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For the past five decades, the Cayman Islands has maintained its 
position as the number one domicile for hedge funds. Central to 
its success is a comprehensive regulatory framework and the 

ability to adapt to evolving international standards, thus highlighting the 
jurisdiction’s commitment to the enhancement of financial supervision. 
Through these ongoing efforts, the jurisdiction remains highly compet-
itive in several areas. In addition to its renowned success in the funds 
industry, the Cayman Islands is home to more than 40 of the top 50 
banks worldwide, including all major accounting firms, law firms and 
fiduciaries. It is also recognised as the top domicile for healthcare cap-
tives, and number two in captive insurance. 

Status of Cayman Islands funds industry 
As of 31 December 2019, the total number of regulated funds was 10,857 
compared to 10,992 for the same period 2018, an overall decrease of 1.2 
per cent.

Looking ahead
According to research conducted, the pace of change in the US mutual 
fund industry has been rapid, and that has created both challenges and 
opportunities for firms to adapt quickly to remain relevant. For firms to 
stay competitive in the fast-changing environment, keys to success are 
their strategic positioning, technology transformation, value for money 
and battle for talent. Despite pressures on profitability, investments in 
top talent are essential to ensure the ability to transform firms and 
drive success. The ability to deliver an innovative, technology-enabled, 
and seamless client experience will continue to create value for both 
investors and managers. Adoption of integrated platforms that manage 
all activities – investments, distribution, reporting, operations, and regu-
latory compliance will make firms competitive and efficient. Successful 
firms will be those that gain better insights by using artificial intelli-
gence, robotic process automation, data and analytics.

Through a sophisticated yet robust regulatory framework, which is 
supported by a wide range of quality professional expertise within the 
industry and the embracing of innovative technological changes, the 
Authority is confident that the Cayman Islands will maintain its domi-
nance as a leading financial services centre in which to do business 
for many years to come. 

Cayman Islands Monetary Authority

Foreword
By CIMA

http://www.hedgeweek.com
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Shoring up the rules – 
strengthening oversight 
in the Cayman Islands

By A. Paris

As the global focus on regulation contin-
ues to ramp up, the financial industry 
in the Cayman Islands is shoring up its 

legislation to remain at the forefront of change 
and strengthen its position as a fund domi-
cile. In its most recent move, the Ministry of 
Financial Services announced the introduction 
of the Private Funds Bill in an effort to enhance 
oversight of investment funds, both open- and 
closed-ended. This brings about significant 
changes for funds which were previously 
unregulated.

“The changes would provide additional 

surety and transparency for investors and 
managers of Cayman Islands investment 
funds, while better aligning with best market 
practices, enhanced anti-money laundering 
and other key regulatory standards,” the min-
istry says in a briefing note.

Published in January 2020 and enacted in 
February, this Bill sees a number of previously 
unregulated funds, such as private equity, pri-
vate credit, real estate and infrastructure funds, 
being required to register with the Cayman 
Islands Monetary Authority (CIMA). This is a 
significant change to the current status quo. 

http://www.hedgeweek.com
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International pressure
The Cayman Islands is under considerable 
international pressure to ensure operators in 
the jurisdiction comply with these regulations. 
To this effect, several industry commentators 
advise managers to implement these changes 
effectively rather than simply ticking the 
compliance box.

“As the Ministry of Financial Services under-
takes this modernisation of funds regulation 
to best adhere to international standards, 
it’s imperative that those active in this indus-
try take the steps necessary to prepare for 
these changes.

“The legislation is expected to include tran-
sition period and/or staggered implementation. 
This period will allow those affected time to 
review their accounts and make the necessary 
changes to become compliant with CIMA’s 
oversight. With the enhanced supervision and 

Ahead of this Bill being tabled, funds invest-
ing in unlisted or private assets set up in the 
Cayman Islands were not subject to any CIMA 
registration or regulatory requirements.

“Following the introduction of the Bill, such 
vehicles will be required to register with CIMA 
and will be subject to the supervisory meas-
ures of CIMA. Additionally, such funds will 
need to comply with various governance and 
filings requirements set out in the Bill. Once 
registered, a private fund will be required to 
pay an annual registration fee, comply with 
annual return and local audit requirements, 
inform CIMA of material changes to the infor-
mation submitted as part of its registration 
application and retain appropriate accessible 
records,” law firm Cadwalader Wickersham & 
Taft LLP says in a statement.

According to Cayman Finance, the island’s 
promotion agency: “These legislative changes 
are in response to an evolution in global regu-
lations, primarily driven by the Organisation for 
Economic Co-operation and Development, the 
European Union and the Caribbean Financial 
Action Task Force. The Cayman Islands con-
sistently responds to global changes like these 
with a thoughtful and balanced approach ena-
bling prompt adherence to evolving key global 
regulatory and anti-money laundering stand-
ards and best practices.”

