …)

 PRIPS – Challenges ahead
 Role of Asset Managers in enabling 

financial stability in retirement
 KIID – 100 Days to launch
 FATCA: impact on European Fund business

 Out of the shadows into the light. Are 
platforms the new super distributers?

 New regulatory infrastructure by ESMA
 Interview with the CSSF & ESMA
 Risk Management: regaining control of 

Financial Markets
 Demystifying risk management for 

investment funds
 Solvency II: threats and opportunities 

for the Asset Management Industry
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EXECUTIVE INTERVIEW

Alfi has been expanding overseas. Director general Camille Thommes
talks to Angele Spiteri Paris about new markets for Luxembourg funds

26

What’s it all about?

As the ambassador for “brand Ucits”, the
Association of  the Luxembourg Fund
Industry (Alfi) has had a vital role in the
success of  Luxembourg-domiciled products
being sold overseas. The success story in Asia
is renowned, but Latin America is now
gaining a more important role in the 
Ucits play.

Alfi is one of  the only fund associations in
Europe to have opened an office overseas.
Following the significant sales figures of
Luxembourg-domiciled Ucits funds in Asia,
the association opened an office in 
Hong Kong.

Camille Thommes, director general, Alfi,
says: “Opening the office in Hong Kong was
a big step to take. We decided to focus on
Asia because it became the main non-
European market for Ucits funds and we
chose Hong Kong because it is centrally 
located and one of  the main distribution
hubs in Asia.”

The Hong Kong Alfi office has now been
up and running for just over two months and
Thommes says the response has been 
very positive.

When opening the office, Alfi said that its
objectives were not just to promote the Ucits
brand in the region but also to monitor the
regulatory and legal developments 
in the region.

This may be becoming more important as
talk of  an Asian Ucits-type structure has
been increasing.

But Thommes is not perturbed by this.

“The idea to copy the success of  the Ucits
brand has been mentioned and we’re
watching the development on that front. But
you have to remember that the Ucits brand
has been developed into a worldwide
recognised label over the years. It doesn’t
happen overnight, you have to build 
that up gradually.

“Ucits was born in the 80s and it’s only as
time went by that it became known as a safe
and well-regulated product that attracted
investors in regions other than Europe.”

So, he says that a good track record and
acceptance of  the product is important and
takes time to set this up.

However, as this Asian Ucits structure is
still but a phantom, the popularity of  Ucits
and specifically, of  Luxembourg-domiciled
Ucits funds, overseas has only been
increasing and the obvious question for Alfi
would be whether another office abroad is 
being considered.

Further movement
Despite a report claiming that Alfi was to
open an office in Chile, Thommes clarifies
that for the moment, there are no such plans.

“We will carry out an assessment of  the
Hong Kong office, evaluate how that
operation has served us and then see where
we go from there,” he says.

But although it might be premature to
discuss new ventures when the latest one is
still so fresh, the success Ucits products have
already enjoyed in Latin America and the

‘Ucits was born in the
80s and it’s only as time
went by that it became
known as a safe and

well-regulated product
that attracted investors

in regions other 
than Europe’
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potential still in the market 
as the continent’s economies grow on the
back of  commodity wealth and trade with
China are undeniable.

Thommes says: “Next to Asia, Latin
America is one of  the most important
regions for the distribution of  Ucits.”

He says Ucits products are proving popular
in some of  these markets. “In Chile and
Peru, Ucits are eligible investments for
pension funds and the Luxembourg-
domiciled products have been gaining
traction in those markets,” says Thommes.
“In Chile, Luxembourg enjoys a significant
market share of  foreign funds in which locals
invest. The same goes for Peru.”

Of  foreign funds held by local investors in
Chile, 71% are registered in Luxembourg,
while in Peru, 358 of  the 590 foreign funds
distributed are domiciled in Luxembourg.

Brazil is another country of  potential
growth for Ucits funds. Thommes explains:
“The Brazilian authorities changed local
regulations and raised the threshold of  the
percentage of  assets local pension funds can
hold in foreign funds. Ucits have the track
record to be eligible so there is a good
opportunity there.”

However, it’s not just about European
products being sold into Latin America. 
The indigenous fund managers are also
making use of  Luxembourg and the 
Ucits framework.

It is well-known that Asian asset managers,
such as Mirae Asset, have been setting up
Luxembourg-domiciled Ucits to sell their
products back into their home markets.

And now Latin American managers look to
be following in the Asian footsteps.

Thommes says: “We’ve seen local, Latin
American asset managers setting up
structures in Luxembourg for their cross-
border distribution. Mostly, these have been
Brazilian fund managers and institutions.
But I wouldn’t exclude the possibility of
Chilean players doing the same.”

He says the association is also monitoring
developments in other Latin American
countries. “In October, we went on a
financial mission to Chile, Brazil and
Uruguay. We had a high turnout of
participants and found that Luxembourg
funds were well known and well received,”
says Thommes.

Another pocket of  potential for Ucits funds
is the Middle East. With some of  the largest

pools of  money in the world, particularly in
sovereign wealth funds.

Positive results
Efforts towards increasing the distribution of
Luxembourg-domiciled Ucits in the Middle
East are more recent than those in Latin
America, but the prospects are positive.

“In Bahrain, there are a large number of
Luxembourg funds already registered. There
is also a lot of  interesting potential in the
region in countries such as Saudi Arabia,
Dubai and Abu Dhabi,” says Thommes. 

“The Middle East is definitely an area that
is on our radar screen and there have been a
lot of  promotional efforts made over the last
two and a half  years to get Luxembourg
better known in the region. And we’ve seen
positive results.”  fe

‘In Bahrain, there are 
a large number of
Luxembourg funds
already registered.

There’s also a lot of
potential in the region
in countries such as
Saudi Arabia, Dubai

and Abu Dhabi’

Camille Thommes,
director general
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DISTRIBUTION

Nordea Investment Funds’ head of global distribution,
Christophe Girondel, talks to Nick Fitzpatrick about product

demand and the firm’s position in Latin America

28

A Nordic hub in
Luxembourg

China Asset Management and India’s Kotak
are two examples of  emerging market
investment managers that use Luxembourg
and its service providers to help them grow
business beyond their national borders.
Several Gulf-based managers offer Middle
East and North Africa equity product through
the country as well.

Just over two years ago, Nordea Investment
Funds appointed a Brazilian asset 
manager to manage its Latin American
equities product. The move further
illustrated both the growth in the emerging
market asset management industries, and the
growing importance of  Luxembourg to 
these managers.

The partnership between the investment
funds business of  Stockholm-based Nordea
Group and Sao Paulo-based Itaú Asset
Management obviously allows Nordea to
deliver expertise in Latin American equities,
while Itaú found an avenue through which to
grow a European client base using Nordea’s
sales force.

The fund that Itaú manages – the Nordea 1
Latin American Equity Fund – is domiciled in
Luxembourg, where Nordea Investment
Funds is based.

However, as well as investing in the capital
markets of  the emerging world, Nordea also
targets emerging-market customers. This
includes Latin America, where the firm is
talking to Chilean pension funds and high-net-
worth investors.

Further, the Itaú deal saw the fund
manager’s parent, Banco Itaú, confirmed as
distributor of  the Nordea 1 Sicav product
range in Latin America, mainly through its
private banking units. 

Christophe Girondel, head of  global
distribution, says Nordea Investment Funds
operates a “spoke-and-hub” model of
investment management to gain
international reach. The addition of  Itaú put
another spoke in the wheel, as the 
Latin American fund had previously been
run in-house.

“We want product that adds alpha, but we
recognise we can’t add alpha using only
internal resources, so we go external in those
areas where we can’t,” says Girondel.

Nordea maintains an in-house fund
selection team of  15, who are based in both
Copenhagen and Stockholm, and are

responsible for screening and liaising with
external partners.

Despite outsourcing the Latin American
fund, there is still a significant focus on
emerging markets for the internal fund
managers who run a consumer theme.

