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Private equity is facing an avalanche 
of new rules. Not only are the size 
and scale of the latest regulations 
unprecedented for the industry, they 
are of an entirely different nature. 

Several are more specific to private equity – 
Mifid II, PRIIPs, SMCR, proposed changes to 
EuVECA supervision, the long-awaited AIF-
MD review – while others are so ambitious and 
expansive in their reach, no industry is immune 
from major legislation such as GDPR, AML and 
tax evasion. 

Underlining this new wave of regulation is 
personal accountability. Discontent towards 
the financial services sector has festered since 
the global financial crisis, with only a handful 
of individuals since held to account for the 
major and widespread irresponsible behaviour 
that dragged the global economy onto its knees. 

While much of the post-crash regulation has 
focused on preventing another meltdown, the 
current regulatory tactic is to delve deeper into 
organisational structures – to remove loopholes 
and protections previously exploited, and to 
strike fear into the hearts of practitioners. 

For many PE firms, particularly those operat-
ing on the continent, the fresh rules mark their 
first brush with regulation. But it is not simply 
a case of reading up on new requirements and 
obediently tweaking systems and processes; 
this major shift is far from isolated – it comes 
at a time when the operational burden for PE 
is mounting. Investors are more demanding, 
reputational risk is growing, technology is 
displacing all manner of jobs and industries, 
attracting and retaining talent is harder than 
ever, while the pressure to be transparent, as 
well as environmentally and socially minded 
continues to build. 

Within PE houses, COOs (or most likely 
CFOs wearing two hats) are now tasked with 
solving all of these issues. Given the over-
whelming burden they face, many will be 
tempted to find shortcuts; to ascertain what the 
bare minimum is; to seek the lowest cost and 
least time consuming solutions. 

“When I’m speaking to PE firms, they al-
ways ask: how do I prioritise? What’s the most 
I need to do? What’s the least I need to do?” 
says Eoin O’Shea, CEO of Temple Grange Part-
ners, a startup focused on regulation risk and 
compliance.

Big burden
It’s wholly understandable for CFOs and COOs 
to find themselves in this mindset. Speaking 
privately to a CFO of a mid-market GP, today’s 
regulatory challenge is mind-boggling: “Where 
compliance is most challenging is having re-
sponsibility for portfolio companies – how do 
you effectively communicate all of this to them? 
It’s about figuring out how to interface all of the 
compliance. And it’s the same with the LP base. 
We’re spending so much time speaking about 
regulations; we have four people working full-
time dealing with compliance.” 

Asked if any GP is prepared for the new 
rules, Patricia Volhard, partner at Debevoise 
& Plimpton, notes the distinction between 
UK and French firms relatively well-versed in 
dealing with regulation and those operating in 
other jurisdictions with lighter interpretations 
of European rules. “Probably no one is really 
100% ready; at the least they might be more 
used to dealing with it, but on the continent 
many people haven’t quite realised how much 
is coming.” 

One new regulation cited by many as being 
particularly worrisome for private equity is 
PRIIPs (the European Regulation on Pack-
aged Retail Investment and Insurance-based 
Products). “Private equity isn’t ready at all, in 
a large part because there has been no guid-
ance,” notes Volhard. 

Chris Dearie, partner at MJ Hudson explains: 
“For smaller PE firms, they may not have the 
tech to deal with PRIIPs. Larger firms are more 
likely to have in-house capability, but smaller 
firms won’t. As such, they are at the mercy of 
providers of outsourced solutions…which may 
be costly. On the face of it, producing PRIIPs 

should be straightforward, but for smaller man-
agers it may be anything but.”

Beyond the frustration of having yet another 
rule to deal with, PRIIPs comes with a particu-
lar sting for PE as it will likely see friends and 
family, as well as non-senior team members 
no longer able to participate in fundraises and 
locked out of carry vehicles. 

Wait watchers
On top of the lack of guidance around PRIIPs, 
the sense of unfairness brought on by the reg-
ulation could see COOs and general counsels 
hesitate to act. This sentiment is compounded 
by the way in which regulations typically evolve 
overtime. By the 2014 implementation period, 
AIFMD had been significantly watered down 
from its first proposals in 2011 – thanks to suc-
cessful industry lobbying – setting a precedent 
for the industry to assume adjustments of regu-
lations will be made to suit PE in time.

“There needs to be a lot of education on both 
sides, within private equity as it becomes more 
regulated and on the side of the regulators – ex-
plaining PE to them and finding a way together 
to ensure regulation works,” says Volhard. 

