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The Isle of Man may trail some of its
competitors as a domicile and servicing
centre for hedge funds and other alternative
vehicles, but the island’s financial sector
practitioners and regulators are convinced it
is on the right track following an extensive
review last year. This resulted in a revamp of
its range of fund vehicles amid signs that the
fund administration sector is continuing to
win clients on the back of a reputation for
high-quality and personalised service.

In addition, recent changes to the island’s
personal and corporate tax structure are
starting to pay dividends by helping to attract
fund managers to base all or part of their
operations on the island, an ambition aspired
to by many offshore financial centres. Isle of
Man Finance, the division of the island’s
Treasury department responsible for promotion
of the financial sector, believes the jurisdiction
remains on track, despite the impact of the
credit crunch, to reach its goal of USD150bn in
fund assets under management and
administration by the end of 2010.

The fund sector is a relatively new area of
focus for the Isle of Man, whose financial
services industry is better known as a centre
for offshore life insurance and banking, and
also as a domicile for companies listed on
London’s Alternative Investment Market. But
since the launch of Professional Investor
Funds in 1995 and Experienced Investor
Funds four years later, the island has been
gradually staking a claim to be a recognised
hub for specialised fund products aimed at
institutional and sophisticated individual
investors.

From just USD7bn in assets in 2003, the
fund industry now services an estimated
USD60bn, including a growing volume from
funds domiciled in other jurisdictions but
administered in the island, as well as exempt
schemes with fewer than 50 investors, whose
overall volume can only be guessed at since
they are treated as private arrangements that
fall outside the regulatory ambit of the Isle of
Man Financial’s Services Commission.

The island has carved out a reputation for
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As you
might expect,
excellence in
assurance is
not just about
numbers.*

As well as getting the figures right, our Assurance Services
practice in the Isle of Man has experts in everything from
statutory audit to process assurance, and accounting advice
to corporate governance. It’s all about adding value to our
clients’ business. To find out more about what we could do
for your company call Mike Simpson on +44 1624 689689,
contact him at Sixty Circular Road, Douglas, Isle of Man or
visit www.pwc.com/im
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PricewaterhouseCoopers has had an office
in the Isle of Man since the firm’s days as
Coopers & Lybrand, and as a key provider of
advisory and audit services to the financial
sector has monitored the growth of the
island’s fund industry from a relatively small
business in the 1990s to a well respected
and skilled provider of services to funds from
all over the world.

It’s perhaps slightly unfortunate for the
island that the comprehensive retooling and
relaunch of its fund legislation and regulatory
platform, whose blueprint was set out by
Paul Smith’s report last year, should have
taken place against the backdrop of the US
sub-prime meltdown, the credit crunch and
the knock-on effects for various types of
alternative funds and strategies.

During the first couple of months of this
year the industry experienced a more sedate
rate of growth with fewer new fund launches,
although since then the pace of activity has
again picked up. With the credit crunch
seemingly pushing fund promoters toward
more innovative strategies and the role of
leverage in generating returns decreasing,
the highly specialised funds that have been
a staple of the jurisdiction appear well
placed to flourish.

However, there is no doubt that the efforts
made by the island’s government, regulator
and industry members to equip the sector
for the future requirements of international
fund promoters and investors will stand the
Isle of Man in very good stead in what may
be for some time a less favourable economic
environment.

Unlike many island jurisdictions, the Isle of
Man does not face particularly severe
constraints on space, people and natural
resources and is probably better placed than
many of its offshore competitors to meet an
increase in fund services business, for

example by taking on work that centres such
as Dublin are funding it difficult to service
satisfactorily.

Clients report that the sheer growth of
Dublin over the past few years has resulted in
rising costs and staff shortages, undermining
the quality of service of some providers, while
larger administrators have become
increasingly reluctant to take on smaller
funds. By contrast, Isle of Man administrators
remain ready to service funds with less than
USD100m in assets, knowing from experience
that today’s small fund managers can become
tomorrow’s industry giants.

In physical terms the 200-square mile
island is capable of accommodating a larger
population than it does at present, and –
partly as a consequence – benefits from
lower accommodation and office space
costs than some of its rivals. As a result, the
island has been increasing its share of
administration work for funds domiciled in
other jurisdictions, such as the Cayman
Islands, where costs are higher and the
capacity for growth more constrained.

