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The cause has been helped by the fact 
that Malta did not experience a banking 
meltdown like many of its European Union 
neighbours. “Banks are well regulated, there 
were no bail-outs and no liquidity problems,” 
Bond says.

The rock on which Malta’s growing 
reputation is built is the Malta Financial 
Services Authority, under whose guidance 
the number of professional investor funds 
(essentially hedge funds) has grown to 
over 400, an increase of 44% since 2007, 
according to the University of Malta. Indeed, 
according to HSBC, the fund sector in Malta 
grew by 30% in 2008, 22% in 2009 and 
26% in the first quarter of this year alone, 

Malta is gaining momentum. The recent 
Global Financial Centers Index named it as 
one of the top three financial centres likely 
to increase in importance over the next two 
to three years, while the World Economic 
Forum’s Global Competitiveness Index 2009-
2010 ranked Malta 13 out of 133 countries for 
its financial market sophistication.

Only outsiders are surprised. The island 
has made a concerted collective effort to 
grow its financial services sector over a 
number of years. Chris Bond, head of global 
banking and markets at HSBC in Malta, says: 
“The government set a target last year for 
financial services to grow from 12% of total 
GDP to 25% by 2015 and it is well on target.” 

At the forefront of 
global investment 

trends
By Phil Davis
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Exceptional Growth for Malta’s Fund Industry
 

The number of collective investment schemes doubled from 200 in 2006 to 392 in 2009. 
 

This success was made possible by Malta’s highly favourable business environment. This includes the role 
played by the island’s Single Regulator, renowned throughout the industry for its flexibility coupled with 

meticulous attention to detail.

The island’s highly competitive, cost-effective business environment and the presence of all the Big Four 
accounting firms adds even further advantage.

 
An onshore EU jurisdiction allowing passporting and redomiciliation of funds, with an efficient fiscal regime, 

a balmy Mediterranean climate and a multilingual, ethical and professional workforce, Malta offers a winning 
combination of advantages specifically designed to foster further growth and maximise success.
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F inanCe  Malta

Focus on developing 
value-added services

interview with Kenneth Farrugia
Malta has not only weathered the worldwide 
financial crisis but seems to be one of the 
few jurisdictions where growth momentum 
has been sustained.

The number of jobs in finance grew by 
103 last year even as most countries saw 
a sharp decline, and the financial services 
industry now provides 8,900 direct and 
indirect jobs. Figures from the National 
Statistics Office show that the financial 
intermediation sector’s direct contribution to 
the economy rose from 4.5% in 2008 to 6% 
in 2009.

The fund management industry has been 
one of the pillars of the continuing growth. 
Last year, 20 new investment services 
licences were authorised and at the start of 
this year there were 88 investment services 
licence holders, 29 more than in 2006. In 
addition, 105 new Collective Investment 
Schemes licences were issued (including 
sub-funds), bringing the total number of 
funds (including sub-funds) to 392. 

Even the total Net Asset Value (NAV) of 
Malta-domiciled investment funds (PIFs, 
UCITS, and Non-UCITS) was up last year, at 
EUR 7 billion. 

The upward trajectory of the Maltese 
financial services sector has been sustained 
by the willingness of stakeholders – 
private firms, government and the Malta 
Financial Services Authority – to work in 
a collegiate fashion. This triumvirate has 
been augmented in the last three years by 
FinanceMalta, which is tasked specifically 
with promoting the island.

FinanceMalta’s annual conference, for 
instance, has gained traction and now 
entices some of the biggest names in 
the industry to Maltese shores. One of its 
appeals is that the conference agenda is 
carefully calibrated to reflect latest thinking 
and issues in the funds sector. Kenneth 
Farrugia, chairman of FinanceMalta, says: 

“It has evolved nicely. We changed the 
format this year and focused on the future of 
supervision in the EU, corporate governance, 
and the role of the stock exchange.” 
Workshops included Islamic finance, the 
AIFM directive and Solvency II challenge 
for insurers.

