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The Covid-19 crisis will impact the European fund industry in a number of ways, both 
short and long term. There may well be significant structural change to it as a result 
of the pandemic. The industry’s governance models are very likely to be part of this. 
There could be some important modifications made to those models in follow-up to the 
Covid-19 crisis.

This White Paper looks at cross-border governance 

models available to fund managers in EU 

jurisdictions. It examines whether these might 

change as a result of the pandemic and it asks 

if managers might find a more efficient way of 

operating in the post Covid-19 world ahead. 

Should managers, for example, focus more on 

their core activities in future? If so, should they be 

outsourcing more functions to specialist third party 

providers of those services? And does it still make 

sense for many of these managers to have their own 

management company or AIFM in the jurisdiction 

where their fund is domiciled? Or should they look 

to partner with a local third-party provider with these 

capabilities? Covid-19 comes on top of an ever-

heavier regulatory and reporting burden faced by 

managers in international fund jurisdictions, as well 

as increasing demands for more local substance.

The White Paper also raises the question of the 

governance challenges of adapting industry 

structures to what looks like being a different era 

ahead. We are only a few months into the pandemic 

and forecasting what the world will look in the 

years ahead should therefore be done with caution. 

Nonetheless, it appears to be very likely that air 

travel will be more difficult for some time to come. 

Jumping on and off a plane at short notice might not 

return for years. 

Background
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This will have a potentially hugely disruptive effect on  

the peripatetic structure of the asset management 

business in the EU. Should that be the case this 

would seem to be a good time, three months 

after the onset of the pandemic in Europe, to 

start discussing possible structural reforms to this 

business, in light of likely ongoing travel difficulties. 

After all, the European fund industry, with its large 

hubs in cross-border jurisdictions like Ireland and 

Luxembourg, would not be structured in the way that 

it is today if it were not for air travel. Air travel has 

been the oil in the EU fund industry’s engine. In the 

new world that we appear to be entering much of 

that travel is going to be difficult at best. 

If that is so then the industry will have to become 

less peripatetic. That means relying more upon local, 

specialist providers of the services that are required 

to be undertaken in the fund’s jurisdiction - and less 

upon people who need to fly in to supervise local 

staff from a head office. 

Although it is early days it would appear to be likely 

that changes made to practices in the EU’s major 

cross-border fund jurisdictions, as a result of the 

pandemic, will favour the development of local 

substance. But hiring people with the requisite 

skills and experience locally might not be easy. 

And transferring people from other offices will likely 

become more difficult too. Weekend commuting may 

not return for a long time to come.

The crisis provides this business with what might well 

be a one-off opportunity to have moment of reflection 

on questions like this. This is as unique as it was 

unexpected. The lockdown has afforded the industry 

the chance to pause and reflect for a change. It is a 

rare opportunity to have a really fundamental review 

of practices and structures. This opportunity may not 

last long. 

The main objective of this White Paper is to ask if 

better business models and structures might emerge 

in the period ahead as a result of this period of 

reflection - perhaps a European fund industry version 

2.00 might be around the corner?

Air travel has been the oil in the 
EU fund industry’s engine

The crisis provides this business 
with what might well be a one-
off opportunity to have moment 
of reflection
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Management company models

Speaking at an e-Seminar hosted by IFI Global on May 26 
Steve Bernat, a Founding Partner at ONE Group Solutions 
made the point that there are over 600 ManCos and 
AIFMs in Luxembourg. And as there are approximately 
450 ManCos and AIFMs in Ireland it means that there over 
1,000 of these entities in the EU’s two major cross-border 
fund jurisdictions. 

The vast majority of these are stand-alone operations, 
established as subsidiaries of managers whose global 
headquarters are elsewhere. In the post pandemic world 
will it make sense for more stand-alone ManCos to join 
third-party specialist providers of management company 
services? 

Speaking at the e-Seminar on May 26 Craig Blair, General 
Manager and Conducting Officer at Franklin Templeton 
in Luxembourg, suggested that the largest and longest 
established managers will stick with their stand-alone 
models. Brand is important to them. But for smaller 
managers and newer entrants into the market, those who 
have not gone that far in building their own infrastructure, 
using a hosting platform may well make sense for them.

Craig Blair said that newer entrants into the market 
have to think about the cost of set up and regulatory 
expectations around minimum substance – and they 
have to do this at a time when, in the post Covid-19 
world, market valuations will have likely come down with a 
consequent decline in revenue. 

He also made the point that even the largest players in 
the market may look to outsource more of their ancillary 
services to specialist providers. 

The drive by regulators for more local substance in the 
jurisdictions where funds are domiciled is a long-term 
industry trend. It means that more staff will be required at 
ManCos in cross-border fund domiciles like Ireland and 
Luxembourg. IFI Global’s publication the Tracker, which 

Even the largest players may 
look to outsource more of their 
ancillary services – Craig Blair 
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Evolution of AuM by type of ManCos (in billion Euros)

monitors ManCo development in these jurisdictions, 
estimates that a mid-sized stand-alone ManCo, post 
Brexit, will need at least seven staff to meet the regulatory 
bar. This includes highly remunerated individuals who are 
qualified to perform the critical risk oversight function, 
something the CBI and CSSF have become very focused 
on recently (and are likely become even more so in future, 
in the aftermath of this crisis.)

