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Luxembourg also boasts a comprehensive 
service infrastructure derived in large part 
from its position as the world’s second 
largest (after the US) fund domicile, with 
adecades of experience in servicing funds of 
all types and a skilled international workforce 
drawn from practically every nation on the 
globe, not to mention the country’s much-
cited advantage of multilingual capabilities 
in dealing with an internationally diverse 
clientele.

The 999-square mile (2,586 square 
kilometre) country sandwiched between 
Belgium, France and Germany has long 
mitigated any local shortage of skills, 
or simply manpower, by drawing on 
the resources of its hinterland, with the 
financial services industry accounting for 
a significant proportion of the more than 
140,000 cross-border commuters who travel 

With the credit-led crisis that brought the 
onward global march of the private equity 
industry to a screeching halt two years ago 
now starting to fade into the background, 
activity in the sector is starting to rebound in 
terms of deal-making, exits and to a lesser 
extent fundraising. Luxembourg, as one of 
the leading private equity fund domiciles and 
servicing centres within the European Union, 
appears to be well placed to capitalise on 
the upturn.

The crisis has made investors more wary 
of less regulated vehicles and domiciles, and 
also given them greater leverage over the 
structuring decisions taken by private equity 
houses. In these circumstances, a jurisdiction 
that is an EU member state, offers two tried 
and tested regulated vehicles and possesses 
an extensive network of double taxation 
treaties is an obvious likely beneficiary.

Regulatory issues a 
double-edged sword 
for alternative sector

By Simon Gray
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Flexibility the key in 
uncertain times

By Chris adams
As it recovers from the downturn, the private 
equity industry is becoming more eclectic as 
managers invest in an increasingly diverse 
range of asset classes – witness the huge 
interest at present in debt structures, as well 
as the growing trend toward investments 
that aim to capitalise on environment 
friendly technologies. Against this backdrop, 
especially amid continuing market uncertainty, 
the great flexibility of Luxembourg’s 
Specialised Investment Fund (SIF), along 
with the jurisdiction’s skills and experience, 
represent an important competitive advantage.

The uncertainty is reflected in the 
difficulties that some industry players face 
in new fundraising. Some specialist private 
equity managers whose main investor base 
has extensive uncalled commitments are 
finding it difficult to meet their fundraising 
targets. However, large institutional asset 
managers with private equity arms, which 
have access to a broader range of potential 
investors through their distribution networks, 
appear to be doing better. The result is 
an influx of investors that may not have 
significant existing exposure to private equity.

In the wake of the crisis, institutional 
managers are responding to the demands 
of their own clients by seeking improved 
reporting solutions from their service 
providers, notably the integration of reporting 
requirements for private equity and real 
estate with other alternative and traditional 
assets. This reflects an important lesson of 
the crisis, that investments such as private 
equity, equity market neutral strategies 
and long-only equity funds may not be as 
uncorrelated as previously believed.

Unified reporting will assist managers, 
particularly of diversified portfolios, in 
managing supposedly distinct asset classes 
that in fact are quite closely correlated in 
terms of risk and return. For example, an 
investor might have exposure to the same 

property investment company through 
the short positions of a hedge fund, the 
underlying investments of a fund of funds, a 
direct equity holding in long-only funds and 
a management relationship through private 
equity real estate structures.

To treat these positions as separate asset 
classes is beside the point; institutional 
investors want to be able to look at them 
together for asset allocation, risk management 
and the integrity of their investment process. 
This places new requirements upon service 
providers that organisations aspiring to 
industry leadership must be able to handle.

Another significant development is the trend 
among institutional managers to centralise 
the administration of funds domiciled in 
different jurisdictions, benefiting centres like 
Luxembourg that have expertise in multiple 
GAAP and IFRS standards as well multilingual 
capabilities. It is also important to support a 
broad spectrum of domiciles, both at fund 
and underlying holding company/SPV level. 
Service providers with both pan-European and 
global networks, such as BNP Paribas, are 
well positioned to service these funds.

These developments strengthen 
Luxembourg’s position in the private equity 
market, building on its position as a financial 
centre within the European Union, its 
increasingly impressive advisory, audit and 
service provider community, and a depth of 
expertise particularly appealing to European 
and Asian institutional investors.

