
January 2012

Fund numbers 
defy predictions 
of decline

Governance in 
the spotlight after 
Weavering case

Technology helps 
keep administration 
sector competitive

Cayman Islands 
Hedge Fund 
Services 2012

http://www.hedgeweek.com


Cayman Islands Hedgeweek Special Report Jan 2012 www.hedgeweek.com | 2

Contents

Special Reports Editor: Simon Gray, simon.gray@globalfundmedia.com  

News Editor: James Williams, james.williams@globalfundmedia.com 

Sales Managers: Simon Broch, simon.broch@globalfundmedia.com;  

Malcolm Dunn, malcolm.dunn@globalfundmedia.com 

Publisher & Editorial Director: Sunil Gopalan, sunil.gopalan@globalfundmedia.com  

Graphic Design: Siobhan Brownlow, siobhan.brownlow@globalfundmedia.com  

Photographs: Courtesy of Cayman Islands Department of Tourism 

Published by: GFM Limited, 1st Floor, Liberation Station, St Helier, Jersey JE2 3AS, 

Channel Islands Tel: +44 (0)1534 719780  

Website: www.globalfundmedia.com 

©Copyright 2012 GFM Limited. All rights reserved. No part of this publication may 

be reproduced, stored in a retrieval system, or transmitted, in any form or by any 

means, electronic, mechanical, photocopying, recording or otherwise, without the 

prior permission of the publisher.

Publisher

In this issue…
03 Fund numbers demonstrate continued 
faith in Cayman model
By Simon Gray

05 Low-cost solutions for emerging 
managers
By Phil Griffiths, JP Fund Administration

08 What to expect when launching 
offshore
By Ingrid Pierce, Walkers

12 Technology’s role in service 
relationships
By Chris DeNigris, Koger

13 Weavering case concentrates minds on 
fund governance
By Simon Gray

15 The future of fund governance in 
Cayman
By Rohan Small, Ernst & Young

17 CIMA considers role of fund directors
By Paul Harris, International Management Services

20 Technology at the service of the fund 
industry
By Simon Boor, Admiral Administration

21 Service providers see enduring benefits 
in on-island operations
By Simon Gray

http://www.hedgeweek.com
http://www.globalfundmedia.com


Cayman Islands Hedgeweek Special Report Jan 2012 www.hedgeweek.com | 3

business. But new launch activity was 
depressed everywhere in 2011, not just 
in Cayman.

Greater regulation of managers in 
Europe and North America, as well as US 
legislation designed to close tax loopholes 
relating to investment abroad, promise 
to increase the administrative burden on 
managers, driving up costs. In the case of 
the European Union’s Alternative Investment 
Fund Managers Directive, it could potentially 
complicate the marketing of non-EU funds to 
Europe-resident investors.

Yet there is little sign of the redomiciliation 
of funds domiciled in Cayman and other 
offshore jurisdictions to onshore countries, 
much touted (especially in jurisdictions 
that are potential beneficiaries) as a logical 
response to the EU directive. By contrast, 
many managers with the resources to do so 

The past four years have brought upheaval 
throughout the global alternative investment 
fund industry, at times calling into question 
the role of the Cayman Islands as the 
world’s leading offshore hedge fund domicile. 
However, despite renewed difficulties in 
2011 as hedge funds suffered their second 
worst year ever in terms of performance, 
in addition to continuing competition for 
business from onshore jurisdictions, there 
is little or no sign that Cayman’s industry 
dominance will slip any time soon.

True, the hopes of Cayman industry 
members last year that hedge fund numbers 
would climb back above their high water 
mark from 2008 were unfulfilled, reflecting 
at least in part the continuing problems 
for managers – especially start-up or spin-
off firms – in attracting sufficient assets to 
establish new funds or build a sustainable 

Fund numbers 
demonstrate continued 
faith in Cayman model

By Simon Gray
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JP Fund Services was launched in 2007 as 
the first company in the JP Fund Group and is 
focused on assisting investment managers to 
create their own funds. We identified a niche 
in a market where smaller players were not 
well catered for, if at all – larger, higher profile 
service providers weren’t interested in funds 
of less than USD40m to USD50m.

We saw an opportunity to establish 
alternative investment funds using 
segregated portfolio companies in the 
Cayman Islands, which we create together 
with a Cayman law firm. Each segregated 
portfolio is a fund in its own right, but the 
economies of scale of SPC structures 
allow managers to get started with as little 
as USD3m in assets. The first such fund 
was launched in 2008, and today the total 
launched is around 100.

The time when JP Fund Services was 
established turned out to be a very good 
point to start the business, paradoxically given 
that the past four years have been extremely 
tough for the investment industry and that 
hedge funds lost a significant portion of their 
assets under management in 2008-09.

In this environment, without low-cost 
opportunities to set up in business, many 
managers would not have started. We 
identified the potential of a number of very 
good traders who wanted to start their own 
funds, and while we didn’t make much 
money setting up structures for these 
managers, as they have grown, developed 
track records and attracted more assets, 
we have also benefited. Obviously not all 
are successful, but enough of them are 
to vindicate our business model. Some 
managers who started out with us running a 
few million dollars now have several hundred 
millions under management.

It also helps that investors have noted 
recent studies confirming the view that as 
a rule, new managers tend to outperform 

longer-established ones. Funds with lower 
assets under management have proved more 
nimble, especially in the recent volatile and 
turbulent markets, because they can unload 
their positions and reverse direction quickly 
if necessary, whereas larger funds are less 
flexible and potentially may move the market 
against themselves.

JP Fund Administration (Cayman) Ltd 
carries out all fund administration and 
accounting work, including NAV calculation, 
fund accounting, audit preparation and 
shareholder services, while JP Fund Services 
SA is the group’s sales and marketing arm 
operating out of Nyon in Switzerland. JP 
Funds Foundations, another Cayman-based 
company, establishes cost-effective fund 
structures, with legal compliance assured 
by external counsel including Ogier in 
Cayman, Morgan & Lewis in Chicago and 
Macfarlanes in London.

In addition to SPCs, we also establish 
stand-alone funds and master-feeder 
structures to accommodate US investors. 
The group offers services for investment 
managers including foreign exchange 
hedging facilities, cash management, and 
promotional functions to keep funds in the 
spotlight, for example ensuring they are 
registered with Bloomberg and providing 
up to date information to platforms like 
BarclayHedge.

Over the past few years the group’s 
clientele has expanded significantly from its 
initial concentration in Switzerland to other 
countries including the UK, Germany, France 
and Slovenia, the US, Brazil, Mexico and 
Canada, and most recently Singapore. The 
majority trade assets such as long and short 
equities, equity derivatives, futures or foreign 
exchange, but an increasing proportion of 
the business is private equity. We also have 
property funds and more innovative strategies 
such as legal financing in the UK. n

Low-cost solutions for 
emerging managers

By Phil Griffiths

Phil Griffiths is director of JP 
Fund Administration (Cayman) 
and chairman of the JP Funds 
Group

JP  Fund Admin iStrAt iOn
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are seeking to establish onshore versions of 
offshore funds to maximise their appeal to 
different investor groups.