In these circumstances the question that many of those 
running stand-alone ManCos should ask themselves, 
during this time of reflection, is whether this would be a 
good moment for them to evaluate whether they should 

continue to go it alone – or whether they would better off 
being on a third-party hosting platform. 

A lot of asset managers will be questioning their models 
right now, said Mike Delano, a Partner at PwC in 
Luxembourg, who also participated in the e-Seminar. 
Managers have been seeing a squeeze in margins since 
before the crisis began and will be looking to outsource 
more functions as a result, he added. He said that they 
are asking themselves what can they outsource that they 
are not experts in. Managers want to focus on portfolio 

management and outsource much of the rest.

Source: PwC
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ManCo fees and due diligence

ManCo hosting platforms offer a wide variety of fee 
structures. Probably the largest single reason for this is that 
provision of ManCo hosting services is a very long way from 
being on a level playing field. 

For example, there are a number of platform providers 
that offer hosting services as a means of obtaining 
administration, fiduciary or other forms of fund servicing 
work. And it is noticeable that a number of M&A deals that 
have been done in the last few years was of independent 
platforms being acquired by fund administrators in that 
operate in the same alternative fund sector. 

Many platform providers take into account a fund’s 
complexity when determining their fees, although this is 
not universal. Equally many take part of their fees as a 
percentage of the fund’s AUM. Virtually all ManCo platforms 
have a remuneration model which is based on taking a 
percentage of their fees on the assets, said Mike Delano. 
But others do it just for a flat rate. The size of the fund is 
obviously critical to this. 

ONE does not charge a basis point fee on the assets of 
the fund as most do, said Steve Bernat at the e-Seminar. 

Instead they charge a transparent flat fee depending upon 
the workload of the fund.  

IFI Global’s research department has conducted a number 
of studies with investors and managers on third party 
ManCo hosting platforms. It believes it is the only research 
and media firm to have done this. It is clear that what 
matters most to those selecting a ManCo platform provider 
are the expertise of the senior staff and the functional 
capabilities of their platforms. The majority of managers that 
IFI Global has interviewed say that other factors in selection 
process are relatively insignificant in comparison with these 
two items. 

Expertise in the relevant asset class is critical. And 
technology is also becoming more important given the 
functionality that has to be done in the jurisdiction where 
the fund is domiciled and the ever-growing quantity of 
reporting that is required to be done with this. And demand 
for data will only increase, said Craig Blair at the e-Seminar.  
People will want more real time information, he added.
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Emerging governance challenges

Mike Delano believes that a number of things will change 

forever as a result of the Covid-19 pandemic. One of 

these is the amount of time that people will work from 

home in future, which presents a number of governance 

challenges. 

In Luxembourg this is a critical issue given that so many 

people who are making governance decisions on behalf of 

funds in this jurisdiction live in France, Belgium or Germany, 

said Eduardo Gramuglia Pallavicino, Senior VP at State 

Street Bank at the e-Seminar. 

Regulators and tax authorities from these countries will 

need to work with Luxembourg to ensure that the new 

workplace environment that we are moving towards 

doesn’t run into permanent establishment complications, 

particularly with regard to virtual attendance of board 

meetings. There is a large focus in BEPS on permanent 

establishment and some of this might need to be looked at 

again as a result of the likely new working environment that 

we are moving towards post Covid-19.

We are only at the beginning of this new Covid-19 era. 

A lot could change for the better, if a vaccine is found, 

or for the worse, if there is a second spike of cases later 

in the year. But either way, it appears likely that the crisis 

will require a fundamental review of fund governance 

practices – especially in EU cross-border jurisdictions. 

In these locations there has been a strong growth in 

local substance, especially on the alternative side of the 

business since AIFMD came in. But many AIFMs will be 

questioning their business models at present.

Steve Bernat said at the e-Seminar that there will be a 

revolution in fund governance following the Covid-19 

crisis. He thinks that it is a good thing that his firm, ONE, 

is a new entrant into the market. It means that they are 

not set in their ways; they can respond with flexibility to 

the challenges ahead. He sees this new and probably 

changed environment that the industry is entering as an 

opportunity.

Change will almost certainly be coming on a number of 

levels: at management companies, but also in terms of 

the development of structures as well as regulatory and 

perhaps fiscal reform to accommodate the new working 

environment. It would be a good thing if regulators and tax 

authorities got together to discuss this. That had not been 

necessary up until now. However, in future there will need 

to be regulatory and fiscal coordination.

There will be a revolution in 
fund governance following the 
Covid-19 crisis  – Steve Bernat
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Conclusion

Managers are unlikely to have a better opportunity to make 

substantial changes to their business models than they 

have at present. That is because the world is changing 

more quickly than anyone would have imagined was 

possible at the beginning of the year. As a result, how the 

EU fund industry is functioning in, say, 2022 is likely to be 

very different five years before.

The pandemic has arrived on the scene at a similar time 

to Brexit. Brexit, too, was an unexpected event that led 

EU regulators to require more local substance in the 

cross-border jurisdictions where funds of UK managers 

are domiciled. Covid-19 may well boost local substance 

requirements yet further.

In this rapidly changing world, the likelihood is that speed, 

flexibility, good technology and strong local substance 

along with real expertise will be the right way to go. Expect 

the unexpected.
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