Chilean pension funds have been notable
buyers of  emerging market capability.
“When they buy Ucits funds, they tend to
prefer high-yield, but on the equity side, they
have been buying emerging markets. Europe
is too big a risk for them.”

As well as Itaú, Jersey-based Ashburton
and South Africa’s Stanlib are among other
managers also on Nordea’s platform,
investing in European equities and African
equities respectively.

Despite the global line-up of  managers and
markets, Girondel points to demand for
product much closer to home – again
spurred on by feelings about Europe.

“In 2010, a lot of  Nordic fixed income was
popular because the region is outside of  the
Eurozone and people wanted to diversify.”

Nordea has also seen a return to 
equities more lately - again with Nordea’s
home markets benefiting.

“There has been growing demand for
Nordic equities as they have outperformed
Eurozone and emerging market equities.
Demand came mainly from Germany 
and Switzerland.”

Girondel says Nordea Invesment Funds is
working on institutional and high-net-worth
distribution in Poland, and highlights the
difficulties of  cross-border distribution due
to the Polish industry’s preference for funds
domiciled locally (see also Executive panel:
Luxembourg, p16). fe

Christophe Girondel
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The recent credit crunch and slow
subsequent economic recovery have
highlighted the increasing need for effective
back- and middle-office monitoring processes
within real estate funds in order to improve
their overall management efficiency, risk
management and compliance functions. 

Examples of  the pressure on these funds
include the stricter enforcement by tax
authorities of  the transfer pricing and “thin
capitalisation” rules. The transfer-pricing

rule relates to OECD guidelines on
intragroup transactions, which must be
carried out at “arm’s length” to avoid tax
evasion, and the thin capitalisation rule
relates to the requirement of  some tax
authorities for a minimum capitalisation of
special purpose vehicles. 

In addition, future regulation (for example,
the Alternative Investment Fund Managers
Directive - or AIFM - and Solvency II) will
require more sophisticated and accurate

modelling of  liquidity and risk sensitivities. 
A key element of  a real estate fund’s

monitoring process is its financial or cash-
flow modelling – but what does this entail
and how useful can it be in practice? 

In this context, a sound, generic knowledge
of  modelling techniques is invaluable. A
high-quality financial model should have a
robust structure allowing for safe, trackable
changes throughout its life. It should also
contain embedded integrity checks as well as

INSIDE VIEW: REAL ESTATE

Spot on
Good financial modelling of real estate funds means investors can ensure
they are achieving their objectives, say Michael Hornsby, Nicolas Gillet,

and Nicolas Bolland, of Ernst & Young’s Luxembourg practice 
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flexibility to allow for sensitivity analysis on
the major inputs and scenarios. A robust,
flexible, customised and easy-to-use financial
model provides an efficient day-to-day
management and compliance tool, as well as
supporting management’s analysis of  key
investment decisions.

A meaningful comparison
Depressed overall returns during the past
three years, volatile real estate asset values
and increasing risk management concerns
have lead investors to request additional
qualitative and quantitative performance and
risk information from fund promoters, often
in a highly customised format. 

This is also consistent with the development
of  industry guidelines for both the listed and
unlisted sectors in respect of  standardised
historical and forward-looking performance
metrics. This facilitates benchmarking with
other asset classes and, crucially, allows more
meaningful comparability of  the
performance of  different real estate funds.

The embedding of  appropriate
functionality within the design of  a fund’s
financial model will allow the effective
benchmarking and management of  fund
expenses and, in particular, facilitate the
routine calculation of  key metrics – both
historical and forward-looking – such as the
total expense ratio, real estate expense ratio
and return reduction metric, as
recommended by Inrev, the association for
European investors in non-listed real estate. 

Using both actual and estimated forecast
metrics allows investors to see how closely a
fund tracks its objectives and to follow
management’s analysis and explanations
regarding performance.

Early prediction
Tax planning is another area where
budgeting, and hence modelling, is of
paramount importance. In particular,
predicting trapped cash within a fund
structure is a critical issue as it directly
impacts income yields and overall fund
returns. 

If  trapped cash can be predicted early
enough, appropriate measures can be taken
to mitigate its adverse consequences. 

An appropriately sophisticated model can
be also be used to monitor other tax risks
such as thin capitalisation requirements,
transfer pricing rules and other relevant
structuring matters. 

Additionally, a flexible financial model is a

potentially powerful risk management tool as
it allows management to carry out sensitivity
and scenario analysis in order to measure the
impact of  changes in major variables such as
interest rates, foreign exchange rates, yields
and letting assumptions on performance
measures and financing covenants. 

A well-designed model should provide both
a sound picture of  how resilient the current
structure is in the event of  adverse changes
in the above variables, and also reveal areas
of  potential improvement – refinancing,
hedging, etc –  indicated by the results. 

On a shorter-term perspective, the model
can be used as a day-to-day tool to manage
liquidity risk and ensure ongoing compliance
with covenants such as loan-to-value ratios
or interest coverage ratios.

Support for decision-makers
A model may be used not only in the context
of  ongoing operational activities but also to
provide valuable insight and support for
decision-makers in the context of
transactions such as acquisitions, disposals
and letting. 

A sound financial model can also aid
management in negotiations regarding the
structuring of  new finance, especially if
sensitivity analysis can be carried out to
highlight risks related in respect of  covenants
or provide assurance to counterparties.
Transactions such as sale and leaseback
arrangements or vendor due diligence
related to the sale of  portfolio assets also
benefit from a well-designed model.

In conclusion, as the real estate industry
has moved through the end of  the last
economic cycle, the importance and benefits
of  robust financial models has been
recognised.

A robust and flexible financial model has
multiple outputs and users spanning front,
middle and back-office functions. This
supports investor reporting, risk and liquidity
management, transactions and tax
operations. 

It is the right time for asset managers to
assess their capabilities in this area before we
move into the next economic cycle. fe

• Michael Hornsby is real estate leader;
Nicolas Gillet is partner, valuation and
business modeling services; and 
Nicolas Bolland is senior manager, valuation
and business modelling services, at 
Ernst & Young
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last economic cycle, 
the importance and
benefits of robust

financial models has
been recognised’
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When Luxflag was created back in July
2006, its main objective was to provide a
concrete tool to reassure investors that
microfinance investment vehicles (Mivs) were

actually investing, directly or indirectly, in
the microfinance sector. By awarding a
distinctive label to eligible Mivs, Luxflag
would represent another step towards

transparency and would contribute to the
visibility of  the relatively young Miv sector – two
prerequisites of  a sustained and healthy growth
of  the microfinance sector. 

More than four years down the line, Luxflag
remains committed to that goal and has decided
to extend itself  i) vertically, 
by integrating a social dimension into its
microfinance label, and ii) horizontally, 
by setting-up a new “environment” label 
for funds investing in sectors related to 
the environment. 

These new developments are in line with the
willingness of  the agency to promote responsible
investments worldwide and to support values
such as the reduction of  poverty, the protection
of  the environment, integrity and ethics in
business, and transparency in reporting 
to stakeholders. 

They also mark the beginning of  a new phase
of  development for Luxflag, in which it aims to
become an international and independent, not-
for-profit sustainable investment funds 
labelling agency.

Of  course, this ambitious expansion plan has
to be carefully managed and will require
considerable communication and marketing
efforts over the next three years in order to
spread the word to investors. To reach this goal,
the agency has set itself  four main objectives.
These are:

• Strengthen interest in the microfinance label
by adding a social component to it;

• Increase international presence and visibility;
• Intensify partnerships with key actors of  the

industry; and
• Develop horizontally by implementing a new

environment label.

Social component 
At inception, in July 2006, Luxflag was a tiny
agency dedicated to a very specific niche market
– microfinance investment vehicles. At the time
it was created, there were around 80 such
vehicles worldwide. 

