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US Managers: How to access capital and market funds in Europe
Managers seek to broaden their investor base more easily and for greater value
— but regulatory restrictions and business economics make it impossible for
any one partner to serve all markets on their own. While gaining entrance to
the European market with a fund marketing passport is relatively easy,
attracting fund selectors and institutional investors is not. To gain access to
European capital, allying with the right partners is key.

Due to the increasing regulation and perception of investors,
distributing and marketing a non-EU fund is getting increasingly
difficult, if not even impossible. Still, there are good reasons to target
European capital for US Managers if they wish to grow in size and
global presence. Especially institutional investors have a preference
for US-based hedge funds. Known as the hub of the hedge fund
industry, US fund managers often show attractive track records and
investment experience and offer funds which are at the forefront of the
asset class.
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infrastructure have increased the demand for transparency and
security; consequently the requirements on regulated vehicles have
also changed. UCITS (Undertakings for the Collective Investment of
Transferable Securities) have been successfully established as a
trusted brand not only in Europe, but worldwide. The related
distribution passport has contributed greatly to this successful
establishment. UCITS is the investment regime of choice for many
investors globally, who are attracted by its regulated format and the
transparency and liquidity that it offers.

The alternative to setting up a UCITS would be to launch an
alternative investment fund (AIF) under the Alternative Investment
Fund Managers Directive (AIFMD). This has reshaped fund
management and marketing regulation, most radically due to its “one-
size fits all” approach to alternatives. The AIFMD applies to fund .
managers and all funds that are not covered by the UCITS directive Richard L. Shamos

and are managed, domiciled and/or distributed within the European _ Counsel
Union — like hedge funds, private equity funds, property and Sadis & Goldberg LLP

commodity funds, amongst others.

The AIFMD prescribes corporate-level risk management and governance by asset managers,
including through a manager and depositary, creating an EU regulatory framework for AlFs and their
Alternative Investment Fund Managers (AIFMS).
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Investors preference for EU fund structures

Raising capital from European investors still depends on the strategy of each investment adviser as
well as the fund structure and types. Managers with traditional equity or debt strategies might find they
can take advantage of the UCITS brand without significant changes to their strategies, while those
pursuing highly specialized alternative strategies, including direct lending and private equity, will find
the AIF regime amenable to a number of sophisticated partnership structures.

“Choosing the right structure for the investment strategy is key for
managers seeking to diversify their clientele in the
global markets and meet investors’ needs.”

EU domiciled UCITS funds and AlFs have access to a marketing passport that allows them to
distribute across the European Union. Due to investor preferences for these highly regulated vehicles,
an increasing number of US managers are setting up their existing investment strategy — be it a
Delaware 40 Act fund, British Virgin Island (BVI) or Cayman fund structure — alongside an EU
domiciled fund. While managing two products that follow the same strategy and invest in parallel
creates additional costs, the increased marketability of the fund in Europe often outweighs this burden.

Finding the right partner in Europe

Setting up an EU-domiciled fund requires appointing a European-based management company,
generally either as a subsidiary of the US manager or as a third-party service provider. Given that
launching a product independently and setting up a separate management company can be an
expensive and resource-intensive process with a high level of complexity, many investment managers
outsource these responsibilities to an external management company and concentrate on their core
competencies: asset management and return generation.

The majority of emerging managers developing their business in Europe therefore select a third-party
service provider or a management company platform in order to meet their AIFMD or UCITS
compliance obligations for their investment strategies. External management companies and platforms
provide a relatively fast and cost efficient solution to European compliance, and managers do not have
to commit to large amounts of capital and resources to establish such structures. External
management companies provide services like risk management oversight, while the portfolio
management function would be delegated to the US investment adviser.

An overview of the UCITS or AIFM platforms available on the market reveals that independent or
boutique platforms are often predominant. Such independent service providers have gained in
popularity and have been successful in attracting and retaining new managers and funds. Boutique
service providers provide a high degree of flexibility when structuring an investment solution for clients,
providing managers with access to structures designed for an array of strategies, from long/short
equity investment to direct lending and private equity.

