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Introduction 

On October 1st, 2013, the European Securities and Markets Authority (ESMA) released its 

final guidelines on reporting obligations under the Alternative Investment Fund Managers’ 

Directive (AIFMD). These final reporting guidelines bring alternative investment fund 

managers (AIFMs) one step closer to compliance with the regulatory reporting aspects of 

AIFMD. The initial reaction on the Americas side of the pond appears to be a resounding 

screeching sound of alternative investment advisers cutting off any activities that could be 

deemed to be marketing into Europe, and thus falling within AIFMD. However US 

managers who wish to even roadshow their funds in London will have to comply with the 

reporting requirements of AIFMD. 

In Europe, AIFM’s are busy preparing to apply for authorization from their home regulator 

(which must be obtained before 22nd July 2014). These managers are extremely active on a 

number of fronts – including selecting and appointing a depositary, putting in place 

internal AIFMD policies and finalizing how they will approach the new regulatory reporting 

requirements. 

This white paper gives a brief overview of AIFMD, and explores some of the data 

challenges provided by the final reporting guidelines. In addition, we will discuss why 

taking a unified, global approach to compliance reporting will lead to the most time and 

cost efficient process and, more importantly, will reduce the risk of inconsistent reporting 

across the adviser’s various compliance obligations.  

Overall, sound compliance with AIFMD could provide the AIFM with significant benefits 

both operationally and from a competitive perspective. 
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Non-EU AIFMs managing or 
marketing AIFs in the EU 
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AIFMD overview 
Similar to Form PF in the United States, AIFMD was enacted with the goals in 
mind of reducing systemic risk and enhancing investor protection. The Directive, 
conceived after the global economic crisis in 2008, came into force across the 28 
countries of the European Union (EU) on July 22, 2013. 

In practice, as of that date, AIFMD had been transposed into national law in only 
12 of the member states. However, all the main investment fund jurisdictions 
(including Ireland, the UK, Luxembourg and Malta) had completed the 
transposition. Most countries within Europe have allowed a one year transition 
period to allow AIFMs to implement AIFMD. This must be completed by July 22, 
2014. In a significant ruling in August 2013, ESMA has allowed EU firms that have 
obtained AIFM authorization in a member state to utilize it in other countries 
that have not yet transposed the AIFM. 

Who must comply with AIFMD? 

The Directive applies, in differing scope to: 1) European AIFMs of alternative 
investment funds (AIFs) domiciled in the EU and elsewhere; 2) non-EU AIFMs 
managing EU AIFs; and 3) non-EU AIFMs marketing non-EU AIFs in the EU. 

The term “marketing” can be broad in scope and therefore have a significant 
global reach. Many non-EU AIFMs have come up with various strategies in order 
to avoid marketing under AIFMD, such as reverse solicitation strategies, only to 
find that their activities were in fact deemed marketing and within the scope of 
AIFMD. This type of non-compliance can be exceptionally costly, given that the 
AIFM’s investors would be granted rescission rights as a result – effectively a put 
option to recover the full value of their investment. 

Next steps for AIFMs in scope of the Directive: Authorization 

Starting from July 22, 2013 the Directive requires any European AIFMs to apply 
for authorization by a competent authority in the EU by July 22, 2014 and to 
comply with the full scope of AIFMD by this date in order to continue to manage 
or market their EU AIFs in the EU.  

Non-EU AIFMs managing or marketing AIFs in the EU would need to continue to 
comply with each member state’s national private placement regime (NPPR) 
where the AIFM is marketing or conducting business.  

Commencing in the second half of 2015 (with timing subject to a review and 
decision from ESMA), non-EU AIFMs may also submit an application for 
authorization by a member state of reference (MSR).  

The choice of MSR country is guided by various factors and would generally be 
the country where the AIFM has the largest degree of activity (this will often be 
the UK - due to the concentration of hedge fund activity in London). The AIFM is 
then required to appoint a legal representative in the MSR to act as a point of 
contact for the regulating authorities. This legal representative will perform the 
compliance function for all AIFMD requirements. 

The authorization application process 
The information to be provided on the application is prescribed under the 
Directive, and requires information about both the AIFM and the AIFs it manages. 
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These application forms are now available from the main EU fund regulators 
including the FCA in the UK, the Central Bank of Ireland (CBI) and the CSSF in 
Luxembourg. Once submitted, the regulator has three months to approve the 
application.  

