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181 islands covering less than 54 square 
kilometres, and located in the Atlantic 
just over 1,000 kilometres west of North 
Carolina’s Cape Hatteras.

Investment is very far from the only 
string to Bermuda’s bow; it is the world’s 
leading domicile for captive insurance and 
reinsurance companies and a global force 
in the reinsurance sector as a whole, as 
well as being an important centre for trust 
services. Its long history as a home for 
hedge funds and other offshore investment 
structures has left a legacy of specialist fund 
administration providers; Bank of Bermuda 
was a global name in financial services until 
its acquisition by HSBC in 2004.

“We were the first jurisdiction to domicile 
hedge funds, going all the way back to 
the 1960s,” says Cheryl Packwood, chief 
executive of promotional organisation 
Business Bermuda. “Our location is right 
between the world’s two major financial 
markets, London and New York, and we 
have the major fund service providers, 
comprising lawyers, accountants and fund 
administrators, including Citi and Bank of 
New York Mellon as well as boutique firms.”

However, industry members acknowledge 

It’s an ill wind that blows nobody any good, 
and if anything positive has come out of 
the global financial crisis for Bermuda’s 
fund industry, it is that the jurisdiction’s 
longstanding focus on effective regulatory 
oversight is now seen more as a positive 
signal of concern about compliance with 
global standards and protection of fund 
investors than a tiresome impediment in 
the way of getting to market or a cost drag 
hampering performance.

Not that Bermuda’s regulatory framework 
for the alternative investment sector is 
particularly irksome – simply, participants say, 
that the new international focus on regulated 
service providers, transparency toward 
investors, tax compliance, robust know-
your-customer due diligence and anti-money 
laundering provisions has not required a 
significant change in regulatory culture.

Bermuda’s history as an alternative fund 
domicile and servicing centre dates back 
some four decades and reflects its unique 
political and geographical situation poised 
between North America and Europe, with 
ties going beyond either: a UK overseas 
territory that uses the US dollar, with a 
population of some 69,000 spread over 

New global environment 
throws Bermuda’s 
qualities into relief

By Simon Gray
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A well-regulated jurisdiction 
with global appeal

By Cheryl Packwood
The past few years have been a difficult 
period for the global alternative fund industry. 
In most jurisdictions – China is an exception 
– the number of new funds established has 
been in decline. Everywhere fund managers 
are facing new regulatory requirements as 
well as increased demands from clients for 
greater transparency over their investments.

During the industry’s heyday in the early 
to mid-2000s, Bermuda’s decades-long 
adherence to the principle of sound regulation 
and effective oversight cost the jurisdiction 
business to rivals whose regulatory approach 
was less rigorous. But in today’s environment, 
the new focus on prudential supervision, 
effective anti-money laundering measures and 
tax information exchange agreements stand 
to benefit Bermuda as a fund domicile and 
servicing hub of quality.

It has been easier for Bermuda to adapt 
to the changed global climate because 
bringing its rulebook into line with the latest 
international standards has involved adherence 
to its existing philosophy. Today, with the 
reputation of jurisdictions an important factor 
in local decisions, the territory is attracting 
business from other offshore centres.

Bermuda’s position in the forefront of 
the offshore world is reinforced by its 
involvement in the global standard-setting 
process. For example, the island is a 
vice-chair of the OECD Global Forum on 
Transparency and Exchange of Information 
for Tax Purposes; it wields influence within 
the International Organization of Securities 
Commissions, and it also works closely with 
the International Financial Centres Forum.

Offshore centres have had to work hard 
to ensure that policy-makers onshore truly 
understand their business model, their role in 
the global financial system and their adherence 
to international standards. Now there are signs 
that the message is starting to get through. For 
example, Bermuda’s recent stellar review by 
the OECD’s peer review group demonstrates 

the jurisdiction’s progress and leadership 
in tax transparency, illustrated by the 35 tax 
information exchange and double taxation 
agreements the territory has signed to date.

