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While Jersey is by no means immune, it is of little sur-

prise that during an economic downturn the financial cen-
tres that feel the greatest shock are those that are heavily
exposed to the open-ended fund model. Such funds have
suffered from en-masse investor redemptions, giving fund
managers little choice but to sell off assets cheaply and
crystallise losses in order to pay back investors.
AB: As with fund industries in other financial jurisdictions,
Jersey funds will have seen a declining asset base due to
lower market valuations and an increase in redemptions
and liquidations by investors looking to move from high-
to low-risk cash or cash-equivalent investments. RBC
Wealth Management has benefited from this flight to qual-
ity — we have found that clients are increasingly attracted
by our strong balance sheet, and are looking to custody
their assets with safe and solid partners.

HFMWeek: What is being done by the authorities to
attract hedge funds to the region?

HM: Jersey’s authorities have not specifically targeted
hedge funds through their marketing efforts or regulatory
developments. They have instead considered the wider
spectrum of alternative investment funds, including hedge
funds. We think that this approach has been correct as it
has led to a well-diversified funds industry, an insurance
policy against the down-turn which is being evidenced
now. Furthermore, Jersey’s strengths have always been in-
tellectual in nature, with a relatively specialised and skilled
work force of lawyers, accountants and administrators.
MH: Jersey continues to be innovative in the range of fund
types and structures available to meet the needs of inter-
national hedge fund managers and their principals. The

Jersey has responded pro-actively to international
initiatives on the regulation, seizing the opportunity
to demonstrate its robustness and enhance its
reputation as a financial services centre
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Expert Fund Regime, launched in 2004, has been a popu-
lar choice with over 400 single class hedge funds and over
750 umbrella sub-funds established since inception. This
was supplemented by the introduction of the Unregulated
Eligible Investor Fund schemes last year, which require no
initial or continuing regulatory oversight and are aimed at
experienced investors.

These changes continue to demonstrate the island’s

commitment to providing a first-class statutory framework
for companies domiciled in Jersey.
MS: In addition to the introduction of innovative products
such as unregulated funds, Jersey has also benefited from a
first-rate marketing exercise driven by Jersey Finance, the
promoter of the Jersey finance industry. The jurisdiction
is also trying to attract hedge fund managers on a reloca-
tion package of sorts, whereby fund managers benefit from
Jersey’s low levels of taxation.

AB: The Channel Islands and Jersey Finance in particular
have made great progress in the last few years in advert-
ising the jurisdiction to hedge fund managers looking to
relocate from the UK. It will be interesting to observe the
effect that the EU Directive may have on attracting hedge
funds to the region.

HFMWeek: How viable is the EU draft Directive and what
impact would the Directive, in its current form, have on
Jersey as an offshore domicile?

AB: The Directive aims to ensure investment transparency,
investor protection and regulatory oversight of the ac-
tivities of managers in relation to hedge funds and private
equity funds, as well as real estate, commodity and infra-
structure funds and other types of institutional vehicles.
It is still at an early draft and I would expect that the final
version will be somewhat different from what we can see
now. As a result, it is difficult to categorically define what
its implications might be.

Over a number of years, Jersey has responded pro-
actively to international initiatives on the regulation of
offshore financial services, not only ensuring compli-
ance with global standards but seizing the opportunity to
demonstrate its robustness and enhance its reputation as
a financial services centre. We would expect the island to
meet the challenge of this Directive.

MH: The current draft has been widely criticised by the
alternative funds industry and trade associations. It un-
dermines the de Larosiére Report and the Turner Review,
which concluded that alternative funds neither caused
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nor played a significant role in the current crisis. It also
contradicts the G20 plan to reduce the scope of regula-
tory arbitrage and to resist protectionism and has brought
uncertainty into the industry and concerns for reciprocal
overseas measures.