“Cayman shows no sign of giving 
up its overwhelming predominance as 
the registration domicile of choice for 
hedge funds,” says Paul Harris, chairman 
of directorship provider International 
Management Services. “Its stability as a 
UK territory, tax neutrality, enabling laws, 
regulatory efficiency and abundance of 
professional expertise in all areas of the 
hedge fund universe, and its apparent 
ability to overcome whatever difficulty 
presents itself, all contribute to its continued 
success as the undisputed leader of hedge 
fund domiciles.”

Ingrid Pierce, a partner and head of the 
Cayman Investment Funds Group law firm 
at law firm Walkers, observes: “Everyone 
has been affected by the fallout from the 
financial crisis, and Cayman may be more 
newsworthy because of the number of funds 
domiciled here. However, the fact that they 
continue to be set up in Cayman, in similar 
volumes to the past, shows that people are 
voting with their feet. We have not seen a 
significant downturn – clearly the market still 
likes Cayman.”

At the end of September 2011 there were 
9,431 mutual funds domiciled and regulated 
in Cayman, including 8,877 registered funds, 
according to the Cayman Islands Monetary 
Authority. This compared with 9,594 funds 
at the end of the third quarter of 2010, and 
10,291 at the industry’s September 2008 
peak. The lowest quarterly total since the 
onset of the crisis was 9,261 at the end of 
March last year.

Still, there are reasons to believe that the 
figures could shift in either direction in the 
coming months. “The accuracy of the current 
figures will become clear in the first quarter 
of 2012 when we see the final statistics 
for last year, taking into account whatever 
liquidations were put in train during the 
final quarter of 2011,” says Peter Cockhill, a 
partner at law firm Ogier.

Throughout most of last year, the hedge 
fund industry continued to attract investor 
capital, but Cockhill believes disappointing 
performance – the average hedge fund is 
estimated to have lost at least 4 per cent in 
2011 – may have taken its toll on assets in 

the fourth quarter. “For a number of funds 
the performance level is below their high 
water mark, and those that with ongoing 
costs are just not profitable or sustainable 
will be coming off the books,” he says.

“My team is working on a number of year-
end liquidations, some of which may not be 
finalised until halfway through 2012. There is 
always a natural attrition rate, and in addition 
the current economic uncertainty is leading 
to delays in fund launches. A number of 
launches scheduled for November may now 
take place in January or February. Getting 
money flowing from a fund’s sponsor or 
seed allocator is taking a bit longer than it 
might have done previously.”

It’s also possible that the number of 
funds currently recorded by CIMA is being 
artificially depressed by the use of umbrella 
fund structures by multiple managers, an 
attractive option to save on start-up costs at 
a time when investor allocations are harder 
to secure. Phil Griffiths, a director of JP Fund 
Administration (Cayman) and chairman of 
the JP Funds Group, says funds that are part 

Overv i ew
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of the firm’s segregated portfolio company 
structure would not be counted individually 
by the regulator.

Pierce sees the same phenomenon: 
“We have been involved in the set-up of a 
lot of funds within an umbrella unit trust 
structure that is registered as a mutual fund. 
The various sub-funds within that structure 
could each be independently registered but 
generally aren’t, for obvious cost reasons. 
Only the umbrella fund, which holds the 
mutual fund registration licence, is counted 
by CIMA, even though it might have five or 
six sub-funds.”

Other factors may be keeping the headline 
numbers down, she believes, including 
structures established with an institution as 
the sole investor whose distribution strategy 
may entitle it to exemption from registration 
with the regulator on the grounds that the 
fund has fewer than 15 investors. “We have 
a lot of funds like that,” Pierce says. “Every 
month we go through the list of new funds 
and we have set up a number of structures 
that don’t appear because registration was 
not required.”

Such exemptions tend to apply to 
Cayman-domiciled private equity funds, 
a sector that industry members say is 
performing robustly but that remains largely 
invisible because it does not use mutual 
funds. Neal Lomax, managing partner of 
law firm Mourant Ozannes, says that while 
information on private equity business tends 
to be largely anecdotal, the number of new 
exempt limited partnerships – the private 
equity vehicle of choice – being set up in 
Cayman is a useful proxy for activity in 
the sector.

What is not happening, industry members 
unanimously report, is the redomiciliation 
of Cayman funds to European jurisdictions. 
This option has been much discussed 
as a possible answer to the distribution 
challenges that will be posed by the AIFM 
Directive or to capitalise on the opportunities 
perceived by managers in offering hedge 
fund strategies through highly-regulated 
retail fund structures compliant with the 
EU’s series of directives on Undertakings 
for Collective Investment in Transferable 
Securities.

Managers are certainly setting up 
so-called Newcits, usually in Luxembourg, 

Ireland or Malta, or alternatively funds in 
those jurisdictions under rules designed 
for sophisticated investors. However, 
members of the Cayman industry say there 
is little evidence that this is draining any 
significant amount of business away from 
the jurisdiction – not least because set-up 
and ongoing costs are higher onshore, 
significantly so in the case of Ucits funds.

Bryan Hunter, head of the corporate 
and commercial practice group at law firm 
Appleby, says there has been virtually no 
redomiciliation of funds to other jurisdictions. 
“There has been a negligible number given 
the size of Cayman’s fund industry,” he 
says. “Managers seeking to target European 
investors are considering EU-based fund 
structures, but not to the exclusion of 
offshore funds. Instead they are establishing 
parallel structures to target both EU investors 
and those elsewhere in the world.”

Pierce adds: “We can’t say redomiciliation 
will never happen, but the evidence so far 
is that the numbers are minuscule. A report 
by KPMG and RBC concluded that although 
there was a lot of talk about it, the managers 
they questioned for the survey considered 
that the offshore domiciles had stepped 
up their game and increased due diligence 
efforts, and that investors were satisfied with 
what they considered appropriate levels of 
regulation. There was sufficient comfort in 
funds’ service providers being regulated 
themselves either in Cayman or an onshore 
jurisdiction such as Ireland or Luxembourg.”

Griffiths says JP Fund Administration 
has dealt with a number of managers who 
considered establishing a Ucits fund but 
ultimately concluded that a Cayman structure 

“Managers seeking to target 
European investors are 
considering EU-based fund 
structures, but not to the 
exclusion of offshore funds. 
Instead they are establishing 
parallel structures to target 
both EU investors and those 
elsewhere in the world.”
Bryan Hunter, Appleby
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What to expect when 
launching offshore

By ingrid Pierce

New managers launching their first offshore 
fund have many questions. Here are some of 
the answers.

One of the first questions managers have 
is how long the process will take. Timing 
to launch of a new offshore fund depends 
on various factors, including the nature 
and complexity of the structure, which third 
parties need to review documents, and 
whether any special terms are being offered 
to strategic investors. A plain vanilla fund 
should take around six weeks, although it 
can be done more quickly.