The Bill also includes requirements around 
operational regulation as well as supervi-
sion and enforcement. Private funds will be 
required to carry out annual valuations and 
also to appoint a custodian for the safekeeping 
of the fund assets. Further, the Bill demands 
monitoring of cash flows, record keeping of 
securities and auditing of accounts by a CIMA 
recognised auditor.

Bill Prew, chief executive at Indos Financial, a 
independent depositary and fund oversight ser-
vices provider, comments: “The valuation, asset 
safekeeping, verification and cash flow monitor-
ing requirements may appear straightforward 
but, as always, the devil will be in the detail and 
may dictate the solutions available to managers.

For example, few fund administrators actu-
ally perform the valuation or verify ownership 
and title of private assets. Depositaries, on 
the other hand, are more suited to perform-
ing the functions given their existing remit 
under AIFMD and can also do so for man-
agers that have not outsourced their fund 
administration function.”

The valuation, asset safekeeping, verification and 
cash flow monitoring requirements may appear 
straightforward but, as always, the devil will be in the 
detail and may dictate the solutions available 
to managers.

Bill Prew, Indos Financial

http://www.hedgeweek.com
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enforcement allocated to CIMA in these amendments, 
adequately preparing private funds for these new regu-
lations will be paramount,” notes the fund administrator 
Mainstream Group in a statement.

Maples Group add: “The Cayman Islands’ govern-
ment and private sector have 
approached these developments 
in a robust and responsive way 
that ensures the jurisdiction’s 
legislative and regulatory environ-
ment, tax-neutral status, flexible 
structuring options and local 
service providers can cater to a 
diverse profile of sponsors and 
investors who are operating in an 
increasingly complex, competitive 
and multi-jurisdictional context.”

Tim Rossiter, Chair of 
the Cayman Islands Fund 
Administrators Association 
(CIFAA) comments: “The focus 
on regulation presents an oppor-
tunity for fund administrators 
to further enhance their value 
to clients. As we provide the 
infrastructure of a Fund operat-
ing structure, we are the easiest 
route for managers to meet their 
regulatory requirements. 

“As Fund corporate struc-
tures become increasingly more 
complex, in parallel with the 
increased demands for trans-
parency by regulators and 
institutional investors, managers 
of close-ended structures (PE/
VC/RE/PC) have realised the value of a fund administrator, 
leading them to adopt the operating models that are now 
common in hedge funds, i.e. independent administrator, 
independent fiduciaries and independent auditors.”

Balancing private and public interest
The Private Funds Bill is the latest in a chain of regula-
tory and legislative changes in the Cayman Islands, all 
of which have significant impacts on the funds industry 
– these included strengthening anti-money laundering and 
terrorism financing laws, introducing a law around data 
protection and further updating the island’s economic sub-
stance requirements.

The law firm Walkers notes: “In October 2019, the 
Cayman Islands government announced its intention to 
modernise funds regulation in the Cayman Islands, by 
introducing a registration regime for closed-ended funds. 

“This initiative arose from an ongoing dialogue 

the European Union has been conducting with many 
jurisdictions to ensure they meet EU requirements in 
respect of good governance. The EU recognises the 
Cayman Islands as a leading jurisdiction for investment 
funds and it is therefore unsurprising that they have 

focused on the Cayman Islands’ 
investment fund regulatory 
framework. Bermuda, the British 
Virgin Islands and the Bahamas 
are also expected to be required 
to implement similar regulatory 
frameworks.”

The changes can also con-
tribute to improving the Cayman 
Islands reputation among the 
general public. Rossiter of the 
CIFAA explains how public per-
ception is one of the challenges 
the jurisdiction faces: “The 
Cayman Islands Government has 
adopted a number of legislative 
changes to enhance tax trans-
parency and cooperation with 
the EU. While industry experts 
recognise how well regulated 
and transparent the Cayman 
Islands is (for example we were 
an early adopter of transpar-
ency initiatives such as CRS and 
FATCA), this perception needs 
to be extended to the public to 
help them understand the benefit 
we provide to “onshore” jurisdic-
tions. We must continually work 
to address this.”

While working to strengthen 
the jurisdiction’s status, the changes have been introduced 
with care for both private and public interest, the balance 
of which decides the fate of the jurisdiction. As a financial 
hub, the Cayman Islands is known for fostering a close 
working cooperation between the private and public sec-
tors, to the benefit of both. 

At a meeting with over 400 industry practitioners, Tara 
Rivers, Minister of Financial Services said: “It is through 
our constructive and cooperative working relationship, 
which has significantly strengthened over the past two and 
a half years, and your commitment to doing what is in 
the best interests of the jurisdiction as a whole (which in 
turn, will have a direct positive impact on your respective 
companies and firms), that we can meet the challenges 
facing Cayman’s financial services industry; and succeed 
in ensuring that the Cayman Islands remains as one of 
the best and highly sought after places to do business in 
the world.” n

We can meet the challenges facing 
Cayman’s financial services 
industry; and succeed in ensuring 
that the Cayman Islands remains 
as one of the best and highly 
sought after places to do business 
in the world.