It also benefits from the popularity of the 
SIF. Its great flexibility is particularly prized 
by managers at a time when private equity 
structures are investing in more sophisticated 
assets, where the distinction between private 
equity and real estate and infrastructure, for 
example, is ever more blurred, especially from 
a structuring perspective, and when investment 
perspectives can change drastically over the 
course of just a few months. n

Chris Adams is global product 
head for alternative funds 
at BNP Paribas Securities 
Services, based in its 
Luxembourg office
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into Luxembourg to work every day. They 
also play an important role in keeping salary 
costs within reason in what has long been 
reckoned the richest country in the world.

In parallel with investor sentiment, 
regulatory developments across the globe 
appear to be driving business toward the 
grand duchy. With legislative proposals 
on both sides of the Atlantic promising 
to make lightly-regulated offshore centres 
less attractive for managers of alternative 
funds, Luxembourg seems to offer the 
right combination of regulatory rigour and 
flexibility that facilitates investment in less 
mainstream strategies or asset classes.

But the planned changes, especially 
the EU’s proposed Directive on Alternative 
Investment Fund Managers, is far from an 
unalloyed benefit either for private equity 
houses that might domicile their funds in 
Luxembourg or for the companies that 
provide services to them. The final outline 
of the directive remained uncertain as 
this report went to press, the product of a 
reconciliation procedure between differing 
versions approved by a European Parliament 
committee and the EU’s Council of Economic 
Affairs and Finance Ministers.

However, grave concerns remain 
about mooted disclosure requirements 
for private equity-owned firms, as well as 
the responsibility of fund custodians in a 
broad range of circumstances for losses of 
fund assets under their aegis – a measure 
precipitated by the role played by European 
feeder funds as conduits to Bernard Madoff’s 
fraudulent investment management business.

The fact that the AIFM Directive could 
make it more difficult for alternative funds 
and managers based outside the EU to 
gain access to European investors might, 
of course, help drive promoters toward 
Luxembourg, as well as Ireland and Malta, 
its main competitors for fund domicile and 
service business within the 27-nation union. 
“We’re certainly not seeing an exodus from 
Guernsey in any sense,” says Tabatha 
Hawkins, marketing manager of specialist 
fund services firm Ipes, which established 
a Luxembourg operation at the end of 
last year.

However, she adds: “Some promoters are 
looking to work with a provider like ourselves 
that has a Luxembourg office as well, to give 

them flexibility.” Hawkins’ colleague Simon 
Henin, managing director of the Luxembourg 
office, agrees that the AIFM Directive is 
unlikely to hurt Luxembourg as a private 
equity centre and could conceivably help it, 
even though the grand duchy’s government 
has not been among the EU members 
pushing to get the legislation passed.

Chris Adams, the Luxembourg-based 
global product head for alternative funds 
at BNP Paribas Securities Services, notes 
that the draft directive’s proposals on the 
role of the depository bank could have a 
major impact on the business upside down. 
He does acknowledge that the requirement 
that an alternative fund appoint a single 
depository, responsible for receipt of investor 
funds, safe custody of the assets and 
oversight of valuation procedures, could on 
the face of it benefit groups such as BNP 
Paribas with pan-European networks.

However, Adams argues that major issues 
exist in terms of the liability of the depository 
bank for a full restitution obligation, including 
as a consequence of events that may be 
outside of the depositary’s control. While 
the directive may allow for the mitigation of 
this risk, service providers believe that that 
a more detailed understanding needs to be 
forthcoming.

“In the light of the current uncertainty, 
we’ll have to look very carefully at how 
we service single hedge funds that have a 
prime broker,” Adams says. “We will do due 
diligence on these organisations, but if fraud 
were to take place we might be liable for 
making restitution of the assets.”

While these particular circumstances do 
not specifically affect private equity, they 
are casting a shadow over alternative fund 

3 
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custodians, which are now wondering 
whether there is any economic way of 
offering custody services in view of the 
much-heightened risk providers will face. 
“History has shown that when frauds occur, 
it is often as a result of deficiencies in the 
audit system, in the regulatory system and 
the legal system,” Adams says. “It would be 
very difficult for us to spot that, yet we might 
be at risk.”

“An organisation like ours that is very pan-
European-focused has certain advantages, 
but if the AIFM Directive has a seriously 
negative effect overall upon alternative 
assets that are managed or domiciled in 
Europe, there will be no winners. We hope 
that the latest draft translates into a common 
desire to protect investors and mitigate 
systemic risk, but also to allow the industry 
to continue to flourish. No-one benefits if it 
all falls in on itself.”