One of the most time-consuming matters 
is negotiating independent service provider 
agreements, especially where the client does 
not have an existing relationship. Finding 
the right administrator with appropriate 
technology and expertise is critical, and it is 
important to confirm that the administrator 
will take on anti-money laundering 
compliance responsibilities.

All regulated Cayman funds must have 
an approved auditor sign-off on the financial 
statements of the fund. For managers with no 
existing relationship, their domestic or Cayman 
audit firm will need to undertake their own 
assessment of the manager and proposed 
structure before the retainer can be agreed.

Clients frequently establish relationships 
with a prime broker and custodian at an 
early stage in the process. Note, however, 
that bank and brokerage accounts cannot be 
set up in the name of the fund before it is 
incorporated and the directors appointed.

The next step is to confirm the fund 
structure and the vehicles to be put in place. 
Legal and tax advice should be sought to 
clarify whether it is necessary or appropriate 
to establish an exempted limited company, 
an exempted limited partnership or an 
exempted unit trust. The choice of structure 
will be largely driven by the type of investors 

coming into the fund. As long as the name 
of the fund is available, the vehicle can 
usually be established within 24 hours.

Around two-thirds of offshore funds have 
independent directors, and in most of these 
cases they are a majority on the board. 
The Cayman Islands Monetary Authority 
requires that regulated funds have at least 
two directors. Many of our clients see the 
benefits of having directors with diverse 
backgrounds so that each brings some 
relevant experience to the table.

Offshore counsel’s role is typically 
to establish the fund structure, draft the 
constitutional documents and advise on legal 
and regulatory issues. Documents will be 
prepared for launch, including the draft board 
minutes, and the fund will be registered with 
the regulator. Once the fund is established, 
offshore counsel will typically act for and 
advise the fund.

Managers are under increasing pressure 
to contain costs when setting up a new 
fund. Legal costs will vary depending on 
the complexity of the structure, the number 
of entities involved and the extent to which 
the fund documents require bespoke 
drafting. Directors and service provider fees 
vary widely, so managers should do their 
homework before committing the fund to a 
long-term expense.

Each fund is required to have a registered 
office in the Cayman Islands in addition to 
paying the annual government and regulatory 
fees (if CIMA-registered.) Total start-up costs 
for a stand-alone offshore fund are likely to 
be around USD100,000, although this may 
be more or less depending on the number 
of entities, complexity of the structure, and 
so forth.

Start-up managers should feel free to 
contact us on a no-obligation basis to chat 
through any questions or concerns. n

Ingrid Pierce is a partner 
in Walkers’ Cayman Islands 
office and head of the Cayman 
Investment Funds Group
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implemented as they were outlined in the 
level 2 advice from the European Securities 
and Markets Authority, Cayman should be 
very well placed to meet those rules and 
qualify as an acceptable jurisdiction under 
the passporting arrangements. For UBS, 
the rules on the duties and responsibilities 
of depositaries could actually be beneficial 
because of out status as a bank.”

Stainrod notes that the Cayman authorities 
are making extensive efforts to ensure 
the jurisdiction meets the European rules, 
conducting an ongoing dialogue with the 
EU, re-examining the jurisdiction’s financial 
regulatory structure and continuing to sign 
tax information exchange agreements with 
countries both inside and outside Europe.

He does caution, however, that there 
are no guarantees on how individual EU 
member states will adopt the directive into 
their national law, and whether they will 
make changes to their private placement 
rules (where these exist). “We will have to 
see whether different countries make it easy 
for investors to access offshore funds,” 
he says. “There is always the fear that 
someone might move the goalposts and 
seek to exclude certain offshore domiciles. 
However, for now the signs are good, and 
Cayman as a jurisdiction is optimistic that 
the directive will not have a significant effect 
on our business.”

Some US managers with Cayman funds 
are already facing new regulatory burdens 
as a result of the Dodd-Frank Act, which 
requires all managers of assets exceeding 
USD150m to submit to regulation by the 
Securities and Exchange Commission, and 
imposes a lesser reporting requirement on 
smaller firms. But industry members note 
that the US rules apply to all managers, 
regardless of whether they run offshore 
funds, and that in any case many managers 
of Cayman funds are regulated by the 
SEC already. 

“Under the Dodd-Frank regulatory 
overhaul, hedge funds face a barrage of new 
regulatory requirements, but large hedge 
funds are mostly unaffected since most are 
already registered with the SEC,” Harris says. 
“The smaller ones will be affected because 
the costs of complying with the new 
regulatory requirements are disproportionate. 
But offshore funds could gain an advantage 

would be more cost-effective. “People have 
been trying to shoehorn alternative strategies 
into Ucits structures, but the returns may 
not be as good because you don’t have the 
same flexibility in terms of eligible assets 
and leverage,” he says.

“When managers say they need a Ucits 
structure, we ask them about their strategy, 
their current and targeted assets under 
management, and tell them how much it 
will cost to establish and run a Luxembourg 
or Dublin structure. Realistically, you need 
between USD50m and USD80m to make 
a Ucits structure pay for itself. We are 
very cost-effective here, with all the right 
people including lawyers, administrators 
and auditors, and nine times out of ten, 
the conversation ends with the manager 
deciding that what they need is a 
Cayman structure.”

A significant cloud of uncertainty has 
been taken away by the inclusion in the final 
form of the AIFM Directive of the principle 
that two years after the legislation comes 
into effect in July 2013, non-EU managers and 
funds should become eligible to benefit from 
a cross-border marketing ‘passport’.

Subject to detailed rules that are still 
being drawn up, managers of Cayman 
funds should be able to enjoy access to 
sophisticated investors throughout Europe 
as long as they comply with the terms of the 
directive and their home jurisdiction meets 
conditions in areas such as regulatory-co-
operation, tax information exchange and anti-
money laundering enforcement measures. 
In the meantime, existing distribution 
channels under national private placement 
arrangements remain operative.

Darren Stainrod, the Cayman-based head 
for Americas and Asia-Pacific at UBS Fund 
Services, acknowledges that early drafts of 
the legislation threatened to crimp Cayman 
funds’ access to European markets and 
could have weakened the appeal of the 
jurisdiction. “It would potentially have been 
very damaging to US hedge fund firms, 
which are the largest share of our market, 
and taken away part of the lifeblood of the 
hedge fund industry in Cayman,” he says. 
“As it is, there will be some changes, but 
the directive should have less effect on 
US managers.

“If the third-country access conditions are 
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to be not doing enough to safeguard the 
interests of investors because the manager 
had implemented some form of liquidity 
management techniques that the investors 
felt was not in their best interests,” he says.

“What was often overlooked was whether 
the directors had any control over those 
decisions. In many cases there was an 
offshore feeder fund that invested in a US 
partnership whose general partner was the 
US-based investment manager. They had 
sole control over these structures, and over 
the release of money from the partnership to 
the feeder for distribution to investors.

“Today large institutional investors in the 
US are starting to agitate with hedge fund 
managers for independent governance of 
onshore structures. Professional directors 
like ourselves are being asked to serve in 
an advisory board capacity or at general 
partner level, which would bring greater 
independence to these decisions.

