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| Executive summary

This paper is limited in its scope

and purpose. As such, it is intended

to present practical and actionable
advice to (principally European) fund
managers that will enable them to
simplify and automate their compliance
with certain key AIFMD requirements.

I.I' The AIFMD: scope,
requirements and entities

The Alternative Investment Fund
Managers Directive (AIFMD) [I] is
the most important and complex
regulatory process ever faced by
the alternative investment industry
in Europe. It is also the first and only
European legislation to date that has
intentionally targeted the alternative
investment business. The critical
milestones in the implementation of
the AIFMD are shown in Exhibit I
The AIFMD time line: significant
AIFMD dates (page 6).

The primary targets for the Directive's
rules and requirements are alternative
investment funds (AlFs) and their
managers (AlIFMs).

There is a third entity that is unique

to the design of the AIFMD: the
depositary. In the AIFMD paradigm, the
depositary is the custodian of the AlF
assets and is liable for them.

A diagram of the relationships among
these entities is shown in Exhibit |.

As this paper is not intended as a
comprehensive or definitive review
of AIFMD rules and requirements, we
will focus our discussion here on a
few specific areas to which a software
solution’s features and capabilities can
be directly applied, namely:

e Calculation of AuM

* Transparency to investors

* Segregation of tasks and
responsibilities

* Miscellaneous risk management
obligations

* Establishment of appropriate
valuation procedures

1.2 Key AIFMD provisions—
at a glance

In Exhibit 3 (page 9), the AIFMD Cube
provides a map to the provisions

and requirements of the Directive'.
This organized view is spread across
three sides of the cube (i.e., AIFMD,
AIFMD Conduct and Manager/
Depositary) and should be read in a
counter-clockwise direction, starting
with the AIFMD panel. The AIFMD
conduct panel (see Exhibit 4, page I 1)
should be seen as a set of drawers
containing the requirements of the
Directive.Verification of processes and
procedures, as well as maintenance

of their changes and auditability, is
required.

|.3 Impact of AIFMD

The Directive will, when fully
implemented, introduce a harmonized
European regulatory regime to AlFMs.
From early 2013 onward, all managers
will need to be authorized, adhere to
common transparency standards and
operational requirements and utilize a
new marketing paradigm. It will affect
not only AIFMs but almost every
participant in the European alternative
investment business.

As AIFMs work out new operational
strategies to meet requirements

of the new Directive, many will

seek assistance from third party
administrators (TPAs) and technology
service providers.Thus, this new

''See ESMA/2011/379 ESMA's technical advice to the European Commission on possible
implementing measures of the Alternative Investment Fund Managers Directive. ESMA.
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European investment landscape

highlights the need for cost-efficient
automated solutions.

l.4 How a software solution
can streamline many AIFMD
compliance requirements

For many AIFMD requirements,
especially those that impose the
heaviest data processing, reporting and
communication burdens, a software
solution has features and capabilities
that can make compliance easier, faster
and less resource intensive.

Exhibit 5 (page |3) shows the
reference model containing features
that apply to AIFMD compliance,
examples of which will be explained in
Chapter 4. These features include:

* CRM, fundraising, investor relations
and the ability to embed the deal
flow process, known as front office
activities

* Fund transaction management (fund
operations, valuations, notices), fund
holding management (investment
structure diagramming, payment
fund/company operations) and
portfolio management (cash flow
monitoring, valuation), collectively
known as middle office activities

Accounting, financial statements and
general ledger functionality, known as
back office activities

1.5 Examples of how a
technology solution speeds
compliance for AIFMs

[.5.1 Calculation of AuM

The AIFMD requires AlFMs to establish
procedures to monitor the total value
of AuM for each of its AlFs (except for
UCITS funds) on an ongoing basis.

A query builder tool makes AuM
calculation and reporting easy to
set up and run in a fully automated
fashion, even if an AIFM manages
several AlFs. A query builder is a

2|

dynamic tool that queries data related
to any object in the system to create
ad hoc reports. Queries may contain

a combination of static data and
calculated data such as multiples, IRR
and, of course, AuM.The data queried
with a query builder can be exported
to Excel® used in dashboards, accessed
via an Excel add-in and used by
reports designed with a reporting tool.
See Exhibit 6 (page 15) and Table |

(page 14).

The capital call process is closely
related to the calculation of AuM

and another area in which a software
system's features and capabilities can
streamline compliance for AIFMs. The
AIFMD requires AIFMs to ensure

that AuM reflects capital calls and
distributions (AIFMD Article 3, Level
2).A software system streamlines the
management of capital call calculations
and other fund operations in a flexible
and user-friendly tabular form with
standardized and customized views.

[.5.2 Transparency to investors

The transparency rules within the
AIFMD center around the annual
report that is required from every
AIFM.

A software system can automate
reporting with a large library of
standard reports and a custom
report builder, all of which integrate
seamlessly with both Excel and
Word®. When packaged with ILPA and
EVCA formatted reports, AIFMs can
be sure that they will also comply with
AIFMD rules. See Exhibit 7: Investment
structure diagram (page |6) for
reporting on various instruments.

Also, document management
capabilities can efficiently automate
the scheduling, generation, versioning,
validation, dissemination and retention
of all the reporting required under
the AIFMD. See Exhibit 8: Frontinvest
reporting capabilities (page 17).

Conquering Complexity in Achieving AIFMD Compliance



1.5.3 Segregation of tasks and
responsibilities

In order to comply with the Directive,
AIFMs must demonstrate separation of
functions and procedures to regulators.

A workflow engine makes it easy to
implement the four-eyes principle as a
safeguard against conflicts of interest
and violations of job segregation
rules. A workflow engine can create
completely customized workflows
without any programming simply

by using buttons and drop-down
menus. All steps in a workflow can be
specified and defined, including draft,
submission, approval and rejection.
See Exhibit 9 (page 18), Exhibit 10
(page 19), Exhibit | | (page 20) and
Exhibit 12 (page 20).

.54 Miscellaneous risk
management obligations

Under the AIFMD, AIFMs can delegate
certain functions to qualified third
parties, particularly in the case of
self-managed AlFs. These delegated
functions, and the depositary
requirement, involve inherent risk and,
therefore, demand an unprecedented
level of due diligence.

With this heightened focus on due
diligence, the streamlining and process
automation offered by a software
solution can save time and resources
while helping to ensure compliance
with the Directive.

A due diligence module centralizes all
the information necessary to prove
that adequate due diligence was
performed prior to any investment.

It documents deal flow for every
investment both graphically and in
formatted reports. See Exhibit |3

(page 21).
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[.5.5 Establishment of

appropriate valuation
procedures

The AIFMD requires AlFMs to
establish appropriate and consistent
procedures for each AlF so that a
proper and independent valuation
of the assets of the AlF can be
performed.

A software system has built-in
features and capabilities that enable
AIFMs to streamline the building of
valuation policies and procedures and
automate the valulation process for
all instruments and funds. See Exhibit
[4 (page 24), Exhibit 15 (page 25),
Exhibit 16 (page 25) and Exhibit 7
(page 26).