Claude Noesen, the managing director 
for Luxembourg at Prime Fund Solutions, 
the alternative administration business that 
Fortis Bank Nederland has just agreed to 
sell to Credit Suisse, is also concerned 
about the implications of the AIFM Directive 
for custodians. “They are looking for 
scapegoats in Brussels,” he says. “If there 
are new rules to follow, we’ll comply with 
them, but there will be costs attached to 
it. The industry will not work for free. It’s 
frightening that custodians should face an 
obligation to make restitution of assets under 
all circumstances. We do due diligence on 
the big prime brokers, but how much due 
diligence can you do?”

Of course, this issue faces custodian 
banks servicing funds anywhere in the EU, 
and members of the industry are confident 
that Luxembourg’s competitive position 
remains strong by comparison with its direct 
rivals – especially the legal infrastructure 
that has been put in place for the private 
equity sector over the past few years. “It has 
successfully developed two lightly regulated 
fund vehicles for private equity and venture 
capital, the Sicar [risk capital investment 
company] and SIF [Specialised Investment 
Fund],” says Benjamin Lam, an audit partner 
and head of private equity at Deloitte 
Luxembourg.

Since its launch in 2004 more than 
235 Sicars have been created with nearly 

EUR20bn in assets, Lam notes, while the 
number of alternative funds established 
through a SIF structure, which was 
introduced in 2007 and is designed to 
accommodate hedge and property funds as 
well as private equity, has swelled over the 
past two years to more than 1,000.

“With the AIFM Directive looming, 
Luxembourg is one step ahead in that it 
has already created a lightly regulated fund 
vehicle, and already has a lot of expertise in 
this area of regulated funds” he says. “The 
industry recently created the Luxembourg 
Private Equity and Venture Capital 
Association which represents the interests 
of all the players based here – many of 
the biggest private equity houses have a 
physical presence in Luxembourg.”

Already Luxembourg is benefiting from the 
rebound in private equity activity, according 
to industry practitioners. “We are seeing an 
increase in demand for the launch of private 
equity funds, not just venture capital or seed 
capital but proper private equity, especially 
funds investing in mid-caps,” says Olivier 
Sciales, a partner with the Chevalier & 
Sciales law firm.

“Established managers are looking to 
take majority stakes or shareholdings in 
companies in a variety of sectors, because 
they see a lot of opportunity with valuations 
so low, and prospects are improving for exits 
through IPOs or trade sales.” But Sciales 
acknowledges that in terms of the rebound, 
fundraising is still lagging behind. “In some 
cases private equity fund promoters are 
facing difficulties in getting commitments 
in place at the moment that they want 
to launch.”

Nevertheless, Lam is convinced that the 
grand duchy’s competitive advantages will 
ensure that it remains a jurisdiction of choice 
as the industry returns to something like 
full throttle. “Given the increasing regulation 
on the financial sector as a whole and on 
the private equity industry, Luxembourg will 
benefit from that,” he says. “It’s a location 
that is recognised not just for private equity 
but as the second largest fund industry 
overall in the global market after the US. 
It has experience and expertise in dealing 
with structures with multiple investors and 
in investment into a wide range of countries, 
including emerging economies.” n



Thinking ahead,
always
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Benjamin Lam is an audit 
partner and head of private 
equity at Deloitte Luxembourg

Regulated structures 
come into their own

By Benjamin Lam
The offshore fund industry is poised at 
a crucial juncture in its development and 
Luxembourg has a vital role to play. Amid 
initiatives such as the European Union’s 
Alternative Investment Fund Managers 
Directive that seek to increase transparency 
and oversight of a hitherto low-profile 
industry, the sector is ideally positioned 
to benefit from the country’s experience 
with regulated alternative investment fund 
vehicles, which are increasingly attractive to 
managers and investors alike.

The grand duchy first emerged as a 
centre for private equity activity early in 
the past decade, with unregulated Soparfi 
(financial participation company) structures, 
but its success took off in 2004 with the 
establishment of the Sicar (risk capital 
investment company), a vehicle specifically 
designed for private equity and venture capital 
investment. Over the past five years around 
235 Sicars have been established with nearly 
EUR20bn in assets. In addition, the creation of 
the Specialised Investment Fund (SIF) in 2007 
has provided an alternative structure that can 
be used by private equity houses as well as 
other alternative investment managers. A total 
of 1,024 SIFs had been established at the end 
of March.