INSIDE VIEW: MICRO FINANCE

Luxembourg’s fund labelling agency, Luxflag, is expanding on its 
microfinance focus and has international ambitions. Laëtitia Hamon talks

about the agency’s beginnings and its plans for the future

Taking root
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However, over the past five years, the
industry has grown at a fast pace, and so did
Luxflag. After having started with a
moderate although continuous success, the
number of  Mivs labelled by Luxflag almost
doubled in 2010 from eight to 14. They now
represent around US$2.5bn (€1.8bn) in
assets under management (AuM). This is an
important step for Luxflag as it confirms the
growing interest in the microfinance label
and reinforces its importance in terms of
providing greater transparency to investors.

Another crucial step in the development of
the Luxflag microfinance label was the
addition of  a social dimension. Luxflag
started thinking about how to integrate a
social dimension into its microfinance label
back in October 2008. To put this into
context, the idea arose in the aftermath of
the financial crisis. On one hand, financial
scandals made environment, social and
governance (ESG) considerations resonate
with greater importance, and investors
started to include these considerations in
traditional financial services in a more
systematic way.

On the other hand, the microfinance
industry had to face increased scepticism
from the media and journalists pointed out a
possible mission drift within the micro-
finance sector. Observing these two
developments, Luxflag felt it was the right
time to move forward. As a result, in 2011,
any fund applying for the micro-finance
label will have to demonstrate that 1) it
includes social performance objectives in its
investment objectives; 2) uses generally
accepted social performance indicators; 3)
regularly monitors the social performance of
its portfolio; 4) reports at least on an annual
basis to its investors; and 5) indicates for
given microfinance institutions (MFIs)
whether they have been subject to a social
rating or audit.

International presence and visibility
The second objective of  Luxflag is to
increase its international presence and
visibility. After five years in existence, it is
fair to say that Luxflag’s name is 
well established in Luxembourg and 
the surrounding countries, and that the
agency benefits from strong recognition
from its peers. 

It is also true that further effort is needed

in order to increase Luxflag’s visibility
overseas. To that end, the agency
participates in microfinance conferences
abroad, including one held in Washington
DC. As many Mivs are domiciled in the US,
this presented a good opportunity for
Luxflag to explain its initiative and attract
foreign-domiciled funds. 

In 2011, Luxflag’s participation in similar
events will be intensified starting with a
microfinance conference held in New York.
While participating in events and
conferences abroad is one way of  achieving
this goal, intensifying key partnerships may
certainly also be instrumental.

Intensified partnerships 
Keeping in mind the idea of  giving an
international dimension to the label, Luxflag
was associated with various events involving
key partners of  the industry. Indeed, Luxflag
was a member of  the jury, along with the
United Nations’ Principles for Responsible
Investments, and the European Sustainable
Investment Forum, to designate the winners
of  the CGAP ESG Awards. Similarly,
Luxflag was a member of  the jury for the
European Microfinance Awards and also of
the Recognition Awards in Washington. 

The agency also actively participated in the
European Microfinance Platform (E-mfp)
Working Group “Making Microfinance
Investment Responsible”, the results of
which were then summarised in the 2010
edition of  the European Dialogue. 

Last but certainly not least, Luxflag,
together with the Luxembourg government
and MicroRate, the US-based rating agency
specialising in micro-finance, launched a
joint initiative called Luminis. This
information platform will provide critical
information on Mivs in order to facilitate
investments in microfinance and growth of
the sector as a whole. This new project
represents a clear step forward for the micro-
finance industry, whose stakeholders have
long been demanding clearer and more
reliable industry information. 

The efforts and initiatives described above
to increase visibility and strengthen
partnerships mainly concern Luxflag’s
microfinance arm.  As the agency nourishes
the ambition to go a step further and add a
new label to its product range, one should
remember that specific and well-defined

action must be taken if  the socially
responsible investment industry is to be
targeted.

New environment label 
Along with the three objectives listed above,
Luxflag took the decision to develop
horizontally by implementing a new
environment label. This ambitious idea
mainly came from the observation that
similarly to what can be observed in the
microfinance area, investors may be misled
by funds claiming to invest in so-called green
sectors where they are only using green-
washing techniques. 

Therefore, after a two-year project
undertaken by a dedicated team, it was
agreed that funds eligible for the
environment label will be those that mainly
invest in environment-related sectors and
also screen their investments based on ESG
criteria. A detailed questionnaire will have to
be filled in by applicants, the answers to
which will be reviewed by an external
auditor. Subsequently, the Eligibility
Committee of  Luxflag, comprised of  experts
in both the financial and environmental
arena, will analyse each fund’s application
and will give recommendations to Luxflag’s
board, who will take the final decision. 

The environment label is almost finalised
and should be officially announced during
the first half  of  2011 with the first labels
expecting to be granted before the year end. 

Future plans
Luxflag plans to extend beyond micro-
finance to become an international
sustainable investment funds labelling
agency. With the development of  a new label
and the international positioning that
Luxflag wants to achieve, communication
will be instrumental. 

Despite the many challenges that Luxflag
will certainly have to face in the upcoming
years, we are confident that it is well-placed
to lead in its chosen role. 

To that end, the agency will continue to
review its strategy and adapt accordingly in
order to maintain a leadership position and
continue to serve this growing sector of  the
investment community. fe

• Laëtitia Hamon is business development
officer at Luxflag
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REGULATION

The MiFID review proposes a change in the
classification of more sophisticated Ucits funds that

could threaten the growth of these new products.
Nicholas Pratt investigates 
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When 
regulations 

collide
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When the Markets in Financial Instruments
Directive (MiFID) was introduced in 2007, it
was heralded by exchanges, brokers and
investment banks as the most important piece of
legislation since the “big bang” (the deregulation
of  stock markets, not the creation of  the Earth).
The aim of  MiFID was to create a competitive
and harmonised, pan-European securities
market that would deliver better value and
greater protection for the end investors. But for
most fund promoters and distributors, MiFID
barely registered.

This could change once the current MiFID
review is complete and new legislation is
introduced, particularly for those distributors
and promoters that are invested in the rapidly
growing alternative Ucits, or “newcits” market.
Up till now, all Ucits funds have been classified
as non-complex products under MiFID,
meaning that they can be freely sold directly to
retail investors without the need for certain
appropriateness or suitability tests. Under the
proposed review, however, some of  the more
sophisticated Ucits products may no longer be
seen as non-complex products and this change
of  classification will require more work from
promoters and distributors before the products
can be sold to an investor.  

Industry concerns
Luxembourg, along with Dublin, lies at the
heart of  the Ucits market, and the MiFID
review is causing some concern, as seen by the
strong opposition expressed in the various
responses to the MiFID consultation paper. The
Association of  the Luxembourg Fund Industry
(Alfi) stands at the forefront of  this opposition.
“The commission would say that the MiFID
review is in the interests of  the investor and will
address the concern that an investor may not
know what they are buying,” says Alfi’s deputy
director general Charles Muller. “At Alfi, we
support any proposal that improves things for
the investor, but we do not think this is the right
way to go.”

Muller’s two major problems relate to the issue
of  defining and categorising different Ucits
funds and the inference that complexity equals
greater risk. “Every Ucits follows the Ucits rules
but once you start making categories, you are
splitting up the system.” And then there is the
correlation between complexity and exposure.
“Just because one fund is more sophisticated,
does not make it more risky or necessarily
unsuitable for a retail investor. Classic long-only,
simple products like Greek bonds, for example,

are very risky right now. So not only will it be
difficult to find common ground on the
definitions, you could also end up with
sophisticated products that are ‘complex’, but
not risky and vice versa,” says Muller.

Alfi is not alone in its stance towards the
MiFID review. “Responses to the MiFID
consultation seem to be universal in disagreeing
with the need to introduce a new sub-category
for Ucits such as complex or non-complex,” says
Jon Griffin, managing director of  JP Morgan
Asset Management in Luxembourg. “If  the
complex category came in, I don’t think it would
do anything to damage the Ucits brand, but it
could create some distribution issues in terms of
who the funds are offered to which in turn could
create capacity constraints and a shortage of
liquidity in certain strategies.”