Tara Rivers, Minister of Financial Services

http://www.hedgeweek.com
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issue among clients is a growing awareness 
of the need for greater board diversity, says 
Ebony Myles-Berry, fund director at IMS.

How important has the topic of board diversity 
in hedge funds become in recent years? 
Diversity in terms of board composition has 
been a hot topic for a while and over the last 
few years there’s been a lot more awareness 
and demand, specifically for gender diversity. 
Economic, social and legal considerations 
have created a surge in interest from investors 
and investment managers about increasing 
gender diversity on fund boards. 

While discussions and considerations over 
diversity often focus on gender, choosing a 
board director solely because they fit into a 
category, “check the box” or appeases a regu-
latory requirement, is not sufficient. 

Effective and productive boards require a 
breadth of perspective that is also diverse, 
and I think that the best boards are com-
posed of perspectives that are informed by a 
range of backgrounds, skills, and experiences. 
Considerations should be given to whether a 
director can fill the need for the varied per-
spectives in order to help robust discussions 
and well-rounded decision-making.

That type of dynamic is increasingly impor-
tant because of the complex issues that 
today’s boards are facing. 

What do you see as the main issues and 
challenges when it comes to board diversity in 
the hedge fund industry? What steps can be 
taken to improve board diversity?
One factor that inhibits board diversity is 
neglecting to put an emphasis on diver-
sity during the search for board members. 

Established in 1974, International 
Management Services Ltd (IMS) is 
among the leading providers of direc-

torship services for the alternative investment 
industry in the Cayman Islands. IMS and its 
directors are not affiliated to other service 
providers and law firms, allowing it to provide 
independent corporate governance expertise 
to the highest industry standard.

A pioneer in providing professional inde-
pendent directors to the fund industry in 
Cayman, its team of qualified and experi-
enced professional directors boast diverse 
backgrounds spanning legal, accounting, com-
pliance, regulation and fiduciary services.

With the business very much at the forefront 
of the rapidly-evolving corporate governance 
landscape surrounding the hedge fund indus-
try in the Cayman Islands, one increasingly live 

Evolving perspectives: 
improving board diversity 
in Cayman’s fund industry

Interview with Ebony Myles-Berry

http://www.hedgeweek.com
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requesting a female. The goal of these clients 
is to compose a diverse board that will provide 
different perspectives and disrupt the status 
quo. IMS supports board diversity, hence why 
we have such a diverse team of professional 
directors of various experiences and back-
grounds to meet and address clients’ needs.

What about the investor community? To what 
extent does diversity matter when it comes to 
portfolio allocation decisions?
Allocators have their standard checklist of 
what they look for in terms of board compo-
sition, and I think an awareness of diversity is 
there among investors. Diversity more gener-
ally is something that investors favour. Many 
institutional investors have adopted the con-
cept that diverse boards lead to better decision 
making and we can expect that investors will 
take a broader approach to diversity consider-
ations, particularly as it relates to gender and 
industry experience. 

Investors have spent the last few years rais-
ing their expectations of fund boards, a trend 
that we expect to see continue in 2020. n

Diversity should be prioritised during the 
search process in order to avoid unconscious 
biases. It is human nature to look for what we 
have in common with other people so there 
is a tendency to seek out individuals with 
the same professional qualifications or back-
grounds or individuals who look or sound like 
we do. Unconscious biases like these further 
limit diversity so prioritising diversity during 
the search process helps to focus more on 
selecting individuals with different skills, expe-
riences, genders, ages and backgrounds. 

Another factor is the dependency on tra-
ditional referral pipelines. When looking for 
a potential board member, people often rely 
on their personal networks. Peoples’ profes-
sional networks often resemble themselves 
which could limit the candidate pool to a spe-
cific background, expertise or even gender. 
Expanding candidate searches beyond the 
traditional sources could result in an increase 
of diverse candidates. 

Overly homogeneous boards lack multiple 
perspectives and run the risk of blind spots 
that are missed by the entire board, blind 
spots that might have been obvious to others 
with different perspectives and experiences. 
Board evaluations can be used as a tool to 
increase board diversity. Board evaluations as 
a tool for assessing director performance are 
typically viewed as good corporate practice, 
but they can also serve as a way to assess 
board composition and gaps in skill sets. 

How does a lack of diversity on boards impede 
the growth and development of hedge funds?
Boards that lack diversity represent the risk of 
group think. Group think imperils the board’s 
decision making and problem-solving process. 