A measure of Luxembourg’s success in 
attracting international business is that big 
global players such as KKR, Blackstone, 
Carlyle Group and CVC Capital Partners 
have established back- and middle-office 
operations in the country. The growing size 
and expertise of the local sector helped 
to prompt the recent establishment of the 
Luxembourg Private Equity and Venture 
Capital Association, which brings together 
private equity houses, law firms, auditors, 
administrators and other service providers.

In an environment where unregulated 
fund structures may fall from favour, 
Luxembourg’s expertise in the area of lightly 

regulated private equity fund vehicles gives 
it an important advantage. The industry 
regulator, the CSSF, has won widespread 
plaudits for providing the strong protection 
desired by investors as well as the flexibility 
that makes innovative ideas possible.

Luxembourg can also boast an influx of 
offshore service providers to the industry 
that are establishing a presence in the 
grand duchy, a strong signal that it is 
becoming a location of choice for private 
equity administration. The incoming firms 
say the impetus is coming from private 
equity houses that are seeing the benefits of 
Luxembourg-domiciled funds even before the 
implementation of any EU-wide rules.

The country appears well placed to 
become a prime beneficiary of the trend 
toward increasing regulation of the financial 
sector as a whole and alternative funds in 
particular, thanks to its leading role within 
the global fund industry, the experience 
of market players in dealing with complex 
structures and new asset classes and, in 
particular, widespread expertise in investment 
into countries worldwide including emerging 
markets such as Brazil, China and India.

Luxembourg’s main challenge will be to 
sustain its high professional standards as 
the volume of business continues to grow, in 
which training within the marketplace and the 
ability to attract key skills from abroad both 
have important roles to play. The recruitment of 
new talent and training is particularly important 
with the emergence of new asset classes, 
such as renewable energy, infrastructure and 
timber, that call for specialist valuation skills, 
while the increasing diversity of the country’s 
investor base means industry players may 
have to meet new reporting requirements. 
Finally, Luxembourg needs to make the Sicar 
and SIF better known internationally and alert 
private equity houses to how well suited they 
are to the industry’s needs. n

DELo ittE
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One of the most striking features of the 
Luxembourg alternative funds sector, and 
the private equity business in particular, is 
the continued influx of service providers 
originating from longer-established industry 
centres, such as the Channel Islands. This 
trend reflects a consensus in the industry 
that over the past decade the grand duchy, 
previously better known for traditional retail 
funds, has developed a critical mass of 
private equity activity and expertise.

“One thing that’s very encouraging is the 
increasing number of new service providers 
such as Augentius coming to Luxembourg 
from offshore locations,” says Benjamin Lam, 
an audit partner and head of private equity 
at Deloitte Luxembourg. “It’s a very strong 
signal that it is becoming the administration 

location of choice for the private equity 
industry.

“Service providers asked about their 
reasons for coming to Luxembourg say it is 
very much driven by their clients, which are 
setting up structures here. Even before the 
EU [Alternative Investment Fund Managers] 
directive is in place, more people are 
realising it’s better to put their structures in 
jurisdictions that are well recognised, such 
as Luxembourg.”

Another recent arrival is Ipes, like 
Augentius a specialist private equity 
administrator that has roots in the Channel 
Islands; established in Guernsey in 1998, 
it has offices in Jersey and London, and 
established a Luxembourg subsidiary at 
the end of last year. The firm is currently 

Service providers 
face cost challenges 

despite renewed 
growth

By Simon Gray

inDUStRY
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operating with a chartered accountant’s 
licence that enables it to work with 
unregulated entities while it awaits 
authorisation to service regulated funds 
from the industry regulator, the Financial 
Sector Supervisory Authority (CSSF), which is 
expected imminently.

“Ipes decided to establish the office 
in response to demand from clients with 
a need for Luxembourg vehicles,” says 
managing director Simon Henin. “It’s also 
a development that widens our network of 
offices, as many administrators are doing, in 
order to be able to offer a high-quality pan-
European service to structures that involve a 
number of different jurisdictions.