Currently under Ucits III rules, the fund board
has to decide if  a product is “sophisticated”
which is normally based on whether derivatives
are used for more than just hedging, says Griffin.
“Such funds are then subjected to value at risk
monitoring. Certainly in Luxembourg the local
regulator pays a lot of  attention to each firm’s
risk-management process to ensure that they are
satisfied with how the fund is controlled. If  the
complex category came in, I assume this would
mean that distributors would have to perform
suitability checks.”

Protecting the investor
It is difficult to find anyone within
Luxembourg’s funds industry who agrees with
the MiFID review’s proposals. Even the service
providers who would profit from the greater
administrative burden placed on fund
promoters and distributors don’t agree. “As a
service provider, I’m generally happy with more
complexity and more data,” says Bob Kneip, the
founder of  Kneip, which provides data
management services to Luxembourg’s asset
managers. “But I believe the MiFID review
would be bad for the industry and that would be
bad for me.”

Kneip also believes that the MiFID regulators
are now aware that its review proposals might be
bad for the industry. “I think regulators always
begin the consultation process by overstating
their case and I think that is the case with the
MiFID review. The first draft is
disproportionate. The number of  sophisticated
Ucits funds in the Luxembourg market is very
small, but the measures from the MiFID review
would penalise the whole industry – investors
and asset managers alike. 

‘Responses to the MiFID
consultation seem to be
universal in disagreeing

with the need to
introduce a new 

sub-category for Ucits’
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“Asset managers would face a huge burden in
testing the appropriateness of  potential investors
and the definitions involved would be open to
interpretation which would create more
discomfort for investors.

“Regulators are primarily concerned with
protecting the investor but increasing disclosure
is not always the best solution,” says Kneip.
“They need to work out exactly how much
investors need to know about a product because
there is a cost involved on both sides – for the
asset managers that have to produce the reports
and the investors that need to go through them
all. I think the Kiid [key investor information
document] does this better than the MiFID
review proposes to. But I think the regulators are
beginning to recognise this and are likely to
soften their stance once all of  the 
industry’s responses are received and the next
draft is produced.”

The commission may also recognise that the
funds industry has done a pretty good job at
policing itself  when it comes to Ucits products,
even the sophisticated ones. There is already a
requirement under Ucits III to monitor the
delegates of  a Ucits fund as part of  the board of
directors’ responsibility, and new guidelines for
Ucits IV will further strengthen the regulatory
safeguards that exist. For example, Ucits IV
includes the Kiid rules, which require
specification on the risk factors within each
product – something which Kneip thinks
provides more assurance for investors than the
MiFID review proposes to. 

Extra requirements
At best, the MiFID review will serve to underline
these existing safeguards. Antonio Thomas,
managing director at RBS Luxembourg, says:
“MiFID, as with Ucits IV, will encourage  Ucits
boards to further review the information and
reporting they are receiving from their service
providers to ensure that they can continue to
comply with regulatory requirements and execute
their oversight obligations.

“Boards will need to ensure that the promoter
of  the collective investment scheme reports back
to them on how they are ensuring compliance
with MiFID both at their level and at the level of
any sub distributors they may engage to distribute
the fund. Some of  this reporting may also satisfy
any additional reporting boards to in respect of
conflicts and inducements under Ucits IV.”

But Thomas does not believe these extra
requirements will be so onerous as to create any
issues in the distribution and growth of  the
alternative Ucits market in Luxembourg. “I don’t
see any immediate reversal of  the trend,” says

Thomas, not least because the growth has come
from investors outside the remit of  MiFID in that
they are neither retail nor European. 

“The investors in these products have typically
been sophisticated players from the alternatives
world, often from the US, Asia and the Brics, who
are already invested in other non-Ucits, non-
European funds managed by an alternative
investment manager. The managers from these
regions often engage services like our own to help
support them when dealing with new regulatory
environments. So given further regulatory
changes and increasing governance requirements
which will be implemented over the next few
years, it is not unreasonable to expect this 
trend to continue.”

In fact, the MiFID review may even help to
highlight the efforts made by the Luxembourg
funds industry in recent years, supported by the
local regulator, in respect of  further enhancing
governance and oversight of  Ucits in the
traditional and alternative space, says Thomas.
But in Luxembourg, the preference is for any
further safeguards on Ucits to come from the
industry rather than the commission. “In
Luxembourg, we recognise that the issue of
safeguarding the Ucits brand exists and that it has
intensified since hedge fund managers have
begun launching Ucits funds,” says Michèle
Eisenhuth, partner in the regulated investment
funds practice at Luxembourg-based law firm
Arendt & Medernach. “However, we think that it
is better for the industry to address this rather
than have regulations imposed. It is not the
purpose of  MiFID to define what is complex 
and non-complex within Ucits and there is no
need to add further obligations on distributors
and promoters.”

Eisenhuth is right to recognise that this issue
over what is complex and what isn’t within the
Ucits framework is unlikely to go away and that
the highly regarded Ucits brand will need to be
protected. Consequently, Luxembourg and the
likes of  Efama are attempting to pre-empt any
further commission-led reviews and be pro-active
in persuading other jurisdictions, such as France
and Germany, that all that money being sent out
of  the country via Ucits investments is 
adequately protected. 

“We would like to see some guidelines that
would be used by all parts of  the industry –
promoters, distributors, lawyers, auditors and
administrators – to ensure that they are fully able
to service these funds before launching them,”
says Eisenhuth. “The guidelines could also be
used by investors to ensure that the right questions
are raised before they invest in a newly launched
Ucits fund.” fe

‘Regulators are
primarily concerned
with protecting the

investor, but increasing
disclosure is not always

the best solution’
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Staying afloat
Asset servicers in Luxembourg and the world over
have to  be one step ahead of their clients. Senior
executives talk about the challenge of remaining at
the top of their game. Edited by Angele Spiteri Paris

Funds Europe: Luxembourg was the first
EU member state to transpose the Ucits IV
Directive into international law. What
challenges has this thrown up for
custodians and asset servicers, and was the
industry ready for the introduction of this
new regulation?

Martin Bock, RBC Dexia Investor
Services: The industry is never really ready.
You analyse regulatory developments as they
come along and in the case of  Ucits IV, the
industry took a lot of  time to understand
what it was about, especially in terms of  
asset servicing.

Ucits IV is a toolbox, but certain things may
not be as simple as they appear to be. Let’s
consider just one of  the compulsory elements,
the key investor information document [Kiid].
You still meet clients today who think that this
two-page legal document is easy to produce.

I think many participants are still not ready
for Ucits IV. This is a challenge for asset
servicing firms because our clients will turn to
us for help and guidance.

The issue with that is that they usually do this

at a very late stage, when they suddenly discover
what complying to the regulation really entails.

So a big challenge we have to face is really
making sure that the clients are up to speed with
regulation. We try to be upfront and encourage
them to adopt regulation, to understand what it
means for them and how they can embrace it. 

We’re moving from playing a pure servicing
role to more of  an advisory function for our
clients. We have to make sure they tackle the
challenges the regulation brings and address
them correctly, and not wait until  July 1. 

Josée Denis, BNY Mellon Asset
Servicing: In Luxembourg, a key challenge for
us, the asset servicers, is that we have to turn
things around quickly because our regulators
are quick to introduce new or revised directives
into law, most of  the time well ahead of  other
jurisdictions. Having said that, though, in the
asset servicing world, our philosophy has to be
“constant adaptation to market, regulatory and
tax developments as and when they arise”. We
do not have much of  a choice in that.

Being ahead of  our asset manager clients and,
in turn, being operationally ready to support
industry changes, is key to our profession and
our service delivery. I agree with what Martin
said, that our role has clearly evolved from
being a pure practitioner and delivering fund
administration services and back-office support,
to that of  providing advice to our clients. This is
of  particular importance considering the
number of  regulatory developments due to hit
us in the next three to five years. For example, 
I think all of  us around the table today have a
dedicated Ucits IV delivery programme. Over
the past twelve to 18 months, a big part of  that
programme has been about educating our
clients on the main impacts Ucits IV will have
on their business development strategy.

