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Long Europe’s leading domicile and servicing
centre for traditional retail investment funds,
Luxembourg has been taking active steps
over the past few years to attract a
significant share of the burgeoning
alternative investment industry. While the
grand duchy’s efforts to lure hedge fund
business have garnered most international
attention, the country has been quietly
building up a solid reputation as a home to
private equity vehicles and property funds.

Industry participants are quick to
enumerate the advantages Luxembourg
offers alternative funds and their promoters,
from tax-transparent structures to a wealth of
professional expertise in areas such as
accounting and audit services, fund
administration and legal services. The
flexibility and co-operative spirit of the
industry regulator, the Financial Sector

Supervisory Authority (CSSF), is also widely
commented upon.

But probably the most important factor in
Luxembourg’s development into a leading
alternative funds centre has been a
succession of investment structures that
have proved particularly useful for
international private equity funds and
transaction structures, and which have
dovetailed with the country’s broader
expertise and experience in financial and
corporate services.

The financial participation company or
Soparfi was first introduced in 1990 as a
successor to Luxembourg’s venerable
holding company dating back to 1929. As a
fully taxable company, it was designed to
benefit from the country’s network of double
taxation treaties as well as from the
European Union’s parent-subsidiary directive.

O V E R V I E W
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Luxembourg has long been an attractive
jurisdiction for setting up private equity
vehicles, and until 2004 the most suitable
structure was the financial participation
company or Soparfi, a normal company
subject to the normal rules on taxation. It
can be established as a société anonyme
(company limited by shares), société à
responsabilité limitée (limited liability
company), or société en commandite par
actions (corporate partnership limited by
shares), which is very often used for private
equity using a classic arrangement involving
a general partner and limited partners.

However, on June 15, 2004, Luxembourg
passed legislation introducing the Sicar, or
risk capital investment company, a vehicle
specifically designed to facilitate the creation
of private equity structures. The Sicar has
been enthusiastically adopted by the industry
and up to the end of April this year 195 had
been approved by the regulator, the Financial
Sector Supervisory Authority (CSSF).

Since February 2007, an additional option
for the private equity industry has been the
Specialised Investment Fund, a vehicle
created specifically to encourage the
development of the alternative investment
industry in Luxembourg. While so far SIFs
have been used more for real estate funds
than for private equity or hedge funds, up to
now they offered an advantage over the
Sicar in the ability – shared with retail Ucits
funds – to create multiple legally segregated
compartments or sub-funds.

This is important so that investors can be
sure that their revenues are linked to
particular assets, and that in the event of the
bankruptcy of the vehicle, creditors of one
compartment have no claim over the assets
held by other compartments. The lack of this
provision within a Sicar structure has in

recent years prompted some clients to opt
for other vehicles.

However, on February 21, 2008, the
Luxembourg government introduced draft
legislation designed to make the Sicar more
attractive to private equity and venture capital
investors, most notably by extending to it the
ability to create multiple segregated
compartments. In addition, the regulatory
requirements on custodians of Sicars will be
lightened, bringing the regime into line with
that for SIFs and reducing the annual
running costs of the Sicar.

The proposed law includes various other
changes. Share premiums will be taken into
account for the computation of the minimum
capital, with the share capital plus share
premium required to be a minimum of
EUR1m. Sicars will not be under any
obligation to publish their net asset value,
although the assets will have to be valued at
fair market value, and Sicars will in future be
obliged to publish their annual report within
six months of the end of the accounting year.

The Sicar also possesses an advantage in
that it is not subject to the diversification rule,
which limits investment by a SIF in securities
of the same type issued by the same issuer to
30 per cent of its assets. However, some
promoters continue to opt for the Soparfi
structure, particularly if they and their investors
do not need a regulated structure. In addition,
the Soparfi can benefit from Luxembourg’s
network of double taxation treaties and from
the EU parent-subsidiary directive.

The impending changes to the Sicar
regime are set to swell interest in
Luxembourg private equity structures, which
are already strongly in demand from
promoters in the US and other jurisdictions
seeking a reputable jurisdiction with high-
quality and experienced service providers. "

C H E VA L I E R  &  S C I A L E S
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By Rémi Chevalier and Olivier Sciales
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Olivier Sciales are partners
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Until four years ago, the main involvement of
Luxembourg in the private equity industry
was the use of Soparfis as intermediate
transaction vehicles.