Furthermore, the slow and bureaucratic na-
ture of European policy-making could increase 
the temptation to do as little as possible and wait 
it out. After all, it was the previous European 
Commission that wanted to punish the invest-
ment industry following the GFC. “In our view, 
the European Commission’s current agenda has 
changed significantly to the previous one,” says 
Anna Lekston, head of public affairs at Invest 
Europe. “The previous Commission was in place 
in the aftermath of the crash and the focus was 
mainly on prudential rules and financial stabil-
ity. Now the focus is on growth and jobs, and 
that’s very positive from our point of view. The 
Commission has realised how PE contributes to 
growth, jobs and the real economy.” 

The expectation for better-fitting rules 
is strengthened by the frenzy of lobbying 
efforts. According to Lekston, the trade body 
is currently working on a long list of ongoing 
policies, including the current review of the 
European supervisory framework; the proposal 
on cross-border distribution of funds; the Sus-
tainable Finance Initiative; and of course the 
AIFMD review. 

“But, the devil is in the detail,” warns Lek-
ston. “It remains to be seen if any of this is 
truly helpful to PE. The Commission might be 
tempted to create a one-size-fits-all solution. If 
it’s not appropriately tailored, it could be just 
another layer of regulation.” 

The new wave of regulation impacting private equity could 
spell a major operational shift for the industry
By Alice Murray
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NEW TECH-ING ORDER 

While private equity-focused software remains scarce, regtech providers targeting the industry 
are emerging.

Apperio tracks a firm’s legal spend in real-time. Founded by Nicholas d’Adhemar who previ-
ously worked in a private equity firm, this system has been created with the industry in mind: 
“As an LP, they want to know their capital is being treated with respect, as if it were your own 
cash. LPs want to know capital is being spent responsibly and not being lavished on expensive 
law firms. But at the same time COOs shouldn’t be spending their time poring over time sheets. 
Apperio provides complete visibility over legal spend. It puts all law firms in one place and 
shows what has and hasn’t been billed. That enables comparison across rates and costs. It 
creates a picture and gives a sense of what is good and what is bad.” 

Waymark Tech, an AI compliance tool is another intriguing newcomer. Founder Mark 
Holmes describes how it works: “We have a natural language processing (NLP) system. We 
connect to all the regulator’s websites and monitor them for new information, then aggregate 
the regulatory intelligence from every possible source. Then we use NLP to break them down, 
and to enrich with business meaning to provide context. This creates an understanding as to 
whether something is a ‘right’ or an ‘obligation’. We also look for similarities and crossovers, 
which gets us to topic modelling.”

While a sector agnostic solution, Waymark Tech would enable a PE firm to create a profile 
by entering its activities and clients, the system can then recommend where it needs to focus 
by determining what is and isn’t outside of that particular firm’s regulatory scope. “They get 
a tailored feed of regulation so they can zone in on what’s important. It makes the compliance 
handling process efficient and allows compliance officers to focus on higher, more complex 
tasks such as implementation,” adds Holmes. 
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Asked if the current Commission’s positivity 
towards private equity will protect the industry 
against ill-fitting and cumbersome new rules, 
Lekston is cautious. “It remains to be seen. 
The current Commission is positive for our 
industry but the AIFMD review will fall under 
the new Commission and new EU parliament. 
It depends on who is elected to parliament and 
their agenda.” 

To the drawing board
Combining the new and markedly different 
style of rules coming into effect, the uncertain-
ty around attitudes towards the industry from 
the next European Commission and parliament, 
and the burgeoning challenges faced by oper-
ational leaders, how should CFOs and COOs 
attempt to create sensible strategies to deal 
with these multiple headwinds? 

Developing a clear picture of ideal outcomes 
is a good place to start. Private equity has 
reached its current level of success through 
its ability to be agile – running lean teams and 
keeping costs to a minimum. The challenge 
today is to maintain nimbleness while also 
complying with the oncoming plethora of new 
requirements. 

However, that may require a major rethink. 
“A prominent issue for private equity is the 
common mistake of getting the COO to con-
stantly map new rules against existing busi-
nesses. But you cannot assume your business 
model is always fit for the new rules,” says 
Temple Grange’s O’Shea.

Genuine business decisions must now be 
made: forever trying to cut corners and battle 
against the tide, or embracing new ethical 
standards? 

Take GDPR – every private equity firm col-
lects data on companies targeted via origina-
tion efforts. But sweeping up information in this 
manner will no longer be an option; any com-
pany gathering data will need consent, and be 
able to respond to information requests about 
the data they hold, as well as erase records 
where necessary. Could firms leverage the 
push for data security as a means of attracting 
potential targets? 