Bermuda has long sought to engender 
greater understanding of its role among 
opinion-formers in the United States. An 
important tool is the annual Economic Impact 
Study commissioned by Business Bermuda, 
the most recent of which found that more 
than 300,000 US jobs had been created 
directly by Bermuda-based companies.

The jurisdiction’s long and strong economic 
links throughout the world include the 
domiciliation of Hong Kong-based companies 
since the 1990s and the listing of Bermudian 
companies on the Hong Kong and Singapore 
stock exchanges. Today its efforts to develop 
new business relationships are more focused 
than ever, with initiatives targeting Latin 
America, especially Brazil, China and other 
Asian countries, and southern Africa.

In addition, at a time when countries 
from the Middle East are increasingly their 
weight in the global economy, the island is 
positioning itself as a centre of Islamic finance 
expertise. Bermuda-headquartered Apex Fund 
Services has created a Shariah-compliant 
platform in partnership with Conyers Dill & 
Pearman and KPMG. Bermuda law firms and 
fund administrators have established offices in 
Bahrain and Dubai. Again, these efforts have 
been built on business relationships that in 
some cases date back several decades.

Islamic finance is just one area in which 
Bermuda’s cluster of specialist knowledge, 
backed by a deep pool of human talent and 
a solid services infrastructure, including the 
Bermuda Stock Exchange, has enabled it to 
develop a global role. Another is insurance-
linked securities, a field that combines the 
island’s fund expertise with global leadership 
in reinsurance – and one where Bermuda’s 
reputation for probity and excellence is an 
invaluable asset. n

Cheryl Packwood is chief 
executive of Business 
Bermuda

BuS ineSS  Bermuda



Bermuda Hedgeweek Special Report Jun 2012 www.hedgeweek.com | 5

Overv i ew

that recent years have seen Bermuda lose 
ground as a fund centre in certain respects, 
especially to the Cayman Islands. Over the 
five years from the end of 2006 to December 
last year, the number of classified Bermuda 
investment funds has fallen from 1,302 to 
872, the total number of investment portfolios 
(including segregated accounts) from 2,190 to 
1,353, and the net assets of Bermuda funds 
from USD211.52bn to USD159.51bn.

On the fund services side, some of the 
island’s leading administrators have been 
subsumed within larger groups, like Bank 
of Bermuda within HSBC and Butterfield 
Fund Services within Butterfield Fulcrum. 
Other administrators such as Citco and Citi 
Hedge Fund Services have cut staff in the 
jurisdiction, and a number of Bermuda firms 
have established operations in the new fund 
services hub of Halifax, Nova Scotia, or in 
the United States.

Yet the overall picture is far from bleak. For 
a start, the decline in fund numbers is far from 
unique to Bermuda and reflects contraction 
throughout the global alternative fund industry, 
stemming largely from the worldwide financial 
crisis and economic downturn, and its 
particular impact on hedge funds. Perhaps 
significantly, the figures for Bermuda funds, 
investment portfolios and fund assets were all 
up in the final quarter of 2011.

It can also be argued that the factors 
driving alternative fund business away from 
offshore jurisdictions and toward onshore 
centres have slackened since 2009, and to 
some extent may have reversed. Offshore 
centres make a less obvious scapegoat 
for the financial crisis and for the fiscal 
problems of governments now that they 
have embraced regulatory co-operation and 
exchange of tax information.

Meanwhile fund promoters facing a 
blizzard of new regulation, especially in 
Europe, are being reminded that using an 
offshore domicile can avoid, for instance, 
funds targeted at Asian investors becoming 
subject to the European Union’s forthcoming 
supervisory regime. And industry members 
in Bermuda believe the jurisdiction is now 
better placed to capitalise on these trends 
than ever before.