Given the complex issues that today’s fund 
boards are facing, we want to avoid group 
think by having a diverse board. A diverse 
board with different skills, backgrounds, and 
experiences will look at issues with a broader 
perspective which leads to more critical analy-
sis and a different board dynamic. 

Is there anything that IMS itself is doing as a 
company to strengthen diversity in your area 
of focus? What have your clients been saying 
with regards to this issue?
More frequently, clients have approached us 
seeking board members with different experi-
ences and qualifications and even specifically 

Ebony Myles-Berry
Fund Director, IMS

Ebony Myles-Berry is a Fund Director at International Management Services 
Ltd. and has 15 years of experience serving as a director on the boards of 
investment funds and as a member on governance and advisory committees. 
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Gender diversity: Moving 
towards a more diverse 

asset management industry
By Daniella Skotnicki

The investment management industry 
relies on innovative and diverse strate-
gies to create alpha and add value for 

investors. Whilst the benefits of gender diver-
sity have been widely recognised, the industry, 
like most others, has lagged in achieving it. 
There has been increasing focus from inves-
tors in strategies which increase gender 
diversity amongst the portfolio management 
team and the industry generally. The challenge 
is, however multifaceted, structural in that 
there are far fewer women than men entering 
into the traditional feeder courses and careers 
into portfolio management, such as investment 
banking, and requires the overcoming of out-
dated and incorrect gender biases relating to 
women managing large amounts of money. 

Analysis by Morningstar showed that bond 
funds run by women outperformed those 

helmed by men from 2003 to 2017. However a 
paper prepared by the Alternative Investment 
Management Association, in conjunction with 
Ernst & Young, on inclusion and diversity in 
the hedge fund industry noted that: “a visitor 
looking about in the office of an “imaginary 
average hedge fund firm” will see that 80 per 
cent of the workers are men. If they are look-
ing specifically at the senior management 
team, that number will be 90 per cent.” In 
some markets the statistics were somewhat 
more promising; in Hong Kong, Singapore and 
Spain, more than 20 per cent of fund man-
agers were women. But the percentage in 
the UK and US were both below the world-
wide average, at 13 per cent and 11 per cent, 
respectively. 

There have been positive moves amongst 
our clients to gender equality, such as fund 

http://www.hedgeweek.com
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by six – eight years. Women, unlike men, do 
not assess risk in terms of standard devia-
tion but rather are more focused on a holistic 
understanding of how ‘bad can it get’ and 
the associated impact. In line with their target 
market, Ellevest have a diverse team lead by 
Sallie Krawchek. 

Harneys has grown to be a leading off-
shore firm and a large part of our success 
has been our ability to identify and harness 
the benefits of diversity. As investor character-
istics and expectations have evolved, so too 
has our practice. Long before “cognitive diver-
sity” attained buzzword status, Harneys has 
quietly been embracing and harnessing the 
value it represents and has consciously cre-
ated a workforce that reflects these values. At 
Harneys, our commitment to diversity is woven 
into the fabric of our offices, we have approx-
imately 46 per cent female representation in 
senior leadership roles – we are committed to 
recognising potential and cultivating talent. We 
have witnessed the unique perspective and 
value women add to the offshore legal arena. 

Our commitment to identifying talent starts 
from our scholarship recipients and Articled 
Clerks. They are a blend of age, backgrounds 
and unique individual strengths. It is this strat-
egy that has aided us, having identified talent 
and potential. 

Despite some advances in the industry, 
it will be a long road but at the very least 
there is recognition of the issue, if not 
the solution. Impact investing and 
specific allocations to female managed 
teams will assist in increasing gender 
diversity, however the solutions 
need to be broader based and 
structural changes are required in 
the industry. n

*https://genderequalityfunds.org/

strategies focussing on investment in com-
panies with diverse boards and increased 
allocations by investors to investment man-
agers with female teams. Impact investing 
has attracted more capital and is particularly 
attractive to millennial investors; investment 
in funds which focus on increasing gender 
diversity fits is one form of impact investing 
which is gaining popularity. As You Sow has 
developed a gender-equality fund screener* to 
identify funds that invest in companies with 
a good gender balance between their lead-
ership (including their board of directors) and 
their overall workforce, as well as companies 
with strong policies on issues like equal pay. 
An example of impact investing is the Fidelity 
Women’s Leadership Fund, an actively man-
aged equity fund that “invests primarily in 
companies that prioritise and advance wom-
en’s leadership,” per Fidelity’s website. 

Another trend gaining traction is gender 
lens investing (GLI). As GLI becomes more 
mainstream, managers will be put under pres-
sure to report on advocacy, transparency, and 
accessible and meaningful gender metrics 
to investors. As women’s wealth grows, we 
expect to see continued support to ensure 
managers are held accountable for gender 
inequality not just in leadership roles. 

