FUNDRAISING IN THE EU: WHAT . YOU NEED TO KNOW

In the past US fund managers have been hesitant to look to the EU for new sources of capital and to diversify

their investor base. Many perceive it to be too complicated, and therefore do not pursue it. Although fundraising
abroad can present challenges, fund managers who follow the proper channels can realise great rewards. The EU is
increasingly becoming a popular choice for fund managers when considering alternative capital and can be accessed

in multiple ways.

In our view, there are three predominant reasons why US fund
managers look to the EU when considering alternative capital.

Firstly, many US managers consider Europe in order to diversify
their investor base from domestic US capital. Secondly, many
investors in the EU and Europe see the US markets as an attractive
investment proposition when analysing their portfolios for
diversification. The third reason is that there is an abundance of
European capital available for commitment to high performing US
fund managers.

Non-EU fund managers typically take one of three approaches
when thinking about how to access European capital:

1. The first approach is the National Private Placement Regime
(NPPR).

2. The second is through reverse solicitation.

3. The final approach is by establishing a fund within the EU and
accessing the Alternative Investment Fund Managers Directive
(AIFMD) marketing passport through an Alternative Investment
Fund Manager (AIFM).

EACH APPROACH HAS ITS BENEFITS AS FOLLOWS:

1. NATIONAL PRIVATE PLACEMENT REGIME

The AIFMD allows for third country based structures to gain access to
the EU domestic market through Member States’ NPPR, which non-
EU managers and structures have been utilising since the enactment
of the legislation in 2013.

The NPPR refers to the process of registering a fund for marketing
purposes in an individual EU jurisdiction. In this instance, the fund
manager will likely have good knowledge of European markets and
will have a targeted marketing strategy developed with regards to
their European investor base.

The fund manager then proceeds directly to those target European
countries and begins the regulatory registration process, which can
take as little as 24 hours to a three month process depending on the
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EU jurisdiction. There are some EU member states, like France, where
this is simply not a viable option due to local regulatory complexities.

The NPPR approach works extremely well for fund managers that
have targeted a smaller number of EU member states, maybe three or
four. Managers looking at more than half a dozen EU member states
may find that the cost and time of registration and de-registration
add up. A more suitable solution to managers who have yet to
identify their investor base would be to establish a parallel EU fund.
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2. REVERSE SOLICITATION

Reverse solicitation occurs where an investor directly approaches the
fund promoter, seeking information about a fund or wanting to
subscribe, having gained knowledge of the fund through an
independent source. Larger fund managers tend to have existing
relationships with European investors, so they may be able to
successfully raise capital using this approach.

There are a large number of fund managers that access European
investors through reverse solicitation as the approach is efficient and
offers the benefit of a lower cost. However, when using this option
fund managers need to have ample evidence to show that the Limited
Partner approached them and that the fund was not directly
marketed to them. In this instance, fund managers should consult
with their lawyers to make sure that they are following all the
necessary steps, and that the process has been properly documented.

3. FUNDRAISING THROUGH AN AIFM

The AIFMD is a piece of legislation that was introduced in Europe in
20173. Its purpose was to create a single set of rules for alternative
funds.

The fund industry has seen great success in the use of the UCITS
regime over several decades, and there was a desire to create a similar
single framework for Alternative Investment Funds (AIF) and
Alternative Investment Fund Managers to work in. This is what the
AIFMD has sought to do.

The AIFMD has been in place now for several years, providing industry
participants ample opportunity to fully grasp the fundamentals of the
regulation and sufficient time to consider appropriate operating
protocols. European regulatory authorities have also responded by
implementing regulation at a local level to ensure proper application
of the AIFMD rules. There has been a discussion recently about
revising the AIFMD, and 2022 is the current target for this project.

The AIFM refers to the regulated entity under the AIFMD that takes
responsibility for all aspects of the management of the AIF and
includes any asset class that one would not consider under the
definition of traditional securities (e.g. private equity funds, real
estate, private debt, fund of funds, and hedge funds). Liquid and
illiquid alternatives are all covered under this acronym.

The AIFMD is a structured way of managing alternative funds. It is
ideal for institutional type investors, such as insurance companies and
pension funds, where the investors prefer a structure that is very well
governed and the rules are clear.

An AIFM is the central concept of the AIFMD which allows an
investment manager with no physical presence in Europe to use the
AIFM'’s “cross-border marketing passport” by establishing a
relationship with an EU AIFM. In other words, the AIFM has the
permission to market funds across Europe on a very simple basis.

This is desirable for fund managers who wish to access multiple
European markets and they can utilise this by accessing an AIFM
(either setting one up or using a third-party AIFM). Once this is done,
the fund manager can notify numerous EU countries that they intend
to sell their product or raise money in their markets, through a single
notification to the EU regulator of the fund’s domicile. This is one of
the primary reasons for the AIFM’s existence.

The other main role the AIFM plays is the day-to-day management of
the fund itself. The AIFM typically handles everything involved with
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the management of the fund, including risk management, portfolio
management, distribution and fund administration. The AIFM can
retain these functions or delegate them to other service providers
such as fund administrators, depositary banks, etc, but has a duty to
retain overall responsibility for all functions. At the same time, it also
retains the ability to provide oversight on behalf of the fund
management clients.