FinanceMalta also aims to represent the 
island at conferences around the world. The 
result is Malta is now frequently mentioned 
even in conferences in which it does not 
participate or provide sponsorship. 

The push to explain Malta’s advantages 
has ensured that some of the world’s 
most respected hedge fund administrators 
have set up in the jurisdiction, including 
Apex, Praxis and Custom House. So while 
Maltese-domiciled funds are not obliged 
to use Malta-based administrators, many 
do so: as of December 31, 2009, 46.8 per 
cent of the total funds domiciled in Malta 
were administered in Malta. In addition, 
the first signs of the predicted wave of 
redomiciliations from offshore locations to 
Europe are now in evidence in Malta. 

But Malta has loftier aims than being 
a domicile for funds, or a centre for 
commoditised services, as Farrugia explains. 
“We are looking to develop more value-
added services, like research and investment 
capabilities. In addition, we have a global 
outreach program to internationalise Maltese 
financial services.”

The depth of expertise emerging from 
Maltese universities underpins this drive: 
there are more than 10,000 full-time university 
students in Malta out of a population of just 
400,000, and a further 11,000 in vocational 
training. In addition, although Malta has 
the lowest female participation rate in the 
workforce in Europe, 50% of students are 
currently female, suggesting there is great 
untapped potential to drive the next wave of 
growth on the island. n

Kenneth Farrugia, chairman of 
FinanceMalta
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despite national GDP only rising slightly over 
these periods. 

New fund launches are a major driver of 
this growth. Nick Mahy, managing director 
of Praxis Fund Services, says: “Start-up 
managers are looking for a European 
jurisdiction that is cost-effective given the 
constraints on smaller funds. Some of the 
other jurisdictions have grown so large they 
have taken their eye off the ball.”

But there are headwinds for Malta too, 
as Mahy points out: “Malta is a relatively 
new jurisdiction while the herd has headed 
offshore for years and the lawyers walk 
a well-trodden route. But Malta is gaining 
momentum as promoters look for more 
future-proof solutions.”

Malta’s accession to the European Union 
in 2004 and its adoption of the euro in 2008 
has solidified the country’s status – it was 
not always so well perceived. Joseph Saliba, 
a partner at Mamo TCV Advocates, says: 
“In 1988 Malta decided to promote itself as 
an offshore jurisdiction and only underwent 
an overhaul in 1994 to change to onshore. 
It took time and effort to rebrand and was 
considered offshore for quite some time 
afterwards. It took some years to get Malta 
off some grey and black lists and it only really 
fully achieved this with EU membership.”

Legislation was revamped and, to the 
two types of PIFs, targeting “experienced” 
and “qualifying” investors, the MFSA in 
July 2007 added a new category suitable 
for “extraordinary” investors, for which 
the minimum investment threshold was 
EUR 750,000 – compared with the EUR 10,000 
and EUR 75,000 levels for experienced and 
qualifying investors. Importantly for the 
island’s growth, professional investor funds 
investing outside Malta -and their clients – 
are exempt from Maltese capital gains and 
income taxes, meaning non-residents are 
not liable to pay income tax in Malta while 
benefiting from one of the world’s most 
extensive double-tax treaty networks with 
more than 50 countries.

The attractive regime was devised – and 
continues to be refined – by a co-operative 
effort by the government, the regulator 
and the industry. Tonio Fenech, Minister of 
Finance, Economy and Investment, says: 
“Regimes become flexible when there is 
openness and transparency. There has not 

been any lowering of standards, however, 
and the engagement of the regulator with 
the promoters creates meaningful discussion 
and the adaptation of the regime to the 
requirements of promoters.”

Industry participants are appreciative of 
the flexibility provided by the government 
and regulator. As Simon Tortell, founder 
of Simon Tortell & Associates, says: “The 
regulator is always willing to discuss what 
are and what are not eligible investments for 
Ucits and the oversight of risk management 
in Ucits funds. Also issues such as whether 
a fund is closed or open-ended, which is not 
always obvious.”