However, the jurisdiction took a major
step forward as a centre for private equity
business with the enactment in June 2004 of
legislation establishing the société
d’investissement en capital à risque (risk
capital investment company, or Sicar),
conceived as a corporate alternative to the
traditional limited partnership structure for
private equity and venture capital funds.
Around 200 Sicars have been established
over the past four years.

The latest addition to Luxembourg’s
armoury, and one that some members of the
industry believe the most important to date,
was the launch in February 2007 of the
Specialised Investment Fund regime, which
is designed principally for alternative funds
and allows the use of a range of corporate,
contractual and other fund structures. The
SIF has been a runaway success with nearly
500 created in the first 16 months of the new
regime.

“A lot of interest is coming from foreign
promoters of funds, who are driving the
growth of private equity vehicles in
Luxembourg,” says Oliver Sciales, a partner
with law firm Chevalier & Sciales. “There is a
lot of demand from US and other promoters
for a suitable jurisdiction with a good
reputation and a vehicle in which they can
have confidence but is lightly regulated.

The jurisdiction has been put on the map,
he says, by a number of high-profile
transactions that have helped to showcase
the grand duchy’s role as a centre of private
equity expertise. One was the USD2.6bn
acquisition of Luxembourg-based internet
telephony provider Skype by eBay in
September 2005, in which one of the
vendors was also from Luxembourg, venture
capital firm Mangrove Capital Partners.
Another was the creation of KKR PEI Sicar, a
vehicle for making non-US investments on
behalf of the Amsterdam-listed company KKR
Private Equity Investors.

Although they are also being used for
property investment and hedge funds, SIFs
have emerged as a serious rival to the Sicar
as a private equity vehicle, according to
Alain Kinsch, head of private equity with

Ernst & Young in Luxembourg. “The
advantage of the SIF over the Sicar is that
you can do other things beside private
equity, in fact anything,” he says.

“You can put in real estate, hedge funds
or quoted securities, and you can package
different sub-funds for different types of
investor within a single SIF. This cannot be
done within a Sicar, which as a risk capital
vehicle is reserved for private equity and
venture capital as well as opportunistic real
estate and some other areas such as
microfinance.”

Hervé Schunke, head of private equity and
real estate servicing at CACEIS Bank
Luxembourg, says: “The SIF has really
speeded up the creation of structures,
thanks to its flexibility in terms of legal
structure and the regulated label. You can
set up a SIF as a Sicav [open-ended
investment company] or an FCP [contractual
fund], as a limited liability company or as an
SCA [partnership limited by shares], a
structure bringing it very close to the UK
limited partnership and other types of
partnership that investors and promoters are
used to.

“There are a number of promoters looking
at creative ways of structuring their projects,
always driven by tax optimisation
considerations, looking at structuring like
associations as well. We still haven’t seen all
the possibilities that are there.”

Bernard Tancré, general manager of Prime
Fund Solutions at Fortis Banque
Luxembourg, notes that the SIF has built on
many of the innovations introduced by the
Sicar. “The SIF enjoys many of the
advantages that the Sicar brought two years
before, in terms of flexibility, and the

O V E R V I E W
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Luxembourg has many attractive qualities as
a domicile and servicing centre for private
equity and other types of alternative
investment, from its tax transparency and
firm but flexible regulatory approach to the
wealth of expertise offered by providers of
professional services to these types of fund
and the industry’s overall depth of resources.
But what has most recently demonstrated
the attractiveness of these attributes is the
remarkable success of the jurisdiction’s
Specialised Investment Fund regime since its
launch in February 2007.

BNP Paribas Securities Services was
responsible for the launch of one of the very
first SIFs, on behalf of a hedge fund for the
group’s investment bank, just three days
after the legislation came into force. This
indicates how keenly the structure was
anticipated by the alternative investment
industry, and the global appetite for this
model has been amply demonstrated since
then as the number of new funds has grown
to around 500.

Various onshore and offshore jurisdictions
offer tax transparency (although few within the
European Union), a range of lawyers,
accountants and other service providers, and
regulators with teeth of varying degrees of
sharpness. However, the SIF structure appears
to have captured the mood among private
equity firms and other promoters of alternative
funds because it provides investors with the
assurance that the fund is being administered
under a robust regulatory regime.

At the same time, SIFs offer broad
flexibility to promoters because there are
effectively no constraints in terms of the
investment philosophy or the nature of the
underlying assets. This combination of
investment freedom and effective regulation
provides traditionally risk-averse institutional
investors such as insurance companies and

pension funds with a high level of
confidence. Matching growth in the private
equity market with a vehicle that appeals to
investors that hitherto have been
underweight in the asset class has created a
virtuous circle for Luxembourg.