There are two parts to the valuation
process. The first is the Investee Portal,
which allows managers to automate
and standardize the retrieval of data
from investee companies. The second
part of the process involves taking

the data submitted by the investee
company and subjecting them to a
valuation operation.

|.6 Benefits for end users

With a software solution, AIFMs can:

* Establish required policies and
procedures easily and quickly with
the workflow engine

* Streamline and automate reporting
to investors and regulators using
Frontlnvest's pre-built reports and
powerful query builder

* Quickly establish and automate
procedures to monitor the total
value of AuM on an ongoing basis.
These procedures can ensure
compliance with the requirements
set forth in AIFMD Articles 2 and 3,
Level 2



* Quickly retrieve and disseminate

information on the identities of
direct and indirect shareholders who
have “qualifying holdings” and on the
amounts of those holdings

* Automate reports to investors on
remuneration

|.7 Conclusion

We believe this paper establishes the
following:

* Many areas of AIFMD compliance
place a great emphasis on the
capture, manipulation, and
dissemination of large amounts of
complex data

* A software solution has features
and capabilities ideally suited
to streamlining and automating
the process of achieving AIFMD
compliance in key areas, including
the following business activities:
- Valuation
- Risk management
- Capital requirements
- Transparency

- Private equity/real estate
("PE/RE”) fund management

When applied to calculation of
AuM, as required by the Directive,
a query builder, Excel add-in and
report builder can quickly and easily
automate compliance

When applied to transparency
requirements under the AIFMD,
pre-built and customizable reports,
as well as powerful dashboards,
make compliance easy

When applied to job segregation,
conflict of interest and due diligence
rules and requirements under the
Directive, a powerful workflow
engine makes it quick and easy to
build and document policies and
procedures

4

* When applied to the requirements
under the Directive to establish
proper valuation procedures,
embedded Excel and pre-built
Excel-based templates make
calculations and reporting easy and
reduce the entire valuation process
to a few clicks

1.8 Standardizing
communication: AltExchange

AltExchange, the new data standard
for the alternative investment
industry, offers a solution to the
burden of data capture, processing
and reporting imposed by the
Directive.

For many years, firms have been
spending considerable time and
resources manually entering and
reconciling information when these
processes should be automated.

The AltExchange data standard
enables fund managers to produce

a single information pack for
investors requesting data in either
the AltExchange or ILPA format.
AltExchange offers tools for GPs,
fund of funds, fund administrators and
other managers to efficiently produce
the required data in the standard
AltExchange data format.

Unique to the AltExchange data
standard is the existence of a
corresponding validation platform, built
and supported by eFront. See Exhibit
I8 (page 29).

The AltExchange data standard is a
universal, open and evolving definition
of data formats that simplify and
streamline the sharing of information
among fund managers, investors and
other parties.

Conquering Complexity in Achieving AIFMD Compliance



2 Introduction

2.1 Summary of AIFMD and
similar regulations

The expansion of financial regulation
is a fact of life for more and more
markets, especially in the past decade
and especially in North America and
Europe, where the European Union
has created a common economic and
legal framework that crosses all the
borders among its member nations.
The latest pan-European regulation
concerning financial markets is the
Alternative Investment Fund Managers
Directive (AIFMD), often referred

to simply as the “Directive” [].The
AIFMD is the latest in a series of
broad directives applied to financial
markets, including the Undertakings for
Collective Investment in Transferable
Securities (UCITS) and the Markets in
Financial Instruments Directive (MiFID).
AIFMD, which was largely inspired by
these other legislative frameworks,
expands on their efforts.

Similar legislation has recently been
enacted in the United States, including
the Dodd Frank Act, which seeks to
reform the entire U.S. financial industry
in one sweeping piece of legislation. A
key part of Dodd Frank is the so-called
Volcker, which limits the amount of
bank ownership in hedge funds and
private equity funds. The Foreign
Account Tax Compliance Act (FATCA),
enacted in 2010 as part of the Hiring
Incentives to Restore Employment
(HIRE) Act, has had a considerable
impact upon the alternative investment
business globally. FATCA demands

that all foreign financial institutions,
including alternative investment funds,
identify and disclose their U.S. account

holders. This will require greatly
increased levels of due diligence from
everyone.

For the European alternative
investment industry, the AIFMD is
more expansive than these or any
other preceding directives.This is also
the first such directive deliberately
aimed at the private equity industry.
It touches every aspect of a fund
manager’s business and puts a
premium on information capture,
management and communication.

2.2 Purpose, scope and
limitations of this paper

While the scope of the AIFMD s
broad and far-reaching, the scope

and purpose of this paper is not.
Our chief goal is to provide practical
and actionable advice to (principally
European) fund managers that will
enable them to leverage their current
investment to simplify and automate
their compliance with certain key
AIFMD requirements.

We do not intend to present this
work as comprehensive and definitive
analysis of the Directive. That is beyond
our capabilities; we leave that to more
knowledgeable and qualified lawyers
and analysts.

Accordingly, we will present only a
summary review of the AIFMD in
order to provide a context for the
reader and limit our discussion to
those sections of it that Frontinvest?
can address in a direct and practical

manner.

2 Frontlnvest, an eFront product, is a powerful tool for conquering complexity in achieving

AIFMD compliance.

Conquering Complexity in Achieving AIFMD Compliance



3 AIFMD

3.1 AFMD in brief

The Alternative Investment Fund
Managers Directive (AIFMD) [ 1] is
the most important and complex
regulatory process ever faced by the
alternative investment industry in
Europe. It is also the first and only
European legislation to date that has
intentionally targeted the alternative
investment business. In short, the
Directive comprises a comprehensive
and complex set of regulatory,
operational and organizational
requirements imposed by the EU on
all afternative investment managers
whose EU-based funds meet certain
broad criteria [2]. First released

in 2009 and revised several times
since then, its purpose is to impose
a uniform regulatory framework for
managing alternative investment funds
across the EU.

With such a broad scope, it is hard
to overstate the Directive’s impact
on both the alternative investment
business and the European economy
as a whole.

The objectives of the Directive are
as ambitious as its scope is broad. It
seeks nothing less than to achieve a

Deadline for
transposition of
AIFMD by EU
member states

single European market for alternative
investment funds (AlFs) and provide
common rules for the authorization
and supervision of alternative
investment fund managers (AIFMs)
doing business within that market. As
part of this new regulatory paradigm,
the Directive also seeks to Increase
the transparency of AIFMs toward
their investors and other stakeholders,
provide tools for regulators to monitor
systemic risk (thus helping to protect
investors from unreasonable levels of
risk) and increase the accountability of
AlFMs who hold controlling stakes in
companies.

As shown in Exhibit |, Member
States had only until July 22,2013 to
implement the Directive, so every
existing AIFM needs to accelerate
their compliance efforts, despite the
difficulty and complexity of the task.
All new AIFMs must also comply with
the directive starting July 22,2013.
With so many requirements and
regulations to deal with, managers can
find compliance a time-consuming
and difficult task. In later chapters,

we will show you the steps you can
take using Frontinvest to simplify and
streamline AIFMD compliance on an

ongoing basis.

EU AIFMs acquire
AIFMD authorization

Deadline for
applications by

Non-EU entities

New AIFMs must AIFMs doing may apply for
comply with the business prior AIFMD
Directive to 2013 authorization

Exhibit I: The AIFMD time line: significant AIFMD dates

6 |
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The European
Commission will
determine how
non-EU AIFMs
can be marketed

October 18,



3.2 AIFMD scope and
affected entities

The primary targets for the Directive's
rules and requirements are alternative
investment funds (AlFs) and their
managers (AIFMs). According to the
Directive, an AIFM is any legal person
whose regular business is managing
one or more alternative investment
funds (AlFs) and who is not covered
by the Undertakings for Collective
Investment in Transferable Securities
(UCITS and the UCITS Directive).

To be classified as an AIFM under

the Directive, a fund manager must
conduct, at a minimum, both portfolio
management and risk management.

In addition, an AIFM may also provide
administration, marketing and other
activities related to the assets of the
AlF

The Directive limits AIFM classification
to EU-based AIFMs managing EU or
non-EU AlFs, non-EU AIFMs managing
EU-based AlFs, and non-EU AIFMs
marketing EU or non-EU AlFs.