The recognition of side-pockets and 
provisions for drawdowns on investors’ 
committed funds – with the possibility for 
investors to subscribe units at a pre-agreed 
price which constitutes a discount to the 
current net asset value – are two recent 
examples of changes to the financial services 
laws by a regulator with its finger on the pulse.

The flexibility of the regime is also 
demonstrated in the form that funds can 
take: while the SICAV is the most popular 
legal form in Malta, the legal framework 
allows any of the other forms commonly 
used in the global funds industry, including 

3 
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“The government set a target last year for 
financial services to grow from 12% of 
total GDP to 25% by 2015 and it is well 
on target.”
Chris Bond, HSBC
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Just as the presence of shovel-makers during 
California’s gold rush was a sure sign that 
more prospectors were on the way, so the 
increasing number of service providers in 
Malta surely presages a wave of new funds 
to the island.

Custom House Global Fund Services 
(CHGFS) is one of a number of fund service 
providers that have established an office in 
Malta, although the Custom House Group 
went further when it decided to relocate 
its headquarters to Malta. Dermot Butler, 
chairman of CHGFS, says a practical-minded 
regulator, advantageous tax laws, a well-
educated and English-speaking workforce, 
and membership of the European Union 
made Malta a natural choice. 

“There is nothing intrinsically wrong 
with how the Cayman Islands and other 
Caribbean fund domiciles work and I expect 
them to remain strong within the sector, 
particularly among funds with managers 
based in the US and BRIC countries,” 
says Mr Butler. “But we are expanding the 
services we provide out of Malta because 
of its growth potential. For a start it is a lot 
less expensive than Dublin or Luxembourg 
in terms of population. It is also probably the 
third biggest fund administration centre in the 
world – which is little recognised.”

Most important of all for growth today, 
Malta’s main advantage over the offshore 
centres of the Caribbean is that, in the wake 
of the Alternative Investment Fund Managers 
Directive, being in the EU may well be critical 
to any hedge fund or private equity manager 
that seeks to have EU resident investors on 
its share register.

However, it was the island’s surprisingly 
sophisticated infrastructure and the know-how 
of its fund industry practitioners that initially 
alerted CHGFS to the possibility of creating 

a headquarters there. In 2005, it was asked 
by a client, The National Bank of Canada, to 
create a fund of funds vehicle with a large 
number of underlying strategies in Malta. “It 
required a fair bit of complex legal work to get 
the master-feeder structure right and to make 
sure it all worked from a tax perspective 
too,” says Mr Butler. “The Maltese lawyers 
we used got to grips with the challenge and 
helped us achieve our goal.”

The result was a piece of financial 
engineering, which involved some 30 (now 
100) sub-funds, demonstrating the intellectual 
expertise and proficiency of local finance 
professionals, Mr Butler says.

The success of the project was at the 
root of the board of CHGFS’s decision to 
move its holding company to Malta. The 
firm believes it has chosen to invest in 
Malta at just the right time in the island’s 
development. Albert Cilia, executive director 
of CHGFS, notes: “There is great potential for 
growth here which we hope to achieve by 
working with our partner, Equity Trust (based 
in Amsterdam). We have already won some 
significant clients and over the next few 
months I think volumes of business to Malta 
and to our firm will start to accelerate.”

Mr Butler agrees. “Malta has come a 
long way in a short time thanks to its pro-
business stance. It is already a sophisticated 
financial services centre.”

CHGFS also has offices in Chicago, 
Dublin and Singapore, Luxembourg and the 
Netherlands from which its 24/5 service 
offering is delivered. Whereas the NAV 
process at some administrators breaks down 
when the local office shuts for the evening, 
CHGFS’s systems and global staff enable 
smooth workflow resulting in more timely 
NAVs for hedge fund managers. Malta fits 
nicely into this sleek operation. n

Choosing Malta as 
the global HQ

interview with Dermot Butler

CuStoM HouSe

Dermot Butler, chairman of 
Custom House Global Fund 
Services
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equity, although the infrastructure may 
need some further fine-tuning to ensure 
that the more traditional private equity 
model can be easily used in the local 
scenario. Cassar is one of a number of 
professionals in the Maltese funds industry 
to be involved in a private equity working 
committee of the Institute of Financial 
Services Practitioners (IFSP), which was 
set up in 1989 to aid the development of 
financial services in Malta. 