The information requested regarding the AIFM includes detail on the persons 
who effectively conduct its business, its shareholders and other stakeholders, its 
organizational structure, information regarding activities delegated to third 
parties and remuneration policies and practices. It also requests detail on how 
the AIFM intends to comply with its obligations under the Directive. 

For each AIF which it manages, information requested includes detail regarding 
investment strategies employed, depositary arrangements, legal structure, 
formation documents, and required disclosure to investors. 

The vast majority of AIFMs will be applying for authorization at the start of 2014. 
The FCA and the CBI have given respective dates of January 22nd and February 
21st for managers to submit their application to ensure they are fully authorized 
by the time the one year transition period ends on July 22nd 2014. 

The AIFM passport 

The advantage of EU authorization is that it gives the AIFM the opportunity to 
apply for a marketing passport, similar to the very successful UCITs passport, in 
order to freely market its EU AIFs on a cross-border bass within in all 28 EU 
countries. This in fact, will be the only way for authorized EU AIFMs to market EU 
AIFs to professional investors in the EU, as the current NPPRs will cease to apply 
for these activities. 

The marketing passport will be available from 2015 (provided that the timing 
does not slip) to non-EU AIFMs and non-EU AIFs provided that these entities 
comply with the full requirements of the AIFMD. 

National private placement regimes 

Until they become authorized in 2015, non-EU AIFMs managing or marketing AIFs 
in the EU are required to comply with each member state’s NPPR where the AIFM 
is marketing or conducting business. In addition, they are required to comply with 
certain AIFMD reporting requirements such as the annual report, disclosures to 
investors, reporting to national regulators, notification and disclosure of major 
holdings and obligations relating to acquisition and holding of controlling interest 
in non-listed companies. 

Non EU AIFMs should consult with knowledgeable counsel with respect to each 
member state it wishes to manage or market AIFs. Reliance on the member 
state’s NPPR may not be possible unless such EU member state: 1) has a co-
operation arrangement in place between it and the 3rd country (i.e. non-EU) 
home jurisdiction of the AIFM covering AML regulations and OECD taxation 
agreements, and 2) the country where the AIF is established is not listed on as a 
non-cooperative country and territory by the OECD’s Financial Action Task Force 
on anti-money laundering and terrorism. EU AIFMs marketing non-EU AIFs need 
to assure cooperation agreements are in place prior to marketing those AIFs in 
Europe as well. 

The NPPRs will continue in parallel with the passport regime from July 22nd, 2015 
until 22 July 22nd, 2018. In 2018 the national regimes are slated to come to an 
end, subject to ESMA’s opinion on the functioning of the passport regime.  



  

At such time, all non-EU AIFMs wishing to market or manage AIFs in the EU must 
be authorized by a member state of reference and be in full compliance with 
AIFMD. 

Registration regime for smaller managers 

The Directive provides for a less onerous path for smaller managers in lieu of the 
authorization process above. AIFMs with assets under management of less than 
100 million Euros (including leverage) or that manage AIFs with at least five year 
lock-ups and less than 500 million Euros in unleveraged assets can apply for a 
lighter “registration” regime. The AIFM passport is not available under this 
regime, however, an opt-in procedure is available that would allow small AIFMs 
to apply for a full AIFM license. 

AIFMD ongoing reporting requirements 
For AIFMs and AIFs in scope of the Directive, there are four key aspects to 
prepare for: 

• The implementation and tracking of policies and procedures that will need 
to be followed to be AIFMD compliant 

• The periodic investor transparency reporting requirements 
• The annual report 
• The periodic reporting obligations under Articles 3(3)(d) and 24(1), (2) and 

(4) of the AIFMD 

AIFMD compliant policies and procedures  

AIFMs subject to the full AIFMD regime will need to complete a close analysis of 
their current policies and procedures to make sure these are in full compliance 
with the Directive. AIFMD requires over 30 of these policies to be demonstrably 
in place at the AIFM before their national regulator will approve their application 
for authorization.  

Many consulting firms offer checklists and assistance with review and revisions. 
Technology can be very helpful to this end in organizing a compliance platform 
that includes checklists, calendaring and document management tools. 

The requirements themselves are generally aimed to achieve best practice in 
safe-guarding client assets, avoiding conflicts of interest, providing minimum 
levels of transparency, and assuring proper internal controls. Many of these 
policies may already be in place within the AIFM, but if not, are likely to improve 
general operational practices once implemented. 