Ellevest is an investment manager whose 
strategy is based on the premise that tradi-
tional investment products do not always meet 
the needs of women, for instance, women 
outlive their male counterparts, on average, 

Daniella Skotnicki
Partner, Cayman Islands, Harneys

Daniella Skotnicki is a partner in the firm’s Cayman office. She has over 12 
years’ experience and a broad private funds practice specialising in hedge funds 
and private equity as well as advising on fintech related matters. Daniella has 
extensive experience advising fund sponsors on the structuring and formation of 
funds, co-investment vehicles and alternative investment vehicles and providing 
ongoing advice.

Daniella’s practice also encompasses advising on mergers and acquisitions, 
joint ventures, listings on the Cayman Islands Stock Exchange, security token 
offerings, initial coin offerings and corporate reorganisations. Daniella acts for 
leading financial institution and investment managers as well as boutique and 
start-up managers and fintech companies.
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Regarded as one of the core 
financial services leadership 
bases within the global RSM 

network, RSM Cayman offers a range 
of audit, tax and consulting services 
to the fund management industry in 
the Cayman Islands.

Originally established in 2003 RSM 
Cayman , the firm – which forms part 
of the global RSM network of inde-
pendent accounting firms, the 6th 
largest globally – is at the forefront of 
Cayman’s continually evolving invest-
ment management industry. 

With Cayman very much the juris-
diction-of-choice for the international 
offshore hedge fund industry, the firm 
specialises in providing services to 
all forms of structures for a global 
client base.

In a wide-ranging interview, Alex 
Bodden, Managing Partner at RSM 
Cayman, explores the key emerging 
trends in the domicile – from the grow-
ing business opportunities offered by 
the burgeoning Chinese fund man-
agement industry to the looming 
challenges posed by sweeping global 
regulatory reforms.

How important is Cayman in the 
context of the global hedge fund 
industry? Where are you seeing new 
growth in your business?
“Cayman certainly acts as an industry 
hub, and at RSM we work both within 
that industry hub and as a hub within 
RSM as far as the services that we 
provide to our clients. Typically, the 

managers for our clients are located 
elsewhere in the world across all 
the major jurisdictions, and the fund 
administrators are also located both 
here and elsewhere in the world.

“Our clients range in size – from 
small million-dollar NAV managers to 
multi-billion dollar NAVs – and they’re 
also spread across all types of struc-
tures, investment strategies, and 
asset classes. 

“Geographically it’s global, but a 
significant proportion of our work is 
US-based or US-generated. But we 
have clients in London, in Hong Kong, 
Singapore, Australia, New Zealand, 
India, South Africa, South America, 
and Canada. We have a global reach 
in terms of our clients’ footprint 
and location.

“Obviously, there is a heavier 
concentration in the main asset man-
agement jurisdictions: the US, the UK, 
Hong Kong and Singapore, but we are 
also starting to get more and more 
inquiries from China – either directly 
from China itself or through our Hong 
Kong and Singapore offices. Cayman 
has definitely seen its fair share of 
opportunities coming out of China in 
terms of fund structures.”

What’s driving that inquiry? 
“A number of factors. There’s a grad-
ual, growing sophistication in the 
Chinese investment industry and a 
general acknowledgment of the ben-
efits of offshore vehicles to access 
investor pipelines. They are definitely 

becoming more sophisticated and 
catching up with the rest of the indus-
try and adopting the products that are 
already used around the world.

“At RSM we’ve got a very good 
firm with deep capability in China, 
supported by a very good RSM pres-
ence in Hong Kong and Singapore, 
with large China desks and opera-
tions from those two jurisdictions into 
mainland China. We’re seeing very 
much an increased level of activity 
and inquiries across both open- and 
closed-ended funds to access capital 
for investments in China, be it through 
hedge funds or PE offerings. I would 
imagine if you spoke to all the other 
major firms they would be saying 
something similar – I think in gen-
eral the industry is seeing a definite 
growth in activity from that region and 
certainly from China.”

While China offers opportunities 
for Cayman’s fund industry, Europe 
is arguably presenting some major 
challenges for the jurisdiction at the 
moment, specifically on the regulatory 
side. How has the regulatory environ-
ment changed?

“It’s very topical at the moment, but 
you must step back and look at the 
history and evolution of the enhanced 
regulatory environment, and the 
ever-growing regulatory demands on 
the industry and in jurisdictions such 
as Cayman in general over the last 
few years. 

“The whole world is subject to an 
ever-increasing enhanced regulatory 

China, Europe and beyond: 
emerging trends and 
looming challenges

Interview with Alex Bodden
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environment, and the hedge fund and 
alternative investment fund industry 
and its jurisdictions are certainly not 
immune from that.

“Every year, over the last several 
years, there’s been another regulatory 
initiative or requirement leading to 
adoption of new legislation, or revision 
and amendments to existing legisla-
tion. That goes back starting off with 
FATCA, then you had CRS, then there 
was AML/KYC.