SIFs also permit a multi-compartment
structure, providing the same advantages as
the protected and incorporated cell
structures, and offer the ability to launch a
fund before it has been sent to the regulator
for authorisation, although few if any
promoters have seen any need to use this
option to date.

The private equity managers who
approach BNP Paribas Securities Services to
service their funds are seeking a stable
political and regulatory environment, and the
availability of a wide range of skills and
services. They are looking not only for
custody and administration but also for
banking services, escrow structures, SPV
structuring capabilities and letters of
guarantee, deposit and credit.

As part of a global banking group with
some 850 staff in Luxembourg and 167,000
people in all, and with a dedicated team for
the servicing of private equity and real estate
structures, BNP Paribas Securities Services
is able to meet the requirements of both the
largest private equity funds and small to
medium-sized firms for which a high touch
service is important.

The business is in the process of
introducing a global administration,
accounting and regulatory reporting platform
and an operating model designed
specifically for the private equity industry
across its offices worldwide. This platform
will underpin the comprehensive range of
services offered, backed by the financial
solidity of one of the four highest-rated
financial institutions in the world. "

B N P  PA R I B A S  S E C U R I T I E S  S E R V I C E S
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absence of the need for promoter approval,
which was a big hurdle for a lot of small
boutique asset managers.

“It has a true fund status, which the Sicar
does not have, being an investment
company, which still creates some
uncertainty in other countries. Luxembourg
has learned the lesson of its experience with
the Sicar. The SIF also has more flexibility
because there is no requirement to be linked
with venture capital. Asset managers often
approach us to use a SIF because it offers a
structure within which they can offer private
equity in some compartments, and hedge
funds, real estate or traditional funds in
others.

“The Sicar has also been used by a
section of the real estate investment industry,
but you have to be able to demonstrate that
it is really opportunistic real estate and that
there is an element of risk in the investment.
You cannot use a Sicar to acquire a
Luxembourg office building that is rented on
a long lease to the government. However,
that is not really an issue any more now that
the SIF is available.”

Tax considerations are often the reason
for choosing one or other structure. “The
Sicar is a company that pays tax normally,
but revenues from transferable securities are
exempt,” Kinsch says. “Since it pays tax, it
can in theory benefit from all Luxembourg’s
double taxation treaties. However, since it is
a relatively new vehicle, there are still
questions about the response of some
foreign tax authorities. This is a normal
process – when the Soparfi was created
nearly 20 years ago it also took four or five
years until there was complete tax certainty.”

He note that as a fund, SIFs do not pay
corporate income tax but a subscription tax
on their assets of one basis point. They can
only benefit from those tax treaties that
include funds, about half, and cannot use
the parent-subsidiary directive. “Another
disadvantage of the SIF is that it must
demonstrate diversification, which is a key
criterion for an investment fund, but is not
strictly defined,” Kinsch says. “In practice the
SIF needs to invest with at least three
different issuers, which means it cannot be
used for a typical IPO transaction where it
invests initially in only one target company.”

In addition, the Sicar has built up
something of a branding advantage in the
industry. “Private equity houses and their
lawyers are quite familiar with the Sicar,
which they are not yet with the SIF,” he says.
And some of the drawbacks from which the
Sicar currently suffers in comparison with the
SIF, notably the inability to create multiple
compartments or sub-funds within the same
corporate structure, are set to disappear
once a set of amendments to the 2004
legislation, drawn up in close consultation
with the industry, are enacted. 

Says Tancré: “The changes to the Sicar
law will remove some of the differences
between Sicars and SIFs, such as the ability
to create compartments, as well as other
elements such as the extent of responsibility
of the custodian bank, which currently differs
slightly between them.” In addition, the
requirement to calculate a net asset value –
a concept borrowed from the traditional fund
industry – has been removed and the
concept of fair value clarified. “In retrospect
these differences [with the SIF] do not really
make sense. The government does not want
people making regulatory arbitrage.”

Schunke adds: “The Sicar offers a
dedicated Luxembourg vehicle for private
equity, risk capital and venture capital
investment that’s recognisable by its name.
There has been some uncertainty about how
you would apply double taxation treaties to
the Sicar. Among our current clients the only
occasion on which the tax structure has not
really turned out in real life the way it should
have done was a Sicar. However, it will now
benefit from the same definitions as a SIF in
terms of, for instance, a specialised investor.”