Creating easy access for investors to multidisciplinary, local and regional investment strategies
through a single global platform under internationally recognized regulatory standards like the AIFM or
UCITS regimes can aid a manager’s expansion. In addition, management company solutions enable
managers to take advantage of existing resources in Europe, such as middle office and back-office
functions to potential capital introduction services. While gaining entrance to the European market with
a fund marketing passport might be a relatively easy project, attracting fund selectors and institutional
investors is not, and having the right partner can make all the difference.
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Facing the challenge of successful fund distribution

The question of how to engage efficiently and successfully with institutional fund buyers and fund
selectors is more important than ever as the value chain of fund distribution is shaken up. Increasing
pressure from risk and audit departments, cost saving and efficiency requirements, as well as a
shortage of time and centralized decision-making underpins the importance of streamlined operations
and easily accessible information. Furthermore, digitalization continues to transform the asset
management services sphere. The demand for lower operational costs and information on an ever-
changing environment requires an enhanced level of interaction and communication. This will further
increase in the future, making easily accessible information and transparency essential for fund
selectors.

Getting access to a global distribution network consisting of placement agents, capital introduction
firms, lead and event providers, consultants and last but not least investors themselves is crucial.
Together with selected partners, asset management firms can then develop and optimize their fund
distribution approach in a smart, practice-focused and cost-efficient manner.

Platforms for UCITS funds and alternative investment strategies that offer access for independent
regional and local managers to a multinational platform of global investors will continue grow in
importance to markets in the future.

About LRI Group

LRI Group is a leading independent investment services company based in Luxembourg. It provides asset managers and
investors with nearly three decades of experience in structuring and administration of traditional and alternative investment
strategies. Established in 1988, LRI Invest S.A. acts as Super Management Company (Super ManCo) being authorised as
Alternative Investment Fund Manager (AIFM) and as UCITS Management Company in Luxembourg. Through LRI Invest
Securitisation S.A. it also operates a securitisation platform for a variety of alternative investment underlyings for institutional
investors. With LRI Depositary S.A. it also provides depositary services and can act as Register and Transfer Agent for
alternative investment funds. LRI Group has about EUR 10 billion in assets under administration and 100 staff. For more
information please see www.lri-group.lu

Sadis & Goldberg LLP

Sadis & Goldberg LLP is a leading New York based law firm focused on delivering sophisticated and creative legal solutions in a
highly professional manner. The firm maintains a diverse, business-oriented practice focused on financial services, litigation,
corporate, real estate, regulatory, tax and estate planning. Sadis & Goldberg’s Financial Services Group represents several
hundred investment advisers and related investment entities, including hedge funds, private equity funds, venture capital funds,
real estate funds, buyout funds and commodity pools. The firm routinely counsels investors, as well as negotiates investments
in funds and is familiar with trends of such investments. We additionally provide regulatory and compliance advice and
representation in connection with regulatory enforcement proceedings involving the SEC, CFTC, U.S. Attorneys’ Office and
Federal Bureau of Investigation. For more information please see www.sglawyers.com

Important information: This medium contains information and assessments. It constitutes neither an investment advice, any
investment services nor the invitation to make offers or any declaration of intent. This medium serves for information purposes
only. A decision upon the acquisition of a product shall be made by applying the respective prospectus as well as the complete
sales documents in consideration of the respective risks as well as tax and legal consulting. The validity of the provided
information is limited to the date of preparation of this medium and may change in course of your objectives or in course of other
reasons, especially the market development. The source of information is reliable, however we cannot guarantee the validity
and the actuality of the provided information. Historical information cannot be understood as a guarantee for future earnings.
Predictions concerning future developments only represent forecasts. The brand name of LRI Group includes the legal entities
of LRI Invest S.A., LRI Invest Securitisation S.A. and LRI Depositary S.A. The relevant legally responsible entities, which offer
products or provide services of LRI Group to clients, are named in the relevant contracts, marketing documents or other
product-specific information. The information contained herein was prepared by LRI Group and Sadis & Goldberg LLP for
general information purposes. Its content should not be construed as legal advice, and readers should not act upon the
information in this information without consulting counsel. This information is presented without any representation or warranty
as to its accuracy, completeness or timeliness. Transmission or receipt of this information does not create an attorney-client
relationship with Sadis & Goldberg LLP. Electronic mail or other communications with Sadis & Goldberg LLP cannot be
guaranteed to be confidential and will not create an attorney-client relationship with Sadis & Goldberg LLP.


http://www.sglawyers.com/
http://www.lri-group.lu/
http://www.sglawyers.com/