“Luxembourg is an expanding centre, and 
although the quality of service providers is 
good, there is still space in the market for 
specialists, especially in private equity. Our 
strategy here as in other jurisdictions is 
to establish a substantive business using 
our tried and tested operational model and 
experienced staff drawn from both the local 
market and from the group. For example, the 
presence in the office of someone who has 
already worked with Ipes in Guernsey helps 
to ensure the Luxembourg office offers the 
same service experience to our clients.”

Henin says the grand duchy’s long-standing 
and broad role in the European and global 
fund industry is an important factor attracting 
private equity fund work to Luxembourg. He 
adds: “There is a great variety of structures 
available, both unregulated vehicles and 
regulated funds such as SIFs and Sicars, and 
the legal framework is responsive to regulatory 
and market developments.

“For example, the country has a large 
number of double taxation treaties that 

facilitate efficient tax structures, and the 
tax administration makes itself available 
to answer questions about clearance or 
confirmation. If there is a specific transaction 
about which you want to be certain of the 
tax treatment, usually the tax advisor can 
easily access the tax administration to 
confirm that their understanding of the law 
is correct. All the big four firms are well 
represented for a small country, and there is 
a good mix of specialist local lawyers and 
big international law firms.”

An established name in Luxembourg’s 
alternative fund services sector that has 
returned to the local market after a brief 
absence is Prime Fund Solutions, a business 
that remained with the Dutch state-owned 
Fortis Bank Nederland after BNP Paribas 
acquired most of the former Fortis group’s 
activities in the Benelux countries, taking the 
administration business’s corporate structure 
in Luxembourg and client roster with it.

A new entity, a Luxembourg branch of 
Fortis Prime Fund Solutions Bank (Ireland), 
was established last December and was 
already winning clients before the business’s 
future was settled on May 10 with the 
announcement that after six months of 
negotiations, Credit Suisse had agreed to buy 
the worldwide Prime Fund Solutions group.

Managing director Claude Noesen 
says that building up private equity activity 
is a priority for Prime Fund Solutions in 
Luxembourg, although it has been temporarily 
subordinated to the urgent demand for 
servicing of Ucits funds that follow hedge 
fund-style strategies. “Private equity is already 
very well served here in Luxembourg, so 
to win business in this market we have to 
offer something very special to the funds – 
something that we are keen to do,” he says.

“We are in the process of acquiring one 
of the best systems available in the private 
equity field, which is currently being rolled 
out first in Hong Kong and will be arriving in 
Luxembourg very shortly. Eventually we will 
service the whole alternative environment, 
including sophisticated Ucits, hedge funds, 
funds of hedge funds, managed accounts 
and private equity.”

Noesen says the relatively small scale 
of the new Prime Fund Solutions operation 
appeals to most managers, especially 
start-up funds, which can be serviced in 
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Olivier Sciales (top) and 
Rémi Chevalier are partners 
with Chevalier & Sciales in 
Luxembourg

Managers warm to 
new Sicar rules

By olivier Sciales and Rémi Chevalier
transferable securities is exempt – and thus 
can in principle benefit from Luxembourg’s 
network of double taxation treaties.

With its requirement for funds to have 
a locally licensed administrator and 
custodian, Luxembourg is now benefiting 
from global concerns over standards of 
regulation, oversight and transparency that 
are prompting many alternative investment 
managers to launch their funds in 
established and well-regulated jurisdictions.

Luxembourg and its private equity 
industry has long benefited from its access 
to talented professionals, including cross-
border commuters from Belgium, France 
and Germany. The jurisdiction also offers an 
attractive tax environment for financial and 
other companies, an important consideration 
as tax burdens rise in other European 
countries.

In May this year, the Luxembourg 
regulator, the Financial Sector Supervisory 
Authority (CSSF), issued new guidelines 
on its web site (www.cssf.lu) regarding the 
information to be provided by promoters 
seeking a licence to launch a Sicar. The 
questionnaire, which the regulator expects 
usually to be prepared by a legal adviser 
to the Sicar, represents the minimum 
requirements for the CSSF, which may 
request additional information during 
processing of the application.