There has been no need for a restrictive
housing regime that could hamper the ability
of firms to bring in specialist personnel to
help meet client demand, and the work
permit system is a formality these days.
However, the Isle of Man also enjoys home-
grown talent in individuals who now have an
attractive range of job opportunities in the
island after completing university or
professional qualifications.

The immediate task before the island and
industry practitioners is to capitalise on the
opportunities offered by the Smith Report
and the new fund legislation, for example by
spreading the message more effectively to a
global audience. Fund administrators,
lawyers and accountants are all ready to
play their part. ■
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providing an alternative to Dublin, where
many administrators of alternative funds have
focused on large-volume business and are
perceived to be less interested in specialist
and niche products that require more
individualised servicing. That said, the Isle of
Man administrators are led by Fortis and
HSBC, two of the largest providers of
alternative fund services worldwide, able to
draw on support for their local operations
from expertise across their global networks.

With a population of 75,000 and an area of
225 square miles, the Isle of Man prides itself
on having fewer constraints to growth than
most island jurisdictions. A work permit system
introduced three decades ago is now a pure
formality, according to industry members, and
the government has not seen the need for the
type of segregated housing markets that exist
in the Channel Islands. Instead, the island has
plenty of room to accommodate economic
expansion in the financial sector as well as
other areas of the economy.

Indeed, the Isle of Man has flourished on
many fronts in recent years, looking to carve
out significant niches in areas such as online
betting, film production and even satellite
communications while reviving traditional
activities such as tourism. The island has
enjoyed 25 consecutive years of economic
growth, and its gross domestic product has
expanded by an average of 6 per cent over
the past 10 years. 

The development of the fund sector since
the beginning of this decade has reflected a
conscious effort by the authorities to broaden
the base of the financial industry, which
currently accounts for some 40 per cent of
GDP, and which was perceived to be
otherwise vulnerable to a slowing of growth in
sectors such as the offshore banking industry.

A series of reforms in 2003, which simplified
regulation of funds and removed value-added
tax on fund management and administration
services, paved the way for the sector’s sharp
growth in recent years, but last year’s report by
a committee headed by Paul Smith, the former
global head of HSBC’s Alternative Fund
Services division, was designed to set out a
long-term plan to boost the size and scope of
the business amid growing competition from
other centres around the world.

“In late 2006, we concluded we needed to
plan where we would be in three or five

years’ time,” says KPMG senior partner
David McGarry. “Which way was the market
going, what were the market trends, which
competitive jurisdictions should we
benchmark against?” A cross-disciplinary
fund industry review group including the
regulator, the Treasury and key industry
players and chaired by Smith, who was on
gardening leave after leaving HSBC,
presented its conclusions last spring.

“The report covered three main areas –
regulatory and legal, education and training,
and marketing,” McGarry says. “The first
challenge was to change the regulatory
landscape for funds in the Isle of Man. We
felt that the Experienced Investor Fund
regime launched in 1999 had run its course,
and it was time to rebase the structure of
funds available here.”

Experienced Investor Fund could be
launched without prior approval from the
regulator and were subject to minimal product
regulation so long as funds used a locally-
authorised administrator. Since its introduction,
the EIF has been the fastest-growing category
of funds domiciled on the island, representing
23 per cent of total assets at the end of
September 2007 and numbering nearly 140.

Following publication of the report in the
autumn, legislation putting in place the new
structure was passed last October,
establishing the Specialist Fund and Qualifying
Fund for institutional and sophisticated
individual investors. “The new Specialist Fund
is aimed at high net worth, institutional and
pension fund investors and is very close to
the equivalent Cayman fund,” McGarry says.
The regulator currently lists four Specialist
Funds and one Qualifying Fund.

Brian Donegan, director of foreign direct
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investment for the Isle of Man government,
says the new structures offer a wider range
of opportunities for asset managers. “They
can now upgrade their EIF to a Specialist
Fund, which is aimed at institutions and high
net worth individuals and requires a
USD100,000 minimum initial fund investment,”
he says. “The Specialist Fund offers more
flexibility in management and administration,
no restrictions on investment strategies, and
only light regulation.”