“The IFSP is looking to improve the 
LP legislation to specifically cater for 
the structures more commonly used 
internationally with a view to exploiting 
the ‘extraordinary investor’ level of the PIF 
structure. This is the result of increased 
overseas interest,” says Cassar. 

There will also be a push to encourage 
the creation of more exchange traded funds. 
“The IFSP is working on the structure to 
attract international investors,” says Cassar. 
The attraction to incorporate ETFs in Malta 
would be similar to the reasons that PIFs 
have been so successful: cost-efficiency; a 
co-operative but rigorous regulator; English-
speaking service providers; and the chance 
to be aligned with a fast-growing fund 
jurisdiction. 

Of course, the great unknown is the 
Alternative Investment Fund Managers 
directive. Cassar says the IFSP is looking 
at the potential benefits to the island of the 
directive. “The IFSP is looking at the types 
of structures that might attract investors. The 
directive clearly has the potential to change 
the way investors and fund promoters act.” n

After the lull in activity that affected all fund 
jurisdictions in the post-crisis period, there 
are now clear signs of risk appetite returning 
and that promoters are willing and able to 
launch funds. “The efforts to promote Malta 
are paying off and this has translated into a 
fair number of vehicles being set up now,” 
says Laragh Cassar, a partner at Valletta-
based law firm Camilleri Preziosi.

The most popular vehicle is still the 
middle-tier Professional Investor Fund (PIF), 
which is both accessible to a wide range 
of investors but not subject to as much 
regulatory scrutiny as the lower tier level of 
the PIF.

But Maltese expertise goes beyond the 
launching of new funds, which is a relatively 
straightforward procedure. Legal counsel 
assists hedge funds in the structuring of the 
fund structure and in the on-going day-to-day 
impact of Maltese law on the operations of 
the fund.

A number of patterns are likely to emerge 
in the coming years which will drive the 
Maltese fund industry forward, she believes. 
Firstly, the creation of Ucits funds on the 
island: “So far this has not been a huge 
success story, but there is growing interest 
for funds to redomicile from the Caribbean 
and the Channel Islands,” says Cassar. In 
addition, some fund managers are setting up 
Ucits as a first step to moving more of their 
activities onshore. Says Cassar: “Managers 
and directors want to place Malta on their 
map and may use the island for further 
funds later on.”

Another potential growth area is private 

Growth areas 
include private equity 

and ETFs
interview with laragh Cassar

Laragh Cassar, a partner 
at Valletta-based law firm 
Camilleri Preziosi
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limited partnership and unit trust structures. 
The regulator is also piloting a consultation 
process to enable the creation of contractual 
mutual funds (fonds commun de placement), 
which are popular in France and other 
European jurisdictions. In addition, the 
regime allows for the creation of increasingly 
in-demand Islamic funds without the 
reconfiguration of existing rules.

There is flexibility regarding the 
appointment and choice of service providers. 
In many cases, no external service providers 
have to be appointed, as long as the fund 
has resources and arrangements to protect 
the interests of investors. While it is standard 
practice to appoint a custodian, in some 
cases it is acceptable to adopt alternative 
adequate safe-keeping arrangements. This 
is convenient for property funds and, to 
a lesser extent, for private equity funds. 
Furthermore, Malta is not protectionist since 
professional investor funds can appoint 
service providers not established on the 
island provided they are regulated in a 
recognised jurisdiction.

Saliba says: “We distinguish ourselves 
from Ireland and Luxembourg in this respect. 
But many funds actually choose local 
administrators because the costs are low 

and they can provide added value services 
linked to the local market.”