The requirements include policies and procedures around: 

• Minimum capital and insurance 
• Remuneration 
• Mandatory risk management 
• Liquidity management 
• Depository 
• Third party delegation 
• Valuation of assets 
• Conflicts of interest 
• Order handling and execution; and  
• Leverage 
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Investor transparency reporting requirements 

Under the Directive, AIFMs are required to make available to investors certain 
information before they invest in the AIF and upon any material change to that 
information. The Directive does not prescribe any specific format for delivering 
the information and fund managers will need to identify any gaps compared to 
current disclosure requirements. In addition, non-EU AIFMs will want to make 
sure their disclosures to non-EU investors are consistent so as not to risk 
providing inconsistent disclosures across their investor base. 

Information required to be disclosed to investors includes: 

• Objectives and investment strategies of the AIF 
• Identification of the custodian, prime brokers, auditors and other service 

providers and their duties 
• Pricing methodologies and valuation procedures 
• Fees charges and expenses borne by investors 
• A description of the AIFs liquidity risk management, including redemption 

rights 
• Descriptions of preferential treatment offered (such as by way of side letters) 
• The types of investors receiving preferential treatment 

• Procedures and conditions of issue and sale of units or shares 
• Most recent NAV or share price; and 
• Historical performance of the AIF  

Annual report 

The AIFMD contains annual reporting requirements and lists a minimum set of 
mandatory information to be provided for each EU AIF managed and non-EU AIF 
marketed in the EU. The annual report needs to be made available to the national 
competent authority (NCA – i.e. the national regulators) in each member state in 
which the AIF was marketed, no later than six months after the end of the AIFs 
fiscal year end. It must also be provided to investors by request. The annual 
report would be similar to the audited financial statements that the AIF is already 
producing; however, the Directive adds requirements such as disclosures 
regarding the AIFMs remuneration policies and remuneration paid to key senior 
personnel at the AIFM. 

Periodic reporting to national competent authorities 

On October 1st, 2013, ESMA released its final report on guidelines for reporting 
to NCAs under the Directive. The NCAs to which the guidelines apply must notify 
ESMA whether they intend to comply with the guidelines within two months of 
the publication. 

The guidelines released provided a significant amount of technical clarity to the 
reporting requirements including the full XML schema for electronic filing. With 
respect to data elements that would change on a periodic basis, the overlap 
between the AIFMD reporting and Form PF is approximately 50% - this 
assuming you are a large hedge fund adviser already filing Form PF on a quarterly 
basis. As U.S. SEC registered advisers familiar with Form PF know, the data 
scoping and gathering process will be a substantial exercise. 
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Advisers are collecting large 
amounts of data through 
various trusted systems that 
need to be aggregated and 
translated into the proper 
reporting schema. 

The most significant difference between Form PF and AIFMD is the depth of 
reporting for smaller advisers. With respect to Form PF, those advisers not falling 
under one of the “large” adviser categories only need file Section 1. However, the 
smaller advisers within the scope of AIFMD will now need to file reports 
requesting similar scope and complexity on par with the onerous Section 2 of 
Form PF – this will be a considerable adjustment for them. A due date of 30 days 
after period end (45 days for fund of funds) as opposed to 60 or 120 days after 
period end for Form PF filers will be another significant adjustment. 

Advisers with assets under management less than 1 billion Euros are required to 
file on a half-yearly basis. Those with individual AIFs greater than 500 million 
Euros assets under management, and those with AIFM assets under management 
greater than 1 billion Euros are required to file on a quarterly basis. Keep in mind 
that these are not “net” AUMs; the calculation, specified in Article 2 of the 
Directive, includes the value of all assets without deducting for liabilities. In order 
to take the leverage embedded in derivatives fully into account the AIFM will 
have to value derivatives at the equivalent position in the underlying assets, and 
not at the mark-to-market value. 

Data translation: Examining the details of 
periodic reporting 
In order to tackle the increased burden of regulatory reporting, advisers will need 
to take a global approach to compliance and implement a like-minded technology 
solution to assist.  

Form PF in the U.S. provided the turning point for larger advisers that had 
converted most large advisers off of spreadsheet solutions and into a reporting 
platform designed with compliance needs in mind. AIFMD will provide the same 
turning point for smaller advisers in scope of the Directive.  