The effect on Jersey cannot be fully determined until the

eligibility criteria are established. Jersey expects to be at
the forefront of non-EU jurisdictions seeking equivalence
as it already has a highly regarded regulatory framework
and legislative system and has been actively involved in
the signing of tax information exchange agreements for a
number of years.
HM: The draft Directive in its current form has many impli-
cations for Jersey’s funds industry. However, much of the
detail, such as to what Jersey needs to do to meet equiva-
lence status, is still uncertain.

There is widespread agreement that the Directive will
change from its current form by the time it is finalised to-
wards the end of the year — exactly what final form it will
take is difficult to predict. All we know is that there is wide-
spread criticism of the current draft from many groups,
both onshore and offshore, and it is being seen by many
as a step too far.

Regardless of precisely what form it takes, it will un-
doubtedly require Jersey to demonstrate adherence with
EU standards via the so called ‘equivalence’ test. Jersey be-
lieves it is well placed to deliver on this challenge.

MS: The details of the Directive are not yet known and
consequently, its impact cannot be predicted with any cer-
tainty. There is a fair amount of confidence that Jersey will

be able to obtain some form of equivalent status, and if it
is able to do so, it is likely that the jurisdiction will benefit
from the Directive as a result of its very high level of regula-
tion, as shown by the fact that the OECD recently placed
Jersey on the top tier of regulated jurisdictions.

The information about the Directive that is currently
available to us reveals three main issues: Anti-money laun-
dering - Jersey is already compliant in this area; tax infor-
mation exchange (TIE) - Jersey has TIEs with France,
Germany and Ireland and is current negotiating with
Spain and Italy, so will most likely be compliant in this
area by the critical date; and equivalent regulation — once
the guidelines are available, Jersey will be able to introduce
appropriate regulation relatively quickly.

HFMWeek: What opportunities do you see arising for Jer-
sey in the coming year?

HM: We see the Directive as an opportunity for Jersey to
differentiate itself from other offshore centres.

Jersey can grasp the opportunity to be seen as a ‘first
mover’ in attempting to secure equivalence. The quicker
it can do this and demonstrate equivalence to the world,
the better. Historically, Jersey has been among the first
in the pack to demonstrate adherence with international
standards.

There may also be other opportunities that develop

from the Directive and other global tax and regulatory de-
velopments. It will be for Jersey’s fund industry to remain
innovative and insightful in its quest to make the most
from these opportunities.
AB: Jersey is well placed to benefit when the fund indus-
try rebounds, thanks to its strong financial infrastructure,
which consists of a number of law firms, accountancy
firms, banks and other financial institutions. The degree of
specialism that these institutions bring to the table, cou-
pled with Jersey’s world-class regulatory system, which
governs a wide range of fund vehicles, underlie Jersey’s
strong position going forward.

RBC Wealth Management’s Corporate and Institutional

division is well placed to capitalise on this strength, as its
integrated offering allows professionals from the banking,
credit, trust, fund accounting and custody units to meet
potential fund sponsors at an early stage to develop a thor-
ough understanding of the fund sponsors’ business needs.
MS: I believe that, by Q4, people will be looking to estab-
lish new funds with the possibility of launching them next
year. Some may feel this is a somewhat optimistic view but
Jersey’s ability to reinvent itself, in addition to the sheer
amount of restructuring, corporate recovery and insolven-
cy work that is occurring at present, will mean that, while
this year may not be great, it will certainly be excellent in
comparison to other jurisdictions.
MH: In 2008, the introduction of the Unregulated Fund
Regime for eligible investors and Exchange Traded Funds
was seen as potential growth area, allowing Jersey to offer a
full range of regulatory options for alternative funds. While
this has seen significant growth since inception, there are
a number of funds that have moved to Jersey because of
its highly regarded regulatory environment. This trend is
expected to continue as hedge fund investors seek higher
levels of regulation. There has also been interest in dis-
tressed strategy funds and infrastructure funds and it could
be one of the best vintage years for private equity funds.

Although globally the coming year is anticipated to be
tough, Jersey should prove resilient and well positioned to
take advantage of the green shoots. M
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