Nevertheless, the Soparfi remains an

O V E R V I E W

LUXEMBOURG Private Equity Wire Special Report Aug 2008 www.privateequitywire.co.uk | 8

p6 !



important part of the private equity landscape
– albeit one which, as an unregulated entity,
complicates further the already difficulty task
of estimating the size of the industry in
Luxembourg. “The Soparfi is still extremely
popular as an intermediary vehicle, and will
remain so because it is waterproof from a
tax standpoint,” Kinsch says.

“It has been around for nearly 20 years,
people know how it works, and it is not
challenged by anyone. If you combine the
Soparfi with instruments such as preferred
equity certificates and Cpecs, convertible
preferred equity certificates, you can channel
interest and dividend income very efficiently
between locations. The ultimate goal is that
if you invest in a company through a private
equity fund, you should be treated in exactly
the same way as if you invested in it directly,
avoiding additional taxes. This is what the
Soparfi is really good for.”

Sciales says Soparfis are also used as
private equity vehicles where investors have
no preference for a regulated entity. “The
introduction of the Sicar doesn’t mean the
Soparfi is not used any more,” he says.
“Choosing between the different types of
vehicle is a decision taken on a case-by-
case basis and is influenced by different
factors such as the identity of the target
country, the use of hybrid financial
instruments, and the type of investment. The
choice between Sicar and Soparfi is primarily
whether you want a regulated vehicle or not.
The Soparfi can also benefit from double

taxation treaties and the EU parent-
subsidiary directive.”

While the range and flexibility of
investment vehicles is an important selling
point for Luxembourg to the private equity
industry, broader advantages equally play
their part, according to Chris Adams, global
product head for alternative funds at BNP
Paribas Securities Services. He argues that
the grand duchy combines the suppleness of
the offshore financial industry with the depth
of skills (and breadth of labour pool) enjoyed
by the world’s major onshore financial
centres.

“Offering tax transparency within the
European Union is a big deal,” Adams says.
“There are more judges and lawyers within
two hours’ drive of Luxembourg than
probably anywhere in the world outside
Washington DC. The political risk is
essentially zero, and the regulatory risk is
extremely low. And everyone speaks three,
four or five languages.

“Luxembourg trades on its reputation and
the competence of the advisory staff here to
service the funds. The Big Four accountants
employ thousands of people, there are any
number of magic circle and specialist local
law firms, and a wide choice of fiduciary
companies. The huge industry servicing the
funds sector is highly attractive. If you don’t
like your lawyer here, there are three or four
others with similar levels of competence. If
you don’t like your accounting or fiduciary,
there are three or four others. There’s a wide
range of banks. That kind of flexibility is
important.”

Adams notes that business often
gravitates toward a particular jurisdiction
because the availability of expertise and
experience creates critical mass and makes
it the default option for a particular kind of
activity, like special purpose vehicles in the
Cayman Islands. “It’s pretty much the same
for private equity in Luxembourg,” he says.
“We have the right controls in place, we
know the regulatory framework, and when
we get an instruction we know instantly
whether we can do it or not. If there’s any
shade of grey, we can call any number of
law firms for an instant opinion on what we
should or should not be doing, so we can
move forward with a level of confidence. It’s
all about confidence.” "

O V E R V I E W
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The development of the private equity
industry in Luxembourg over the four years
since the introduction of the Sicar vehicle for
risk capital investment has opened up a
wide range of opportunities for service
providers in the grand duchy, not least
multidisciplinary professional services firms
such as Ernst & Young that can bring
international experience and local skills to
focus on the sector’s needs.

Ernst & Young has adopted a different
approach from the traditional Big Four
structure of audit, tax and consulting
services in separate silos. Instead it has
assembled a private equity group of around
80 people including auditors, tax advisers,
transaction specialists and consultants who
work together in one practice, focusing fully
on the specific requirements of the industry.

In addition to the structuring of private
equity funds domiciled in Luxembourg, using
Sicars, SIFs and other vehicles and
regulatory structures, an important area of
activity is the creation of intermediary
vehicles for specific transactions. For
example, where a US-based fund is looking
to buy a target company in Germany, there is
a strong likelihood that this transaction will
not be carried out directly but through a
Luxembourg holding company.

Luxembourg structures are particularly
popular for this role because of the country’s
very dense network of more than 50 double
taxation treaties. These allow the private
equity firm to channel revenues, principally
capital gains, from the portfolio company
back to the fund via Luxembourg, using the
treaty network to avoid tax leakage.