For one thing, the crisis and its aftermath 
have demonstrated the robustness of the 
territory’s legal infrastructure, according to 

Alex Erskine, a partner and leader of the 
Bermuda funds and investment services 
team at law firm Appleby. “It has weathered 
very well the storms of the market meltdown, 
and the cases that emerged from the 
plethora of disputes regarding investor 
complaints about the arbitrary imposition 
of gates, delayed redemptions and issues 
affecting segregated accounts,” he says.

“The various court cases that took place 
enabled Bermuda to show that its legal and 
regulatory structure actually works, and was 
able to withstand the test. This has actually 
been a very useful marketing tool for us, 
demonstrating that the jurisdiction has a 
robust legal framework within which funds 
can not only be formed but operate in the 
most volatile of market circumstances.”

Erskine also points to a host of less 
tangible factors, such as easy access to 
major markets, especially New York and 
London, and the legal and constitutional ties 
between Bermuda and the UK. Also important 
are long-standing relationships with financial 
industry players such as capital providers and 
brokerage firms and the links between the 
Bermuda and Lloyds reinsurance markets that 
have been strengthened by the expansion of 
Lloyds businesses into Bermuda and of local 
reinsurers into London.

He adds: “There’s also the advantageous 
tax regime and the human infrastructure that 
has built up here in terms of knowledge and 
skills, but one of our most important assets is 
speed to market. Bermuda has always enjoyed 
a real advantage over other jurisdictions 
because when a dislocation in the market 
creates an investment opportunity, people don’t 
want to wait six months and wade through red 
tape to get their funds established. In Bermuda 
the timeframe is normally a week, and two 
weeks at the longest.”

Dawn Griffiths, head of the Bermuda 

“The various court cases that 
took place enabled Bermuda 
to show that its legal and 
regulatory structure actually 
works, and was able to 
withstand the test.”
Alex Erskine, Appleby

3 
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open-ended investment fund: institutional 
funds, administered funds, specified 
jurisdiction funds (launched last December 
with the introduction of regulations tailored to 
the requirements of Japanese investors) and 
standard funds.

“The specified jurisdiction regime makes 
it possible to draw up legislation under 
the Investment Funds Act that will satisfy 
oversight in another jurisdiction,” says Craig 
Bridgewater, a partner in the Bermuda 
alternative investments and banking practice at 
KPMG. “The first opportunity we have identified 
involves Japanese funds, and the rules are 
designed to make managers targeting the 
Japanese market comfortable setting up funds 
here. The BMA will continue explore further 
opportunities and establish jurisdiction-specific 
legislation that satisfies their requirements.”

The changes to the Companies Act include 
authorising companies to have just a single 
director, as well as the use of corporate 
directors. At a time of enhanced focus on the 
effectiveness of corporate governance, these 
provisions might not seem particularly useful 
to fund investors, but Erskine points out that, 
for example, a corporate director might be 
appropriate to reduce costs in cases such as 
an SPV required within a fund structure for 
purely strategic purposes.

Adds Griffiths: “Under the revised 
Companies Act, the requirement to hold an 
annual general meeting can be waived under 
certain circumstances. That is probably not 
something that the average fund would seek 
to use. But new funds that are still in the 
process of establishing a track record and 
that don’t yet have outside investors might 
waive the AGM requirement in their early 
years. Equally, investors in funds that are in 
run-off may have other ways of tracking the 
liquidation process, and may not want to 
bear the cost of an AGM.” n

funds practice at the territory’s other leading 
international law firm, Conyers Dill & Pearman, 
argues that while for almost a decade Cayman 
was more successful in attracting new fund 
business with keener prices and lower barriers 
to entry, the landscape has now shifted. “The 
same international pressures are coming to 
bear on all offshore jurisdictions, and nowhere 
is immune,” she says. “Rival jurisdictions have 
had to up their degree of regulation somewhat, 
and they are no longer as cheap as they used 
to be.

“The fact that there is now a fairly level 
playing field for international fund business 
operates to Bermuda’s advantage. Our 
challenge now is not only to retain our loyal 
clients, the large blue-chip fund players that 
have always been happy to be in Bermuda, 
but to encourage start-up managers to take 
another look at Bermuda and remember why 
it was so popular for so long.”

