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Luxembourg:New Growth Opportunities for
an Expanding Global Funds Industry

Whatare the keytrendscurrentlydriving developmentin private equity?

The evolution of the private equity sector during thelast four decadeshas been exponentialandis
currently valuedat approximately US$4 trillion globally. While the sector has faced many challenges
and opportunities during this time, there are a number of trends shaping the private equity industry.

CoVID-19

COVID-19 haspresented much uncertainty and many challenges to the global private equity industry and market
perspectives are mixed. However, this uncertainty has offered some private equity firms, who are fortunate enough
to have plenty of dry powder, or mayhave recentlycompleted large closings, a unique opportunityto investin
assetsatinteresting price points. It also affords private equity firms the opportunity to be closer to their portfolio
companies, investin businesses suffering from the pandemic and demonstrate added value by putting the sizeable
amounts of capital they have to work. It wouldnot be surprising, once the economicimpactof COVID-19 filters
through, to see private equitytaking a moreactiverolein the debt markets andcontinuing a trend, whichhas been
prevalent since the global financialcrisis.

Environmental. Social and Governance ("ESG")

ESG issues dominated the regulatoryand public arena prior to the outbreak of COVID-19and increasing numbers of
private equity firms have signed up to the United Nation's Principles of Responsible Investing. However, investor
appetite is gradually demanding further action onthe ESGfrontin light of growing recognition that performance
andvalue can beenhanced by the inclusion of ESG metrics. In the European Union, the European Securities and
Markets Authority (ESMA) has engaged with aresponse to the European Commission's consultationon the renewed
sustainable finance strategyand there is genuine regulatorymomentumin relationto ESG across the investment
management sphere. As such, private equity firms are coming underincreasedpressureto incorporate ESGfactors
into theirinvestment strategies.

Brexit

With the Brexit transition period terminating at the end of this year, private equity firms are keeping a very close eye
onthe progress of the negotiations between the UKand the EU. Although the outcome of these negotiations
remains unclear, many private equity firms are considering their options with respect to ensuring the European
market remainsaccessible to themafter 31 December 2020 with some having already taken action by relocating
theiractivities.
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How is this playing outin the Luxembourg context?

Luxembourg remains a pre-eminent jurisdiction for private equity investment funds, with

unregulated funds (the majority of managers, however, areregulated under the AIFMD). These funds
typically invest viawholly owned investment vehicles or directlyinto the target. The structuring options available
to private equity firms are vast and varied and Luxembourg company lawallows shareholders or limited partners
to tailor the management and general organisation of such vehicles to their specific needs. Thefundvehicles
most commonly used for private equity include special limited partnerships and common limited partnerships.
Where partnerships are used as the fund vehicle, Luxembourg companylawallows for significant contractual
freedom, including inrelation to fund terms, aslong asfundamental civillaw principles are respected.

Luxembourg partnerships offer the level of contractualflexibility usuallyassociated with Anglo-Saxon
partnerships. They have proven to be extremely popular as pooling vehicles for private equity fund firms. With
respectto a portfolio company, limited liability companies are the preferred vehicle for private equity firmsdue to
theirunmatched flexibility and relatively low associated costs. With regardto unwinding anexisting structure or
exit strategies, private equity firms will find flexible, straightforward and time efficient optionsthat canbe
implemented in a cost effective manner by service providers. Therange and quality of specialised private equity
service providersin Luxembourg has also increasedmarkedly over the last decade or so.

The Grand Duchy of Luxembourg is an agile financial services centre thatis cognisant of the trends affecting not
only the private equity sector but also the broader financial services industry. It has continued to react
expeditiouslyin order to enhance product offerings, address unexpected challenges, promote sustainable
finance and ESG to ensure Luxembourg continues to be regarded as a leading private equity hub that is attractive
to EUand non-EU private equity firms and asset managers, most of whomhave established their EU hubs in
Luxembourg

How are these trendsimpactingyour organisation’s objectives?