There is a third entity that is unique
to the design of the AIFMD: the
depositary. In the AIFMD paradigm,
the depositary is the custodian of the
AlF assets and has liability for them.
Every AIFM must appoint a single
depositary for each AlF it manages. The
depositary must be a credit institution,
an investment firm or other entity
permitted under the AIFM directive.
They must have enough liquid assets
(i.e., capital) on hand to cover all of
the investments in the Al Thus, a
depositary is 100 percent at risk for
those investments.

Depositaries must also:

* Monitor the receipt of all investors’
subscriptions and hold all financial
instruments of the AlF in custody

7

Ensure that AlF cash flows are

properly monitored and that all
subscription money is booked to the
appropriate cash accounts

Maintain the custody and
segregation of financial instruments
that can be physically delivered or
registered in a financial instruments
account

Verify ownership of all other assets
on the basis of information provided
by the AlF, the AIFM or, where
available, external sources

Exhibit 2 illustrates the relationships
among the various entities regulated
under the AIFMD. It is important to
note that the AIFM may delegate
specific administrative functions to
third parties, or carry out those
functions internally.

3.3 Compliance
requirements for affected
entities

As this whitepaper is not intended

to be a comprehensive or definitive
review of AIFMD rules and
requirements, we will focus our
discussion here on a few specific areas
to which Frontlnvest features and
capabilities can be directly applied.

3.3.1 Transparency

Arguably, the most important rules and
requirements concern transparency.
The Directive imposes additional and
substantially more demanding (from
a data-handling and communications
standpoint) reporting and notification
requirements. These requirements
affect specific types of communication
related to the management of
AlFs:annual reports, disclosures to
investors, private equity disclosure

and notification and reporting to
regulators.

Conquering Complexity in Achieving AIFMD Compliance



LPs

Depositary

POSSIBLE DELEGATION

THIRD
PARTY
Risk
Management

THIRD
PARTY

Valuation

THIRD
PARTY

Central
Admin

THIRD
PARTY

Portfolio
Management

Manager/Administrator

Exhibit 2: Relationships among AIFMD entities

We will see in later chapters
exactly how Frontlnvest can help
you automate these forms of
communication.

3.3.2 Valuation

Valuation is another key area to which
Frontlnvest can be applied. For most
managers, the specific requirement
to have a functionally independent
valuation process, with conflicts of
interest mitigated, will mean they
must completely re-evaluate their
existing valuation process.

That valuation process should include
a valuation for each asset class,
separate valuations of assets and net
asset values per fund share, as well as
a policy specifying the obligations of
every person involved in managing the
fund.

These requirements can add a cost
burden by forcing AIFMs to engage

an external service to perform

all valuations if they cannot show
authorities that their internal process is
robust and auditable.

3.3.3 Risk management

Every AlIF should have a permanent
risk management function appointed
by the AIFM that shall implement
effective risk management policies and
procedures in order to provide senior
management with regular updates on
exposure of the AlF to all relevant and
potentially detrimental risk. Stress tests
are also required in order to assess the
adequacy of both risk management
policies and planned corrective actions.

The AIFMD also requires AIFMs

to implement, document and
demonstrate data and communication
validation processes that will ensure
proper data access restrictions

and permissions. Workflows that
implement new contact submission
processes must be in place and
documented so that staff access to
internal data and bank accounts is
appropriately restricted.

Conquering Complexity in Achieving AIFMD Compliance
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Exhibit 3:The AIFMD cube

3.34 Capital requirements

The Directive applies capital
requirements to the AIFM and defines
capital as shared capital, retained profit
and all adjustments. The initial capital
requirement is set at a minimum of
€125,000 at the time of authorization.
The Directive also demands that assets
be readily convertible to cash in the
short term, with speculative positions.

3.3.5 Private equity and real
estate funds

The Directive has specific rules
regarding asset classes and portfolio
management. First, AIFMs must be
able to produce for regulators a
detailed representation of a fund’s
investment structure, from the
investor level all the way down to the
portfolio or investee level,

Furthermore, future cash flows must
be calculated and automated for each
investee and consolidated in order
to produce accurate valuation and
financial figures, including forecasting
and actual versus budget calculations.
Regulators must also be shown how
calculations are done in order to
establish data integrity and capital call
transparency.

34 Key AIFMD provisions at
a glance: the AIFMD cube

In Exhibit 3, the AIFMD cube

provides a map to the provisions and
requirements of the Directive® This
organized view is spread across three
sides of the cube (i.e., AIFMD, AIFMD
conduct and manager/depositary) and
should be read in a counter-clockwise
direction, starting with the AIFMD

?See ESMA/2011/379 ESMA's technical advice to the European Commission on possible
implementing measures of the Alternative Investment Fund Managers Directive. ESMA.

9 | Conquering Complexity in Achieving AIFMD Compliance



panel. The AIFMD conduct panel
should be seen as a set of drawers

containing the requirements of the
Directive.Verification of processes and
procedures, as well as maintenance

of their changes and auditability, is
required.

34.1 Side I:AIFMD areas of
authority

The left panel (labeled AIFMD)
represents the main clusters of
regulatory requirements® relating to
all areas of AIFM business, including
but not limited to those shown®. This
paper will address some of those
requirements within the processes,
systems and data management areas
of conduct that can be implemented
with Frontlnvest: calculation of AuM,
transparency, segregation of tasks and
responsibilities, risk management and
valuation®.

Specific capital requirements will be
addressed. For the PE/RE funds drawer,
various functions will be described.
See Chapter 4.

342 AIFMD conduct

The AIFMD conduct panel contains
four subpanels: processes, systems,
data management and regulatory.
Regulatory is beyond the scope of this
paper because this subject is more
related to laws and legal definitions,
which are region and country
dependent.

3.4.2.1 Processes

The AIFM should take the necessary
steps to ensure that written policies
and procedures on the business
processes employed for the AlF are
established and can be maintained and
adjusted. (e.g., investment decisions

on behalf of the AlF are carried out in
compliance with established objectives,
segregation of roles and access rights.)

The AIFM should ensure that the
processes and procedures are properly
described and maintained, and are
auditable. The following software may
be considered for that purpose.

MAVIM's” Rules software is a
repository-based BPM tool with

a strong Microsoft® look and feel

and fully integrated with Microsoft
Visio®. Rules extends Visio's modeling
capabilities with advanced schema-
generating intelligence, providing

more support to business (process)
analysts and modelers on any level.

All defined process elements, actors
and stakeholders become repository
(Access®, SQL or Oracle®) objects.
Rules manages the relationships among
those objects, using a Zachman-

like® [3] method, in a highly intuitive
manner by simply answering all
relevant questions regarding who does
what, when, with what, where and
why, within an organization. See also
paragraph 4.3.2, Exhibit 10.

*See ESMA/2011/379 ESMA's technical advice to the European Commission on possible
implementing measures of the Alternative Investment Fund Managers Directive. ESMA.

®See ESMA/2011/379 ESMA's technical advice to the European Commission on possible
implementing measures of the Alternative Investment Fund Managers Directive. ESMA.

¢See chapter 4.

/Rules is a software tool combining AO/IC and risk management and has the ability to
publish web-enabled information to the internal organization for continuous monitoring and

improvement.

& The Zachman Framework is an Enterprise Architecture framework for enterprise
architecture, which provides a formal and highly structured way of viewing and defining an

enterprise.