Although government and regulator are 
strong partners in the growth story, it is 
the industry itself that is the main driver of 
fund flows to Maltese shores, as Fenech 
recognises: “The promotion of Malta as a 
finance centre is in the hands of FinanceMalta, 
a public-private partnership. But ultimately it is 
the practitioners themselves – particularly law 
firms – who carry out the networking.”

This networking has enabled the island’s 
service providers to stay at the forefront of 
global investment trends. 

7 “Start-up managers are 
looking for a European 
jurisdiction that is cost-
effective given the 
constraints on smaller 
funds. Some of the other 
jurisdictions have grown so 
large they have taken their 
eye off the ball.”
Nick Mahy, Praxis Fund Services

 14
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Experience in key 
investment vehicles

interview with Simon tortell

Simon Tortell, partner of 
Simon Tortell and Associates

the funds, providing they comply with the 
directives. The firm is therefore in a position 
to assist and advise hedge fund managers 
who are exploring the possibility of setting 
up so-called Newcits. 

A number of engagements handled by 
the staff of Simon Tortell and Associates 
have led to legislative and regulatory 
developments in Malta. Its work on UCITS 
led to the introduction of rules on the use of 
hedge fund indices, repo and stock lending 
agreements for Maltese based UCITS. A 
project involving a retail non-UCITS closed-
ended contractual fund resulted in the 
draft Investment Services Act (Contractual 
Funds) regulations and the publication of 
amendments to the Investment Services Act 
(Exemption) regulations 2007.

The firm is also active in the 
redomiciliation sphere, having completed 
Malta’s first redomiciliation of a Canadian-
managed fund from Bermuda to Malta in 
2004. With the advent of AIFM, there are 
a large number of hedge funds that are 
established outside the EU and wish to 
redomicile in an EU jurisdiction. Several 
are choosing Malta as their jurisdiction of 
choice. In the case of a redomiciliation, the 
fund is not terminated but merely transferred 
into another jurisdiction. Therefore the assets 
remain unaffected and do not need to be 
transferred themselves. The status of the 
unit holders remains unchanged too. This 
element of continuity is one of the major 
advantages of the redomiciliation process 
in Malta. The process to carry on operating 
a fund in Malta is fairly straightforward and 
involves obtaining the required fund licence 
under Maltese law and submitting a number 
of documents, resolutions and declarations 
to ensure that any redomiciled fund satisfies 
Malta’s regulatory standards. n

Simon Tortell and Associates is a leading 
Maltese law firm and is one of Malta’s most 
experienced firms in the hedge fund industry, 
having been directly involved with several 
important developments within the sector. 

The firm has experience in the structuring 
and licensing of retail (UCITS and non-
UCITS) open-ended or closed-ended funds, 
as well as professional investor funds 
(experienced, qualifying or extraordinary). It 
has advised clients on different structures 
which include multi-fund/class funds, funds 
of funds, tracker funds and master-feeder 
funds. It has also provided assistance on 
the development of alternative investment 
policies and strategies and investment in 
less traditional, alternative and complex 
asset classes.

It has set up several professional investor 
funds (PIFs), which are lightly regulated 
funds with few investment restrictions and 
with service providers that can be situated 
outside Malta. With the exception of some 
investment restrictions with respect to PIFs 
targeting experienced investors, PIFs can 
generally invest freely in whatever assets 
they wish. They can take both long and short 
positions, use arbitrage, trade undervalued 
securities, futures, options and derivatives, 
and invest in any opportunity in any market. 
As a result of this flexibility, PIFs have proven 
to be highly sought-after vehicles by our 
clients – especially PIFs targeting experienced 
investors since the minimum investment 
amount in this case is just EUR10,000.