Advisory work to the country’s
burgeoning private equity administration
sector is also a growing area of business.
With the growth in the number of funds
established in Luxembourg, demand is

growing for accountancy and administration
services, which in other centres such as
Jersey and Guernsey tend to be provided by
specialised firms.

In Luxembourg the banks and other
service providers that traditionally have
offered administration services have
extensive experience with long-only mutual
funds, and to some extent real estate
vehicles, but started out with less expertise
in the private equity business. These
providers are continuing to invest heavily in
the establishment of private equity
accounting and administration capabilities
and Ernst & Young is assisting in areas such
as selecting software, recruitment of skilled
staff and ongoing training.

Up to four years ago, Luxembourg was
only known for tax structuring of international
acquisitions using Soparfi holding companies
that benefit from the tax treaties, but the Sicar
legislation in 2004 has seen private equity
funds established in the country for the first
time. The next step has been administration
to be carried out here and for promoters to
set up offices carrying out substantive
activities, and the result is a cluster of private
equity competences emerging.

With private equity firms from all over the
world now opting for Luxembourg, the
industry is set to grow tremendously,
encouraged by the trend toward better
corporate governance and increased
transparency. The country is a prime
beneficiary as an onshore jurisdiction offering
regulated vehicles, a well-established fund
industry and a European location. But our
clients say one of its biggest advantages is
the ease of contact with and reactivity of the
regulator and the tax administration. The latter
no longer talks about taxpayers, but about
clients – reflecting a mindset that will serve
the country well in the years to come. "

E R N S T  &  Y O U N G
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Alain Kinsch is a partner and
head of private equity with
Ernst & Young in Luxembourg



Calculating the size of Luxembourg’s private
equity industry is not an exact science. While
the number of Sicar structures that are
restricted to risk capital investments is
recorded by the industry regulator, the
Financial Sector Supervisory Authority
(CSSF), the around 200 Sicars authorised by
mid-2008 are believed to include a number of
opportunistic real estate funds as well as
buyout, mezzanine, venture capital and other
pure private equity vehicles.

It gets harder when it comes to Specialised
Investment Funds, the regulatory regime for
alternative investments that was introduced in
February 2007 and had attracted just under
500 new funds by the end of June. The
statistics for SIFs are complicated by the
inclusion of institutional funds created under
predecessor legislation of 1991 that have been
incorporated into the new regime.

Overall, the total number of such funds

grew from 222 with assets of EUR80.5bn at
the end of January 2007 to 716 funds and
assets of 128.7bn by mid-2008. How many of
the these funds follow private equity rather
than hedge or real estate strategies is largely
educated guesswork, although Alain Kinsch,
head of private equity with Ernst & Young in
Luxembourg and armed with knowledge of
his firm’s audit clientele, estimated that
around one-third of the new launches over
the past 17 months are probably private
equity funds of one stripe or another.

There are further “known unknowns” in
Luxembourg’s statistics, including the number
of funds created under Part II of the fund laws
of 1988 and 2002, legislation principally
designed to implement successive Ucits
regimes, that are in fact alternative investment
vehicles. Even more pertinent for private
equity is the number of financial participations
companies, or Soparfis, which have been

I N D U S T R Y

LUXEMBOURG Private Equity Wire Special Report Aug 2008 www.privateequitywire.co.uk | 12

Service providers
adapt to demands of
private equity industry

By Simon Gray



used to establish private equity funds and are
even more popular as intermediate
transaction vehicles, but which as unregulated
entities are not counted by the CSSF.

Counting funds is hard; counting assets is
even harder. “The CSSF publishes numbers
for Sicars but only provide the net asset
values of the various entities, not the
commitments, and as many of these entities
are quite new, it’s hard to say [how large
they will become],” Kinsch says. “The typical
size of funds is between EUR100m and
EUR300m, which is relatively small. There are
a handful of billion or multi-billion euro
Sicars. European Capital has launched a
EUR2bn mezzanine Sicar, but the market
share in smaller funds is probably much
higher than for larger funds.”

What seems beyond question is that
Luxembourg’s private equity market is growing
rapidly, with service providers reporting steady
increasing inflows of new business even as
the credit crunch has started to put a serious
crimp into the activities of the global private
equity industry, certainly those areas most
dependent upon borrowing. But arguably the
grand duchy’s offering of regulated private
equity structures may be best placed to thrive
in the new environment.

Kinsch reports, unsurprisingly, that the
impact has been greatest on IPOs and larger
buyouts, where fewer transactions are taking
place. “Some players have been more affected
than others, but acquisitions have been
postponed and for the most part private equity
houses are focusing more on managing
investments already in their portfolios,” he says.