10 |
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Exhibit 4: AIFMD conduct: Frontlnvest in data management

34.2.2 Systems

The AIFM should, in particular, take the
necessary steps to ensure that:

* The establishment of a contingency
plan for disaster recovery, periodic
testing of backup facilities and
ongoing maintenance of the plan

* Reliance on software providers for
ad hoc operational assistance with
off-the-shelf systems is ensured

3.4.2.3 Data management

The definition of data management

in this paper is consistent with that
used by Frontinvest. The relationship
between the implementation of data
management under the AIFMD and
the transparency requirements are
depicted in Exhibit 4. The functionality
and the features employed by

Frontlnvest will be explained in more
detail in Chapter 4.

3.4.3 The symbiosis of manager
and depositary

As explained in Chapter 3.2, the
depositary is a new entity and is
appointed by the AIFM.We show the
manager and the depositary together
on the top of the cube to illustrate
their unique symbiotic relationship.
Although the relationship is mandated
by the Directive, thus making both
parties dependent upon one another,
it is also mutually beneficial when both
parties employ the same systems and
methodologies.

The depositary is responsible for the
proper monitoring of the AlF's cash
flows and should be liable for the

Il | Conquering Complexity in Achieving AIFMD Compliance



losses suffered by the AIFM, the AlF
and the investors.

The ESMA has made it clear in its

final advice that a look-through
approach should be taken to assets
held by financial and/or legal structures
controlled directly or indirectly by the
AlF or the AIFM on behalf of the AlR

3.5 The impact of the
AIFMD

The Directive will, when fully
implemented, introduce a harmonized
European regulatory regime for AIFMs.
From early 2013 onward, all managers
will need to be authorized, adhere to
common transparency standards and
operational requirements and utilize a
new marketing paradigm.

This makes AIFMD far more than a
compliance exercise. It will alter the
competitive landscape in a mercurial
and uncertain marketplace. It will
affect not only AIFMs but almost every
participant in the European alternative
investment business.

For the newly-burdened depositaries,
the Directive means they will face
greater liability and, consequently,
higher operating expenses. Even
though such costs may, in practice,
be passed on to the AIFMs and their
firms, in the short-term, it's likely that
only the best-capitalized firms will fill
that role.

As AIFMs work out new operational
strategies to meet requirements

of the new Directive, many will

seek assistance from third party
administrators (TPAs) and technology
service providers. Such activities will
present new and potentially profitable
opportunities for TPAs and providers
that can offer appropriately advanced
capabilities.

Thus, this new European investment
landscape highlights the need for
cost-efficient automated solutions,
many of which can already be found
within Frontlnvest.

4 Frontlnvest as a
compliance engine

4.1 How Frontlnvest can
help the AIFM in achieving
compliance

For many AIFMD requirements,
especially those that impose the
heaviest data processing, reporting and
communication burdens, Frontinvest
already has features and capabilities
that can make compliance easier,
faster and less resource intensive.
This chapter attempts to provide a
brief but practical guide to applying
those capabilities and features to
some of the more difficult AIFMD
requirements, thereby streamlining
your compliance efforts and allowing
AlIFMs to concentrate more on their
core task: fund management.

Exhibit 5 shows the reference model
containing features that apply to
AIFMD compliance, examples of which
will be explained later in this chapter.
These features include:

* The front office (e.g, CRM,
fundraising and the ability to embed
the deal flow process)

* The middle office, comprising
fund operations and portfolio
management

* The back office, with cash
management, accounting and GL
functions

Both the Investee and Investor Portals
act to reduce multiple keying-in of
data and increase data integrity, as well
as communication to investors. The
FrontAnalytics solution complements
the reference model.

12 | Conquering Complexity in Achieving AIFMD Compliance
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Exhibit 5:The Frontinvest reference model

Exhibit 5 also presents an overview
of some of the most relevant features
of Frontlnvest that enable you to
view and manipulate complex fund
structures, as well as view and analyze
fund data at any level of detail.
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The following sections of this chapter
provide practical guidance for applying
Frontlnvest features and capabilities
to several key areas of the AIFMD, as
illustrated in the reference model.
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AuM threshold

Reporting
frequency

Reporting
period

Report due date

< €100 million Annual Jan—Dec
< €500 million unleveraged with
5-year lockup period
AIFM €100 million <AuM < €1 billion Biannually Jan—June
reporting Jul-Dec
> €] billion Quarterly Jan—Mar

Last business day of
January

Last business day of
July and January

Last business day of
April, July, October
and January

Table I:Alignment of AIFM reporting

As stated in Chapter |, this paper

is not intended to be the definitive
resource for AIFMD compliance. Nor
is it intended to be an exhaustive

and comprehensive manual for
streamlining AIFMD compliance using
Frontlnvest. Rather, we are presenting
an introduction to Frontlnvest as a
compliance engine by way of these key
examples.

4.2 Examples of how
Frontinvest speeds
compliance for AlFMs

472.1 Calculation of AuM

The AIFMD requires AIFMs to establish
procedures to monitor the total value
of AuM for each of its AlFs (except for
UCITS funds) on an ongoing basis.

The calculation of AuM s relevant

to several areas of the AIFMD. First,
AuM is important for identifying
AlFMs qualifying for simple registration
rather than full authorization under
the AIFMD, a determination made in

accordance with established thresholds.

The comparison of AuM against the
Directive’s thresholds also determines
reporting frequency (see Table ).

Ongoing monitoring is required for all
AlFs and if an AuM exceeds thresholds
for more than three months, the

AIFM must submit an application

for authorization to its competent
authority within 30 days. All AIFMs
report annually for each unleveraged
AlF that invests in non-listed
companies and issuers in order to
acquire control.

AuM is also necessary for the
calculation of leverage, which must
be reported to regulators and
investors for the determination of
liability risks®. The AIFM is responsible
for maintaining sufficient financial
resources adequate to its liability and
operational risk profile.

Exhibit 6 displays a typical AuM
monitoring graph generated
automatically by Frontinvest.

The Frontinvest Query Builder
tool makes AuM calculation and
reporting easy to set up and run in
a fully automated fashion, even if an
AIFM manages several AlFs. Query
Builder is a dynamic tool within
Frontlnvest that queries data related
to any object in the system in order

?Refer to the Directive [1] box 5 and box 7.
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Exhibit 6: AuM monitoring in Frontlnvest

to create ad hoc reports. Queries may
contain a combination of static data
and calculated data such as multiples,
IRR and, of course, AuM.The data
queried with the query builder can be
exported to Excel, used in dashboards,
accessed via the FrontExcel add-in

and used by reports designed with
FrontReport.

The capital call process is closely
related to the calculation of AuM and
is another area in which Frontlnvest
features and capabilities can streamline
compliance for AIFMs. The AIFMD
requires AIFMs to ensure that AuM
reflects capital calls and distributions
(AIFMD Article 3, Level 2). Implicit in
this requirement is the exclusion of
drawdown commitments from the
AuM calculation.

Frontlnvest streamlines the
management of capital call calculations
and other fund operations in a flexible
and user-friendly tabular form with
standardized and customizable views.
Fund holdings are also managed

in tabular form, with standardized
views for fund positions. These

features enable the streamlining
and automation of these and other
key calculations related to fund
management and fund operations.

Furthermore, the embedded Excel
feature, which is available throughout
the Frontinvest solution, enables
managers to use Excel-based models
directly within Frontlnvest, which
connects them directly to system-
stored data, and its collaboration,
versioning, auditing and security
features. And, since interaction
between Excel spreadsheets

and Frontlnvest is bi-directional,
spreadsheets can be populated
automatically.