“Investors also approached the Cayman 
regulator because the feeder funds were 
all regulated structures, but CIMA was as 
powerless as the offshore board. It decided 
that to avoid this situation in future, it should 
be able to exercise the same level of 
regulatory control over the master fund that 
it does over the feeder fund if the former is 
domiciled in Cayman.”

Although the master funds in most 
structures are currently domiciled in Cayman, 
Seymour believes that in the future more of 
then will be established onshore. “We are 
at an inflection point in the industry,” he 
says. “Prior to the crisis, most master funds 
were domiciled in Cayman, in most cases 
controlled by a general partner who was the 
investment manager. However, more and 
more master funds are being set up as US 
limited partnerships.” n

since the new rules and regulations may 
limit the strategies and instruments available 
to US domestic hedge funds.”

However, he notes that some hedge fund 
managers actually feel that Dodd-Frank 
might have a positive impact. According 
to a survey by research and advisory firm 
Aksia, 40 percent of relative value managers 
polled said the new laws could help their 
businesses. “For example, the Volcker rule 
restricts banks from speculative trading, 
which reduces the competition for hedge 
fund managers, and the banks themselves 
may invest with hedge funds as an 
alternative,” Harris says.

Industry members are similarly sanguine 
about Cayman’s extension of its regulatory 
regime to master funds within master-feeder 
structures, which were previously exempt. 
The Mutual Funds (Amendment) Law 2011 
was published on December 22 and CIMA 
issued the new form MF4 for the registration 
of master funds a week later.

“This can be seen as a natural evolution 
of the feeder fund registration regime,” says 
Jon Fowler, head of the investment funds 
group at law firm Maples and Calder. “The 
fact that master funds have not needed to 
be registered up to now was mentioned by 
the Organization of Economic Co-operation 
and Development in its Phase 1 Peer Review 
Report on Cayman. The new rule reflects the 
desire of the government and the regulator 
to address the concerns of the international 
community.

“The key from a legal perspective is to 
make it as cost-effective and user-friendly 
as possible, because at the end of the day 
it will be investors who bear the cost of 
implementation. As it stands, we are hopeful 
that the regime strikes the right balance 
by providing effective regulation coupled 
with relatively straightforward practicalities 
of registration. Given that it’s a simple 
registration form and the fee for registration 
of master funds is relatively small, I don’t see 
it being a big issue – most clients caught by 
the regime will just register and move on.”

Don Seymour, managing director of fund 
governance provider DMS Management, 
says the new requirement stems in part from 
one of the lessons of the crisis. “In some 
cases frustration was directed at professional 
or offshore directors, who were perceived 

9 “We are at an inflection point 
in the industry. Prior to the 
crisis, most master funds 
were domiciled in Cayman, 
but more and more master 
funds are being set up as 
US limited partnerships.”
Don Seymour, DMS Management
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Technology’s role in 
service relationships

By Chris denigris

The Cayman Islands are the second largest 
market globally in terms of client assets under 
administration or management for Koger, as 
a provider of fund administration and transfer 
agency software to many of the world’s 
largest alternative administration firms as 
well as, increasingly, to alternative managers 
themselves. The jurisdiction continues to see 
significant growth and remains the domicile 
of choice for master-feeder structures, which 
remain the most common structure for the 
alternative fund industry.

In Cayman as elsewhere, the key focus in 
the industry in the wake of the recent financial 
crisis is on providing greater transparency, 
especially to institutional investors, which are 
requiring a much broader, deeper and more 
timely range of information from the managers 
with which they invest and from their funds’ 
third-party service providers. 

Today competition between jurisdictions 
for fund domiciliation and servicing business 
is more intense than ever. The Cayman fund 
services sector has long been at the cutting 
edge of the global industry in terms of its 
recourse to advanced technology, along with 
Ireland, but today other centres such as 
Luxembourg, the British Virgin Islands and 
the Channel Islands are catching up fast.

A key post-crisis development in the 
alternative fund industry, one with important 
ramifications for everyone from technology 
providers to investors, is that there is no 
longer a single model for relationships 
between fund managers and administrators. 
Today managers may seek anything between 
NAV-lite and month-end services to a 
complete range of front-to-back services, and 
administrators must respond by becoming 
much more flexible with their clients.

At the same time, Koger is encountering 
increasing demand from managers looking 
to use our transfer agency product, NTAS, 
to shadow the work of administrators in 

shareholder servicing. The watchword today 
is: Trust, but verify. When service providers’ 
clients can monitor all their activities in 
both accounting and shareholder services, 
every allocation and every reconciliation, the 
administrator will always be on its toes and 
likely to perform a little better.

Not all administrators are comfortable with 
their clients shadowing their activities, arguing 
that it is superfluous, but others are ready 
to embrace it, since it can make it easier 
to resolve issues between fund managers 
and service providers. Either way, it is an 
important development for software providers 
such as Koger, which is seeing increased 
demand for its products as a result.

The other factor driving demand for 
institutional-grade software applications is 
that there is now little or no forgiveness of 
errors anywhere in the fund value chain, 
from brokerage and custody to accounting 
and transfer agency. For many investors, 
mistakes are now viewed as the first sign of 
potential fraud.

This puts pressure on service providers 
that still use in-house systems, which may 
have seemed a cost-effective solution at 
the outset but may now be creaking and 
groaning under the strains of a larger 
business. In addition, in-house solutions tend 
to lack the ancillary functionality around the 
core shareholder registry: compliance tools 
such as audit reports, blacklist integration, 
anti-money laundering functions and 
document tracking, all plugged into the same 
system as the share registry.

In the current market and investor 
environment, anything less than institutional-
class infrastructure and best practice 
represents an opportunity for mistakes that 
can cause huge damage to a fund business. 
Managers and administrators need systems 
on which they and their clients can rely under 
all circumstances and market conditions. n

Chris DeNigris is managing 
marketing and sales globally 
for Koger
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Corporate governance has been at the 
centre of discussions worldwide about the 
future of alternative fund management and 
regulation, and nowhere more than in the 
Cayman Islands. Over the past few months 
the jurisdiction has attracted global attention 
as a result of a notorious case involving 
grossly negligent conduct by fund directors 
and media reports suggesting that some 
individuals based in the islands hold far 
more directorships than they can reasonably 
hope to exercise effectively.

In the case of Weavering Macro Fixed 
Income Fund Limited (In Liquidation) vs. 
Stefan Peterson and Hans Ekstrom, the 
Grand Court of the Cayman Islands in 
August not only handed down an extended 
statement of the duties and responsibilities 

of fund directors but made international 
headlines by awarding damages of 
USD111m against the two non-executive 
directors in question for their wilful neglect 
or default of their duties, which contributed 
to the fund collapsing with losses of more 
than USD500m.

In November, the Financial Times added 
fuel to the flames with an article that claimed 
a number of Cayman individuals had “built 
obscenely large portfolios of directorships”, 
in the words of an interviewee. One 
director was reported to sit on the board 
of 567 Cayman entities, nearly all hedge 
funds, while at least four individuals held 
at least 100 non-executive directorships 
and 14 people held more than 70 board 
positions each.