Luxembourgis a leading European financial services centre and growth in the private equity sector

and, more generally, in the alternative space continues to be on an upward trajectory. The Maples
Group has a long track recordof providing top quality legal, fiduciaryand fundservices to private equity firms
across ourvarious locations. Weremain committed to ensuring that our Luxembourg office is a highly successful
Luxembourg lawpractice offering first-class legal, regulatory and tax services.

Furthermore, our fiduciaryteam has provided corporate governance solutionsto clients in this space for well over
adecade and our fundservices team hasextensive experience providing tailored fund administration solutionsto
Luxembourgvehicles. As such, the continued growth and developments in the private equity sector lend
themselves wellto the attainment of our organisation's objectivesand we play anactive rolein the industry in
Luxembourg.

As private equity firms examine how best to: (i) maintainand enhance their European presence andaccess to
European marketsinlight of continuingdevelopments with Brexit and third country passporting; (ii) embrace ESG;
and (iii) capitalise on opportunitiesand address challenges presented by the pandemic, many have committed to
Luxembourgas ajurisdiction fromwhich theyoperate andwe willcontinue to supportour clientsin this regard.
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Whatimpacthastherise of covenant-light deals had on the private equity sectorin
Luxembourg?

The use and number of covenant-light deals in Europe has increased over the last number of years.
In Luxembourg, parties may agreeto a type of covenant-light arrangement, although this does not occur at the
same frequencyorto the sameextent as seenin the US context and certain minimum covenants are typically
requiredin orderto ensurethe arrangementis enforceable. Due to therelativelylow 'take-up'rate, the impact of
covenant-light deals has been negligible on the Luxembourg private equity sector.

Canyoudiscussthe main factorswhichwillleadto growthin private equityin
Luxembourg?Isthere anything that couldthwartthe path ahead?

Luxembourg has taken stepsto positionitself as Europe’s leading locationfor both private equity
fundvehiclesand asset-holding vehicles. Luxembourg partnerships—in particular the special limited partnership,
or SCSp, andinaddition (although to a lesser extent) the simple limited partnership, or SCS—have become the go-
to form of entity for private equity poolingvehicles, while private limited liability companies (or SARLs) remain the
preferred asset-holding vehicles for private equity fundsglobally.

Furthermore, theintroduction of the AIFMD-compliant Reserved Alternative Investment Fund (RAIF) regime in
2016 has added another available option, and this formis often usedby private equity sponsors for pooling
vehicles, especiallyin the context of pan-European (or global) marketing to professional investorsandin
instances where the pooling vehicle needs to be tax opaque.

Luxembourg alsobenefits froma strong economyandthe best credit rating (itis one of only elevencountries who
have earned a triple Aratingfrom all of the recognised rating agencies), aglobal reputation for investor protection,
good and predictablerule oflaw and a stable political regime where traditional political parties and policy makers,
regardless of their positionon the political spectrum, have workedtogether to ensure that Luxembourg remainsa
business-friendly politicalenvironment, conducive to welcoming decision-makers and entrepreneursand have
fostered a well-educated, multi-lingual and diverse workforce. The Luxembourg taxframework is also regarded as
one of the most stable and rewardingin Europe for companies, their shareholders and their employees and
corporate laws and regulations are modern, flexible and competitive.

Growth inthe private equitysectorin Luxembourgmay to a certainextent, be impeded by the current environment
as private equity deals move at a slower pace in lightof the inherent uncertainties. However, the nature of COVID-
19 meansthatall areas of the global economyhave beenaffected and the private equity sectorin Luxembourg
and across the globe is no exception, however itis certainlymore robust than most.

Givenreal estate canbe expectedtostruggle due tothe pandemic,what changes
areyou seeing inthemarkettoaccountforthis?

At the time of writing, there have beenno new legal or regulatory changes in this context. While itis
expected that certain segments of the real estate market (specifically retailand office) will continue to feel the
effects of the pandemic, it has beenaboonto others (like logistics).