As Martin said, the Kiid is one of  the main
examples of  where we need to deliver further

client education. We also had to review our
current asset servicing suite of  services to
introduce additional or other types of  servicing
we’re going to have to put in place to support
Ucits IV requirements, such as management
company services, nominee services for certain
hubs where we provide global cross-border TA
[transfer agent] capabilities and distribution
support as well.

The value chain of  asset servicing has evolved
as a result of  Ucits IV – with the new or
improved services we’re offering, such as Kiid
services and also the advisory role that’s being
brought into the fray. Through our Ucits IV
delivery programmes, we’re meeting with
clients and having dedicated asset growth and
global distribution strategic discussions with
them, which wasn’t as much the case before.
Clients rarely asked their third-party fund
administrator to discuss their distribution
strategy over a given period. It wasn’t up to us,
the operations side, to do that. This request was
more on the sales and relationship management
front. So I think Ucits IV has pushed us to
become more involved on the product
development side of  our clients’ business,
combining both our front-office and back-office
expertise to support these strategic discussions.

Laurent Vanderwyen, JP Morgan: It’s good
to see that Luxembourg has embraced the Ucits
IV directive into its law, which shows the
commitment of  the Luxembourg regulators to
continue building on the success story around
the Ucits. 

We’ve seen our clients take a pragmatic
approach and ask questions about what has to
be done as a result of  Ucits IV.  We haven’t seen
many clients asking us what they could do
within the Ucits IV framework.  Many of  them
are focusing on what has to be done from July
onwards, but many other advantages are not
being discussed. We haven’t talked a lot about

�Martin Bock, manager, fund segment
strategy, RBC Dexia Investor Services
�Catherine Brady, managing director,
Emea investor services, Citi
�Josée Denis, vice president, global
product management, BNY Mellon Asset
Servicing
�Barry McGloin, client development and
fund structuring, Caceis
�Olivier Renault, Luxembourg country
head, Société Générale Securities Services
�Laurent Vanderweyen, managing
director, JP Morgan Luxembourg

PARTICIPANTS

Martin Bock, RBC Dexia
Investor Services

EXECUTIVE PANEL: ASSET SERVICING

38-45 Panel 2ACASP:Layout 1  9/2/11  16:25  Page 37



fund mergers or master-feeder structures. So we
don’t know whether the industry is yet ready to
embrace these new opportunities.

The Kiid is something all clients are looking at
because they know they need to implement it in
July. We are supporting those clients to make
sure they understand what they need to do and
how they will have to do it. So it’s about
partnering with our clients for them to
understand the implications of  that specific part
of  the Ucits IV regulation.

Regarding what can be done within the Ucits
IV framework, I think it is a little bit too early to
tell, especially because clients haven’t given
enough thought to what they could do using the
fund merger and master-feeder provisions
within the Ucits IV framework.

It will definitely increase our pan-European
distribution, so some of  the challenges that we
will have to face, together with our clients, is
understanding what the tax and Vat
implications would be at a local level, as well as
what the distribution and regulatory constraints
would be. Today, we need to engage in dialogue
with our clients to provide them with the
necessary support and the logistics for pan-
European distribution.

Barry McGloin, Caceis: In my dealings with
asset managers, I would say that Ucits III was
pretty much a plat du jour, while Ucits IV is more
à la carte. It’s for asset managers to make use of
that toolbox with the exception of  the Kiid,
which is mandatory.

Faced with that toolbox, it’s becoming more
complex for the asset managers to decide what
is best for them. Not surprisingly, at Caceis, like
other service providers, we have evolved our
model in a more consultative delivery to help
advise our clients at the technical level from an
operational perspective.

Prior to engaging the back or middle-office
operators, the asset managers have to assess

what the tax implications are in order 
to optimise they way they should structure
their offering.

Another element I think is important is
perception. There needs to be an
understanding of  investor preferences at the

local level: are they happy to enter into feeder
funds? Do they want domestic products? 

For example, in Portugal, a domestic product is
preferable to a Ucits-type vehicle from another
member state. Such nuances have to be
discussed by the asset managers well in advance.
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Olivier Renault, Société Générale
Securities Services: I agree with what has
been said about the challenges the industry
faces regarding Ucits IV. I would say we have to
distinguish between the technical issues our
clients have to deal with in the short term and
the longer-term implications of  Ucits IV.
Therefore, you have different levels of  changes.

The short-term technical issues like the Kiid,
the notifications, the fund mergers etc, are great
challenges for the asset-servicing industry to
face. But they are not that important in a long-
term perspective because we will have
assimilated most of  those changes within a year.

Only after these short-term issues have been
taken care of  will we see the real implications of
Ucits IV. This may happen at the end of  this
year or the beginning of  2012. This will change
distribution because asset managers seek to
optimise their strategy.

I believe Ucits IV will change the asset-
servicing business because asset managers
intend to optimise their distribution models. For
example, the big asset managers will probably
use Luxembourg more and more as a
distribution platform and this will have large
implications for us.

I am sure this will have a great impact on our
job. We will have to go beyond advisory and will
also have to provide our asset manager clients
with a more global offer and to partner with
them in their global strategy.

Catherine Brady, Citi: When we looked at
Ucits IV, we’ve always had two categories: the
mandatory requirements and then the
opportunities or the efficiency requirements for
asset managers. It’s an excellent move by
Luxembourg to transpose it into legislation
earlier, and I think it will truly give the
jurisdiction first mover advantage. 

Nothing gets lawyers more excited than when

a law becomes crystallised as opposed to
debated, and it gets the working groups across
the industry working to a straight march and
crystallising its needs. I think it’s a superb move.

I agree with what everybody else has said; it’s
going to help get over those mandatory
requirements coming into effect on 1 July. Once
we crystallise a lot of  the services offered by the
service providers to assist clients across those
extra duties. The new disclosure requirements –
the Kiids, the cross-border notification – we can
then move onto the real opportunities of  Ucits
IV, which is about bringing efficiency into the
marketplace through mergers and master-
feeder structures. So it only bodes well for the
future and we’ve been very supportive of  it
across the board.

Funds Europe: What are custodians and
asset servicers doing to attract Asian,
Middle Eastern and Latin American fund
managers to domicile their funds in
Luxembourg, how successful have the efforts
been, and what’s the outlook? 

Denis: It’s not our role to assist our clients to
use more Luxembourg-domiciled funds as
opposed to Irish-domiciled funds. Our role is to
enable our clients’ asset-growth strategy in any
market or region they choose, using any fund
domicile they wish to use for that purpose. All
of  us serve the fund domiciles required by our
asset manager clients, anywhere in the world. 

Based on what we have seen over the last two
to three years or so, Asia is the frontier for
distribution strategies for now and will be so for
years to come. From client discussions, Latin
America seems to be the next hot spot for
distribution. I believe the Middle East is only at
the beginning of  strategic thinking for most
asset managers. 

In the past five to ten years, we’ve all had to set
up fund servicing hubs in Asia in order to
support Luxembourg-domiciled funds, Irish-
domiciled funds and Cayman funds, which are
the three main domiciles distributed there. The
success story of  Luxembourg-domiciled funds
distribution in Asia is now well-known, and I
don’t think that’s going to change anytime soon.
Having said that, though, we must be cognisant
of  the fact that our Asian counterparts are
looking at the potential of  an Asian passport. I
am sure we are all aware of  industry discussions
in that respect over the last year or so. Although
I do not personally think an Asian passport is
going to happen within the next three years, the
Asian market is really looking at developing this.
So we must bear this in mind going forward as
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we continue to grow our Asia 
servicing capabilities. 

There are some legal and regulatory
developments, notably in Hong Kong with the
new law for Renminbi funds, which results in
some of  our clients wanting to launch domestic
products more than using Luxembourg-
domiciled funds for Asian distribution. 

On the Middle Eastern front, it’s an
interesting story, particularly for Luxembourg
domiciled funds. We’ve seen Sharia products
developing and growing over the past three to
five years in Luxembourg. This attracts the
Middle Eastern market to use these funds and
caters for a Middle Eastern type of  investor.
How this will keep growing in the future, I guess
time and ongoing market and regulatory
developments in the region will tell.