“Private equity needs to ask: am I starting at 
the right point? Should I adapt, not just react. 
It is not just about mapping new rules to an 
old business, they should use the opportunity 
to challenge the business model to make sure 
it still works within the new regulatory land-
scape,” advises O’Shea, who advocates that 
COOs are well positioned to lead the charge. 
“I really encourage PE to use the COO as a 

channel of proactive communication at the 
board level, and to move the conversation away 
from minimum requirements and technical is-
sues, and instead talk about the potential stra-
tegic impact of rule changes on the business 
model.”

Model behaviour
There are already private equity houses that 
have created new models fit for purpose. One 
stand out example is Summa Equity, founded 
in 2016 by former Altor partner Reynir Indahl. 
Summa’s future-proofed set-up is most clearly 
understood by its investment strategy, rooted 
in megatrends including resource scarcity, 
energy efficiency, changing demographics and 
technology. But its operational approach has 
been built for tomorrow’s business landscape. 

Jenny Keisu, partner and COO of Summa, 
was brought into the founding team – she was 
previously general counsel of Nordic Capital. 
“Running a PE firm today with all of the legal 
and regulatory requirements, talent manage-
ment, IR demands and so on, Reynir realised 
if he set this up with only other investment 
professionals who don’t know the operational 
piece, it becomes very time consuming to learn 
or outsource.” The inclusion of operational ex-
pertise within a founding team has so far been 
a rarity in private equity.

This is a clear sign of how deeply regulation 
and compliance handling is already reshaping 
the industry. Other houses are starting to  

comprehend it is no longer a case of meeting 
regulatory requirements, rather, the new game 
is about changing attitudes and embracing 
the rules. “Compliance handling is at its most 
effective when it is seen as a business partner; 
when it collaborates with the business,” says 
Tracy Diamond, head of compliance EMEA and 
APAC at Pantheon. “As a compliance head I 
see rules coming down the pipeline; it has to be 
considered as part of the business strategy. In 
my view, you can’t think about strategy without 
compliance.” 

Perhaps even more telling is Diamond’s 
background – she joined Pantheon only six 
months ago and was previously head of com-
pliance UK for HSBC Securities Services. With 
much of the new regulation now encroaching 
the private equity industry being first applied 
to banks – notably SMCR – bringing in this 
expertise may well form a larger hiring trend.

Resource intensive
Increasing headcount was cited by firms of all 
sizes as the main strategy for tackling regu-
lation, according to EY’s 2018 Global Private 
Equity Survey. “We’ve been investing in our 
compliance function since 2011, and we’re cur-
rently hiring,” acknowledges Diamond. “We’re 
also looking at what activities we can potential-
ly outsource. And we’re looking at efficiency 
advantages that can be had from software.” 

Outsourcing is of course another option 
to ensure compliance. Says O’Shea: “My 
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DYNAMIC DIRECTIVE 
According to PwC’s Alternative Asset Management 2020 report, private equity houses will 
develop dynamic compliance activities by: 

 Adopting controls and reporting processes used elsewhere in the business (such as portfolio 
management and investor relations), which requires compliance professionals to work more 
closely with team members possessing reporting and analytical skills
 Bringing in multi-skilled personnel, those with legal and compliance expertise as well as 
analytics, reporting and technology
 Enforcing routine compliance activities into each business division
 Removing inefficiencies and streamlining reporting requirements 
 Creating flexible data strategies to enable centralised data capture
 Developing systemic compliance programmes and checklists, including automated record 
keeping, reminders and summaries of information for proper review
 Moving from a rules-based approach to a principles-based approach to tackle global regulatory 
divergence
 Greater use of local expertise in developing local processes

IMPORTANT DISCLOSURE
The above is a reprint from the March 2018 cover feature of The Drawdown which has provided Pantheon with the permission 
and authority to make this article available on Pantheon’s websites and social media profiles.

The views and opinions expressed herein by Tracy Diamond are those of Tracy Diamond personally as of the date of the 
publication, and may change in response to changing circumstances and market conditions. Furthermore, market and investment 
views of third parties presented in this article do not necessarily reflect the views of Pantheon and Pantheon disclaims any 
responsibility to present its views on the subjects covered in statements by third parties. Pantheon disclaims any responsibility 
to update such information, opinions, or commentary.