The urgency of making the island more
attractive as a fund domicile was that the
non-domiciled funds that traditionally have
accounted for much of the Isle of Man’s fund
services activity could not necessarily be
relied upon for the long term. “There is no
time to waste, with business conditions set
to becomes tougher over the next couple of
years,” Smith said at the time. “Up to now
non-domiciled funds have made up the bulk
of the island’s business, but these funds may
not be ‘sticky’.”

McGarry notes that efforts to encourage
the growth of the administration sector have
already borne fruit, with the number of
service providers on the island now
approaching 20 and more in the pipeline. But
the authorities are equally encouraged by the
progress already made toward attracting
fund managers to establish all or part of their
business in the jurisdiction. 

“Another main thrust of the
recommendations was to move the Isle of
Man up the value chain and encourage fund
management operations to establish here,
and particularly to get hedge fund managers

to put their front and middle offices here,” he
says. “Why would they do that? There are
fiscal reasons with zero tax, along with the
attack that some London-based managers
have been under from HM Revenue &
Customs. The whole residence and domicile
debate over the past few months has played
toward us as well.”

The standard personal income tax rate on
the island ranges from 10 to 18 per cent, with
a GBP9,200 personal allowance, and there is
a cap on the amount of income tax cap
payable by individuals of GBP100,000 a year.
Meanwhile, the corporate tax reform
launched in 2006 – prompted by the
European Union’s insistence that the island
abolish the fiscal distinction between ordinary
and exempt companies – has resulted in a
standard zero rate of corporate income tax
except for banking, land and property
businesses, which pay a rate of 10 per cent.

McGarry argues that just as important as
the legislative and regulatory structure are the
island’s efforts to ensure it has the skilled
personnel available to service business
coming into the island: “Education and
training is a challenge, as in all jurisdictions,
to ensure the island has available an
experienced and qualified labour force to
meet the growth demands of the sector.

“New courses are being introduced at our
college and business school specifically to
address the needs of the fund industry, and
to provide vocational training for people
already employed in the sector or in other
parts of the financial services industry. This
is clearly a long-term project. In the three- to
five-year horizon, we expect employment in
the funds sector to double from about 1,150
at present.”

As head of the marketing committee of
the Isle of Man Fund Management
Association, McGarry is also concerned
about getting the message out about what
the island has to offer. “We have now set in
place a series of initiatives to get the Isle of
Man name up in lights, for example as a
sponsor of hedge fund forums and
conferences,” he says. “We’ve also organised
round-table events in London and New York
involving the chief executives of hedge fund
groups, to providing thought leadership on
key industry topics but also subliminally to
boost the Isle of Man.” ■
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At Prime Fund Solutions, the part of Fortis Merchant Banking dedicated to servicing

the alternative and traditional investment community, we are committed to building

strong and lasting relationships within the global investment industry. Focusing on the 

future needs and opportunities in any type of investment funds, ranging from traditional 

through hedge funds to funds of hedge funds, we deliver cutting-edge services and 

invest in state-of-the-art information technology. Providing a first class package of fund 

administration, custody, clearing, securities lending and borrowing, cash management, 

bridge and leverage finance, we are ready to face your challenges with you. 

For more information please contact:

London (+44) 203 296 8682 - Dublin (+353) 1607 1860 - Luxembourg (+352) 42 42 81 07

New York (+1) 212 340 55 43 - Hong Kong (+852) 2823 0598

www.merchantbanking.fortis.com

Prime Fund Solutions 

Getting you there.

Merchant Banking



Fortis Prime Fund Solutions, the largest hedge
fund administrator on the Isle of Man and one
of the biggest worldwide, is building on an
established heritage – down to the historic
listed building which forms part of its complex
of facilities in Douglas – as it plays a leading
role in the island’s development into a centre
for the industry, characterised by innovation
and high levels of service quality.

The Fortis group has grown from its roots
in the Benelux banking and insurance
industry to become a global financial
services powerhouse. The Isle of Man
operation has its own Dutch background,
having been launched in the 1980s by
Pierson Heldring & Pierson, a bank that
which subsequently merged with Bank Mees
& Hope. By the time Fortis acquired
MeesPierson from ABN Amro in 1997, the
Isle of Man office had emerged as a pioneer
of the island’s small but fast-growing fund
services industry.