Brady: With our footprint in over 100
jurisdictions, we have seen a phenomenal run
of  emerging market asset managers setting up a
new Ucits product or professional product in
either Dublin or Luxembourg, and assets are
being repatriated from other jurisdictions like
Cayman as part of  this shift. We actually had a
very sizable one very recently, with
approximately $8bn (€5.9bn) being relocated in
one shot. So the large, established institutions in
the emerging markets are looking for those safe
havens, those well-regulated jurisdictions.

We’re seeing a new generation of  emerging
market asset managers who are domiciling their
product in Europe and distributing it both back
to their own home territories as well as through
Europe, and that’s a very interesting
phenomenon. It’s also a huge opportunity for
all of  us, in terms of  attracting those assets and
capturing them. I would agree with Josée, that
although there has been relocation from the
Middle East, it’s at a slower pace and there’s
probably been more pain there relative to the
overall opportunities we see through China and
the Asian region. We also see Latin America as
a huge opportunity. The Brazilian market alone
is the sixth largest funds market globally, and
therein lies an enormous opportunity. 

McGloin: In Asia, the Middle East, but also
South America, the Ucits product is
appreciated because of  its transparency and
liquidity, also the EU legislation and regulation
is well respected. All of  the governance around
this has helped it prevail as a vehicle of  choice
in those jurisdictions. 

Within the Asian market, substance was a key
element in our development. For any asset

servicers distributing their products in that
jurisdiction, it was essential to create a hub
which could take care of  the local reporting
from a tax and regulatory perspective, but also
to create a springboard to capture the whole of
the Asian market.

So in Asia, as other markets, the future for us
is to anticipate on-going requirements the local
regulators will be imposing. For example, going
back to the previous question on Ucits IV and
the changes that is likely to bring; the Asian
market has additional requirements to be
produced in conjunction with the Kiid. They
have another report due which we have to try to
anticipate. So in facilitating Asian distribution,
we have to pre-empt what will emerge from the
local law that we have to maintain and support
on behalf  of  the asset managers. 

For Middle East investment managers,
particularly relating to Islamic finance, I’ve seen
redomiciliation from Cayman to Luxembourg
structures. Also, such structures I’ve worked
with require integration between the fund
administrator and the corporate investment
banks to structure Sharia- 
compliant investments. 

To summarise, Luxembourg has an

advantage regarding cross-border distribution
due to its structure of  TA services, the
multicultural and multilingual environment, the
expertise in fund administration and
Luxembourg’s branding worldwide.

Bock: To reiterate what Josée said, our
objective is not really to focus on encouraging
clients to come to Luxembourg. With the
advent of  Ucits and the AIFM Directive, we’ve
moved from this being a country competition to
a solution competition, and we owe our clients
a solution that works for what they need. If  it’s
the case that Luxembourg Ucits funds are a
part of  that then we’ll embrace it. 

You cannot just bet everything on one
jurisdiction, so building a global presence is a
necessity, but on the other hand, you need make
sure you focus on local development too. For us
the right approach is to say, “How can we
understand the market movements and what
the requirements are? Where can we best
service them? What does the market expect?”.
So the “passportability” of  our own services is
also much more important. But we cannot
forget that Luxembourg is, and has always
been, a solution centre. 
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We have developed many skills to tackle
virtually every type of  complexity. Particularly
for the Middle East and Asia, we are using
Luxembourg as a laboratory to see how can we
embrace any chances or developments, be it
Islamic finance or other new products. This
doesn’t mean the resulting product has to
become a Luxembourg fund, it’s about
providing services from a jurisdiction and
developing the local knowledge of  where our
clients are located.

Renault: It is difficult for us as asset servicing
players to attract clients to Luxembourg. We
can partner with the asset managers, we can
provide some new services and we can develop
the necessary know-how but as asset servicing
providers, we can’t directly attract the funds 
to Luxembourg.

Vanderweyen: I’d definitely put Latin
America in the picture. Those three markets,
Asia-Pacific, Latin America and the Middle
East are three different types of  market with
three different types of  investors looking for a
different set of  products. Therefore, we need to
adapt. I would say adaptability should be our

main focus. We need to make sure that we
understand what are the local requirements and
what is the nature of  the investors who are
looking to invest in some specific products.
Luxembourg has a key role to play in finding
the right set up, or the right distribution
framework. Luxembourg also has a very
important role to play when it comes to
educating our client base about what you can
and and what you cannot do with Luxembourg
or Dublin products.

Furthermore, we need to demonstrate that we
have the right level of  expertise and intellectual
capital to understand the local requirements in

terms of  tax and in terms of  regulatory
constraints. This expertise has to be developed
in Luxembourg. At the same time, we need to
develop our local presence and support
infrastructure to make sure that we have
proximity with clients looking for a 24-hour
type of  coverage. 

So, we should not we set up something in Asia
without developing, or continuing to develop,
our expertise in those specific markets. Then,
understanding the nature of  the investors is
critical. So for example in Latin America, it is
about local distribution. Brazilian clients will
come to us to distribute back into their own
country. While in Asia, the distribution is pan-
Asian so an Asian client would want to
distribute their product in Hong Kong, Taipei,
Taiwan and Singapore.

We need to adapt to these specific
requirements and make sure that we can
provide the intellectual capital that will allow
our clients to understand that an Irish or a
Luxembourg product is the best product for
them to use in order to extend their
distribution. Then, partner at the local level
with the distribution arm of  that client in order
to make sure that we understand what are the
requirements on the regulation side.

Funds Europe: Has the introduction of the
AIFM Directive pushed custodians to draw
up more direct custody agreements and pull
back on their sub-custodian arrangements? 

Bock: The Level 2 requirements and the way
they will be defined and implemented will
critically influence the response to the directive.
Clearly, the world is moving and it’s part of  our
job to be prepared for this, but I don’t think any
changes have been made yet.

However, it is a good opportunity to take a
fresh look not only at your entire sub-custodian
network, but also at the logic according to
which you select your sub-custodians. Even if
it’s an in-house player, you can still outline why
you prefer it to another sub-custodian. There is
also probably a need for firms to do this. It
provides an opportunity to review and consider
what are the critical elements we have to look at
and what additional clarification we require.
This will give us an agenda for the next two
years, to see what is the impact on 
sub-custodians. 

The other element is that when talking about
in-house sub-custody agreements, one would
wonder whether with the AIFM Directive, the
future belongs to the big global custodians. It
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brings a new twist to the market, because the
AIFM is about systemic risk in the market. And
the more concentration we have, the more
unavoidable that systemic risk becomes.

Vanderwyen: I agree. It’s too early to judge
whether it will or will not have an impact on the
way we look at our sub-custodian network. One
should not forget that we had Madoff  and
Lehman, which definitely had an impact on the
way we manage our sub-custody network.
Therefore, most of  the custodians have already
looked into what should be done differently
when it comes to dealing with third-party
custodians. The Level 2 and Level 3 discussions
on AIFM will definitely clarify that situation.

But I’m optimistic. I don’t see AIFM Level 2
having such a significant negative impact on the
way we deal with a specific activity. I don’t think
it will bring about anything more stringent than
what we’ve all been implementing internally to
make sure that Madoff  or Lehman type of
issues don’t happen again and if  they do, we
will be ready to face that type of  concern.

Bock: Also, some custodians may, at some
point in time, just withdraw from a certain type
of  alternative asset because the obligation of
restitution is too great to bear. We still need
clarity on which financial instruments this will
affect, but it goes to show there are still
questions. So they’re not just questions about
the sub-custodian network but it also raises
questions about what type of  market you want
to be in. And also, there is the cost element to
contend with, because AIFM will bring a cost
element into custody, which is unavoidable.