4.2.2 Transparency to investors
The transparency rules within the
AIFMD center around the annual
report that is required from every
AIFM.The first annual report is
required within six months of an
AlIFM’s authorization and must contain,
at minimum, the following:

* A balance sheet or a statement of
assets and liabilities

Conquering Complexity in Achieving AIFMD Compliance
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Exhibit 7: Investment structure diagram for reporting on various instruments

* An income and expenditure account

for the financial year

* A report on the activities of the

financial year, including inter alia

* A statement explaining how the AlF

has invested its assets during the

relevant period, in accordance with

its published investment policy

* An overview of the AlF's portfolio

and, where appropriate, the AlF's

major investments

 Financial results

16 |

* A directors’ and corporate

governance report, depending on

the legal structure of the AlF

* Any material changes in the

information initially communicated

to investors during the financial year

covered by the report

* The total amount of remuneration
paid by the AIFM to its staff in the
financial year (split into fixed and

variable remuneration), the number

of beneficiaries and, where relevant,

carried interest paid by the AIF

Conquering Complexity in Achieving AIFMD Compliance



Desktop Reports Fi02 - Balance Sh

« FIO2 - Balance Sheet

Select Chart of Accounts eFront Woarld |

Reporting Perniod Start Date 01/01/2013 =
Reporting Period End Date 1213172013 W
Comparative d Starl Date 01/01/2012 B

Comparative Period

Apply

End Date 123172012

Nt:omate all your reporting generation
481 g‘

& ==l

; Lo e wssngs | snoma | suen 9
S EEW P Evegencemers $-% v W

Reporting period  Comparative period Quarterly Report Q1 2013

F® U amiCel AaBhb( ASBLCET AwBYCcl AaBbCCC AaBb( AaBbCE

10 ASau3VIZ013 s et 31/12/2012

u . Afta,

2 usp uso

b3 presents detaled portfloinformation of he oFont Worid

16 Direct- Unquoted 1.393,978.355 1,393,978,355
17 Total Investment 1393978355 1393978355

Paris, Juy 2013

eFront Captal Partners:
115,000,000 115,000,000
491,550,468 491,550,468
506,550,468 506,350,468

25| cashonCall 2473867 2473867
2% TotslCah 2473867 2473867

28 Asset Total 2,003,002,630 200,002,630

1,045,460,481
42,673,660
8792437 8792437

NEEEE RS

Exhibit 8: Frontlnvest reporting capabilities

Clearly, these requirements highlight Frontlnvest enables one-click reports
the need for automation. Frontlnvest, in Word, Excel and ILPA formats.

ith its advanced query and reportin
W lm v query p‘ ne The Frontlnvest document
capabilities, can automate the entire i .
management capabilities can efficiently

process. automate the scheduling, generation,
Exhibit 8 shows how Frontlnvest can versioning, validation, dissemination
automate reporting with its large and retention of all the reporting
library of standard reports and a required under the AIFMD. This
custom report builder, all of which automation eliminates duplication of
integrate seamlessly with both Excel effort, increases productivity and helps
and Word. And, since Frontlnvest ensure data integrity across all business
comes packaged with ILPA and EVCA processes. In addition, Frontinvest's
formatted reports, AIFMs can be sure end-to-end integration ensures that
that they will also comply with AIFMD as an AIFM's business processes move
rules. ESMA recommendations, upon data from the front office, across the
which the Directive's reporting rules middle office and to the back-office
are based, are very similar to ILPA accounting functions, the continuity of
standards, but less detailed. all functions, processes and activities

can be maintained.
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Exhibit 9: Job segregation workflow rules and conditions

4.2.3 Segregation of tasks and
responsibilities

In order to comply with the Directive,
AlFMs must demonstrate separation
of functions and procedures to
regulators. Regulators will review
those procedures in accordance

with the principle of proportionality.
AlFMs must, in any event, be able to
demonstrate that specific safeguards
put in place to guard against

conflicts of interest also allow for

the independent performance of risk
management activities and that the risk
management process is consistently
effective. These safeguards are further
detailed in Article 43, Level 2 of the
Directive.

18 |

In Exhibit 9, an entire chain of steps is
depicted, from investee to reporting to
investor: This exchange of information,
comprising monitoring, administrating,
analyzing and calculating, is carried
out by various employees with
different roles and responsibilities.
Job segregation is established and
enforced through workflow rules by
means of user profiles and access
rights.

For example, the four-eyes principle
can be employed when distributing
notices via the Investor Portal. In
that case, an approval for a capital call
is given by the authorized employee
after checking the amount of and

the reason for the fund operation
(See Exhibit 9). All operations and
transactions are traceable.
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Exhibit 10: Design of workflow with job segregation: 4-eyes principle

Exhibit 10 illustrates a typical
automated job segregation workflow
diagram designed in Frontlnvest. The
required job segregation is described
and displayed in the matrices beside
the flow diagram. Next, the user builds
the designed workflow in Frontlnvest,
which defines “steps’” and “events” (i.e.,
transitions from one step to another).
In Exhibit | | the implementation of
the design is presented.

The Frontlnvest workflow engine
can create completely customized
workflows without any programming
by selecting among buttons and
drop-down menus. All steps in a
workflow can be specified and
defined, including draft, submission,
approval and rejection. In the exhibit,
the process steps are indicated with
numbers and are associated with the
events depicted in the exhibit. The
user will see the buttons as defined
(see Exhibit 12).
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Workflow can be applied to any
operation or entity in Frontlnvest.

The Frontlnvest workflow engine
makes it easy to implement the
four-eyes principle as a further
safeguard against conflicts of interest
and violations of job segregation rules.
Designing a workflow in Frontinvest,
including any workflow required
under the AIFMD, is a simple matter
of selecting the workflow engine from
the main menu and then searching
for and selecting an existing workflow
for modification, or creating a new
workflow from scratch.

Any workflow can be customized
using the intuitive interface that
enables the user to choose the
steps and define a checklist of tasks
and events for each step. Events
can be further defined by specifying
parameters such as priority and
scheduling. The actions taken during
each step of the workflow can
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# Type Step name Step  #1.Initial entry / Draft .
1 Initial entry / Draft ¥ Draft Data Input
2 Submitted for approval - Submit Data Input for Approval #1
Initial entry / Draft
3 Approved - Data Input Approved ©
4 Rejected - Data Input Rejected (I;
Button:'Submit for
Events Approval'
Source | Dest Action No checklist “ | Action Param ?=GrIOUp:
1 2 Button: ¥ [] Submit for Approval #2
2 1 Button: - Modify Submitted for approval
©
2 3 Button: = ] For Approval . ! 1
3 1 Button: 4 [] Modlify o O 9
Button:' Button:">For Approval' Button:'Reject
2 4 Button: ™ [] Reject ?=Group: ?=Group: ?=Group:
I I I
4 1 Button: ~ ] Modify I #1 I I #3 #4

Exhibit I I: Set-up of the workflow in Frontinvest

Submit for Approval

Stage Submitted for approval
Partner in charge VG_Contacts (group)

T T

Stage Submitted for approval
Partner in charge TEST (group)

Stage Approved
Partner in charge VG_Contacts (group)

Workflow V_Contacts_OLD

Assisted By

Workflow V_Contacts_OLD

Assisted By

Workflow V_Contacts_OLD

Assisted By

Exhibit 12: Implemented workflow in Frontinvest

be defined, as well as how those
actions will appear in Frontlnvest,
such as an on-screen button. All of
these modifications can be made

via simple and intuitive on-screen
drop-down menus, radio buttons and
check-off boxes.

Most importantly, permissions can be
defined at each step of a workflow
and for each action. Drop-down
menus allow a user to choose the
ownership (e.g., owner, supervisor, etc.)
and the group or individual next in line
to complete a step or take an action,
such as a validation or approval. This
particular feature enables workflows

20 |

to prohibit self-approval of any or
every step, task or action, which
enforces the four-eyes principle as well
as job segregation.