Canyououtline the primary challenges facing private equity clientsin Luxembourg
atthe moment,andhow your services are helping them overcome these
difficulties?
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COVID-19 was unprecedentedand has clearlybeenthe largest challenge the private equity sector has faced this
year. While markets have been hit by downturnsand recessions in the past, this rapidly changing situationis
presenting challenges for private equity firmsand private equity fund vehiclesglobally. The nature of the
pandemic, theduration and the ongoing uncertaintymeansthat aforecast on the outlook for the global economy
isalmostimpossible and continued uncertaintyaround the long-termimpact that it will have on the global
markets will unfortunately continue for the foreseeable future.

Equally, responsible investing, widely understood asthe integration of ESG factors into investment processesand
decision-making, hasfast becomeanintegral part of the conversation between private equity firms and investors.
With the focus on ESGissues growing, certaininstitutional investors actively pursuing the agenda on sustainable
and responsible investing and the introduction of a package of legal andregulatory ESG initiatives and measures,
private equity firms, if theyhaven't already done so, willhave to make a concertedeffort to integrate ESG criteria
into their business andinvestment decisions.

The MaplesGroup works with leading private equity firms and institutional investors in Europe, the Americas and
Asia and provides individual and tailored advice to all our clients on a range of issues including how to address
COVID-19related challenges impacting their business along with the implementation of ESGpolicies and
frameworksintotheir operationalinfrastructure. In addition, we regularly draft articles and client updatesand
present onarange of topics, including ESG. Wealso have a dedicated microsite available at
https://maples.com/esg, which is publiclyavailable and where we compile all of our ESG related publications and
resources.

Whatare the most significant developmentsyou expectwithin Luxembourg’s
private equity industryoverthe comingyear?

The challenges and the trends described above willcontinue to shape the private equity sectorin
2027andbeyond. In addition, the private equity industry willbe affectedby changes in the tax legislation (e.g. the
transposition of ATAD 2 and DAC 6 into Luxembourg law, regulatory developments around AIFMD and the resulting
obligations for market participants).

Whatare the key objectives overthe coming yearto ensure Luxembourg remainsa
competitive globaljurisdiction,particularyinterms of the private equity sector?

Despite a number of unknown variables that have the potential to upset the status quo, Luxembourg
remains a prominent and stable location for doing business in the EU and beyond. Itis Europe's leading private
equity fund centreand the secondlargest onshore private equity fund centre worldwide after the US. Nine of the
tenlargest private equity firms worldwide are doingbusiness out of Luxembourg. The government, the regulator
and industry remain committed to ensure that Luxembourg remains the pre-eminent Europeanlocation for
private equity fund firms.
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Whenitcomes to setting up a structure, Luxembourg's efficiency and ease of use within the civil law world is
exemplary. Itis possibletoincorporate companies within afew days and Anglo-Saxon style limited partnerships
invery short order, office spaceis readilyavailable and awide range of quality and specialised service providers
can provide all necessary services. Luxembourg company law offers a wide range of partnership and company
options for pooling vehiclesand asset holdingvehicles alike, eachflexible in their ownway, to allow the managers,
shareholders and limited partners to tailor the terms, management andgeneral organisationof suchvehiclesto
their specific needs.

Inorderto ensure that Luxembourg remains a competitive global jurisdiction, it will leverage upon its reputation as
a pragmaticlegaljurisdiction andits existing legalframework. The business-friendlyandstable politicaland
economic environment, coupled with the structuring options and workforce will also ensure that it can react
expeditiouslyto changes in the market as andwhen needed and continue to serve clients fromaround the globe
to the standards theyhave come to expect.

In Luxembourg, the Maples Group provides full service legal advice throughour independent law firm Maplesand
Calder (Luxembourg) SARL, which is registered withthe Luxembourg Bar.
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