Over the six years since Sicars were 
introduced, almost 250 such funds have 
been launched and the vehicle has become 
a recognised brand among promoters of 
private equity firms worldwide. While the 
European and global fund industries have 
experienced extreme turbulence over 
the past couple of years, the successful 
revision of the Sicar legislation is proof of 
Luxembourg’s ability to meet the evolving 
requirements of the private equity sector now 
and in the future. n

A series of changes implemented in 2008 
to the legislation governing Luxembourg’s 
dedicated private equity vehicle, the risk 
capital investment company or Sicar, appear 
already to be bearing fruit. The new rules 
are helping to consolidate the position as a 
major European centre for the private equity 
industry that Luxemburg has enjoyed since 
the introduction of the Sicar six years ago, 
even at a time when the sector is battling 
to adapt to a much-changed economic and 
financial environment.

The legislation of October 29, 2008 
allows promoters of private equity funds to 
create segregated compartments in a Sicar, 
putting the vehicle on the same basis as the 
country’s other lightly-regulated investment 
vehicle, the Specialised Investment Fund or 
SIF. The changes have renewed the interest 
of promoters in the Sicar as the favoured 
vehicle for private equity funds because 
unlike the SIF, which was introduced in 
February 2007 and is also used for hedge 
and real estate funds, it is not subject to risk 
diversification rules.

Sicars and SIFs are part of a broad 
spectrum of investment vehicles available in 
Luxembourg that also includes unregulated 
structures such as the financial participation 
company (Soparfi), securitisation vehicle and 
private wealth management company (SPF), 
as well as more closely supervised fund 
structures such as Ucits and undertakings 
for collective investment established under 
part II of the grand duchy’s fund legislation.

In the past the private equity industry 
has also used Soparfis, but since their 
introduction under legislation of June 15, 2004 
Sicars have become the vehicle of choice 
for investments that meet the regulator’s 
definition of risk capital, because of their 
greater flexibility and the fact that they are 
regulated. Notably Sicars are fully taxable 
companies – although all income from 
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a more bespoke manner. That said, he 
acknowledges that the backing of a global 
financial services giant in Credit Suisse has 
proved very useful in reassuring potential 
clients about the solidity of the business and 
that substantial resources stand behind it.

“Having a strong balance sheet and credit 
rating, a global presence and a diversified 
business base as a financial services 
institution is absolutely key,” says Chris 
Adams, global product head for alternative 
funds in the Luxembourg branch of BNP 
Paribas Securities Services. “For large 
universal banks with a very broad and 
diverse mix of corporate, investment, retail, 
asset servicing and asset management 
businesses, the stability provided by the 
diversity of their businesses means that on 
the whole they haven’t suffered some of 
the shocks during the crisis experienced by 
even very large businesses that have more 
concentrated product lines.

“For instance, the Fortis transaction 
provided us with a large retail client base in 
the Benelux region that is immensely valuable 
to us at all levels of our business. There’s 
a huge diversity of exposure across those 
areas. The benefits of that scale in relatively 
mature, stable businesses are immense.”

Adams says one of the most important 
characteristics of the private equity sector 
at present is the volume of capital currently 
awaiting deployment. “The big issue 
particularly in more mature private equity 
markets is the huge volume of dry powder 
out there, which makes fundraising really 
difficult,” he says. “Until those commitments 
have been called, it’s tough for specialist 
managers in particular to raise new money. 

It’s not for a want of appetite on the part of 
investors, simply that they don’t want any 
more exposure until they know what will 
happen to their existing commitments.”

A particularly strong area of activity is real 
estate, where Adams identifies a significant 
mood of change. “Real estate managers are 
taking a fundamental look at their business 
models,” he says. “In particularly large 
players are moving away from independent, 
nationally-focused businesses and integrating 
them within regional or pan-European 
operations. That creates a lot of opportunities 
for companies like ours because we have that 
kind of international capability.”

According to Henin, Ipes is seeing a surge 
of new enquiries from potential clients across 
the various jurisdictions in which the group 
operates. “In some cases it’s people who’ve 
been fundraising and eventually reached a 
close, while others are looking to get back 
into the market, but we’ve certainly seen a 
pick-up in the past few months,” he says. 
“There’s a feeling that the time is right, after 
everyone spent last year waiting and seeing. 
Now investors are expecting promoters to 
start doing something to take advantage of 
the opportunities coming onto the market.”

Olivier Sciales, a partner with law firm 
Chevalier & Sciales, says recent revisions 
to the legislation governing risk capital 
investment companies appears to be bearing 
fruit. “Currently we are working on two 
projects involving multi-compartment Sicars, 
which were made possible by the new 
legislation,” he says. “We see fund promoters 
looking to set up Sicars because they don’t 
have the risk diversification rules that would 
be applicable with a Specialised Investment 
Fund. Secondly, under certain circumstances 
it’s more interesting from a tax perspective to 
use a Sicar because not all of Luxembourg’s 
double taxation treaties apply to SIFs.”