For the purpose of transparency,
Frontlnvest can monitor any and all
processes and workflows, as well
as generate progress reports at any
stage.

Implementing workflows and business
rules with Frontlnvest can also help
ensure data integrity and minimize the
possibility of fraud.
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Exhibit |13: Due diligence process

4.24 Miscellaneous risk
management obligations

A key goal of the AIFMD is to regulate
risk in the alternative investment
business and bring the management of
risk in line with the rest of the financial
services industry in the EU.

Under the AIFMD, AIFMs can delegate
certain functions to qualified third

20|

parties, particularly in the case of
self-managed AlFs. Among these

are core administrative functions,
including portfolio management, risk
management, valuation and/or central
administration. These delegated
functions, and the depositary
requirement, involve inherent risk and,
therefore, demand an unprecedented

Conquering Complexity in Achieving AIFMD Compliance



level of due diligence, for which the

Directive has an extensive set of
specific requirements.

With this heightened focus on due
diligence, the streamlining and process
automation offered by Frontlnvest
can save time and resources while
helping to ensure compliance with the
Directive.

The typical Frontlnvest due diligence
process illustrated in Exhibit |3 shows
how the tasks can be automated
without the need for special solutions.

Frontlnvest provides a great deal of
value for AIFMs working to comply
with the Directive. Managers can no
longer rely solely on home-grown
Excel-based processes. They need a
data-driven process with multiple steps
and validation check-lists at every step.

The Frontlnvest Due Diligence
module centralizes all the information
necessary to prove that adequate due
diligence was performed prior to any
investment. [t documents deal flow for
every investment both graphically and
in formatted reports.

Stress testing is another key risk
management requirement under

the AIFMD. The Frontlnvest liquidity
forecasting and stress testing features
enable managers to define the model
for a fund (a set of parameters that
describe every key aspect of the fund),
define stress scenarios, (the set of
customized assumptions about fund
performance, e.g., base, optimistic and
pessimistic), and produce forecasts
based on the results of those scenarios
being played out.

4.2.5 Establishment of
appropriate valuation
procedures

Pursuant to AIFMD Article 19,
Paragraph I, AIFMs must establish
appropriate and consistent valuation
procedures for each AlF so that a
proper and independent valuation of
the AlFs' assets can be performed.

The AIFMD requires that AIFMs
establish written valuation policies

and procedures for each AlF covering
all material aspects of the valuation
process, valuation procedures and
controls in respect of the relevant AIF'°.

In order to comply with AIFMD
requirements, a valuation process must
adhere to the following minimal rules:

* Periodicity
- Annually, at minimum, when units
of a closed-ended fund are issued
or redeemed
- With “appropriate” frequency for
open-ended funds
* Valuation of the assets

- Valuation can be either done
internally or by an external party.

- If done internally, a model has to
be built by type of asset/strategy
and validated by someone not
involved in the building of the
model. The model should be
subject to approval by the senior
management. The validation
process should be appropriately
documented

- If the valuation is done by the
AIFM, it should be performed by
a person independent of those
managing the assets

'9See ESMA/201 1/379 ESMA’s technical advice to the European Commission on possible
implementing measures of the Alternative Investment Fund Managers Directive. ESMA.

2 |
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* Calculation of net asset value per

unit or share

- Subject to national law and/or
fund rules

- A third party can be appointed
to perform the administration
functions

FrontInvest has built-in features and
capabilities that enable AIFMs to
streamline the building of valuation
policies and procedures and
automate the valulation process for
all instruments and funds.

As seen in Exhibit 14, Frontlnvest's
intuitive web-based interface makes
all the necessary information easily
accessible. Embedded Excel and
pre-built Excel-based templates make
calculations and reporting easy and
reduce the entire valuation process to
a few clicks.

There are two parts to the Frontinvest
valuation process.

First is the Investee Portal, which
allows managers to automate and
standardize the retrieval of data from
investee companies.
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Exhibit 15 shows a typical Investee
Portal screen in which data can be
entered by the investee company,
submitted with a single click and
organized by accounting period.

Not only does the Portal increase
transparency, but it also helps ensure
data integrity by eliminating the need
to re-enter received figures.

Exhibit 16 shows a typical Investee
Portal display of financial figures. The
P&L statement and balance sheet can
be submitted with a single click for
validation by the AIFM according to a
pre-established workflow.

The second part of the Frontinvest
valuation process involves taking

the data submitted by the investee
company and applying them to a
valuation operation. In defining the
valuation operation, a manager can
choose all the parameters needed
for the valuation of any investment or
instrument, including investee, date,
valuation model, scenario type, metrics
and even comparables. Exhibit 17
shows a typical valuation operation.

Conquering Complexity in Achieving AIFMD Compliance



¢ Portfolio Company Financial Figures - Columns ~

[ o n Append Insert Delete LT Down
Cakimns: — Excel-based templates
=+ = — - minimize the changes
. . , D .
sales Sales In an investees existing
G Profit G Profit N
il it reporting processes
EBITDA EBITDA Right -
EBITA EBITA # #40.00:(# #40.00)
EBIT EBIT Style  font:boid
Other Income / (Costs) QOtherincome Lookup
Exceptional Profits / (Losses) ExceptionalProfits
Net Interest (Payable) / Receivable NetintExp
Annual Interest Expense AnnualintExp
Profil Before Taxation ProfitBeforeTax
PAT PAT
EBIT (LTM) TTMEBIT Private [  Wrap Text [~
EBITDA (LTM) TTMEBITDA
Balance Sheet BalanceSheet
Debtors Deblors
(General) -
Stock & WIP Stock
Creditors Creditors
Working Capital WorkingCapital . .
(Overdraft) / Cash & Liquid Investments CashLiquidinves. RG'U”IGVG th/S data
SeniorBank Debt SeniorBank Debt - using Frontinvest
Other Senjor Loans OtherLoansRan embedded EXCe/
Net Senior Debt NetSeniorDebt ey
Loans & Freterence Shares LoansPreterenc capabilities
Other Loans OtherLoans
Other 2 H
« Operation - Valuation model ~ x
. Download Downioad (Zip) Upload
Fie Openin Excel
=] =
Home | Insert Pagelsyouwt Formufas Data  Review  View - @
= 4o v o Ta | ==l Ewere | E iz S il G
— G Copy - = = Er- 4
Paste - < M . A & a v > , “% Conditional Formatas  Cell Insert Delete Format Sort & Find &
:  Format Painter o r = “‘ E X W EE Evergeacens R ikt Formatting = Table = Styfes - - - 0 pger- Select e
Align s Number Sty fes ells ‘:rw-n_'!
(& D E F G
1
r) Data u d into the Frontinvest Database |
3 [Data extracted from the Frontinvest Database. 1| |
4
5
6
7 Valustion Date Sep-12
8 i [EBTDA
9
10
11 1. EARNING S/PERFORMANCE 2. MULTIPLE - CAPITALIQ
12
13 EBTDA 2,341,130,00) [EBTOA 1
Valuation
Agotex pic n" FO-PE
Valualion Q3 2012 vate” 0Q130/2012 m
Valuation - index hd
-
Comparables Preferred Metncs Draft No - m_
Company Valuation model - -
PL-BS-CF-KPI for GP (Quarterly) -
e Comparables
Generate individual
. Name ymbol rencedatle | EV EBITDA EV/EBITDA
valuation for each Schiumberger S8 12312012 10365436002 7,235,654 852 00 14,35¢ 2
instrument in a few C/IC/(S Halliburton Company HAL 1213172012 34,623 659,125 4,753,262 536 00 7.28x F

Enterprise Value
234113000 © Mark

€  11.5338210840794

able multiy

Valuation by investment

Valuation in inv

Instrument Ciass

Amaount

Warrants 2016 Warrants Management 1,000,000.00 0.00

Structured loan

T T

Loans Global Bank 000

o.00

403.00488 @ GBF
ooo @ GBF

Exhibit 14: How Frontlnvest automates valuation

24 | Conquering Complexity in Achieving AIFMD Compliance



=S

g B hite://efront-0-00129/Login ashk?W=

B eront - Investee Po.. ¥ | @) eFrontFinancial Soluti..