Griffiths – whose firm is active in both 
jurisdictions – says there is probably little to 
choose between Bermuda and Cayman in 
terms of regulatory set-up costs and time 
to market, but that Bermuda’s experience 
of carrying out client vetting procedures, 
long before money-laundering and terrorist 
financing became major international 
concerns, has helped earn its regulator the 
reputation of being “a safe pair of hands”. 

She says: “The Bermuda Monetary 
Authority does enjoy the perception being 
particularly robust and a reputation for 
producing flexible and sensible regulation. For 
instance, corporate governance is now a hot 
topic, but the BMA have been vetting service 
providers to Bermuda funds for a long time 
and carrying out checks on fund directors for 
the past five years. Bermuda funds – indeed 
all companies – have always been obliged to 
hold an annual general meeting here and at 
least two board meetings, although many do 
more than the minimum.”

Bermuda offers a range of fund structures 
including companies, partnerships, unit trusts, 
private act structures, infrastructure funds and 
segregated account companies, as well as 
unregulated funds and closed-ended funds. 
The regulatory framework is based on the 
Investment Funds Act 2006, the Investment 
Business Act 2003 and the Companies Act 
1981, which underwent significant amendment 
last year. There are four types of authorised 

“The Bermuda Monetary 
Authority does enjoy the 
perception being particularly 
robust and a reputation 
for producing flexible and 
sensible regulation.”
Dawn Griffiths, Conyers Dill & Pearman
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sidecars, similar to a master fund,” McAlpine 
says. “They put money to work for a fee, just 
as would be the case with a hedge fund.”

The third type of activity in the convergence 
space involves proprietary platforms 
established by hedge funds or other providers 
of capital. The platform may contain an 
investment vehicle alongside a (re)insurance 
vehicle, and it underwrites its own risks, 
whereas in other structures the investors take 
on risks from the original underwriters.

“The insurance manager structure can 
involve a combination of taking on risk from 
others and underwriting in its own right,” 
McAlpine says. “It’s a highly entrepreneurial 
market in which investors are looking for 
new products and new types of structure 
that serve the market better in some respect 
than it is at the moment.”

The great advantages of hedge funds in 
this situation is that they are opportunistic 
and flexible, able to allocate capital quickly 
and to focus on where risks and rewards 
make the most sense, and where supply and 
demand do not match up properly.

“The convergence phenomenon was 
first seen as long as 15 years ago, but it 
has gathered pace over the past decade, 
to the extent that it has accounted for the 
vast majority of commercial (re)insurance 
formations in Bermuda during 2011 and 2012,” 
McAlpine says.

The new entrants are also seeking to 
capitalise on what is expected to be an 
opportune period for the industry from 
a pricing standpoint. Following various 
catastrophes in 2011, a considerable rise 
in premiums was expected. This increase 
so far has been indeed strong, but varying 
according to the type of risk. But McAlpine 
says: “A few more catastrophes this year 
could drive premiums significantly higher, 
even at a time when the new capital is 
adding to competition in the industry." n

Two specialist areas of expertise within 
Bermuda’s financial services industry, asset 
management and insurance/reinsurance, are 
coming together in what has become known 
as the convergence or insurance-linked asset 
market, where hedge funds, other asset 
managers and institutions such as pension 
funds are becoming primary providers of 
capital to an insurance or reinsurance platform.

“The (re)insurance market, in part 
because of the central role of Lloyd’s, has 
long been a particularly tight-knit, even 
closed, community with regard to the 
source of capital, the players and brokerage 
relationships,” says Jason McAlpine, a 
partner in the financial services office of 
Ernst & Young in Bermuda. “But over the 
past decade, that exclusivity has diminished 
and non-traditional capital sources, whose 
previous allocations to this asset class 
were small and infrequent, have taken a 
progressively larger role.”