The global compliance challenge can be viewed as a language. Advisers are 
collecting large amounts of data through various trusted systems that need to be 
aggregated and translated into the proper reporting schema. These could be the 
same types of data from multiple providers, such as multiple fund administrators, 
or different types of data that need to be brought together into one platform, in 
order to report out to various places. Across the various filing and reporting 
requirements, the classifications are not quite the same. Similarly, the data 
capture among similar data types vastly differs among different systems and 
service providers. It’s critically important to make sure that data reported across 
various requirements is consistent – thus crucial to have all final data aggregated 
into one database. 

What is the solution? Best practice dictates a system that can easily import and 
map to the common data structure needed for these multiple requirements. 
Early Form PF applications approached this mapping and translation process 
through customized technology that required a long implementation process. 
The next generation system provides a user interface to provide easy and clear 
mapping to the application’s language. 

The following provides a glimpse into the data challenges faced when tackling 
AIFMD and US based reporting:  
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Keep in mind that Form PF 
requires the 3 digit country 
code while AIFMD requires a 
2 digit country code.  

Sub-asset types 

One of the most complex exercises of all of the newer regulatory reporting 
(including CPO-PQR) is the classification into sub-asset classes. Form PF contains 
58 sub-asset classes that the fund’s investments need to be classified into, on 
both a long and short basis. It takes five different dimensions of data in order to 
translate into these categories – namely: investment type, sector, listed/unlisted, 
investment grade and country. Categorizing these on a repeated basis via 
spreadsheets is simply unwieldy to impossible.  

AIFMD on the other hand goes deeper - with 71 different sub-asset classes - less 
than 30% of which directly overlap with Form PF. The Directive’s sub-asset classes 
include a sixth dimension of data required to calculate: the maturity date of fixed 
income securities. CPO-PQR requests the highest granularity of all, with 
classifications into 120 different sub-investment types in order to translate the 
categories into the proper sub-asset types. 

The reporting requirements with respect to the funds’ transactions require a 
similar exercise. Form PF categorizes data into ten transaction classes, requiring 
four data types to classify, while AIFMD requires much more detail – five 
dimensions used to convert data into 28 sub-asset class types. 

To handle the data classification process, best practice dictates technology that 
allows a user to perform a one-time mapping of their data types in a simple user-
friendly manner and then uses the required logic to automatically categorize for 
all regulatory reports.  

Beneficial owners 

With respect to classifications of the AIFs beneficial owners, advisers will need to 
re-evaluate both their client onboarding process and the data classification 
schema for all of their investors. FACTA adds significantly to the granularity 
required to be captured. The Directive’s periodic reporting requires that these 
investors be divided into 14 different categories, while Form PF requires only 10. 
Form ADV looks at the classifications differently and requests additional 
granularity with respect to investors classified as fund of funds, and those 
classified as related persons. The core data needs to be captured to address all of 
this detail – but more importantly, needs to be seamlessly channeled into the 
correct classifications for reporting purposes. 

Other data challenges 

Another challenge to consider is “dirty data” – what happens when you have one 
file identifying your country as US, another as USA, and another as United States? 
Through a user interface mapping process you can connect all of those to the 
correct country with both its ISO specified name and the correct coding for XML 
filing. Keep in mind that Form PF requires the 3 digit country code while AIFMD 
requires a 2 digit country code. A good reporting application can easily handle 
this conversion process for you. 

Geographical regions require conversion as well – Form PF provides for 8 global 
regions while AIFMD specifies 13. Strategy types offer an additional challenge 
given the different types among regulatory reports, and the fact that most 
position reports don’t classify by strategy. However, effective technology can 
allow the user to map based on any identifier that would provide the needed 
logic. 



 
  

 Conclusion  
While the current global regulatory environment may seem unwieldy, it is certainly not 

unmanageable. The key to success will be implementing the right, flexible technology tool 

that gives the user the ability to organize, classify and map their data in order to obtain a 

single clean data set to flow into the various reports. Providing a user interface for this 

process eliminates costly, custom and time consuming technology configurations. 

Ultimately, this type of data organization will lead to increased controls and transparency, 

both internally and externally. Those advisers that manage this process well will have the 

significant advantage of the AIFMD stamp of approval and broader appeal to institutional 

investors. 
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