368H=8648:CW=1516&(

_P-oxl

efront

Portfolio Company Financial Figures

o

Portfolio Company.

2 Thierry Smith

Jan 2013 Dec 2012 Nov 2012 Oct 2012
Budget Actual Forecast Budget Actual Forecast Buaget Actual Forecast Budget Actual Forecast
Sales 75.922.41 7722500 7592241 76.025.00 88.782.31 7243782 69921904 69,707 41
Gross Profit 26.370.07 2741186 26.370.07 2741186 30.830 43 26.000.00 2427035 2465297
EBITDA 969245 812500 960245 812500 1246178 773048 835258 746574
EBITA 8,515.94 7.021.00 851594 702100 11,286.87 871470 7,191.09 5.456.44
EBIT 851504 648021 8,51504 548921 11,286 87 624605 7.191.09 6,010863
Other income f (Costs)
Exceptional Profits / (Losses) (169.23) (130.34) (169.23) (130.34) (169.23) (126.04) (169.23) (121 29)
Net Interest {Payable) / Receivable (363073) (4,000.00) (3.63073) (4,000 00) (2,530 73) (3,046 30) (3.630.73) (3.80266)
Profit Before Taxation 4,715.98 2,268.67 4,715.98 2,268.67 7,486.90 217782 339113 2,107.67
PAT 3,494.88 1,478.05 3.434.88 1478.05 5,572.87 142807 2,501.04 1.376.45
Debtors 3,024 80 1,004.87 3,024 80 1.004 87 212102 97245 201724 93430
Stock 8 R 11525000 11531979 158000 11531978 TBe000 11097333 11955000 10653440
Creditors (105,994 93) (129.915.09) (105.994 93) {129.915.09) (100.051.38) (125,420 84) (89.668.20) (121.173.56)
Working Capital 12,279.87 (15,003.43) 12,279.87 (15,003.43) 20,719.64 (14,461.14) 31,899.05 (13,916.09)
(Overdratt) / Cash & Liquid Investments. 64,566 67 8832381 64,566 67 8832361 50,342 54 8513119 2958550 82 18618
SenlorfBank Debl (317.465.53) (346,207 87) (317.465.53) (346,207 87) (318613.81) (352.445.95) (519.766.00) (310.91501)
Other Senior Loans {114,067 00) (126.118.40) (114.067.00) (126.118.40) (113,384 19) (121,267 69) (112.701.37) {116.790.71)
Net Senior Debt (368,965.36) (379,768.15) (366,965.86) (379,768.15) (381,657.45) (367,221.42) (402,881.96) {353,948.36)
Loans & Preference Shares (174270.62) (167,256.80) (174.270 62) (167.256.80) (172.830.70) (161,341,065} (171.200.78) (154.887.41)
Other Loans
Ofther fixed income shares
Totai Liabilties (E2837179) (5306534 (62857179 (53065349) (64000350)  (609,283.00) (€50968.12)  (58827947)
Snarenoiders Funcs / et Assets TzBsme)  izrezies TZBEs0 1272183 VZagzass | 12251698 1925005 11837387
Overdratt Limit + Undrawn Faciies (5000000 (55748.19) 50000001 (55748.19) 5000000 (53949661 (50000000 (51833331
R .
[EESEIEEE v Al Columns - Caflapes Al
[ § o] [ o]
— | B httpi//efront-0-00129/Login. ashx?W=L! H=8o48CW=15 =728&P=Win32&L. (#Bac
‘ € eFront | eFront Financial Soluti...
B ernI. Deskiop Submissions Operation
v Pages « Operation - General ~ x
General
Identity
Other Info deni .
i Agoex pic rorE
FY 2012 1213172012 &
Vaisation 3 -
Dran ho -
Process
Valuation Information
hed processes 1 Model - Company Valuation model - i Metties  EBITDA ¥

> Attachments io Type - PL-BS-CF-KP| for GP (Quarterly)

Scenarie d

Comparables

Hame symbol EBITOA Seiected
Schiumberger siB 12i31/2012  103654369.02 7.285.654852.00 1433
Halliburton Company HAL 120312012 34623.650,125_ 4,753,262.536.00 7.28¢ "
Value Compute
ety 343215800 W Marketabilty discount | 10.00%
Comparable mulfiple | 11.5336210640794 E value 39,585,896 30 il
Valuation by inv Genarate sransactions Aspry Astes
Valuation In investo alu
strument inve ost Cash Ac
Amount Curency
Warranis 2016 Warrants Management 1,000,000 00 000 7158008 GaP
Siruetured ioan .. Loans Global Bank 0.00 000 000 @GP

Exhibit |6: Investee company data display

25 |

Conquering Complexity in Achieving AIFMD Compliance



)| B ttoy//etront-0-00129/Loqin.ashiW =L536 &H =5 6461 = 1516 81CH =7 283 =Win 3261 - 1LE=RTC#BackL 0~ &x|
6 eFront - Investee Po., * | & eFront Financial Soldt. | |
e FfGI"II' 2 Thierry Smith +
Il Announcements
02/18/2013 - Changes to your monthly feport
Important Announcement
Please note thal we now ire that you repofi fwo adddional tems
R

I Pending Submissions

Assel | Template Periodiclly Last Reporting | su Deadine | Stats | sutrissian Date | se hame ame
Ak wasgrapn Manitiy Finane ais Submissian Montriy 05/31/2013 08/20/2013  Pending
| ] issions for the Current Period
Assel | Template Pariodicily | Last Reporting | sutm: | submission Date | user tame

B Overdue Submissions
Asset | tempiate

A\ Waigraph Monftily Fir

A\ Waxigraph

Manthly

Monithiy

No Data Avaliable

02/26/2013 03/30/2013  Qverdue

0473072013 05[30/2013  Qverdue

Exhibit 17: A Frontinvest valuation operation

4.3 Benefits for eFront
customers

The benefits eFront customers

gain from using Frontlnvest as an
AIFMD compliance engine are, in
principle, the same as those gained by
using Frontinvest for all of its other
purposes: namely, the streamlining and
automation of time-consuming and
data-intensive tasks that eat up a firm’s
resources and divert staff from their
valuable core duties.

For AIFMs faced with the impending
burden of AIFMD compliance, being
an efFront customer confers a degree
of confidence and control they would
not have otherwise.
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With Frontinvest, AIFMs can:

* Establish required policies and
procedures easily and quickly with
the workflow engine

Streamline and automate reporting
to investors and regulators using
Frontlnvest’s pre-built reports and
powerful Query Builder

Quickly establish and automate
procedures to monitor the total
value of AuM on an ongoing basis.
These procedures can ensure
compliance with the requirements
set forth in Articles 2 and 3, Level 2

* Quickly retrieve and disseminate
information on the identities of
direct and indirect shareholders who
have “qualifying holdings” and on the
amounts of those holdings

* Automate reports to investors on
remuneration
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The following are some of the key

benefits of Frontinvest, as applied to
specific alternative investment business
activities.