“There were further enhancements 
on AML and further requirements to 
appoint the reporting officers. Then 
you had the Economic Substance Law 
which was passed in December 2018. 
All these regulatory environment initi-
atives have been driven by either the 
OECD, the EU, and other transnational 
organisations – some more global in 
nature than others. 

“Offshore jurisdictions continue to 
be very much the hot topic. Last year 
Cayman went through a further leg-
islation development process, driven 
mainly by discussions with the EU and 
a consultation process with the main 
industry participants – accountants, 
attorneys, administrators, independ-
ent directors, AIMA – to address what 
was deemed necessary in terms of 
enhanced fund regulation in order 
to meet latest EU requirements. One 
upshot was that the existing mutual 
funds regulation has been revised in 
February 2020.

“Now essentially all hedge funds 
registered here in Cayman have to 
be also registered with the Cayman 
Islands Monetary Authority (CIMA) 
as opposed to just being registered 
with the Government registrar. This 
is intended to provide CIMA with a 
much more robust regulatory over-
sight function. 

“There’s also a completely new 
private funds law which addresses 
the closed-end funds. The final leg-
islation, also passed in February 
2020, will bring all closed-ended 
funds under CIMA regulation with no 
exceptions for any form of designated 
private funds – that’s a significant 

step-change for the regulatory envi-
ronment of the fund industry in 
Cayman. It introduces some AIFMD 
style elements to the regime as far as 
regulatory matters are concerned. 

“Cayman tries to ensure that it 
keeps up-to-date, and even ahead, 
of the curve of regulatory demands, 
where appropriate, for the industry 
that Cayman operates in. It has very 
much been an ongoing process to 
ensure Cayman is compliant with 
global requirements and initiatives, 
and this will continue to be the case 

What about the EU blacklist plan 
specifically? What is the potential 
impact on the hedge fund industry in 
Cayman?
“Short-term, it is certainly bad optics, 
but I think medium-to-longer term, our 
regulatory environment will continue 
to lead the way compared to offshore 
jurisdictions. It’s definitely a slap on 
the wrist for Cayman with short term 
negativity towards Cayman certainly 
in Europe; medium-to-longer term, 
there’s going to be no significant neg-
ative effect. There may be additional 
requirements expected, but we will 
eventually come off the blacklist as 
the currently required legislation is all 
in place – it’s just a matter of how long 
that may take, hopefully later in 2020. 
No one likes more regulation, but 
that’s the world we live in and it’s not 
going away. We’ll only ever get more.”

With that in mind, what are the long-
term prospects for the industry here?
“Cayman long-term will remain com-
petitive and I believe will continue to 
see growth. When you look back to 
the major changes made to mutual 
funds laws back in the early 2000s, 
despite initial concerns that proved 
to be a real positive for Cayman as a 
jurisdiction of choice. 

“The strength of Cayman is that we 
have the resilience and depth of expe-
rience and expertise across all service 
provider types – in the accountancy 
profession, in the legal profession, 
the administration profession, the 

corporate governance profession. 
Think about the corporate governance 
industry – it didn’t exist 15 years ago; 
now it’s a critical part of the service 
offering in the offshore funds industry.

“Some clients may review their 
operations, to determine whether 
these structures are appropriate for 
what they’re trying to do, and if they 
need to adjust, or open up parallel 
structures such as UCITS in Europe. 
There may be changes or reviews 
of where some managers have their 
operations or corporate domicile. But 
this should form part of the regular 
governance reviews that fund oper-
ators should make anyway. Cayman 
has always been adaptable and 
Cayman fund structures themselves 
are very flexible.

“But as with any regulatory initia-
tive or other new initiative, the cost 
of doing business is going to go up 
because of enhanced regulation. It’s 
worldwide, and Cayman is certainly at 
the centre of that. You can’t avoid it.

“Cayman and the industry itself 
will continue to be very strong and 
resilient and ultimately the offshore 
jurisdiction of choice. There’ll be 
changes, inevitably, because nothing 
stands still, but Cayman has proven 
in the past and will continue to prove 
that it takes the necessary steps to 
adapt to changes in the industry and 
be successful.” n

Alex Bodden
Managing Partner, RSM

Alex Bodden is an Assurance Partner 
and the Managing Partner of the Grand 
Cayman office of RSM. He has over 25 
years of experience in the audit and 
finance sector markets in the UK, US and 
the Cayman Islands. Alex has a particular 
focus in the Asset Management industry 
with specialism in the Hedge Fund and 
Private Equity sectors.
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Governments around the world have taken dra-
matic action to address the health risks caused by 
COVID-19, but doing so has also created a wide 

range of significant economic risks as well. While health 
is the top priority, it’s also critical that countries maintain 
functional economies that will be a vital component in their 
long-term recovery. As in previous crises, liquidity is once 
again becoming a leading ingredient in that effort.