The firm also has extensive experience in 
the UCITS sphere. It assists clients in setting 
up funds whose portfolio is compliant with 
Directive 85/611/EEC and Directive 2007/16/
EC. Despite the rigorous legal framework, 
there are an unending number of products 
and strategies that can be pursued by 
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Custom House is not the only service 
provider to move to the island in recent 
times. Praxis set up in Malta in October 
2008, viewing it not just as a low-cost place 
of business, but as one that would expand 
fast and increase opportunities for revenues 
too. “Cost was a driver, but not the key 
driver,” says Mahy. “We thought Malta would 
expand as a jurisdiction in its own right 
and that tipped the balance for us. Added 
benefits are it has highly numerate graduates 
who know IFRS well and the proximity to our 
other offices so staff could relocate or be 
seconded.”

So will Malta’s many attractions and 
advantages give it a platform to challenge its 
more illustrious rivals in the Caribbean and 
Europe?

Custom House believes the island is in 
the early stages of take-off and is poised to 
take market share from the established EU 
jurisdictions. “Apart from the fund industry, 
there are lots of call centres in Malta now, 
just as there were in Ireland 10-20 years ago 
before they moved on to India. This is how 
new jurisdictions develop,” says Butler. 

Some point out that the island is not trying 
to replicate and compete with Caribbean 
counterparts. “I don’t like the term ‘new 
Caymans’ as applied to Malta,” says Tortell. 
“Caymans is unregulated. Even before 
Malta’s entry to the EU we had a fully 
regulated market.”

If Malta does succeed in growing 
exponentially, as Dublin once did, some 
market participants worry that quality would 
suffer and margins would be eroded. 
However, Mahy believes such concerns are 
misplaced: “Costs would rise, but expertise 
would too. You need far less people to do 
the job now than in the past.” n

Mamo TCV, for one, has a highly 
diversified fund portfolio, ranging from plain 
vanilla private equity and long-only funds 
to more exotic fund structures employing 
complex management strategies and 
techniques. It is involved in the setting up 
and licensing of property funds (residential, 
industrial and sectoral, such as hotels and 
retirement homes), master-feeder and fund 
of funds structures, special situations funds, 
multi-strategy funds, renewable energy 
funds, as well as funds investing in unusual 
asset classes, such as medical debt, vintage 
watches and vintage cars.

To service such an array of instruments 
and structures requires experience and 
expertise. Malta has gained a reputation 
for a well-developed infrastructure and 
services industry and a skilled professional 
labour force at a competitive operating cost. 
This makes it possible for even small fund 
promoters with low levels of seed capital to 
realise projects.

Dermot Butler, chairman of Custom 
House, which relocated its headquarters 
from Dublin to Malta this year, says: “In 
times of plenty, the Channel islands, Ireland 
and the Caribbean find it hard to get staff. 
They need people to relocate but it can cost 
£10,000 to import someone – that’s a lot to 
add to the first year’s salary. Malta has a 
high education level and a population of 
about 400,000 so has plenty of capacity.”

He points out that Chicago is cheaper 
than Dublin and Singapore is cheaper than 
Chicago, while Malta is similar to Singapore 
in terms of cost.

11 “Regimes become flexible when there is 
openness and transparency. There has not 
been any lowering of standards, however, 
and the engagement of the regulator 
with the promoters creates meaningful 
discussion and the adaptation of the regime 
to the requirements of promoters.”
Tonio Fenech, Minister of Finance, Economy and Investment
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Our core business.
TMF administers a wide range of investment 
funds and other collective investment 
schemes. TMF is a truly independent third
party fund administrator, providing a 
customised service with fl exibility and full 
attention to detail. 

We operate in accordance with SAS 70 
- Type II certifi cation to produce fully 
Reconciled Net Asset Value calculations 
in a timely and accurate manner for 
investments inside and outside the EU. Our 
fund administration services include fund 
accounting valuation services, shareholder 
services and custodian services.

Our services
The group’s activities are divided up into 
nine services lines, including bookkeeping 
and reporting services, domiciliary and 
management services, and corporate 
secretarial services, as well as more specialized 
services such as fund administration and 
registrar and shareholder services. 

For more information about our services, 
please send an e-mail to malta@tmf-group.com
or get in touch with Els Serracino Inglott at 
our offi ce in Malta. 