Since then, the fund industry, which
gained momentum with the launch of
Experienced Investor Funds and Professional
Investor Funds in the mid- to late 1990s, has
undergone a comprehensive renewal with
the introduction last year of Specialist Funds,
adding to the island’s appeal to alternative
fund managers. In parallel, the presence of
groups such as Fortis has created a critical
mass of service providers and boosted the
Isle of Man’s total assets under
administration to more than USD50bn.

Fortis Prime Fund Solutions has been able
to carve out a substantial market share
because of the range of additional services it
can offer fund sponsors and managers by
virtue of its position as a large global
banking group, such as the provision of
bridging and leverage finance.

In an environment where many alternative
fund managers have suffered from

uncertainty about funding, Fortis’s increasing
involvement on the prime brokerage side of
the industry provides a comprehensive
service offering and the solidity required by
managers for long-term planning.

The group’s global strength and its
substantial resources base are reflected in
the readiness of the Prime Fund Solutions
business to invest in the state of the art
software required to underpin high levels of
customer service, having implemented
Advent’s Geneva for fund accounting and
Koger’s NTAS for transfer agency.

The ability to complement human skills
with the most advanced technological
facilities and a reputation for operational
excellence is vital to provide fund managers
with the levels of portfolio oversight and
reporting capabilities they now come to
expect. But the standing and capacity of a
fund’s administrator in areas such as asset
valuation, NAV calculation and shareholder
services functions is also an increasingly
important factor when institutions such as
pension funds and insurers are taking
investment decisions.

The growth of the Isle of Man’s fund
industry over the past few years has been
matched by the expansion of Fortis’s
operations and a nearly 50 per cent
increase in staff headcount to 65 over the
past two years. However, the office is also
able to draw on the specialist capabilities
and deep human resources pool of the
group’s global network.

To ensure timely and accurate delivery to
clients of asset valuations, NAV calculations
and other important information, Fortis is
now able to link up its offices in different
time zones. When the working day begins in
the Isle of Man, key tasks have already
been completed by staff on the other side of
the world. ■

F O R T I S
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For much of its decade or so of existence,
the Isle of Man’s hedge fund sector has
been largely based upon the servicing of
funds domiciled in other jurisdictions, such
as the Cayman Islands. But members of the
industry believe that the legislative and
regulatory changes introduced over the past
few years have put the island in a strong
position not only to become a more
important fund domicile but to build a
significant base of fund management activity.

The steady growth in alternative fund
business, alongside other areas of the
financial services industry, has contributed to
the build-up of a significant skills base
among the island’s fund administrators, law
firms and accountancy and audit practices.

Arguably this has prepared the ground for
the establishment by fund managers of a
substantive presence in the jurisdiction,
although tax issues have probably played at
least as big a role.

While the Isle of Man has been removing
value-added tax on fund management and
administration services, cutting its corporate
income tax rate for most companies to zero,
reducing personal tax rates and capping the
maximum amount payable by individuals, the
UK tax authority, HM Revenue & Customs,
has been making life more uncomfortable for
managers of alternative funds by questioning
the authenticity of the arms-length basis on
which they manage offshore-domiciled funds
from London.

I N D U S T R Y

ISLE OF MAN Hedgeweek Special Report Jun 2008 www.hedgeweek.com | 10

Hedge funds
managers get taste

for island life
By Hilaire Gomer



As managers come under pressure to
demonstrate that their offshore presence
consists of more than a third-party
administrator and a registered office hosted
by a law firm, the island’s low cost base and
open-door attitude toward management firms
and their employees is starting to result in a
number of business wins.

A handful of alternative managers have
had a substantial middle- and back-office
operations presence in the island for several
years, including Laxey Partners, named after
an Isle of Man town (it actually has its
operations just down the coast in Onchan)
and specialising in investment trust arbitrage,
London-listed emerging markets specialist
Charlemagne Capital, and marine-orientated
fund manager Tufton Oceanic Finance.

But the authorities’ efforts to revamp the
jurisdiction’s fund services offering has also
been rewarded with the arrival of two start-up
hedge fund managers at the end of last year,
and while practitioners do not expect the
capital Douglas to rival Mayfair any time soon,
more could be on the way as uncertainty
about tax issues in London persist.