Writing on the opinion pages of the New York Times, 
professor at the Stanford University Graduate School of 
Business professor, Hoover Institution fellow, and former 
chairman of the President’s Council of Economic Advisers, 
Ed Lazear, argued that providing liquidity was more impor-
tant than stimulating demand right now.

“In a normal recession, monetary and fiscal stimulus 
might be appropriate. Today, though, our economic 
policies need to work in concert with our efforts to fight 
the pandemic. There will be a time for stimulus, but for 
now, what we need is enough liquidity to help weather the 
months ahead.”

During normal economic times, Collective Investment 
Vehicles (CIVs) like investment funds and other alterna-
tive investment structures provide important liquidity 
to individual businesses, broader sectors, and even 
government bond sales by channelling global 
investor capital into supporting these liquidity 
needs. The system in place to enable that pool-
ing and investment of global capital – global 
financial hubs – has been under assault by cer-
tain NGOs and even some government regulators 
but the beneficial role they play globally will now 
be more important than ever.

The Cayman Islands is the best exam-
ple of a well-regulated jurisdiction that 
is a significant source of global 
liquidity. According to the most 
recent statistics from the Cayman 
Islands Monetary Authority (CIMA), 
there are nearly 11,000 mutual funds 

registered in the Cayman Islands with combined assets 
totalling nearly USD7 trillion. The use of Cayman-domiciled 
investment funds is a truly global phenomenon. CIMA reports 
that there are 107 countries where investors own at least 10 
per cent of a fund domiciled in Cayman.

Not surprisingly, the majority of securities in which 
Cayman-domiciled investment funds invest are issued 
by the United States capital markets. But Cayman-based 
investments into other jurisdictions isn’t just limited to the 
US. CIMA tracks the top 10 jurisdictions for investments 
from Cayman-based funds. For investments in long posi-
tions that top 10 list also includes France, the Netherlands 
and Germany. The top 10 list for jurisdictions in which 
Cayman-based funds invest into short positions include 
Canada, Germany, Denmark and France. The governments 
in these countries have been some of Cayman’s sharpest 
critics, yet are among the biggest recipients of the essential 
liquidity generated by Cayman-domiciled funds.

The biggest threat to the efficient injection of liquidity 
during this time of crisis – outside of misguided regulatory 
efforts by some government bodies – is double taxation. 
When capital is moving between two or more countries 

there is a risk that the domestic tax laws and 
rules involved would result in the same income 
or profit being taxed by each country. Although 
these taxes could be levied multiple times, it’s 
generally referred to as “Double Taxation” and 
is considered by the United Nations, OECD 
and others as a significant barrier to benefi-
cial cross-border economic activity. There are 
various options sanctioned by UN and OECD 
models to properly eliminate or diminish the risk 

of double taxation but the two main options 
are tax neutrality and tax treaties – and 
while both are commonly accepted 
regimes used by countries around 
the world, only one of them has the 
potential to be abused to improperly 
avoid taxes.

Liquidity and transparency: 
why tax neutral hubs 

matter in critical times
By Jude Scott
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The Cayman Islands has established itself as the lead-
ing channel for global investment capital pooling and 
allocation, in part, because of its adoption of tax neutral-
ity. Cayman’s policy of tax neutrality means investors in 
Cayman entities are still subject to their home jurisdiction’s 
tax requirements, but the Cayman Islands does not add an 
additional layer of taxation on to the proceeds from their 
investments. This straightforward policy allows Cayman to 
achieve the same objective as countries with double tax 
treaties but provides Cayman with similar or stronger safe-
guards against abuse.

This type of tax neutrality practiced in Tax Neutral 
Global Financial Hubs like the Cayman Islands is widely 
used, which the managers of New Zealand’s NZ Super 
Fund described best: “The use of collective investment 
funds domiciled in locations such as…the Cayman Islands 
is legal, common and widely considered best practice 
portfolio management,” the manager said. “The collec-
tive investment fund provides a tax-neutral jurisdiction to 
ensure its collective income does not pay a second layer 
of foreign tax in relation to income on which all applicable 
taxes have already been paid at source.”

The other common method for addressing the risk of 
double taxation and the threat to the essential movement of 
global investment liquidity are Tax Treaty Investment Hubs 
which rely on the use of double tax treaties. These treaties 
are by nature complex and less transparent, and therefore 
sometimes pose a risk of abuse for tax evasion or aggres-
sive tax avoidance.