Governance

Weavering case 
concentrates minds on 

fund governance 
By Simon Gray

 16
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Ernst  &  Young

The future of fund 
governance in Cayman

By rohan small

Recent developments are likely to be seen 
in retrospect as a turning point for fund 
governance in the Cayman Islands, because 
they dramatically demonstrate the risks 
involved where directors fail to carry out 
their duties properly and fail to provide true 
governance to a fund.

The Cayman Islands Monetary Authority, 
the industry regulator, had been considering 
the utility of a regime for fund directors for 
several years since the Beacon Hill and Bear 
Stearns cases highlighted failings in funds’ 
corporate governance.

Ernst & Young has been in the forefront of 
the debate on governance both in Cayman 
and across the wider global hedge fund 
sector. For example, we have conducted a 
global hedge funds survey and have had a 
number of discussions in different forums on 
the future of fund governance in Cayman.

We have received feedback on what 
investors and regulators are telling us 
and what we envision the future of fund 
governance to look like here in Cayman. 
There was consensus on a need for greater 
regulation of Cayman fund governance 
going forward.

Key issues that would need to be 
addressed by the enhanced fund 
governance framework include the role and 
responsibilities of directors, qualifications 
and experience, constitution of the board, 
conflicts and independence, the number 
of directorships, transparency, indemnity 
and insurance, and the regulation of non-
resident directors.

Investors are looking for the industry 
to take action in areas that will address 
the weaknesses highlighted by recent 
developments, where for example it was 
cited in one case in particular that directors 
never actually met, nor did they discuss 
the funds.

The new focus on fund governance is not 
confined to Cayman. Last month the Irish 
authorities finalised a code of conduct for its 
sector; something that might offer a useful 
reference for Cayman as it defines proper 
standards, best practices, and a code of 
conduct of its own.

In addition, the US seems to address 
the greater need for governance under the 
Dodd-Frank Act. The act will extend the 
SEC’s oversight of investment managers 
that will fall within the scope of the 
legislation and their fund products. It will 
require these managers and funds to put 
in place adequate and effective operational 
infrastructure, including systems for 
managing information and record-keeping, 
and have the capacity to supervise external 
service providers.

The need for more effective corporate 
governance has been addressed in Cayman 
by firms offering professional directorship 
services. Their resources and infrastructure 
enable them in some cases to hold 100 
or more directorships, but these providers 
too need oversight in the view of many 
investors and regulators. How this sector 
should be monitored is one of the issues on 
which CIMA is expected to deliberate in the 
coming months.

There will always be a place for 
individuals with extensive financial industry 
experience who may hold two or three 
directorships, and it is perfectly proper 
that the investment manager should be 
represented on the board, but the lesson 
is the need for professionals with both the 
independence and access to infrastructure 
required to carry out their duties 
effectively. Amid global concerns about 
fund governance, Cayman is preparing to 
take action. n

Rohan Small is a partner in 
the financial services office of 
Ernst & Young in the Cayman 
Islands and a member of the 
firm’s hedge funds practice 
management committee. The 
views expressed herein are 
those of the author and do not 
necessarily reflect the views 
of Ernst & Young Ltd., Cayman 
Islands
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Governance

The directors of the Weavering fund, 
which was set up in 2003 and which was 
listed and administered in Ireland, were 
the Swedish-based younger brother and 
stepfather of the investment manager, 
Magnus Peterson. According to the court 
judgement, to cover up trading losses 
Magnus Peterson created fictitious interest 
rate swap transactions with a company he 
had created in the British Virgin Islands 
that also had Stefan Peterson and Ekstrom 
as directors.

The fraud unravelled in late 2008 when, in 
the wake of the Lehman Brothers collapse, 
the fund received large redemption requests. 
Despite having received reports from the 
administrator, PNC, that made clear that the 
swap counterparty could not pay the sum 
allegedly owed to the fund, the directors 
authorised the payment in part of the 
redemption requests based on a fictitious net 
asset value. The fund was eventually put into 
liquidation in March 2009.

The court found that the directors, 
who were not paid fees, never paid any 
attention to reports they received from the 
administrator that would have revealed 
that the fund was not complying with its 
investment restrictions, never held board 
meetings, and rubber-stamped board 
minutes provided by the investment manager 
without caring whether the content was 
true. The damages sum was based on 
the redemption payments made between 
the date when the fund should have been 
terminated in November 2008 and its actual 
liquidation.

Jon Fowler, head of Maples and Calder’s 
investment funds group, argues that much 
of the attention paid to the Weavering 
case, especially in the US, stemmed from 
its sensational facts. “It involved egregious 
conduct by Swedish directors of what was 

Industry practitioners argue that the 
newspaper appears to have wilfully 
misunderstood the structure of the directorship 
provider industry that has grown up in 
Cayman in recent years, in which individual 
board members are supported by an entire 
corporate research and IT infrastructure. They 
also note that the board members censured in 
the Weavering case were neither professional 
directors nor based in Cayman.

Nevertheless, the global attention attracted 
to the issue appears to have persuaded 
the industry regulator, the Cayman Islands 
Monetary Authority, that the time has come 
for a review of the provisions for oversight 
of whether and how fund directors are 
carrying out their duties. Whether changes 
would involve voluntary measures or legal 
requirements is not yet clear, but one way 
or the other, regulation is set to become 
more stringent.

Henry Smith, global managing partner of 
law firm Maples and Calder, notes: “Over 
the past couple of years we have seen 
much more focus by investors on corporate 
governance generally in the alternative fund 
sector. Five or six years ago not too many 
people would have been concerned about 
whom the independent directors were, but 
today we are asked about it a lot. We know 
from our own statistical database that up to 
70 per cent of funds now have independent 
directors, which from a US perspective is a 
big shift.”

Paul Harris, chairman of directorship 
provider International Management Services 
and president of the Cayman Islands Director 
Association, argues that the Weavering case 
made clear that the jurisdiction takes the 
issue of corporate governance very seriously, 
as well as emphasising that individuals 
in other parts of the world will be held 
accountable for their conduct on the board 
of Cayman funds.

“The Weavering case involved non-
resident directors,” Harris stresses, adding 
that the court’s comments on what is 
expected of a hedge fund director in the 
Cayman Islands were already set out 
in the Directors Association’s code of 
conduct. He adds: “The judgement sends a 
strong warning to non-resident directors to 
conform to Cayman standards or face the 
consequences.”

“Over the past couple of 
years we have seen much 
more focus by investors 
on corporate governance 
generally in the alternative 
fund sector.”
Henry Smith, Maples and Calder
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internAt iOnAl  mAnAGement Serv iCeS

CIMA considers role of 
fund directors

By Paul Harris
A new regulatory regime to address 
corporate governance and the way directors 
fulfil their fiduciary duties in the Cayman 
Islands is reported to be under consideration 
by the Cayman Islands Monetary Authority. 
This follows recent discussions in the press 
and at international conferences on the 
number of directorships held by individuals 
and investor demands for transparency, both 
issues that CIMA is expected to address in 
the near future.

