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Although Cyprus is not seen as a tradi-
tional location for the domiciliation of
hedge funds, Evan Gavas of Barclays
Wealth Cyprus and George Rologis of Al-

ter Domus highlight the jurisdiction’s per-

fect location as well as changes to the
regulatory landscape as factors which
prove Cyprus to be a strong contender

HFMWeek: How is Cyprus in a good position to respond
to the changing expectations of the fund industry today?
Evan Gavas (EG): Hedge fund managers are looking cau-
tiously at new regulations, as well as at tax and cost fac-
tors which affect their ability to raise funds and produce
returns for their clients. This has, and will continue to re-
sult in, hedge fund managers reassessing the jurisdictions
in which to domicile. At present, a large number of hedge
funds are based in the UK, but we are seeing hedge funds
registering in alternative European jurisdictions, such as
Ireland and Luxembourg. Cyprus is in a strong position
to participate in this trend, and in the current climate, the
government and the private sector are taking this opportu-
nity to promote the country as a key jurisdiction in which

to set up and regulate funds.

George Rologis (GR): Cyprus is in an excellent position to
respond to the changing expectations of the industry and
to act as a credible alternative for hedge funds and other
alternative funds who aim to add Europe central to their
strategy, either for investing into, from or using it as an in-

vestor pool.

The island has all the key ingredients that funds are
looking for today, especially with regard to new regulations
that will affect the industry in the next few months with

the AIFM Directive. Furthermore:

IN THE CURRENT CLIMATE, THE GOVERNMENT AND

THE PRIVATE SECTOR ARE TAKING THIS OPPORTUNITY

TO PROMOTE THE COUNTRY AS A KEY JURISDICTION
IN WHICH TO SET UP AND REGULATE FUNDS
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* Cyprusis a full EU member state since 2004 and a Euro-
denominated country since 2008, thus adhering to all

EU wide regulation;

* Cyprus is on the OECD-compliant white list and a FAFT
approved country, relevant for investors and managers alike;
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* Favourable tax regime in place for funds and fund inves-
tors, equally attractive if not better that traditional fund
jurisdictions;

* Cyprus is a well-regulated jurisdiction, with transpar-

ency, disclosure and risk management high up on the

agenda of the Central Bank of Cyprus that approved and
regulates ICIS vehicles within a speedy time frame for
set up and implementation;

Like the UK, Cyprus is a common law jurisdiction and

follows UK case law closely. The UK is the second largest

hedge fund manager location globally, so common law
allows Cyprus funds to operate in a similar legal environ-
ment to that of the UK

Lower cost propositions than more established juris-

dictions, without compromising quality and timeliness

of service;

Cyprus has an attractive double tax jurisdiction for hold-

ing, financing, shipping and trading structures, conse-

quently there is a large English-speaking infrastructure
and expertise already in place comprising of lawyers, ac-
countants, banks and other professionals;

Location-wise, Cyprus is also well positioned, not far

away from the heart of Europe where investors and

other key service providers reside, but also close to the

Middle East and Asia where significant investor pools

are located.

HFMWeek: Where do you think the future of the hedge
fund industry in Cyprus lies in 2010, what does it offer
to funds?

EG: Cyprus boasts a myriad of benefits to entice new funds
to the jurisdiction: the country joined the EU in 2004, and
with the advent of Ucits and the AIFM directive, being a
part of the EU is increasingly an attractive proposition for
fund managers. Furthermore, setting up a hedge fund in
Cyprus is more cost-effective than in a number of compet-
ing jurisdictions.

In addition, Cyprus has seen a tremendous influx of
foreign companies setting up structures in the jurisdiction
over the last decade and this has led to rapid development
of the services sector. The country boasts the lowest cor-
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porate tax rate in the EU at 10%, there is no capital gains
tax on a wide range of securities, and the country has also
established double-tax treaties with over 40 countries.
GR: Cyprus offers a credible alternative in particular for
new funds or funds wishing to redomicile their structure
or their administration. With the increased focus that the
country has given to growing this industry and attracting
funds, early adopters of this jurisdiction will reap the most
benefits on the cost side.

HFMWeek: How does the island’s EU status help hedge
funds in light of AIFM regulation and Ucits 11I?

EG: As a member state of the EU, the Cyprus regulatory
authority is able to provide passport status to funds that
are seeking investors in other parts of the EU. Although
the exact direction that the ATIFM Directive will take is un-
certain, it seems certain that the result will make it more
restrictive for hedge funds who want to raise capital within
the EU. Consequently, funds registered in non-EU juris-
dictions such as the Cayman Islands or the British Virgin
Islands will find it harder to gain access to the EU as a mar-
ket. For Ucits III funds, managers regulated by an EU body
will have the advantage of being able to promote their own
funds in other parts of the EU.