McAlpine highlights various structuring 
methods for this new capital. One is 
insurance-linked securities such as ‘cat 
bonds’, which are similar to traditional 
bonds except that instead of the credit risk 
of a company, they involve catastrophe 
risk. “Other types include mortality bonds 
and various other derivative products, but 
cat bonds are the primary insurance-linked 
security,” he says.

Another sub-segment of the industry 
consists of insurance managers, who 
manage underlying (re)insurance risk as 
opposed to other alternative investment 
strategies. The capital may be provided by 
hedge fund and other asset managers, but 
this area also requires industry specialists, 
such as actuaries and underwriters, who 
understand the market.

“Insurance managers create platforms, 
sometimes as segregated cell companies, 
sometimes as so-called transformers or 

Synergies with insurance 
drive convergence market

an interview with Jason mcalpine

Jason McAlpine is a partner in 
the financial services office of 
Ernst & Young Ltd, Bermuda

ernSt  &  YOunG
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Much of the alternative fund administration 
industry has been located in offshore financial 
centres since the 1990s, when the so-called 
‘10 commandments’ obliged funds to carry 
out various functions outside the United 
States to avoid tax complications. While the 
position has since changed, and a number 
of onshore centres in the United States and 
Canada are now significant fund service 
hubs, jurisdictions such as Bermuda that have 
provided administration as well as domicile 
to hedge funds for several decades remain 
centres of excellence within the sector.

While some of the activity once carried 
out in Bermuda has moved to centres such 
as Halifax, Nova Scotia, the jurisdiction 

has also seen business moving in. An 
example is Apex Fund Services, which was 
established on the island in 2003. Today it is 
the headquarters of a network of 24 offices 
around the world, and the group’s founder 
and managing director Peter Hughes says 
the jurisdiction is if anything even more 
competitive in the global market than it was 
a few years ago.

“The reason we set up our first office and 
our headquarters here is that Bermuda has 
been one of the premium jurisdictions for 
fund servicing for a long time,” he says. “The 
advantage of being the longest-established 
alternative fund centre is that a huge skill 
set and knowledge base has been built 

Specialist skills keeps 
island on the fund 

services map
By Simon Gray
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Bermuda capitalises on 
new competitiveness 

By Craig Bridgewater

Craig Bridgewater is a 
partner in KPMG’s Bermuda 
alternative investments and 
banking practice

in Bermuda do so because of the quality 
of the jurisdiction, the ability to develop 
close relationships with service providers, 
and the reassurance to investors provided 
by the regulatory oversight of the Bermuda 
Monetary Authority.

While the BMA has been active in 
reviewing the island’s regulatory framework, 
from fund legislation to codes of conduct, 
the regulator has strived to maintain the 
flexibility of the fund regime, appropriate 
to an industry that serves exclusively 
institutions and other sophisticated investors.

That said, corporate governance has 
become a more important consideration for 
the industry in the wake of the crisis. The 
government’s recent changes to Bermuda’s 
Companies Act has made it possible to use 
corporate directors for the first time. This 
change could well help to boost the quality 
of corporate governance by bringing into the 
industry people who specialise in directorship 
roles, do the job on a full-time basis, and can 
bring more value to fund boards.

These developments are taking place 
in an environment where stability has 
returned, economic activity has resumed and 
confidence appears to be returning to the 
fund industry. Bermuda is continuing to win 
good quality business as existing clients start 
to grow again and to launch new products.

One important initiative that promises 
to help Bermuda develop niche business 
areas is the development, at the initiative of 
the BMA, of jurisdiction-specific legislation 
designed to help the fund industry target 
new markets. This involves measures under 
the Investment Funds Act that will satisfy 
regulatory oversight requirements and/or 
investor preferences in another jurisdiction. 
Such legislation now exists for funds targeting 
distribution to Japanese investors, and further 
tailored legislation may be introduced in the 
future as opportunities arise. n

In a global environment in which clients 
are placing increased emphasis on greater 
quality and transparency among providers 
of alternative investments and put a 
premium on trust in their relationships, 
Bermuda is well positioned to capitalise on 
its established reputation for expertise and 
effective regulation to expand its position 
as a fund domicile with appeal in markets 
around the world.