However, these issues do not appear to 
have caused any recent problems involving 
Cayman hedge funds. Problem cases have 
in any event been few with regard to the 
9,444 funds registered in Cayman at the end 
of September 2011.

Nevertheless, investors still focus on 
numbers of directorships and transparency 
rather than the things that do actually go 
wrong. In the Weavering judgment, for 
example, although the funds involved were 
Cayman-registered, the press mostly failed 
to note that the directors were not Cayman-
based, but were in fact Swedish nationals 
who had been approved by the Irish Stock 
Exchange. The directors had few if any other 
appointments and transparency was not 
an issue.

The case does, however, highlight a 
problem for CIMA to consider – how to 
bring non-resident fund directors into the 
regulatory net. It is one thing to regulate 
local directors, most of whom are already 
quasi-regulated because they work for or 
are associated with Cayman-licensed entities 
regulated by CIMA, but it is another to 
regulate non-Cayman-resident directors who 
may live on the other side of the world and 
are not subject to regulation at home.

CIMA already licenses several firms under 
the Mutual Funds Law to provide operators 
(directors) to mutual funds. The organisation, 
support teams and internal controls inherent 
in this business model often enable directors 

concerned to take on more board roles 
than would otherwise be possible, and 
offer an efficient and cost-effective method 
of providing corporate governance to the 
proper standard indicated in the Weavering 
judgement, but which the Weavering 
directors failed to provide.

Even stand-alone directors offering 
director services in the Cayman Islands are 
usually professionally qualified individuals 
who have retired from senior positions in 
CIMA-licensed and approved companies.

Cayman corporate governance models 
can be grouped into three categories. First 
is stand-alone directors that are usually 
professionally qualified and have held senior 
positions in CIMA-licensed companies, and 
who either work from home or share offices.

Second is medium to large CIMA-licensed 
entities that supply professionally qualified and 
experienced people to serve as independent 
directors with support and logistical support 
teams, but most of the work and reviews are 
done by the directors themselves. There are 
also large licensed entities whose directors 
take on large numbers of directorships but 
delegate most corporate governance duties to 
support teams.

The two latter models follow those used 
by institutional trustees to provide governance 
to unit trusts. However, the fact that fund 
directorships are normally held by individuals 
rather than institutions makes the number of 
directorships per individual appear high.

Governance models have evolved over 
many years to service the unique demands 
of the fund industry in Cayman, where 
most functions are delegated to licensed 
and approved service providers. These 
models for providing appropriate corporate 
governance reflect the high concentration 
of funds in the jurisdiction. It remains to 
be seen whether these business models, 
whether stand-alone or institutional, will need 
to adjust to new regulatory developments. n

Paul Harris is president of 
the Cayman Islands Directors 
Association and chairman of 
International Management 
Services
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Lomax says Cayman’s leading 
directorship service providers are organised 
in such a way as to manage the number of 
directorships they hold. “They have a very 
extensive support staff network that assists 
each director in fulfilling his or her duties, 
and a sophisticated computer system that 
enables them to monitor very closely what 
the funds are doing,” he says.

“The number of directorships alone does 
not give a real picture of what a particular 
individual’s capacity is. If 20 or 30 are within 
the same family of funds, including feeders 
and masters, many of the issues coming 
before the board of directors may be similar 
or identical. In any case, these firms do 
not make any secret of how their business 
model operates. Anyone not comfortable 
with that model does not have to use them.”

As one of the individuals singled out by 
the FT, Seymour says: “The real question is 
what resources the director has to do the 
job. Obviously there is a limit to what any 
single person can do, depending on the 
requirements of the position in question, but 
you would expect a person like myself, with 
the ample resources of a firm like DMS at 
my disposal, to have a much larger capacity 
than someone working on his own.”

Appleby’s Bryan Hunter notes that most 
providers of directorship services established 
in Cayman are already subject to regulation, 
but that individual directors like the 
Weavering pair, whether or not located in the 
jurisdiction, are not.

He adds: “There is a general view that 
placing a limit on the number of directorships 
that an individual director may hold is not 
the way to go. Any number that you choose 
would be arbitrary and would not take into 
account factors such as the skills of the 
director in question, and their capacity to 
take on additional directorships given the 
systems and processes in place to support 
them in their roles.”

billed by some as a mini-Madoff business, 
but the judge did take the opportunity 
to make statements about a range of 
established common law principles applied 
in a hedge fund context,” he says.

Don Seymour of DMS Management 
believes that, far from painting the 
governance of Cayman funds in a bad light, 
the judgement is beneficial to the image of 
the sector. “It clarified one very important 
issue, which is that directors should perform 
their work in a professional and business-like 
manner, and the court went to great lengths 
to explain what it meant by that,” he says. “It 
was good news for the professional director 
industry in Cayman and for firms like DMS.

“It was probably the first time that a 
court in any common-law jurisdiction had 
dealt with the issue with regard to the 
unique circumstances under which hedge 
funds operate, as opposed to the duties of 
directors generally. They differ fundamentally 
from trading companies in that hedge funds 
operate through delegates whereas trading 
companies operate through employees. 
For example, there have been questions 
for years about the extent to which the 
director of a hedge fund should be held 
responsible for the conduct of employees at 
an administration firm.

“These important questions have now 
been answered, and the clarity provided by 
the court is very good for the future growth 
of the industry. The key thing totake from the 
Weavering ruling is that anyone who agrees 
to become a director must perform fully 
in accordance with the obligations of that 
company and of the law. A more rigorous 
focus on how a director actually performs 
is good for the whole industry and for its 
stakeholders.”

Some hedge fund practitioners in Cayman 
say that the issues raised by the media 
about the number of directorships held by 
individual professionals are a red herring in 
that it was not this kind of director whose 
failings were exposed by the Weavering 
case. “If the defendants in the case had been 
Cayman independent directors, in my view 
the fund blow-up would not have happened,” 
says Neal Lomax of Mourant Ozannes. 
“The independent directors I work with are 
very familiar with their fiduciary duties and 
responsibilities under Cayman law.”

“The independent directors I 
work with are very familiar 
with their fiduciary duties 
and responsibilities under 
Cayman law.”
Neal Lomax, Mourant Ozannes

16 
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providers of independent directors because it 
may be easier to justify a corporate structure 
having a large number of directorships.”

DMS is convinced that the fund 
governance model will evolve to meet the new 
expectations on the part of both regulators and 
investors. Says Seymour: “DMS has prepared 
for this evolution and is now licensed to offer 
institutional-quality fund governance services 
through a subsidiary regulated by CIMA under 
the Mutual Funds Law.

“Our institutional fund governance 
service goes beyond simply providing 
single directors to a fund and is built on 
the belief that high-quality fund governance 
is a continuum – a system of checks and 
balances. Each DMS director is assisted 
by a specialist team of associate directors 
and associates who audit every governance 
transaction with common sense judgment in 
ways that supplement existing operational 
risk controls.