AuM/capital requirement:

Frontlnvest can increase transparency
while minimizing risk. AIFMs can also
gain a better understanding of fund
structures and investment allocations
through standardized and customizable
views. The investment strategies that
were sold to investors can be easily
documented in Frontlnvest, ensuring
compliance with those strategies.

Portfolio management:

Frontlnvest enables fund stress
simulations with customizable

stress scenarios. AIFMs can also

take advantage of flexible portfolio
modeling and monitoring capabilities,
as well as the ability to closely
manage late closings by streamlining
the calculation of before-and-after
positions for all investors.

Financial statements and

reporting capabilities:

Both the FrontReport module and its
complete integration with Microsoft
Office products, such as Word and
Excel, provide AIFMs with flexible tools
that can automate all of their reporting
requirements while ensuring data
integrity, transparency and compliance.

What's more, Investment Café,
eFront’s web-based investor
reporting system, enables instant
communication with investors around
the globe.

Workflow, job segregation and

the four-eyes principle:

With FrontInvest, managers can
customize their own workflows and
adapt them to the specific needs

of the organization. Its ease of use
empowers end-users by putting
powerful processes and capabilities
at their disposal without requiring
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special IT or programming expertise.
The workflow engine allows managers
to lock down tasks, procedures and
permissions throughout the workflow,
enabling the detailed job segregation
required to minimize risks and avoid
conflicts of interest.

Risk management:

Frontlnvest helps managers mitigate
and manage risk by enabling them to
gain a better understanding of fund
and portfolio performance. This is

a great advantage for managers as it
allows them to quickly and easily adapt
their investment strategies to changing
conditions.

Valuation:

Frontlnvest’s valuation capabilities
allow managers to internalize this
process while ensuring data integrity
and avoiding the cost of engaging an
outside party.

The Investee Portal can accelerate the
valuation process by automating and
standardizing the timely submission of
investee company data. The integration
across all of the Frontlnvest modules
and capabilities ensures that the back
office, middle office and front office all
work with the same data.

AltExchange:

The AltExchange Alliance, of which
eFront is a founding member, is
working toward the industry-wide
standardization of data for improved
communication and greater
transparency. VWhen fully implemented,
it will provide AIFMs with the ability
to manage multiple relationships and
high volumes of data with complete
security and data integrity.

All AIFMs and fund administrators
affected by the AIFMD should review
their current software systems to
make sure they have all the modules
needed to conquer the complexity of
AIFMD compliance.
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5 Conclusion

At the beginning of this document,
we stated that our purpose was

to present practical; and actionable
guidance to help GPs, and fund
administrators use the features and
capabilities of Frontinvest to simplify
the process of complying with some
of the more onerous sections of the
AIFMD. We cautioned the reader that
a comprehensive and definitive analysis
of the Directive was beyond our
expertise and, therefore, beyond the
scope of this paper.

Accordingly, we limited our discussion
to several areas of the Directive’s rules
and requirements to which Frontlnvest
can be most directly applied. These are
by no means the only areas of AIFMD
compliance that it can address.We
sought to present an introduction to
the use of Frontlnvest as an AIFMD
compliance engine.

The AIFMD imposes strict regulatory
rules and controls over the alternative
investment business in Europe and
beyond

Consequently, we believe this paper
establishes the following:

* Many areas of AIFMD compliance
place great emphasis on the capture,
manipulation and dissemination of
large amounts of complex data

Frontinvest has features and
capabilities ideally suited to
streamlining and automating

the process of achieving AIFMD
compliance in key areas, including
but not limited to the following
business activities:

- Valuation

- Risk management

- Capital requirements
- Transparency

- PE/RE fund management
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And the following areas of AIFMD
conduct:

- Systems
- Processes
- Data management

When applied to calculation

of AuM, as required by the
Directive, Frontlnvest Query
Builder, Frontlnvest FrontExcel and
Frontlnvest FrontReport can quickly
and easily automate compliance

When applied to transparency
requirements under the AIFMD,
Frontlnvest’s pre-built and
customizable reports and powerful
dashboards make compliance easy

When applied to job segregation,
conflict of interest and due diligence
rules and requirements under the
Directive, Frontlnvest's easy and
powerful workflow engine makes
building and documenting policies
and procedures quick and easy

When applied to the requirements
under the Directive to establish
proper valuation procedures,
embedded Excel and pre-built
Excel-based templates make
calculations and reporting easy and
reduce the entire valuation process
to a few clicks

The data capture, processing and
reporting requirements of the
Directive will create a corresponding
data exchange burden. For many years,
firms have been spending considerable
time and resources manually entering
and reconciling information when
these tasks ought to be automated.
The new Directive will certainly
exacerbate the problem. Fortunately,
there is a solution: AltExchange, the
new data standard for the alternative
investment industry.
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Member-owned alliance: Members include investors, general partners, software vendors and service providers.
Members are required to have a contract with the AftExchange Validation Platform (AVP).

AltExchange
Alliance Members

INVESTOR

Certified
document

FUND
MANAGER

Alliance members may be originators of
data (typically fund managers/GPs) or
recipients of data (typically investors) in
the AltExchange data format.

AltExchange
Validation Platform

Document

VALIDATION R\ N =e[V]19%
validation

l ) L
SERVER Certification

—>

Document
validation

— —>

Directory

The AVP is operated
under contract by eFront

Exhibit 18:The AltExchange Alliance

The AltExchange data standard
enables fund managers to produce

a single information pack for

investors requesting data in either

the AltExchange or ILPA format.
AltExchange offers tools for GPs, fund
of funds, fund administrators and other
managers to efficiently produce the
required data in the format of the
AltExchange data standard.

The AltExchange data standard is a
universal, open and evolving definition
of data formats that simplify and
streamline the sharing of information
among fund managers, investors and
other parties.

The standard uses tailored XML
taxonomies and spans many
relevant data elements, including
portfolio company financials, investor
organizations and contacts, fund
information, cash flows, capital
accounts and more. The standard

will provide a universal means for
organizations to provide and consume
data supplied by another party. The
open standard also allows data to be
processed by applications already in
widespread use in the industry, such as
Excel and products offered by other
vendors.

You can access the current version
of the data standard definitions in
the “AltExchange library” section
of the AltExchange website
(www.altexchange.com).

Unique to the AltExchange data
standard is the existence of a
corresponding validation platform, built
and supported by eFront. Firms using
the AltExchange standard can submit
a data file to the validation engine of
the platform for certification prior
to distributing or consuming it. This
ensures that when a file is received,
it can be immediately used by the
recipient.
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As shown in Exhibit |8, data files
generated by a fund manager are
submitted to the Validation Platform’s
validation engine. The platform will

check for data completeness, including
verification that tagged elements are
completed correctly. If successful, a
file can be certified as complete and
the platform will remit a validation
certificate back to the fund manager.
No data is stored on the AltExchange
Validation Platform (AVP). Finally, the
GP or fund manager can distribute the
validated data file to the appropriate
recipients. In order to access the
validation platform’s certification
service, GPs will pay a nominal
subscription fee.
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AltExchange is a non-profit industry
alliance for firms in private equity
markets. Founded in April 2013 with
numerous member organizations
from around the globe, the Alliance
defines, maintains and promotes a
common data standard for the transfer
of data among market participants.

It is the private equity industry's first
comprehensive standard for data
formats and will transform the way
general partners, limited partners,
fund of funds and fund administrators
gather, share, aggregate and analyze
data. With AltExchange, they can
receive data feeds in a uniform format,
enabling them to create portfolio-
level reports and analyses much more
efficiently.
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