According to the European Commission, “some com-
panies avoid taxes by ‘treaty shopping’ i.e. by setting up 
artificial structures to gain access to the most beneficial 
tax treatment under various tax agreements with other 
Member States or third countries.” This practice is wide-
spread enough that the EU has had to take measures to 
combat the abuse. This could indicate that concluding a 
tax treaty gives rise to rerouting of investment and income 
flows, and potentially increases incentives for base erosion 
and profit shifting, rather than increasing the overall invest-
ments made.

Tax Neutral Global Financial Hubs like Cayman support 
a level of transparency that arguably make them better 
at combatting tax evasion and aggressive tax avoidance 
than the Tax Treaty Investment Hubs that rely on the often-
opaque system of double tax treaties. The Cayman Islands, 
for example, is a transparent, cooperative jurisdiction 
that already meets or exceeds the full range of global-
ly-accepted standards for transparency and cross-border 
cooperation with law enforcement and tax authorities. 
The OECD’s Global Forum in 2017 assessed Cayman to 
be “largely compliant” with the international standard for 
transparency and exchange of information, the same rating 
given to Germany, Canada and Australia.

Given the rapidly rising need for liquidity to help keep 

global economies afloat during the severe downturn 
caused by COVID-19, Tax Neutral Global Financial Hubs 
will be critically important to support the free flow of cap-
ital, investing, and financing. As noted above, a diverse 
range of jurisdictions from the US to China and Japan to 
EU countries benefit from investments pooled and directed 
from Cayman-domiciled funds. Now is the right time to 
work through Tax Neutral Global Financial Hubs and the 
wrong time to apply misguided regulations that diminish 
their effectiveness. 

Global regulators and tax authorities should focus their 
efforts on the tax treaty abuses that undermine effective 
tax collection, not the transparent and tax neutral jurisdic-
tions that enable effective tax collection globally. By halting 
misdirected regulation, barriers to the flow of investment 
liquidity can be reduced and global investment capital can 
move efficiently to the markets where it can do the most 
good to support businesses and employment during this 
critical time. n

Jude Scott
CEO, Cayman Finance

Jude Scott is an internationally respected speaker on financial 
services and has been featured in international media on a 
number of occasions. He has extensive experience within 
the Cayman Islands financial services industry, having served 
on various Cayman Islands Government and private sector 
committees. He has served as the CEO of Cayman Finance 
since 2014.
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Established in 2003, KB Associates has offices in Cayman, Dublin and London. It is an 
independent provider of management company (UCITS and AIFMD) and consulting services, 
and advises managers on operational and compliance issues relevant to the establishment and 
ongoing management of investment funds. In support of Cayman funds, we provide independent 
experienced professional directors with a pragmatic approach, as well as board support, 
secretarial and full AML support capabilities. KB Associates also offers advisory and project 
management services directly to managers to support their internal operations and to address 
investor due diligence requirements and prepare for ODD meetings.

Contact: Michael Parton | mike.parton@kbassociates.ky | +1 345 525 4224www.kbassociates.ky

RSM Cayman is a leading provider of audit, tax and consulting services to the Cayman and 
global financial services industry. As part of the 6th largest global accounting network, and as a 
designated RSM core leadership jurisdiction for financial services, RSM Cayman has both local 
and global resource capabilities to service clients’ requirements wherever they may be required 
across all major jurisdictions and especially in the Cayman Islands.

Contact: Alex Bodden | alex.bodden@rsm.ky | +1 345 743 3000www.rsm.ky

International Management Services Ltd. (”IMS”), is one of the oldest licensed financial service 
providers in the Cayman Islands (first licensed in 1974), has long been a pioneer in the world of 
Offshore Financial Services and is now one of the leading fund governance service providers 
in Cayman, providing independent directors and other bespoke governance solutions to hedge 
funds and related entities, including many of the largest international fund management groups.

Contact: Ebony Myles-Berry | emyles-berry@ims.kywww.ims.ky

Harneys is a global offshore law firm. We provide the world’s top law firms, financial institutions 
and corporations with legal services relating to British Virgin Islands, Cayman Islands, Cyprus, 
Luxembourg, Bermuda and Anguilla law. 

For more information about Harneys please visit www.harneys.com

Contact: Michelle Bolingbroke | michelle.bolingbroke@harneys.com | +1 345 815 2915
www.harneys.com

Cayman Finance is the association of the financial services industry of the Cayman Islands, a 
premier global financial hub efficiently connecting law abiding users and providers of investment 
capital and financing around the world.

Cayman Finance represents first rate service providers within investment funds and asset 
management, banking, insurance, reinsurance, capital markets, and trusts sectors and world 
class fiduciary, legal, and accounting service providers. Additionally, Cayman Finance represents 
15 industry associations.

The organisation’s mission is to protect, promote, develop and grow the Cayman Islands 
financial services industry through cooperation and engagement with political leaders, regulators, 
organisations and media.

Contact: Cayman Finance | enquiries@caymanfinance.ky | +1 345 769 6200www.caymanfinance.ky
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