Over the past few years KPMG has been 
closely involved in the development of the 
Bermuda fund industry. In addition to helping 
managers set up new funds, handle ongoing 
issues and deal with the increasing global tide 
of regulation, we have also played a major 
role in helping funds work out some of the 
questions arising from the global financial 
crisis starting in 2008, including handling illiquid 
investments and redemption constraints.

Today it’s important that Bermuda offers 
a flexible and efficient regulatory framework 
that bears comparison with any rival 
offshore financial centres. However, it is also 
extremely competitive from the perspective 
of incorporation and establishment costs as 
well as ongoing fund operation expenses – 
an important factor at a time when managers 
around the world are taking longer to attract 
investment and cost issues are critical for 
start-up funds.

For example, incorporation and set-up 
charges are in many cases lower than 
in other fund domiciles, and while most 
Bermuda funds are audited, there is no 
obligation to obtain a local audit sign-off for 
either a master or feeder fund – a significant 
consideration over the lifetime of a fund, for 
example, for a Singapore-based investment 
manager of a Bermuda fund that can use an 
auditor in its home jurisdiction.

However, Bermuda has never made 
competing on the number of registered funds 
a priority. Managers who establish funds 
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issues for offshore jurisdictions,” she says. 
“We are the no. 1 reinsurance market in 
the world ahead of Lloyds, around which 
you have the expertise of lawyers and 
accountants, and that spills over into the 
hedge funds and investment sector.”

Business Bermuda’s efforts to promote the 
growth of the fund industry include outreach 
to expanding markets, especially China, 
other parts of Asia and Latin America, as 
well as the development of specialist areas 
such as Islamic investment. “We have been 
doing a lot of promotional and marketing 
work in the Middle East, and some of our 
law firms and fund administrators have 
offices in Bahrain or Dubai,” Packwood says. 
“That has been a strong area of the world 
for us for decades.

The organisation has also been targeting 
other markets such as southern Africa. 
“We were in Cape Town in November, and 
we met with the director of South Africa’s 
National Treasury, because they were looking 
at issuing a sukuk,” she says. “We were 
also talking to people there who are already 
doing business with Bermuda. It might not 
be an obvious traditional market, but we 
have had corporate and individual clients 
in countries such as South Africa, Kenya 
and Uganda for decades, while Orbis, a big 
South African asset management firm, has 
been in Bermuda for some time.”

Hughes believes that regulatory changes 
elsewhere in the world, especially the 
European Union’s Alternative Investment 
Fund Managers Directive, could drive more 
business to centres such as Bermuda. “It will 
be very interesting to see what happens in 
the next two or three years,” he says. 

“Some people see the AIFM Directive as 
a threat to offshore domiciles, but I think it’s 
a real opportunity. It will become increasingly 
expensive to do business in the onshore 

up not only among administration staff but 
other providers of services to funds such as 
bankers, lawyers and auditors.”

Today Apex has 25 staff in Bermuda, 
out of a worldwide total of around 270. 
“We started out as one of the smaller 
administrators here, but we have grown 
while some of the big names have left,” 
Hughes says. “That has been ideal 
because it has enabled us to recruit really 
talented staff to focus on some of the new 
opportunities in the asset space, such as 
insurance-linked securities.”

In terms of fund numbers Bermuda 
has slipped well behind its main rival, the 
Cayman Islands, over the past decade, but 
Hughes argues that it scores better as a 
fund administration centre, in part because 
the market for human resources is larger 
and more buoyant. “Pricewise Bermuda is 
very competitive these days, and the cost of 
recruiting staff is much more favourable than 
in alternatives such as Cayman,” he says.