The Smith Report, drawn up last year by
representatives of the fund industry, the Isle
of Man Financial Services Commission and
the government’s Treasury department,
identified the potential for persuading
London-based alternative fund managers to
establish front- and middle-office functions
on the island, with the help of relocation
packages for incoming principals, grants to
help cover the costs of office premises,
hardware and recruitment, and a range of
tax incentives for capital investment.

Says KPMG senior partner David
McGarry: “Making sure the Isle of Man was
as attractive an offer as possible also meant
some regulatory changes, particularly
bringing in a new class of fast-track licence
for hedge fund managers that already had a
regulated entity, for instance by the Financial
Services Authority in the UK.”

The newcomers are Pelham Capital
Management, which established an office in
the Isle of Man last October to launch its
European long/short hedge fund, and Bridge
Asset Management, a spin-off from Argo
Capital Management, which was acquired by
Absolute Capital Management at the
beginning of 2007.

Bridge had already established its first
fund, the Cayman-domiciled Bridge Global
Opportunities Fund, an event-driven strategy
that focuses on special opportunities in
emerging markets. Over time, the firm plans
to increase the size of its operation on the
island as other strategies are added.

Says the firm’s general counsel Mark
Slater: “Our previous connections with the
Isle of Man had a lot to do with it – we knew
the set-up and had someone who could
work it for us. The grant was nice, but not as
important as getting the fund set up. The
process of gaining the requisite licences was
extremely efficient and prompt. The
prevailing can-do attitude and
professionalism was impressive. Also, the
government seemed keen to develop the
island, and we thought it would be easier to
employ people than in the Channel Islands
or Ireland.”

Ross Turner, a director of Pelham Capital
Management, says: “The Isle of Man offers
an investment-grade location for hedge fund
managers, and the dual attractions of
experienced staff and a competitive cost

I N D U S T R Y
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base make the island a perfect location for
our growing business. Further attractions for
us are the tax-neutral environment, strong
regulatory reputation and close proximity to
our London office, along with the shared
time zone.”

Simon Harding, a partner with Dickinson
Cruickshank, one of the Isle of Man’s leading
law firms for offshore and fund business,
adds: “The island’s low-tax status, proximity
to London, competitive operating costs and
high quality of life make it a compelling and
cost-effective environment for basing hedge
fund operations, and considerably increase
its appeal in the competitive offshore fund
market as a jurisdiction in which to domicile
specialist institutional funds.”

Although the new class of Specialist
Funds doers not require the use of an
administrator or custodian on the island, the
growing capacity and expertise of local
administrators means that at least some of
the fund servicing business is likely to go to
Isle of Man providers. While Fortis Prime
Fund Solutions and HSBC have between

them taken up to 70 per cent of alternative
funds business in recent years, the sector
has also benefited from companies such as
Caledonian Fund Services, part of a fast-
growing administration group based in the
Cayman Islands.

According to managing director Gordon
Wilson, the island’s fund services business
enjoys a high reputation among clients for
quality, which he attributes to factors such as
lower staff turnover than in most competing
jurisdictions. He says the freedom of Manx
firms to bring in extra staff if required
enables administrators to expand to meet
increased demand without service standards
slipping.

Brian Donegan, the Isle of Man
government’s director of foreign direct
investment, says all the signs are that the
island is now well positioned to achieve its
goals in terms of domiciling new funds,
expanding assets under administration and
bringing in more substantive fund
management operations.

While fund establishment business was
quiet at the start of the year, activity has
subsequently picked up, particularly among
promoters of smaller funds with assets of up
to USD50m. The Treasury’s industry
promotion division Isle of Man Finance
continues to cultivate London-based fund
lawyers, prime brokers and corporate
advisers.

Says McGarry: “We have made a big step
up on the marketing side. Clearly the
market’s pretty difficult at the moment, but
the number of new funds coming across my
desk is still very strong. Raising awareness
of the Isle of Man and what it offers has met
with a very good response. We have done
some international work in regions such as
the Middle East, but I think we have a lot to
go for nearer home.

“London is still the major international
base for hedge fund business, and we need
to make sure we’ve exploited the
opportunities there. We still find there is a
lack of in-depth understanding of what the
Isle of Man has to offer. I find that once a
hedge fund manager has used the island for
a fund and had it administered here, they will
keep coming back again and again, because
they are very happy with the quality of
service they get.” ■
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