“For the fund business there’s been
almost no impact because most Luxembourg
funds tend to be smaller and don’t use much
leverage. Their business model is to find

good companies and increase their value.
For them the credit crunch is not much of an
issue, and for some, like the mezzanine
players, it’s a good time to be around.”

Kinsch argues that the private equity
model has not been called into question by
the credit crunch, although it might
experience more difficult times over the next
year or two. “We will see more regulation of
private equity, most of it probably self-
regulation, like the European Venture Capital
Association code of governance and
valuation rules,” he says.

“The increasing focus on regulation is an
advantage for Luxembourg, because we
have a lightly regulated vehicle that other
jurisdictions don’t, but also because we have
in the CSSF a regulator that is extremely
flexible and has created a separate private
equity department. A promoter coming to
Luxembourg can go to the regulator and
deal with someone who does nothing apart
from private equity.”

It’s not only the regulator that is creating
dedicated resources to serve the industry.
Although Luxembourg is home to a vast
number of fund administrators – many banks
and asset managers still service their own
funds – those firms that have ventured into
the servicing of alternative investments are
finding that the skills, processes and
requirements involved are so different from
those of traditional Ucits funds that it makes
more sense to build dedicated teams for
other asset classes. They are also finding
themselves under challenge from new
competitors that specialise in alternative
funds or specifically in private equity.

“In the beginning the business was
dominated by established administrators, but
there has been an evolution and now we are
seeing more specialists,” Kinsch says. “At
first the traditional mutual fund administrators
tried to use their traditional value and
production chain, including the transfer
agent, custodian and domiciliation agent, but
they found that wasn’t the way private equity
works. Now about 10 players have decided
to create a separate, standalone business
within their company; at least one has
rebranded the business.

“The traditional players have reached the
stage where they need to be serious about
the business and recognise that private
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The servicing of private equity and property
funds is becoming an increasingly important
area of business for CACEIS, the investor
services joint venture between the Crédit
Agricole group and Natixis, the corporate
and investment banking subsidiary of
France’s Caisses d’Epargne group, thanks to
a mix of external clients and business from
within both Crédit Agricole and Natixis,
which is heavily involved with real estate and
infrastructure funds.

Historically CACEIS in Luxembourg has
provided services to private equity funds
such as Mangrove Capital Partners, best
known for its early investment in Skype, but
this area of activity has been relatively low-
profile since many of its clients came from
within the group. However, private equity
work has become a more prominent area of
business for CACEIS since its recent
acquisition of Olympia Capital, an alternative
fund administrator active in the US, Canada
and Bermuda.

Today CACEIS has a team in Luxembourg
focused on serving a private equity client
base that is already substantial as well as an
even bigger pipeline of prospective business.
It helps that Luxembourg, with its
introduction of the Sicar risk capital vehicle
in 2004 and especially the Specialised
Investment Fund regime last year, has put
itself firmly on the map as a European centre
for private equity structuring and servicing,
with an attractive legislative and regulatory
framework and a growing array of
experienced and expert service providers.

Skills are an important factor in the
development of the marketplace in general
and for individual providers such as CACEIS.
While private equity servicing has some
similarities with traditional fund administration
and this is an obvious area for recruitment, it
is also necessary to bring in other skills,
those provided by people with direct

experience in the real estate and private
equity world.

It also calls for experience in areas such
as corporate accounting and reporting in
IFRS, which is not widespread in the
traditional funds environment, expertise in
VAT treatment within the EU, and
understanding of the special purpose
vehicles used as holding companies within
the Luxembourg structure – a range of skills
often found in fiduciary services companies.

CACEIS in Luxembourg has around a
dozen client relationships and services about
40 structures – for instance, Crédit Agricole
Private Equity has three funds and four SPVs
as holding companies in Luxembourg – but
demand is growing constantly. This offers
the opportunity to select projects that offer
an attractive diversity in terms of the type of
investments and the way they are structured
– for example, direct or indirect investment,
funds of funds or funds of SPVs, investments
in partnerships or purely direct holdings.

One new area is microfinance. The Crédit
Agricole group is launching a foundation in
Luxembourg in partnership with Grameen
Bank, which pioneered the microcredit
concept in Bangladesh in the early 1980s,
with a structure that will enable third-party
investors to become involved. CACEIS is also
dealing with clients making private equity
investments in renewable energy, within the
Kyoto Protocol’s framework for securitisation
of carbon contracts.

