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Luxembourg:

your gateway to global

fund markets

By Jacques Elvinger, Gast Juncker and Michel
Mengal, Partners, Elvinger, Hoss & Prussen

Luxembourg remains the centre of the international funds industry. Jacques Elvinger, Gast Juncker

and Michel Mengal explain why.

Background

Luxembourg is the domicile of choice for a majority
of international asset management firms to set up
and service regulated investment funds.

Out of the world’s top 100 cross-border asset
management groups, 67 have chosen Luxembourg
as the jurisdiction in which to establish their
investment funds for global distribution.

Figures from the Luxembourg regulator show

that as of 30 September 2010 the assets under
management for Luxembourg regulated investment
funds stood at €2,083 billion.

Luxembourg-regulated investment funds
Luxembourg offers a business-friendly government,
regulator and fund industry profession, combined
with a unique political, economic and budgetary
stability. The country’s experienced, innovative and
multilingual workforce is available to structure and
set up funds, as well as deal with infrastructure and
support aspects.

These facts have made Luxembourg the number
one cross-border fund centre in the world (second
only in terms of total net assets to the United States’
(mainly domestic) fund industry).

The products include Undertakings for Collective
Investment in Transferable Securities (UCITS)
pursuant to the law of 20 December 2002 and
subject to coordinated regulation initiated at
European Union level. These offer high protection
to retail investors. Leaner and less regulated fund
products are also available for those investors that
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wish to operate in a less restricted environment with
greater structuring possibilities.

Specialised Investment Funds (SIFs) pursuant to

the law of 13 February 2007 are open to all asset
classes but are reserved for well-informed investors.
SIFs have remained extremely popular despite the
financial crisis, rising from 217 to 1144 between 2007
and 2010.

Risk capital investment structures — also known as
SICARS - require no risk diversification pursuant to
dedicated legislation.

The establishment of any of these investment fund
structures is subject to approval by Luxembourg’s
regulator. The recent trends in global asset
management following the financial crisis are
towards greater transparency and regulation

even for the institutional investor or HNWI and
Luxembourg UCITS and SIFs all offer this. The local
custodian and auditor for each regulated fund
structure can be chosen from among the world’s
top class service providers which have all set up
operations in Luxembourg.

UCITS Il and UCITS IV

Luxembourg UCITS funds were first created under

a law dating back to 1988. The aim of UCITS was to
offer safe and highly liquid investment products

to retail investors across the European Union

under a passport regime permitting cross-border
sales. UCITS has since then evolved into a globally
recognised brand with a focus on Asia and South
America. In Asia, a simplified registration procedure
has been recognised by authorities in Hong Kong,
Taiwan and Singapore.
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UCITS are currently subject to a regime called UCITS
Il which, since 2002, has permitted investment

in deposits, money market instruments, other
investment funds and derivatives to be offered in
a UCITS wrapper. Funds can be set up as UCITS
funds with investment policies which range from
traditional long-only equity and bond strategies
to alternative investment strategies providing
derivatives exposure to commaodities, property or
replicating at least partially traditional hedge fund
strategies.

In 2009, the final text of the UCITS IV directive was
agreed at the European Union level and is required
to be implemented in the national legislation of

the member states by 1 July 2011. UCITS IV aims to
improve the efficiency of the existing framework and
again further enhance investor protection. UCITS IV
will permit management companies in one member
state to manage UCITS in other member states and
again increase the organisational requirements for
management companies. UCITS IV will also aim to
reduce time to market by improving the notification
process between different member states. Investors
will be able to use UCITS structures for cross-border
mergers and master-feeder arrangements.

It is hoped that these measures will increase

the efficiency of the European investment fund
landscape by reducing the number of different
structures used. Finally, the introduction of the key
investor information document (KIID) will aim to
improve investor information by providing an easily
accessible and readable, short and informative
document to the investor.

Non-UCITS structures will be subject to new
legislation which will be developed and
implemented pursuant to the Alternative Investment
Fund Managers Directive (AIFMD)

Luxembourg investment funds and China

--3QDIl schemes: Under the Qualified Domestic
Institutional Investor (QDII) schemes, fund
management groups can use Luxembourg funds
to provide their international client base with
exposure to the Chinese financial markets.

---»Memoranda of Understanding: Following
the signing of Memoranda of Understanding

with both the China Securities Regulatory
Commission (CSRC) and the China Banking
Regulatory Commission (CBRC), the QDII
schemes now permit banks, fund managers
and securities firms to promote schemes
incorporating Luxembourg UCITS (as well as
certain other fund structures) in China.

Despite the unfortunate timing of the launch of the
first QDII schemes using fund structures (just before
the financial crisis), those Luxembourg-regulated
funds which are managed by the most recognised
asset management houses should remain the
preferred wealth management products for Chinese
retail and institutional investors.

Luxembourg aims to become the favourite
jurisdiction of Chinese banks and asset managers
looking to establish investment funds and sell their
unique experience in the Chinese and Asian markets
to investors worldwide. In recent years, Luxembourg
has seen increased interest from asset managers
from emerging countries (including China, Russia,
India and Brazil) to create UCITS structures in
Luxembourg.

The Luxembourg UCITS is on track to become the
go-to structure for the creation of global business
opportunities for Chinese asset managers and
banks.
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