THE CHALLENGE FOR CYPRUS IS TO MARKET

THE GOOD PRODUCT IT OFFERS IN THIS TOUGH
ENVIRONMENT, BUILDING UP [TS REPUTATION AS A
WELCOME ALTERNATIVE SINCE T HAS NEVER BEEN A
TRADITIONAL LOCATION FOR HEDGE FUNDS

)
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GR: With all the uncertainty surrounding what the final
EU AIFM Directive will look like and European manag-
ers increasingly opting for an EU solution rather than the
traditional offshore options, the island’s full EU member-
ship since 2004, as well as Euro currency adoption since
2008, position Cyprus well to benefit going forward. If one
overlays all the additional advantages that the island offers,
then Cyprus is a very strong alternative to the more tra-
ditional jurisdictions, but also to the upcoming ones like
Malta and Gibraltar. Cyprus does cater for Ucits, however
we feel that today the island is better placed to attract EIFs.

HFMWeek: What procedures have been brought in, in
light of the crisis, to increase transparency and give more
security to investors?

EG: The financial crisis has had a major impact on Europe
and the US and we continue to see high levels of volatil-
ity and uncertainty in the markets. Cyprus has weathered
the storm relatively well compared to a number of West-
ern countries due to effective measures being taken by
the Central Bank of Cyprus early on and also thanks to its
track record of applying strong regulatory controls on lo-
cal banks in Cyprus. Conversely, the crisis has demanded
that other jurisdictions rethink their regulatory setup. As a
consequence, the government, the Cyprus Securities and
Exchange Commission and the Central Bank are continu-
ing to make solid efforts to demonstrate that they operate
with transparency and high levels of controls.

GR: Relative to the traditional fund jurisdictions, Cy-
prus’ fund regulation is new, updated only last year, with
the aim to attract new and established funds further to
the impedning changes in global EU wide regulation. As
such there is increased focus on transparency, regulation,
disclosure and risk management from the Central Bank of
Cyprus that oversees International Collective Investment
Schemes (ICIS) more appropriate for hedge fund EIFs
vehicles. Regulation is sufficient such that fund managers
have ‘credible’ flexibility within the system to set up and
run their structures, but it is equally important for inves-
tors to feel comfortable that managers are overseen and
checked regularly.

HFMWeek: What challenges do you see occurring in the
coming year and how well is Cyprus positioned to take
advantage of the heightened demand for outsourcing?
EG: The financial system is globally interconnected in a way
that it wasn't in the past, which has meant that a crisis hap-
pening in one part of the world can have a direct impact on
countries in other parts of the world. One certainty that
has emerged from the financial crisis, with regard to how
hedge funds do business, is that it is important for them to
operate globally. By adopting a global model, hedge funds
are able to seek ways to reduce their costs, and also posi-
tion themselves to take advantage of the present volatility.
One way for hedge funds to reduce costs is to split their
back and middle office from the revenue generating part
of the business and locate the former in a cost-effective
jurisdiction. For example, a number of hedge funds have
located their back and middle office operations in Cyprus
whilst their traders are based in London or Dubai thereby
taking advantage of the cost savings from outsourcing.
GR: This year, market uncertainty has not provided the
required stability for investors to feel comfortable again
to invest, therefore, funding has been challenging. The
uncertainty surrounding the incoming AIFM regulation is
another challenge; nobody in the industry knows exactly
what shape the final draft will take.

Conversely, the economy has performed relatively well
within the current environment. The challenge for Cyprus
is to market the good product it offers in this tough envi-
ronment, building up its reputation as a welcome alterna-
tive, since it has never been a traditional location for the
domiciliation of hedge funds.

Cyprus is well positioned to take advantage of the
heightened demand for outsourcing as it has the infra-
structure required, particularly with the presence now on
the island of credible and experienced fund administra-
tors, the attractive regulation, and importantly, lower costs
without compromising quality of service. Redomiciliation
opportunities will arise not only for fund structures and
administration but also for managers themselves, who may
in addition be attracted to the personal tax regime.

HFMWeek: Finally, is the island continuing to meet the
regulatory needs of the global hedge fund industry?

EG: The main focus for the Cypriot authorities is compli-
ance with EU directives. Although alarge number of hedge
funds have established back and middle offices in Cyprus,
there are few examples of hedge funds that have moved
their entire operations there, so the industry is still under-
going a learning curve in Cyprus. One notable exception
is IKOS, a large UK fund that have moved a large part of
their operations to Cyprus, but continue to be regulated in
multiple jurisdictions. Il
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