Alongside innovations such as investment
in wine stocks, which raises issues such as
managing warehouses and inventories,
CACEIS is active in servicing the growing
sector of infrastructure-type investments, a
category straddling the boundary between
private equity and real estate, where clients
buy or participate in the financing of
highways in Poland, a harbour in Egypt or an
airport in China. "
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equity is really different from mutual funds.
Then there are specialist firms that are
already very strong in alternative funds and
are trying to ramp up their activity in private
equity. Some of them are Luxembourg-based,
but others mainly from Guernsey and Jersey,
such as Mourant, Ipes and Aztec, have set
up operations here or are looking at doing
so. They tell us their clients are asking them
to have a presence in Luxembourg.”

The Luxembourg law firm of Chevalier &
Sciales, which specialises in alternative fund
work, often helps its fund promoter clients to
establish local service provider relationships.
“We provide a complete package,” says
partner Rémi Chevalier. “When a promoter
comes to us, we don’t just do the legal work
but negotiate offers from the bank and if
need be help the client to select a custodian
and administrator.

“It’s important to have the right provider –
for example, for small projects it makes no
sense to use RBC Dexia. We maintain good
contacts with different service providers in
order to be able to advise the client on the
best provider for their specific fund. But
service providers in Luxembourg are very
competent – we have never run into any
problems. One advantage is that many
administrators have been here for years. It’s
not a jurisdiction with a new fund law or
private equity vehicle where people set
themselves up as service providers without
any experience in the field. Investors and
promoters know that service in Luxembourg
is very good.”

Several providers have established one
specialist team to handle hedge funds, funds
of hedge funds and other funds of alternative
funds, and another for private equity and
opportunistic real estate funds, which share
various characteristics in terms of the way they
invest and their administration requirements.

Says Kinsch: “Opportunistic real estate
investment follows the private equity
operational model of buying something,
adding value to it and selling it. The revenue
model is capital gains-based and it is
sometimes called private equity real estate. It
makes sense for a private equity
administrator to offer services to these funds
as well because there are similar issues to
deal with, a limited number of transactions,
and it’s a customised business.

“By contrast the traditional real estate
business of core or core-plus funds is a
completely different business, where you
invest in buildings and hold them for a certain
period of time. The objective is not necessarily
to make capital gains but to obtain a good
rental income. You need different systems to
deal with a vast number of rental income
transactions and cash flows, and the
processes are much more industrialised. In
some respects this is closer to a mutual fund
than to a private equity fund.”

The Fortis group was one of the first
service providers to react to the passage of
the Sicar legislation in 2004 and Bernard
Tancré, general manager of Prime Fund
Solutions at Fortis Banque Luxembourg,
believes the group remains the leading
originator of Sicar structures. Fortis has
established separate administration teams
with their own infrastructure for different
asset classes, including a 20-strong group
for hedge funds, funds of hedge funds and
other alternative funds of funds, and about
10 people handling client relationships and
custody for direct real estate and private
equity funds.

“We have put these asset classes together
because of the similarities between them,
and the private equity group typically works
hand in hand with our colleagues at Fortis
Intertrust, because a lot of the work relates
more to company accounting than portfolio
accounting,” he says. “We realised
immediately that you couldn’t handle direct
private equity or real estate funds with the
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For many players in Luxembourg, private
equity activity began with its arrival in the
regulated fund environment with the launch
of the Sicar in 2004, but Fortis’s experience
goes back rather longer. Fortis Intertrust was
active in the market in the days when the
industry used unregulated structures such as
Soparfis, or financial participation companies,
but the creation of a regulated fund vehicle
for direct private equity investment opened
up a broader range of opportunities for the
industry.

Moreover, Fortis also has longstanding
experience in the industry as a specialist
provider of services to funds of private
equity funds, which from an administration
standpoint resemble funds of hedge funds
more than directly private equity vehicles
and tend to be structured as Part II funds
under Luxembourg’s mainstream investment
fund legislation rather than as Sicars.
Drawing on this existing experience in both
direct and indirect private equity investment,
Fortis was quick to react to the
opportunities offered by the Sicar to
become the leader in private equity
servicing in the grand duchy. 

Luxembourg is particularly attractive as a
domicile and servicing centre for private
equity vehicles because of the strength of its
reputation among investors of all kinds as a
centre for traditional funds, thanks to a well-
regulated environment and strong investor
safeguards. This has made the country not
only the main cross-border centre for
European fund distribution but a brand
name trusted by investors in Latin America
and Asia.