Renault: I agree that first of  all there are
several things we don’t know at this stage.
AIFM is one of  the different environmental
changes of  our business, the Madoff  and
Lehman journeys are some others. All these
changes could deeply affect the way we will
manage the liabilities and the risks on our
business. For example, if  restitution of  the assets
becomes the rule, the custodians will have to
change a part of  their business model and the
price of  their service. 

In respect of  Madoff, we’re waiting for the
judgment in the Irving Picard case, and that
could be an issue. We are in an intermediary
industry, and we may discover that even as an
intermediary, we can be liable for the assets of
our clients.

Therefore, it’s not just AIFM that can affect
the way we do business in the world of  custody,

but also other regulatory changes and pending
judgments. Regarding the issue of  sub-custody
you ask about, I think it’s a given that the
custodians will change the way they carry out
their due diligence and the way they think
about their sub-custody network. We have a
direct presence in more than 25 countries and
that’s a trend we will reinforce. We will try to
have a direct presence to encourage 
risk management. 

Denis: Again, I would say that it’s a bit too
early. We have to wait for Level 2 and Level 3
discussions to get underway. In general though,
I would say that Madoff  gave us an opportunity
for a reality check on a mature and more or less
commoditised industry. It’s made custody much
more transparent and pushed us all to review
our sub-custodians relationships worldwide, an
exercise I think we’ve all gone through over the
past year.

Alfi, our fund industry association, has created
a dedicated depositary forum, jointly with the
Luxembourg Banking Association, ABBL. The
joint Alfi/ABBL Depository Forum has
dedicated committees looking at both custody
and Depository issues and related subjects. So,

there’s a lot of  energy going into making sure
that, as an industry, we clearly define and
describe what these to distinct services are in
line with the market and 
regulatory developments.

As we are already going through that review
process, once the AIFM Directive comes into
play, we will be operationally ready to support
the regulatory requirements.

Brady: We, like everybody around the table,
lobbied very hard and resisted the initial drafts
of  the AIFM Directive. We made progress and
came a long way, but we’d be very naïve to think
it’s not going to impact the way we do business
and that it’s not going to put a cost on our
business as a whole.

We also have to acknowledge this is only one
step in the journey, considering we now have
the first draft of  Ucits V to consider [article on
Ucits V consultation on pp. 08]  Again, that’s
not looking too promising and it feels like we’re
back to square one, to the very beginning of  our
AIFM lobbying. So this is a saga that’s going to
continue across our industry, unfortunately. 

It’s going to put a cost on us and it’s not going
to absorb a lot of  our time, but it’s where our
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clients and regulators will demand we go in
terms of  the transparency and having the right
risk framework around what we do. So I do
think organisations will increase their sub-
custody network and some may have to exit.

McGloin: My answer to your question would
have been “no”, because until Level 2 comes
into play there’s not going to be too much
activity. We look at the level of  risk both for
direct custody and sub-custody agreements in
the same context. 

As things stand with the AIFM directive, it
needs a lot more input from both the asset
management and asset servicing communities
because if  the liability is placed squarely on the
shoulders of  the custodian, then they’re going to
retract and take away certain opportunities from
those peer groups. One of  the markets I would
say is at risk is frontier markets. They represent
a big opportunity for some investment managers
and should the level of  risk imply a heavy
burden on depositaries, then it’s likely we will see
costs rise and/or prevent depositaries from
covering more risky or less developed financial
markets. This is something on which the
industry has to lobby, to make sure the risk is not

unfairly deposited on the depositary’s shoulders.

Funds Europe: Have demands from clients
changed significantly over the past year?
How are they likely to change?

Renault: I see that our clients are being more
and more demanding. They clearly ask us not
only for higher quality, but a strict monitoring
of  that quality. Therefore, we have to be very
transparent with them about our processes and
all our control sets. We have to open our doors
and our windows because they want to
understand how we manage our processes, how

we monitor the operational risks.
On the production side, I see many trends and

changes. Here in Luxembourg I see clients
asking for more sophisticated products,
something which I have not seen in Italy or
France. In the end, it comes back to our
discussion about Ucits IV. I believe
manufacturers will change their way of  doing
business because they will look to create
production centres and they will change their
distribution policy and strategy.  They’re asking
us to help them distribute their products in
different countries and regions. Those are the
main changes I see.

Bock: I wouldn’t call them demands because
demands are just one way, from the client to us.
Rather I would say it’s about a relationship and
expectations. The relationship has changed
fundamentally over the past two years. We went
from simply executing what the asset managers
were telling us to do, to a situation where our
opinion counts a lot more.

As a result of  AIFM, Ucits and Madoff, asset
managers realised that they have to
acknowledge what their service providers want
and need to do.

We have to listen to our clients and partner
much better with them than in previous years.
But with that comes a certain expectation. Asset
managers expect you to be as knowledgeable as
they are about their world. You cannot afford to
say, “We will look into it and come back to you.”
That response is absolutely impossible now. 

Also, asset managers are moving away from
traditional structures. They’re now more likely
to say, “I want to do something with these
assets, be it through a fund or a managed
account or any other kind of  structure.” So, as
an asset servicer, you have to be creative with
how you plug your existing services and other
services, while still providing the same high
quality within your regular business which has
been running for the last ten or 20 years.  

The expectation part of  it goes both ways. We
also have more expectations of  our clients. We
expect them to be much more precise in what
they want, how they want it done. No one
simply says, “Here is the prospectus now you
figure it out,” anymore. 

So it’s more about mutual expectations and I
think that brings quality not only to our services
but also to the industry in general. 

Vanderweyen: Consultation is now the key
word when it comes to clients. Over the past
few years we’ve seen a shift towards this. In part,
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it was because of  the crisis but another driver is
cost pressure on asset management. It forced
them to really focus on their core business,
which is managing money. Therefore, they were
then looking for a service provider to be able to
partner with them all along the value chain.
They’re not just asking us to set up in
Luxembourg, provide administration, custody
and make sure we can support their
distribution. No, now it’s a more involved
process. They will tell us, “I have pension
money. What is the right way to structure this?
How can I use the regulatory environment to
set up something that is tax efficient and that is
easy to distribute across countries?” In view of
this development, we have to develop our
expertise in terms of  tax, Vat and local
regulatory requirements. If  they’re looking to
partner with us in a consultative way, then they
would expect us to provide them with good
feedback on what we believe is the best
structure for them to set up and to support 
their distribution. 

In addition to consultation, distribution is the
other key word. Over the past five years, there
has been exponential growth in the number of
money managers distributing products. We
need to be adaptable because those managers
will be looking to us to educate them on what is
required in order for them to be successful
distributing in more than three countries in
Europe or in Asia or in Latin America.

Denis: More and more our clients are looking
at us as a thought leader. Referring to what
Martin said, we have to be ahead of  their game.
When new regulation comes our way, be it
AIFM or Ucits V, we have to review it
thoroughly and articulate the impeding
requirements around our current service
offering and the evolution of  our operating and
servicing models around the regulatory
developments and how these will shape our
service offering in future. This is one key
element in educating our clients.

For instance, with the advent of  Ucits IV, asset
managers rely on us and expect us to provide
them with market intelligence and advice on
their distribution strategy and the types of
products they should be envisaging under the
new directive. Although it is not really our role
to support this, we now provide dedicated
sessions on these topics. Therefore, that market
intelligence has to be at the forefront of
discussions with our clients. Over the past year,
our asset servicing business model has evolved
with the development and introduction of  a

dedicated distribution support service offering.
This typically formed part of  our global TA

services model by purely administering a
distributors’ register and really nothing more.
Today, the value chain has clearly evolved from
a global TA service offering that is more or less
standard and commoditised, to the value-add
offering of  distribution support services, which
covers asset management assistance in product
development, and distribution strategies, that is,
dedicated distribution support services to our
clients’ distributors and their 
underlying investors.

A live sample of  this asset management
support requirement is that over the last year
we’ve been holding strategy and market
intelligence sessions with our clients. They tell
me, “Josée, we’re distributing in Asia and I want

you to provide me more information on the
region and country specifics on four markets.
What does the investor profile look like? What
about the distributor profile? What are the latest
regulatory developments?”. My time over the
last year has been mostly spent in supporting
these strategic discussions.