“We have a small office in Cayman, but 
not a fund administration licence there 
because the minimum capital requirement 
is USD500,000. That does not make sense 
if you’re only going to have three or four 
people there. In addition, the work permit 
fee is significantly higher in Cayman than in 
Bermuda. That gives it a huge competitive 
advantage because margins are tight in the 
administration sector. In addition, Bermuda’s 
talent pool means you can recruit very 
experienced staff cost-effectively.”

It’s a theme that Business Bermuda’s 
Cheryl Packwood is keen to stress, arguing 
that the idea Bermuda is a high-cost place to 
do business is simply untrue. “We are very 
cost-effective, and in fact not as expensive 
as certain other jurisdictions,” she says. 
“Government fees for funds are competitive, 
at a time when other jurisdictions have 
had to increase their fees in order to raise 
revenue and finance the enforcement of new 
regulations. That we are expensive is a myth 
that needs to be dispelled.”

Packwood says the growth of the financial 
sector over many decades has created 
clusters of expertise in areas such as fund 
services and, especially, reinsurance. “We 
have the intellectual capital, the talent and 
the skill sets in Bermuda, which is one of 
our major strength because these are critical 

9 “Pricewise Bermuda is very 
competitive these days, and 
the cost of recruiting staff 
is much more favourable 
than in alternatives such 
as Cayman.”
Peter Hughes, Apex Fund Services
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cost. Bermuda allows managers to create 
customised products according to where their 
investors are based.”

Jason McAlpine, a partner in the financial 
services office of Ernst & Young in Bermuda, 
also sees potential for Bermuda to make 
progress toward its longstanding ambition 
of building up its fledgling on-island asset 
management base. “We have a number of 
asset managers operating in Bermuda,” he 
says. “Others, from the UK and elsewhere, 
continue to be attracted by our regulatory 
environment, proximity to the US, on-the-
ground talent and tax neutrality.

“The industry has put together a task 
force to look at what competitive advantages 
Bermuda can offer and what asset managers 
are looking for in an offshore jurisdiction. 
From a strategic and business development 
standpoint, that is where Bermuda is 
putting its focus. We are interested in asset 
managers with a headcount of between 
15 and 25 that are looking for the flexibility 
to market their skills globally to their best 
advantage.”

Attracting fund managers to bring all or 
part of their business to the jurisdiction is a 
key focus for promotional activities. “This is 
a great opportunity,” Hughes says. “A lot of 
asset managers are put off by the high taxes 
in Europe or in the US. Some managers 
have moved from the UK to Switzerland, 
but tax is not insignificant even there. From 
a quality of life perspective and from a tax 
viewpoint, Bermuda is a very good place 
to be based, especially if your business is 
focused on South America or the US.”

The government has introduced various 

European jurisdictions, because of the 
regulatory and compliance burden, which for 
a small or medium-sized fund manager could 
be a significant drag on performance. Fund 
managers that are not necessarily marketing 
into Europe may be looking for alternative 
domiciles.”

In the meantime, the island’s authorities 
are seeking to ensure that funds domiciled 
there will be able to benefit from the 
‘passporting’ regime for non-EU funds that 
is scheduled to come into effect from 2015. 
“Bermuda is working hard to make sure 
that it will be able to take advantage of the 
passport regime in due course,” says Dawn 
Griffiths of Conyers Dill & Pearman. “The 
government is very committed to ensuring 
that the required tax information exchange 
agreements are in place, and it has now 
signed more than 30.”

While Griffiths does not anticipate any 
major problems in meeting the eligibility 
criteria according to the current state of the 
EU legislation and its implementing measures, 
she acknowledges that the European market 
is not the only focus for the fund managers 
that use Bermuda – and other regions 
may grow in importance if the continent’s 
investment sector remains depressed by its 
lacklustre economic growth. “We do have 
some domestic groups for which Europe is 
their traditional market, but it’s not a huge 
growth area at the moment,” she says.

