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Well-established as a leading hedge
fund domicile, HFMWeek finds out how,
in the wake of a turbulent two vears,
the Cayman Islands is responding to
the changing industry landscape and
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how regulatory developments in Europe are likely to
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HFMWeek: How is Cayman recovering from the challenges
of the past two year?

David Bree (DB): The Cayman Islands’ model has held up
well under recent challenges. There were no bank failures
in Cayman and no bail-outs required. The hedge fund in-
dustry, which is the crown jewel of Cayman, is well-poised
to take advantage of the rejuvenation of the industry, and
with Cayman’s place on the Organisation for Economic
Co-operation and Development (OECD) white list se-
cure, the newly appointed premier and government are
adopting the necessary policies to take advantage of the
mobility of global and human capital.

Kenneth Krys (KK): Clearly, with the Cayman Islands be-
ing one of the largest offshore financial centres, the global
downturn has had a knock-on effect here and, as a result,
we have seen more restructurings and insolvencies. The
downturn and situations such as Madoft have made inves-
tors and directors more diligent in reviewing the business-
es they participate in.

The Cayman Islands will continue its dominance
as the leading offshore hedge fund owing to the
experienced and professional sector that supports
the industry and a regulatory environment that is
effective but not overbearing
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The impact, however, has not been as significant as else-
where. The total number of mutual funds registered with
the Cayman Islands Monetary Authority (CIMA), which
dipped a bit in 2008, has seen recent growth and appears
to returning to its historical levels of 2007.

HFMWeek: In an increasingly competitive environment,
how does Cayman maintain its relevance as the ac-
knowledged home of the hedge fund industry?

DB: Maintaining our appropriate regulatory and legal
framework and cultural flexibility is key. The new Finan-
cial Services Division of the grand court is the most recent
manifestation of Cayman’s strength and adaptability. Our
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jurists are top-notch and the court is designed with the ef-
ficient resolution of cases in mind. Cayman continues to
pass the stress tests of the global financial community and
is raising the bar for competing jurisdictions.

KK: The Cayman Islands will continue its dominance as
the leading offshore hedge fund owing to the experienced
and knowledgeable professional sector that supports the
industry and a regulatory environment that is effective but
not overbearing. Additionally, the Cayman Islands govern-
ment and private sector have just completed a number of
road trips to the US, Europe and Asia to listen to the major
players in the market as to their needs. The feedback from
government is that the trips were very successful and that
they will take steps to ensure Cayman Islands remains the
premier jurisdiction for the hedge funds.

HFMWeek: What impact do you think Cayman'’s inclusion
on the OECD white list will have on the jurisdiction?

DB: It will further solidify Cayman’s position as the domicile
of choice for hedge funds and other financial transactions.
International practitioners can continue to recommend our
jurisdiction with confidence that the recognised standards
of tax transparency are afforded while privacy is maintained.
Also deserving of attention is the election of Cayman to the
steering group of the OECD, recognising the important
value Cayman adds to the international group.

KK: Clearly any time a jurisdiction gets on the OECD
white list, it adds legitimacy to the jurisdiction. However,
from what I understand, the exercise of liaising with fellow
regulators has also had a greater benefit in demonstrating
to those other regulators, with whom Cayman signed tax
information agreements, Cayman’s commitment to com-
plying with international standards.

HFMWeek: As industry-wide focus on transparency and
liquidity increases, what can be done to ensure adequate
investor protection?

DB: The Cayman Islands’ hedge fund product is intended
for and generally sold to sophisticated investors and has
been a huge success. Being a disclosure-oriented jurisdic-
tion, in the offering documentation of each fund there is
information about the liquidity of the product and the
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ability of a fund to participate in less-liquid investment op-
portunities. However, it is for each investor to determine
if they can accept the risks of investing. The most effective
means of protection I have seen has been appropriate due
diligence by investors, combined with an independent
board of directors — as a leading provider of corporate gov-
ernance services to hedge funds, we at dms see increased
numbers of investors coming to Cayman to visit our office,
review our systems, and meet our people.

KK: The CIMA has made a commitment to providing
key information on their website to investors of funds, al-
though the details of this have not been specified. But out-
side of this, the investor needs to take a greater role. The
largest investors in hedge funds are sophisticated financial
institutions who act as agents for their clients. These fi-
nancial institutions need to conduct greater due diligence
prior to and during their investment-making to ensure that
their investments are protected adequately.

HFMWeek: What impact do you think that the growing
popularity of Ucits Ill will have on Cayman hedge funds?
KK: As I mentioned previously, Cayman’s fund industry is
continuing to grow. The regulators and private sector will
closely monitor Ucits III and determine whether to create
alternative vehicles to address these.

DB: While the Ucits model is a more retail-oriented ap-
proach and provides access across Europe for managers to
market their funds, the Cayman model - though able to
encompass a number of Ucits-like features — is designed to
provide the utmost flexibility to managers and investors to
balance risk and reward. I see Ucits and the developing Eu-
ropean model as being complementary to Cayman. Any-
thing that offers more choices to investors is a good thing.

HFMWeek: How do you anticipate that the implementa-
tion of the EC draft Directive will affect Cayman as a fund
domicile? Are there any potential benefits?

DB: This is not a zero-sum game. A growing hedge fund
industry in Europe and elsewhere is good for investors and
good for Cayman. At present, however, I am skeptical that
the current Directive will achieve its objective. Flexible
jurisdictions like Cayman have a way of persevering and
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thriving, particularly when the alternative is overly bureau-
cratic. From Europe, the biggest threat to Cayman would
be the adoption of Cayman’s proven system of common-
sense hedge fund regulation.

HFMWeek: What trends have you seen over the past year
in terms of fund launches in Cayman? Do you expect this
to continue?

DB: After a lull in 2008, we see hedge fund launches mov-
ing forward in Q4 2009 and Q1 2010. However, the asset
sizes of individual launches are generally less than before
the financial crisis, with many falling under $100m. Firms
like dms, which combine depth of team and experience,
have the economies of scale necessary to help incubate the
hedge fund leaders of tomorrow and maintain the infra-
structure that investors expect of their board members.
KK: As mentioned previously, the impact has not been as
significant as in other jurisdictions, with recent growth
in the total number of mutual funds registered with the
CIMA suggesting a return to levels last seen in 2007 after
a slight fall in 2008.

HFMWeek: Looking forward, what opportunities lay
ahead for Cayman in the future?

KK: Cayman will work harder to be the premier jurisdic-
tion of choice. Independent directors have seen increased
activity and more confidence is being placed with them
being on the board, while investors and fund service
providers are conducting greater scrutiny of the persons
they do business with. Cayman has also introduced the
Financial Services Court which will deal only in financial
services disputes, ensuring consistency and expedition of
court matters.

DB: The greatest opportunity for Cayman lies in increased
opportunity to service funds in all areas — administration,
investment management, brokerage and corporate govern-
ance. The newly-elected government is pushing ahead with
reforms of the immigration and commercial regimes to
add new dimensions to Cayman’s offerings and economy.
Having been stress-tested once again, the Cayman Islands
has proven its resilience, flexibility, and integrity. The bar
has been raised and our doors are open. M
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