“We fully support CIMA’s robust regulatory 
framework for institutional directors, and 
as a licensed fund governance service 
provider the firm maintains strict policies 
and procedures for independence, risk 
management, quality assurance, record-
keeping, data security and business 
continuity. Almost all fund service providers 
including the auditor, administrator and most 
recently the investment manager, are now 
regulated, and regulation of fund governance 
is the next logical step.” n

Governance

Some industry members believe the logical 
consequence of investor pressure on directors 
to become involved in day-to-day detail, as 
opposed to a supervisory role, will be the 
emergence of institutional directors, on similar 
lines to the evolution of trustees in the trust 
industry. “If a director is expected to be an 
expert in, and examine the detail of the work 
done, across multiple different disciplines 
including accounting, legal issues, risk 
management, compliance and the tracking of 
investment objectives, can any single individual 
can provide it all?” asks Fowler.

“Are investors in the industry effectively 
pushing for an institutional director – in 
the same way as the evolution in the trust 
industry a number of years ago, when there 
was a shift from individuals to corporate 
trustees with a complete institutional 
framework behind them? If investors are 
going to drive directors harder and harder, 
the natural reaction is for it to become 
less of an individual game and more one 
where institutions develop systems and 
packaged products that together represent 
an independent directorship. I don’t expect 
that to come immediately, but it may happen 
over a few years.”

Lomax is less certain. “Corporate directors 
have been mooted, but I remain a little 
sceptical,” he says. “People do like to know 
exactly which individual is on the board and 
what their qualifications and experience are. 
However, I can see how it might appeal to 
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AdmirAl  Admin iStrAt iOn

Technology at the service 
of the fund industry

By Simon Boor

Throughout the alternative fund industry, 
and especially in the Cayman Islands as 
the world’s largest hedge fund domicile, 
the focus today is more than ever on 
transparency, which means not just the 
availability of information but ease of 
access to it. That has been one of the 
drivers behind Admiral Administration’s 
development of Avatar, its state of the art 
proprietary transfer agency, CRM, workflow 
and reporting system, and Avatar FM, 
which allows seamless delivery of investor 
and portfolio information to the firm’s fund 
manager clients.

Designed as the hub of Admiral’s 
information technology toolkit, Avatar 
provides data warehousing capabilities 
and an extensibility interface to facilitate 
integration with the other software 
applications the firm uses, the Advent 
Geneva portfolio accounting system, the 
Advent Partner partnership accounting and 
reporting platform, and the Paladyne data 
management suite.

Avatar is designed to enable Admiral to 
operate with the maximum efficiency whilst 
adhering to strict control processes and 
workflows. It also offers the ability to create 
extension applications, as the firm has done 
with project management and business 
continuity planning. In the future this could 
be used to create highly complex or specific 
developments required by a particular client.

Avatar FM, which is being rolled out 
to managers this month, is Admiral’s tool 
for delivering transparency in practice, 
providing not only real-time fund data but 
tools to facilitate communication between 
managers and their service team at Admiral. 
An important benefit is that the system can 
deliver information that would otherwise 
consume time and effort on the part of both 
manager and administrator.

Timely delivery of information to fund 
managers and their investors has become 
primordial in the wake of the Madoff 
scandal. Delays of days or weeks in 
the provision of fund data are no longer 
tolerable. Other factors are also driving 
the need for open access to information, 
including a greater focus on know-your-
customer and due diligence processes as 
well as the implementation of the Foreign 
Account Tax Compliance Act by the US just 
a year away.

Avatar FM offers a secure channel for 
managers to access dynamic and static 
data at both investor and portfolio level 
from Admiral, without obliging them to go 
to the firm’s web site or to use potentially 
more vulnerable conduits such as e-mail. 
The system also allows for the tracking 
and display of documents and investor 
communications. Avatar FM data grids are 
customisable and easily exported into Excel. 

Fund managers using Avatar FM can 
get detailed information about a particular 
subscription or redemption in real time to 
resolve problems with investors quickly 
and easily, improving their relationships 
and in many cases avoiding the need for 
investors to contact Admiral directly when 
they have queries. As the system continues 
to evolve, it will allow managers to access 
other information such as the underlying 
subscription and redemption documents 
related to the transaction.

Transparency is the future of fund 
administration, although some service 
providers have been slow to recognise it; 
in many cases there is still more talk than 
action. Admiral has been developing its 
proprietary fund administration systems for 
more than 10 years, and Avatar FM is the 
firm’s answer to providing such transparency 
to its fund manager clients. n

Simon Boor is head of 
research and development 
with Admiral Administration
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Overv i ew

The Cayman Islands are best known in 
the global financial industry as the world’s 
dominant offshore hedge fund domicile. 
Less familiar outside industry specialists is 
that the Caribbean jurisdiction is also home 
to a substantial fund services industry that 
continues to thrive, despite the combined 
pressures on costs and skilled manpower at 
home and competition from rival locations, 
especially in North America.

In the 1990s, Cayman and other Caribbean 
locations such as Curaçao benefited from the 
so-called ‘10 Commandments’ that stipulated 
what activities relating to the management 
and operation of a fund had to be performed 
outside the United States in order to escape 
the US tax net. The rules changed 14 years 
ago, and today offshore funds run by US 
managers may well be administered in New 
Jersey, or perhaps Canada.

It’s true that especially in the past five 
years, some administrators with Cayman 
operations have shifted some activities 
onshore, especially to Halifax, Nova Scotia, 
which has set itself up as an inexpensive 
fund servicing centre. The inevitable costs 
of doing business on a small island and 
pressure on the availability of skills, coupled 
with uncertainty about the territory’s 
immigration policy, have all affected Cayman’s 
competitiveness in the fund services market.

Yet Chris DeNigris, marketing and sales 
manager with the North American operations 
of financial services software firm Koger, 
notes that Cayman remains the firm’s second 
largest market for fund administrators, its 
core client base, after Ireland. “It is a very 
important domicile that continues to see a 
lot of growth, because of the stability of the 
market there and the fact it is the go-to place 
for master-feeder structures, which remains a 
staple of the industry,” he says.

“Cayman still has the critical mass 
that makes it very challenging for other 
jurisdictions to compete with directly. The 
sheer volume of funds domiciled there 
attracts best-in-class service providers that 
continuously look for improvements and 
innovative new products. Because of this, 
industry surveys still show Cayman well 
ahead globally as the hedge fund domicile 
of choice, even though it faces ongoing 
challenges to remain so in the face of 
changing financial regulation.”

However, he cautions: “We are seeing 
competing domiciles, for instance Luxembourg, 
the British Virgin Islands and the Channel 
Islands, catching up. Cayman administrators all 
have their systems, structures and procedures 
in place, but firms elsewhere are looking to 
emulate that infrastructure in a bid to attract 
fund business.”

Service providers see 
enduring benefits in 
on-island operations

By Simon Gray

induStrY
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DeNigris is echoed by Larry Leonard, chief 
technology officer of Admiral Administration, 
which was founded in Cayman in 1996 and 
today has expanded internationally with the 
establishment of operations in Virginia and 
Dublin. “Cayman is still the jurisdiction of 
choice, but we along with all administrators 
across the world are facing new challenges,” 
he says. “In the end, the administrators 
that survive will be those that meet the 
enhanced reporting requirements of attentive 
institutional investors.”