One reason Luxembourg was initially
slower than other centres to seek alternative

investment business was a reluctance to
jeopardise its image as a regulated
marketplace – hence the effort to combine
regulatory involvement with the flexibility
needed to be competitive with unregulated
vehicles in other domiciles and
marketplaces. 

Luxembourg certainly benefits from the
close interaction between the regulator and
the industry. The regulator has an open-door
policy and is always happy to discuss
specific proposals with industry members
and if appropriate offer a derogation to the
regulatory framework, but without
compromising the standards of investor
protection. This is very much the
Luxembourg way, and represents a
competitive advantage over other
jurisdictions. In addition, the country’s
network of double taxation treaties makes it
very attractive from the fiscal efficiency
standpoint.

The importance of regulation to
Luxembourg’s business model does present
a challenge for custodians to private equity
funds. Investors may know the risk of what
they are investing in, but they appreciate
the comfort offered by a regulated vehicle.
The fact that this regulation is applied in
part by the presence of a custodian brings
some responsibility in terms of oversight of
the assets.

Asset managers are happy to provide the
documents the custodian requires and to
comply with the processes it puts in place.
But in a new asset class, there is always
debate on how best to fulfil the custodian’s
obligations as a trustee for the fund’s
investments. To retain the confidence of the
market, there is no margin for error. "
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possible, with a mix of loans, direct
shareholding, a flow of dividends and a flow
of invoices between the different companies.”

BNP Paribas Securities Services also has
separate private equity/real estate and hedge
fund teams as part of its 600-strong
presence in Luxembourg. Chris Adams,
global product head for alternative funds,
says that in contrast to the traditional fund
business, the alternatives team cover all
aspects of servicing rather than farm out
different functions to dedicated departments.
“It is important to concentrate activities so
that individuals can ‘own’ a fund and its
promoters have one person to talk to,” he
says. “That is very important in the private
equity and real estate field, particularly with
SIF and Sicar structures in Luxembourg.”

Adams says Luxembourg and the head
office in Paris are pioneering a global
administration, accounting and regulatory
reporting platform designed to deliver
uniform levels of service and standards in
the group’s offices worldwide. “When
someone walks into a BNP Paribas
Securities Services office and with a
particular type of fund, we will have a single
servicing procedure,” he says.

“We will rely on industry standards
wherever relevant, such as EVCA standard
reporting for private equity and the Inrev
model for real estate, to offer a product that
is disciplined, controlled and scalable. There
won’t be service variations depending on
which location you go to, because we will
have pooled the intellectual capital across
the group. For example, clients who have
both Irish Qualifying Investor Funds and
Luxembourg SIFs want the same look and
feel of servicing model. They want
standardisation across the board.” "

same tools and methodologies as a normal
mutual fund. Where you have Part II funds
invested in real estate, as we do for a
couple of clients, that requires corporate
accounting skills and tools.”

Tancré is less sanguine about the impact
of the prevailing environment on the private
equity sector. “In current market conditions I
fear we will see a lot of projects that will not
take off,” he says. “A big difference between
traditional and alternative business is that you
have quite a heavy initial investment along
with the client. If you believe in their project
you jump in there with them. Sometimes you
will be successful and are able to set up the
project, sometimes it will not take off.

“There is a loss rate that you must try to
minimise. Sometimes the asset manager
cannot find the commitments they wanted or
appropriate investments, and in the end the
structure is never launched. At the moment I
don’t see a drop in the volume of demand
that is coming through the door, but we are
probably a bit more selective about the
viability of projects brought to us.”

Hervé Schunke returned to CACEIS Bank
Luxembourg earlier this year as head of
private equity and real estate servicing to
implement plans to expand the business he
had set in motion during a previous spell
with the bank. He now heads a dedicated
team of around 15 focusing on private equity
and real estate work and says CACEIS is
dealing with a pipeline of potential business
two to three times as large as its current
client base.

Schunke says that a crucial aspect of the
business – and one in which Luxembourg is
very well served – is tax planning. “We have
close contact with the offices of the Big Four
as well as specialist tax advisory firms such
as Atoz, who have a very good reputation in
the market,” he says. “We point clients
toward a selection of external providers in
Luxembourg who can help them structure
their projects.

“The intermediary vehicles in Luxembourg
are already established in terms of tax
treatment. They are vital to these projects,
because when you invest in a project in, for
example, Azerbaijan, it is important to put an
SPV in Cyprus and another in Luxembourg
to structure the flow of income in such a
way that there is as little as tax leakage as
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