We’ve had to review and develop a much
more robust research unit than we had in the
past, which was typically in marketing or
corporate communications. Before, the
practitioners side of  the business supported TA
and distribution support thought-leadership
papers, led client seminars and industry
conferences on these topics. Today, it is not only
about the marketing side of  things. The value-
add is in delivering dedicated strategic sessions
with market intelligence such as most recent
market data on key strategic locations where
our clients want to be or are today. 

McGloin: Consulting, that’s a key word that

I’ve heard from everyone here. It’s quite
complimentary when the investment manager
comes to you for local knowledge and advice,
and I think all of  us around this table can give
that quite confidently. Independent consultants
can also play a valuable part here, to ensure
there are various channels for the client to be
correctly informed. 

Service providers are not directly
remunerated as consultants so it does take a
significant commitment to explain these
elements from an operational, technical and
legal standpoint. The increased number of
sophisticated products, particularly those
operated by “newcits” managers has really been
a big driver for us, and I’ve been involved with
a lot of  handholding in that space. 

I’ve walked through a number of  launches,
which has been quite a demanding task. It’s
mainly driven by the fact that a lot of
alternative managers are moving into the Ucits
space and, by consequence, they’re unfamiliar
with the nuances of  transporting their
investment policy from a light or non-regulated
structure to a Ucits.

There are two types of  investment managers I
see in this arena. There are those who already
have a degree of  oversight, governance and
maybe a management company, and can draw
on those existing resources for guidance. The
other type are those who would be operating
more of  a third-party model where they’re
purely investment managers who are looking to
find a platform to operate within and take
advantage of  available distribution
opportunities that Ucits offers. 

I get involved when the managers are actually
building these blocks and certain elements can
raise caution, especially in terms of  risk
management and understanding liability issues.

All of  these products require the fund to
measure it’s global exposure so we have seen
much more requirement to provide additional
services, such as Var calculation in conjunction
with compliance monitoring to assess the
eligibility of  an entire portfolio pre and post
trade. We try to advise our clients about what
does and what does not work, but even though
we have automated solutions in place, quite
often it still requires human intervention to
correctly assist in really looking at the eligibility
of  some of  those instruments.

I am also much more involved with the prime
brokerage or counterparties, particularly the
contractual agreements for funds, which utilise
financial derivatives to obtain synthetic leverage
such as a portfolio swap. In these situations, we
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work together with the clients to assess what is
the optimal solution to manage collateral within
the counterparty exposure limits. 

Brady: We’re seeing very much the same
things as everyone else round this table. We’ve
covered the areas where I see dialogue. One is
regulatory change and what our clients have to
do to comply and the opportunities it presents;
the second one is the redomiciliation trend has
not only driven distribution support but also
helped us be able to support our clients in
maintaining specific instruments. The third
area we see coming out of  the crisis is that our
clients are under massive financial  pressure and
needs ways to move from a fixed-cost base to
varable and push out non-core activities. They
are talking to us and the more we can take away
from them and let them focus on their core job
of  asset management, the better it is for them.
The middle office has become very much a
dominant theme and we’re seeing groups that
are actually moving to outsource their middle
office to one provider and do fund accounting
and TA [transfer agency] with other providers.
That trend is going to continue because with all
of  this regulation comes massive cost and these
groups are in pain, just like we are.

Funds Europe: How are you coping with the
fee pressure brought about by the need to
meet client demand and be appropriately
compensated for the work that you do?

Renault: Everybody mentioned that asset
managers are being more demanding and we
also talked about AIFM and the pending
regulation. So, yes, our industry is definitely
under pressure, there is no doubt about that.
We have to manage our internal risks more,
provide higher quality service, deal with more
demanding clients and handle more
sophisticated products. How would we manage
that? The truth is that it’s hard and it’s
challenging. We are working on our processes.
We are trying to automate more and to create
centres of  expertise. We have to change our
organisations to face these challenges – both the
client challenges and the regulatory ones. 

Vanderweyen: I’ve seen a huge difference in
the way we’ve been interacting with clients
around accountability in the last 18 months to
24 months. Five years ago, I don’t recall having
a discussion with clients about responsibility.
The dividing line is now very fine, and it’s not a
straight line anymore.

Because of  what happened with Madoff,
Lehman and AIFM, the line of  responsibility is
more of  a zigzag. We have to have the right
conversations with clients and make sure we
both understand where we should be drawing
the line, what we are accountable or responsible
for versus what the client is accountable or
responsible for. 

For example, about compliance, as a result of
the new regulation, some clients came to me
and said, “As I understand it, you are now
responsible for performing the due diligence”,
and I say, “No, look at it again”. Ultimately, the
fund board will remain responsible and
accountable. We can do that on the client’s
behalf. They need to tell me how I need to do it
and then I’ll be more than happy to oblige.

Then comes the discussion around pricing.
We have been giving a lot of  added-value
services to our clients in the past 18 to 24
months without automatically thinking about
how we should be pricing them. This is because
we’ve been trying to accommodate our clients’
expectations, we’ve been trying to help them
through a very difficult time. So we may need to
step back a little bit and assess and evaluate the
value-added component of  our services and try
to price them accordingly. 

It has to come as a result of  a healthy
argument with our clients to say, “If  you want
me to have a more consultative approach and
provide you with more advice on those specific
elements we need to address pricing.” I think
most of  our clients are willing to accept this
type of  discussion. We are going through a
period of  time when both the accountability or
responsibility element and the pricing of  value
added services are a moving target. 

I think we have increased our added-value
services over the past year. This has to be
assessed and has to come at a cost.  Many tasks
taken on by service providers help fund
managers mitigate their cost structure. We need

to make sure we are focusing on our own cost
base, otherwise in the longer term we will not
be able to provide those added-value services.

Renault: You can have this type of  discussion
if  it’s really an added-value service. But if, for
example, the regulation changes, they could
turn around and say, “That service is in the
rules, you have to provide it, so it’s part of  
the package”.

Vanderweyen: That’s exactly the discussion
I’m talking about. It’s about where you draw
the line about who is responsible or accountable
for what? Compliance should not be a cost
borne by the service provider because the law
has been changing.

Bock: Olivier, I think the term you used,
“package”, is key. You can package your price
and you don’t have to price everything in it and
that’s what clients don’t want to see. You need
to consider your current pricing logic and
whether it includes all the value-added services
you provide within that package. Also you need
to think about whether that is sufficiently
evidenced. Furthermore, you can also review
your overall pricing, because it will be difficult
for us to charge for advisory services, because
it’s not our role to be advisors. But we are
solution providers, and we can help our clients
understand how solutions can work. 

McGloin: Being able to offer a composite all-
round solution actually secures much of  the
business. Some of  the managers I meet are
looking for a “turn-key solution”, they want to
mitigate as much operational risk as possible. It
comes back to what you mentioned Laurent
about responsibility. By looking at a service
provider that has an extendable level of  value-
added services, managers can ensure that the
integrity of  the data which drives those reports
is competent, and that they’ve got a single
counterparty to furnish such concise
information. So I believe that the value-add
services that have been provided address what
the managers require in terms of  governance,
but also what they report back to their investors.
It creates more of  a future-proof  solution, for
example, Var and compliance reports are a key
element for many of  the management
companies and must be accurate and timely.
Managers are not willing to sacrifice the quality
of  such information. This is because ultimately,
the representational risk, should things go
wrong can have dire consequences.  fe
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We stand by you

ADVICE AS FOR KNOW-HOW.
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“At Société Générale Securities Services, we don’t settle for simply providing technical expertise. More  

and more of our clients expect us to fulfil a genuine consulting role. They want to benefit from our industry  

analysis and expertise. This is where I step in. I help them to position themselves in this environment, identify  

their specific needs and propose simple solutions that will accompany them through the long term.”  

Mathilde Guérin, project manager. 

www.sg-securities-services.com
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