Leonard believes that one way of 
developing the necessary competitive edge, 
and one that also helps businesses in Cayman 
compensate for cost issues, is investment 
in technology. Admiral has developed an 
in-house software application called Avatar 
to pull together all the different facets of its 
information systems, and is now rolling out a 
client interface called Avatar FM that allows 
managers to access fund data in real time.

“Avatar FM not only offers clients a 
better service but also saves both them 
and us time,” adds Leonard’s colleague, 
head of research and development Simon 
Boor. “The user interface allows fund 
managers to obtain all their answers without 
contacting us, and to access information 
at any time. It helps to enhance the client 
relationship as both parties are viewing 
the same data concurrently. Offering this 
kind of accessibility is the future of fund 
administration. We are rolling it out now, 
while other service providers seem to be still 
wondering how they will offer it.”

Darren Stainrod, who heads business 
across the Americas and Asia-Pacific from 
the Cayman office of UBS Fund Services, 
argues that the flexibility of the Cayman 
product, including the fact that it has almost 
no restrictions over the location of service 
providers, is one of the jurisdiction’s main 
attractions as a hedge fund domicile.

“There has been a continuing trend for 
administration work to be done onshore, 
which is part of Cayman’s open-architecture 
approach and why it represents the most 
popular product not just in the American 
market but for Europe and Asia as well,” he 
says. “The fact that administration tends to 
have migrated onshore, particularly to New 
Jersey and Canada, is a reflection of costs, 
immigration issues and proximity to markets.

“However, all fund audits have to be 
signed off in Cayman, and quite a significant 
proportion of full audits are still carried out 
here, hence the large offices of the Big Four 
and other audit firms on the island. Cayman 
law firms are also flourishing, although 
the biggest ones have also opened offices 
worldwide that deal with Cayman funds – 
you find specialists in Cayman law in centres 
such as London, the Channel Islands, Dublin 
and Hong Kong. But that doesn’t reflect 
any diminution in legal work carried out in 
the jurisdiction itself, rather a growth in the 
popularity of the product in general.”

Stainrod notes that the provision of 
independent directors has become a major 
industry in Cayman in recent years. There 
are even a handful of investment managers 
operating out of Grand Cayman, albeit 
probably more for lifestyle reasons than 
because of the emergence of any hub of 
portfolio management expertise. In addition, 
he says, some managers prefer to keep 
shareholder services for offshore funds 
outside the US, although much of that is 
done in Canada too these days.

Yet he also points out that some clients 
prefer for their funds to be fully administered 
offshore; some have been serviced by UBS 
in Cayman for a decade or more. That’s one 
reason why UBS Fund Services is still the 
largest administrator in the jurisdiction and 
Cayman is its largest operation with more 
than 150 staff excluding support functions. 
Another is the fact that around 70 per cent 
of the office’s business consists of funds 
of funds and private equity, as opposed to 
single-manager hedge funds.

“We do have the full capability to 

“Cayman is still the 
jurisdiction of choice, but 
we and all administrators 
across the world are 
facing new challenges. The 
survivors will be those that 
best meet the enhanced 
reporting requirements of 
institutional investors.”
Larry Leonard, Admiral Administration
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administration, lawyers or any form of 
accountancy. It’s a very competitive market 
in Cayman with plenty of professionals here. 
Costs may have risen in the heady days of 
the early 2000s, but now supply and demand 
is back in a better balance.”

It probably helps, at least psychologically, 
that the Cayman government is reviewing the 
‘rollover’ provision of its immigration policy 
which imposed on expatriates not designated 
as key personnel for their employers a 
maximum residency period of seven years, 
after which they would be required to leave 
the territory for at least a year.

Anxious not to cause disruption 
particularly in the financial sector at a time 
when increasing number of employees 
may be affected, the government last year 
instituted a two-year suspension of the 
policy while it examines whether the rollover 
concept is the best way of addressing the 
islands’ resources and population issues.

In general, firms such as lawyers and fund 
administrators report that they have not been 
substantially affected by the policy to date, 
because the government has been flexible in 
the award of key employee status. In addition, 
groups with extensive operations elsewhere 
in the world have the ability to second 
employees affected to other offices. However, 
uncertainty over the length of time expatriates 
can stay in Cayman may affect decisions 
such as the possible acquisition of property.

“We haven’t seen a massive impact,” 
says Walkers’ Ingrid Pierce. “Some of our 
support staff have reached the point where 
they would have to leave, so the current 
suspension of the policy is very good news 
for those who can now stay for longer. 
However, we have been able to obtain key 
employee status and permanent residence for 
many of our legal and certain other staff.” n

service large complex single-manager 
funds either from Cayman or from Toronto, 
but overall the profile of our client portfolios 
is different,” Stainrod says. “We are able 
to attract and retain significant numbers 
of qualified accountants, and we have our 
own banking licence, both of which facilitate 
the high-touch approach required for funds 
of funds, with all the moving parts to be 
co-ordinated at month-end. In addition, 
funds of funds typically do not operate in 
a daily dealing environment or require links 
to brokers.”

The devastation wreaked by Hurricane 
Ivan on Cayman in 2004 had an impact on 
the views of some types of client, but not 
others, he adds: “For multi-broker hedge 
funds with high trading volumes and a daily 
or an intra-daily environment, it’s about their 
comfort level. We can replicate data to our 
back-up site in an instant – it’s not like the 
days when you had to fly tapes off-island – 
but an onshore US hedge fund manager may 
feel more comfortable having an administrator 
in New York, New Jersey or Toronto.

“For funds of funds or certain low-volume 
trading hedge funds, it’s less critical, and 
the possibility of a hurricane once every 10 
years is not the end of the world.” Besides, 
Stainrod notes wryly, Cayman is used to 
coping with the effects of hurricanes, whereas 
onshore locations can be more vulnerable to 
disruption as a result of extreme weather and 
other events: “The only time I was evacuated 
from a hurricane last year was when I was on 
holiday in New York.” 

UBS is far from the only group to see 
Cayman as a competitive base for the 
provision of fund administration services 
– Maples and Calder’s Jon Fowler notes 
that Maples Fund Services has grown into 
a sizeable provider with around USD30bn 
in assets under administration. “Clearly we 
have a vibrant and very successful fund 
administration centre here in Cayman,” he 
says. “That is testament to the fact that we 
have managed to weather any headwinds 
successfully.”

Phil Griffiths of the JP Funds Group 
argues that costs in Cayman as not as 
high as is sometimes perceived, especially 
in comparison with European jurisdictions. 
“From an investor’s perspective, the costs 
are relatively low, especially for fund 

“That we have a vibrant 
and very successful fund 
administration centre here in 
Cayman is testament to the 
fact that we have managed 
to weather any headwinds 
successfully.”
Jon Fowler, Maples and Calder