Most financial services professionals 
in the jurisdiction believes that Bermuda 
will not face significant problems meeting 
whatever requirements the EU imposes, 
but it will be down to managers to decide 
whether the European market is worth the 
trouble. Compliance with the AIFM Directive 
“will involve more time and more cost,” says 
one industry member. “It will force people 
either to commit to marketing in Europe or to 
ignore it entirely.”

KPMG’s Craig Bridgewater says: “That 
extra regulatory burden makes Bermuda more 
attractive. If a manager is not necessarily 
looking to market to European investors, 
they have an opportunity to bifurcate their 
products. They can offer the EU market a 
product that is compliant with the directive, 
with all the compliance costs involved, but 
outside the EU they can offer a fund that 
may not require that level of oversight and 
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a robust and aggressive custody service 
provider without them having to be part of 
the mainstream banking sector. This would 
provide Bermuda with an additional string to 
its bow.”

Interest in insurance-linked assets has 
grown because of their lack of correlation 
with other hedge fund strategies and with 
traditional investments, as well as the 
potential for high returns at a time when 
performance has been subdued across 
the industry. “There is a combination of 
managers looking for alpha, because it’s 
harder to find, and looking for diversification,” 
McAlpine says.

“This strategy offers managers both, 
because if properly structured, performance 
can be almost entirely uncorrelated with 
traditional markets. With double-digit returns, 
it becomes a very attractive prospect. And 
Bermuda is the jurisdiction of choice in this 
market because of its reputation and a long 
track record in both investment funds and 
global reinsurance. That is something that 
few if any other jurisdictions can boast.”

Erskine says: “In order to develop the 
fund sector, we will need to leverage our 
expertise in the insurance industry, and 
perhaps also look at how we use the listing 
facility of the Bermuda Stock Exchange to 
encourage the establishment of funds that 
require listed status. We could also possibly 
examine whether Bermuda could in the 
future play some role in clearing.

“Bermuda’s future lies in developing 
innovative products, and providing New York-
based asset manager with short-haul access 
to the facilities required to establish a real 
offshore presence. To put it in very simple 
terms, Bermuda could become for the US 
what the Channel Islands are for London. 
Because of its geographic proximity to the 
US, and particularly New York-based asset 
managers, that is a major strength we have 
the potential to develop.

Erskine adds: “Bermuda will have to box 
clever. It will not be a simple numbers game, 
and certainly any fund lawyer will tell you 
that formation is not necessarily high-end 
work, because it is very commoditised. What 
is crucial is to develop our own specialist 
niches in the fund space, as is already 
happening in the insurance-linked securities 
market.” n

measures designed to make Bermuda more 
appealing to managers tempted to establish a 
physical presence. “Requirements have been 
eased for managers that can be classified 
as job-creators, exempting them from work 
permits and offering them the opportunity to 
obtain permanent residency more quickly,” 
Griffiths says. “A few managers have already 
made use of the new legislation to set up 
offices here and recruit staff.”

She adds that the development of the 
insurance-linked security sector is also 
a spur. “Because there is such a huge 
market here, management firms want senior 
executives on the ground,” she says. “One 
firm that has long had an extensive suite of 
funds domiciled in Bermuda is now looking 
to relocate. Due diligence teams have been 
coming to look at the infrastructure, assess 
living conditions for their staff, and examine 
the work permit situation. One team had five 
work permits approved in a matter of days, 
which is a very quick turnaround.”

Appleby’s Alex Erskine believes that while 
Bermuda has opportunities to develop both 
its fund administration and fund management 
sectors, it needs to do more to boost the 
choice of available custodians. “The area 
in which we probably don’t have sufficient 
traction is custody, the inevitable result of 
having a very limited number of banks on 
the island,” he says.

“The Bermuda government should look at 
this area again, because if a jurisdiction is 
looking to exert effective oversight over the 
fund sector and minimise risk, the closer 
the assets are, the better. I would advocate 
examining whether we could introduce 