Under no circumstances should these views and opinions in this article be construed by any reader as investment, securities, 
legal, or tax advice. The information contained herein should not be deemed as a recommendation to purchase or sell any secu-
rities or investments. No representation or warranty, express or implied, is made or can be given with respect to the accuracy or 
completeness of the information in this article. In general, alternative investments such as private equity involve a high degree 
of risk, including potential loss of principal invested, are highly illiquid, and typically have higher fees than other investments.
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experience of working with PE is that many see 
compliance as something to outsource; neces-
sary and important of course, but non-core.” 

But for him, the new breed of rules and reg-
ulatory expectations coming into effect mean 
simply tasking another firm to do the work will 
no longer suffice. “We are entering a new space 
where there are significantly heightened expec-
tations of substantive internal understanding. 
To get there, private equity should reach out 
to spaces in other industries that have already 
been through that pain.” 

O’Shea asserts bringing in existing expe-
rience from other sectors doesn’t necessar-
ily have to come at a high cost. “Given how 
quickly the landscape is changing, the next 
acid test will be at the end of H1 this year: PE 
leadership will need to ask if it is comfortable 
that the COO and compliance officer can speak 
intelligently about new rules and evolving com-
pliance challenges for the business. Good PE 
compliance officers need to be fit for purpose, 
they need integrity, judgement and relevant 
experience, but by leveraging deep pools of 
experience in other industries, they don’t have 
to be incredibly senior or expensive.”

A nascent role is emerging in reaction to the 
growing pressures facing compliance teams; 
the legal operations head. “They’re not really 
doing law, they’re more focused on managing 
the team, the law firm relationships and pro-
curement of software and systems,” explains 
Nicholas d’Adhemar, founder and CEO of legal 
software provider Apperio. “These people can 
be lawyers or people with more technical skills. 
Is the GC the best person to evaluate software? 
Is the COO? Or can a legal operations profes-
sional do the review process and bring in the 
GC when it makes sense?” 

Eats strategy for tech-fast
The advent of a legal operations role also high-
lights the increased prominence of tech solu-
tions in compliance efforts. Says d’Adhemar: 
“Today’s private equity COOs have more to do 
in their days than ever before; regulation and 
compliance, accounting and legal, operations 
and human resources. They have to simplify 
components. Tech can automate some of that 
worry – it can provide an early warning system.” 

But given the market opportunity offered by 
private equity compared with say the banking 
industry, there are few tech solutions on offer 
tailored to its specific needs. “Having previous-
ly worked within the banking sector, I’ve seen 
some great regtech solutions, but none that are 
tailor-made for PE,” says Pantheon’s Diamond. 

However, one technological development 
no private equity firm can afford to ignore is 
centralised data warehouses. “Centralised data 
is very important for compliance,” says Panthe-
on’s Diamond. “Especially for responding to 
the regulator’s requests; you need to respond 
immediately – a same day response is not good 
enough – you cannot waste time trailing through 
emails – it needs to be readily accessible.” 

Rethinking operational agility is not just an 
effective tool for dealing with regulation and 
compliance, it will become a firm’s most impor-
tant weapon for success. “We had some inves-
tors, those who typically are unable to invest in 
first time funds because of lack of operations, 
where we were able to go through their oper-
ational due diligence process. Around 10-15% 
of our LPs have very burdensome ODD, who 
wouldn’t have normally been able to invest in 
us. The way we have set up Summa was a great 
sales pitch – that investment people can focus 
their time on deals. It’s also about streamlining 
the operations; by having someone that can do 
both, we’re more efficient and we don’t need as 
many people centrally,” says Summa’s Keisu. 

The three pillars of operational resource – 
people, outsourcing and technology – remain 

valuable and effective tools for dealing with 
today’s regulatory headwinds. But, the chang-
ing spirit of the oncoming rules and regulators’ 
heightened enforcement activities require 
more meaningful action.

This wave of regulation is a manifestation of 
exasperation and indignation towards financial 
services’ irresponsibility. Private equity, as a 
long-term player, and an industry consistently 
promoting its responsible credentials – for 
any GP to make it through another fundrais-
ing cycle, it must understand the direction of 
travel, listen clearly, and embrace the objective 
wholeheartedly. 

This requires a willingness to change 
but most of all, heightened creativity. For 
private equity to remain agile; to become fu-
ture-proof – innovative hiring, outsourcing 
and tech solutions are vital. Rather than be-
moaning restrictive and burdensome rules, 
they can be a catalyst for change led by 
operational pioneers, propelling private 
equity to the crest of this major cultural 
shift. 