However, practitioners caution that care 
must be taken to ensure that the business 
environment in the grand duchy remains 
favourable to the fund sector and the 
financial services industry as a whole. “The 
main challenge for Luxembourg will be 
to maintain the high level of professional 
standards, given the increasing number of 
fund vehicles that are being established,” 
says Lam.

“The key priorities are to attract new talent 
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adjacent regions of neighbouring countries, 
which contributed an average of more than 
147,000 people – some 44 per cent of the 
total – to Luxembourg’s workforce in 2009. 
“We don’t face the same physical constraints 
as do other jurisdictions that specialise in 
servicing alternative assets, and the transport 
infrastructure is very good,” Adams says.

Administrators and custodians in 
Luxembourg say they are employing a 
variety of efforts to keep costs under control, 
including carrying out certain functions 
in less expensive jurisdictions where this 
is permitted by the country’s legislation – 
including confidentiality rules applicable 
to the financial services industry – and 
regulation, as well as ongoing efficiency 
drives, automation of administrative 
processes, and increased focus on how they 
procure external services.

However, there are limits to the extent to 
which such efforts can compensate for the 
overall level in particular of salary costs in 
Luxembourg, which are significantly higher 
than in other European financial centres 
such as Milan or Paris. That’s especially the 
case for an industry where quality of service 
to the client is a paramount differentiator and 
that needs intelligent and highly-skilled staff 
to deal with procedures or situations that are 
not amenable to automated processing.

With the best will in the world, 
service providers are obliged to deal 
with counterparties that do not embrace 
technology to the same extent. Transfer 
agency instructions that arrive by fax are 
far from unknown. And companies with 
operations in Luxembourg note that the 
country’s high standards of regulation, 
which are becoming an increasing selling 
point for investors in the current cautious 
environment, do not come free.

Adams argues that how the industry 
manages its costs will be a key challenge 
for Luxembourg over the next four or five 
years, at a time when the business outlook 
is significantly tougher than a few years ago. 
“While a lot of new work is coming in, it’s 
taking longer to finalise than it used to and 
the competitive pressures are intense,” he 
says. “Over the medium term changes are 
called for. To succeed in this business, we 
have to find a way to ensure the economic 
model works.” n

to the country, as well as, very importantly, 
training. The structures now being set 
up cover a range of new asset classes, 
including renewable energy, infrastructure 
and forestry. You need people with ability 
and training to develop new competences 
to value these quite different assets. Some 
Luxembourg structures are investing in 
emerging markets such as Brazil, China and 
India, everywhere in the world. And dealing 
with a diverse range of investors requires 
good reporting systems.”

Lam adds that Luxembourg needs to 
redouble its efforts to make the Sicar and 
SIF better known abroad. “When the Sicar 
was launched in 2004, we were competing 
with well-established structures such as 
limited partnerships,” he says. “Luxembourg 
still has to do more promotion to sell its 
vehicles and to demonstrate that they are 
really suited to the industry.”

Henin notes that the high level of demand 
from the industry has always made it a 
challenge to recruit skilled staff. “That’s why 
a lot of people from neighbouring countries 
commute into Luxembourg every day for 
work,” he says. “But there are also state 
incentives for training, and with the launch 
last year of the Luxembourg School of 
Commerce and the University of Luxembourg 
expanding, there is greater availability of 
study opportunities. Previously local people 
had to go abroad to study at tertiary level, 
but step by step things are improving.”

But industry members caution that some 
of the factors that gave the grand duchy a 
head start as a centre for cross-border fund 
business, such as the population’s much-
vaunted facility with languages, may no 
longer be such potent advantages as they 
were a decade or two ago, and that in this 
environment it is becoming more important 
for Luxembourg-based providers to keep 
costs under control.

Adams, who notes that “the Luxembourg 
economy, regulatory and legal environment 
have stood up very well during the crisis,” 
acknowledges that all providers are 
constantly looking at ways to stabilise 
or reduce their operating costs, of which 
salaries form a substantial proportion.

He does point out that unlike some rival 
fund services jurisdictions, the country has 
access to large pools of skilled labour in 