As mentioned earlier, fund managers have two options for accessing
an AIFM. Option one is to set up their own AIFM. This can be a fairly
costly and onerous process, however the substance and technical
requirements to obtain AIFM licensing are significant. Fund managers
who are thinking about setting up their own AIFM need to understand
that it is a line of business all of its own and if that is the type of
business they want to be in.

Option two is to access a third-party AIFM. By signing up with the
third-party AIFM, the fund manager immediately obtains access to a
cross-border marketing passport. This gives fund managers the
opportunity to develop their EU-domiciled funds, to market them
and raise capital without committing too much capital or resources
to Europe itself. The fund manager also has access to high-quality
resources — people with hands-on portfolio management experience,
risk management professionals and governance professionals that
can also provide insight into the local compliance and regulatory
environment.

In taking care of all the day-to-day needs of the fund manager clients,
the third-party AIFM allows them to do what they do best: source
deals, raise funds and structure their portfolios. It also gives fund
managers access to top-level IT infrastructure. This is especially
important for larger funds, where heavy risk management protocols
are necessary.

Fund managers also have the option to consolidate fund services
providers, using their AIFM institution to provide fund administration,
domiciliation, depositary banking and other services.
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FUND STRUCTURES FOR ALTERNATIVE

INVESTMENT FUNDS

There are currently two popular structuring options under the AIFM. The first is a typical master feeder structure, shown on the
right side of the graphic below. The second, which we are seeing more often now, is the establishment of a parallel structure in
Europe that invests alongside a US domiciled fund, providing a route into this structure for EU investors.

OPTIONS FOR AN EU AND NON-EU AIF
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WHAT HAPPENS AFTER MARKETING?

Overall responsibility for the marketing and distribution of
a fund rests with the AIFM, with Distribution being one of
its core functions.

The typical approach applied by an AIFM to meet these obligations
involves an initial due diligence review and risk assessment of each
distribution intermediary. Ongoing monitoring is then undertaken
on each of these intermediaries through a combination of desktop
reviews, gathering of KPI's and on-site visits (the frequency and
extent of which are dependent on the intermediaries’ risk rating).

In many jurisdictions there is also a requirement for the AIFM to
issue a report to their local regulator at least annually, detailing
all distribution intermediaries within their remit. For example, this
report is filed with the CSSF in Luxembourg before the end of May
each year.
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EU FEEDER FUND STRUCTURE
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Considering the options listed above it is essential that fund
managers go through a deliberation process when deciding what is
important for their fund strategy. They must consider where they
want to acquire investors, where they are going to deploy capital, if
it makes sense to fundraise in Europe, and how easy or challenging
it will be to raise European capital.
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IND OUT MORE

The information above is excerpted from our recent webinar,

“p

rivate Equity Trends: Fundraising in the EU”, which you can

watch here.

JTC can provide a comprehensive, flexible and cost-effective
one-stop-shop solution for alternative fund managers needing to
navigate the requirements of the EU AIFMD.

To find out more about our services or raising capital in the EU
please contact Marie Fitzpatrick or Wouter Plantenga directly:

Global reach

Americas WOUTER PLANTENGA
ICS Head of Group Client Services

T. +1786 233 8717
E: wouter.plantenga@jtcgroup.com

UK MARIE FITZPATRICK
Senior Director - Fund Services

T. 4442038931013
E:  mariefitzpatrick@jtcgroup.com

oM Edinburgh

South Dakota

Switzerland

bi
Malaysia

T Singapore
Mauritius

Tmm Africa

@ — New Zealand
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ABOUT JTC

JTCis a publicly listed, global professional services business
with deep expertise in fund, corporate and private client
services.

Every JTC person is an owner of the business and this
fundamental part of our culture aligns us with the best
interests of all of our stakeholders.

Our purpose is to maximise potential and our success is
built on service excellence, long-term relationships and
technology capabilities that drive efficiency and add value.

We value shared ownership

> We operate around the principle that if our people have a stake
in the business, they will do a better job for our clients.

We value relationships

> We aim to work with clients who share our belief in the
importance of building strong relationships over time.

We invest in our people

> Over 83% of our employees hold a relevant professional
qualification or are working towards this through our dedicated
JTC Academy.

We embrace technology

> We operate a variety of best-in-class systems to deliver and
maintain an impeccable standard of administration and use
technology to innovate in both service delivery and efficiency.
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GOVERNANCE (ESG)

> Our environmental, social and governance (ESG) framework
has at its heart our culture of shared ownership and is informed
by our purpose, which is to help maximise the potential of
every client, colleague and partner with whom we work.

> We believe that we will thrive as a business by working in a
sustainable way, operating within constantly evolving legal and
regulatory frameworks, respecting the natural environment and
creating a positive impact for the communities where we live
and work.

> We understand the ESG risks and opportunities our clients face
and as a listed professional services business with expertise
across a wide range of sectors, geographies and asset classes,
we are ideally placed to support our clients with a range of
solutions that help them meet their own ESG commitments
and goals.
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For full details of those JTC Group entities that carry on regulated business and certain other JTC Group entities, please visit our website: www.jtcgroup.com/legal-and-regulatory
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