Contact TMF Malta
Els Serracino Inglott 
Level 7, The Mall Offi ces, 
The Mall Street 
FRN 1470 Floriana
malta@tmf-group.com
T. +356 22 063 000

 www.tmf-group.com

With over 3,300 professionals working out of 86 offi ces in 65 countries, TMF provides independent accounting and 
corporate secretarial services to companies worldwide. All our offi ces are company-owned to ensure that we can provide 
a broad platform rather than a network of associated members, as well as the highest quality worldwide.

Transparency in
everything we do.

20_4_37_MaltaAv296x210_100303_V01.indd   1 04-03-10   09:28



MALTA Hedgeweek Special Report Sep 2010 www.hedgeweek.com | 16

GanaDo &  aSSoC iateS

Developing new 
sources of growth

interview with andre zerafa

Andre Zerafa, a partner at 
Ganado & Associates

“Drafting has to be ever more careful and 
considered,” says Zerafa. “The difference 
from the past is that investors read every line 
of the documents now.” 

This includes information about the 
subscription and redemption process, 
anti-money-laundering regulations, the 
segregation of sub-funds, side letters 
and other clauses relating to liquidity and 
transparency.  

The MFSA’s rigour is one of the main 
reasons that Malta is flourishing. But what 
is likely to be the source of future growth? 
Zerafa points to a number of distinct areas.

“Many of the structures currently have 
a European connection, particularly those 
that are managed in London. There are not 
a great many US funds here, but this could 
change with the Alternative Investment Fund 
Managers directive and with the conclusion 
of the US-Malta double taxation treaty. That 
will put us on the US’s radar screen. “

Ucits funds are also likely to flourish 
but this requires the presence of more 
custodians on the island, as stipulated under 
European Union rules. 

“We do need development in the custody 
industry,” says Zerafa. “I’m hopeful that will 
happen in the next couple of years, but 
the experience of custodians over the last 
few years means that setting up in a new 
jurisdiction is a tough decision for them.”

In the longer-term, there appears to be 
an opportunity to attract private equity funds 
from their current domiciles, which have 
offshore regimes. Zerafa says: “I think the 
AIFM directive will impact the private equity 
industry. There has been a psychological 
shift towards transparency and disclosure, 
and private equity funds are looking to come 
onshore.” n

Malta is well-known for its business-friendly 
approach – particularly to the fund sector 
which it sees as critical to the future growth 
of the island. However, launching a fund 
without understanding fully the role of the 
Malta Financial Services Authority and of 
local rules is misguided.

“Of course, funds are free to hire a lawyer 
anywhere in the world, but it is important 
for fund promoters to be able to understand 
the local environment and the mindset of 
the MFSA,” says Andre Zerafa, a partner at 
Ganado & Associates. He points out that 
while the regulatory framework is flexible, it 
must be followed closely in the drafting of 
launch documents.

Equally, the appropriate structure must be 
adopted and acceptable board members and 
service providers must be selected before 
the MFSA will be sufficiently satisfied to 
authorise the fund. 

The increasing popularity of Ucits funds 
can increase the challenge still further. 
“Eligibility of the assets in the Ucits structure 
can get complicated,” says Zerafa. “We may 
need to meet the MFSA or at least conduct 
a conference call to talk through the issues.”

The MFSA itself has recently been 
restructured so that authorisations are 
handled by a single team, improving the 
efficiency of the process. 

A resurgence in volumes has also put the 
regulator under considerable pressure. But 
Zerafa warns that the MFSA has also hired 
new staff and is unlikely to take its eye off 
the ball or ease the authorisation process in 
any way. 

Demands on funds do not just emanate 
from the MFSA, but from the increasingly 
elevated levels of due diligence on the part 
of investors. 
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Talk about the elephant in the room. The 
Alternative Investment Fund Managers 
directive surely has the largest ears and 
the longest trunk of the species. For hedge 
funds and their advisers, no proposed law 
has ever had anything like the potential of 
this set of regulations to change the game. 
Or, more precisely, to dramatically restrict the 
parameters within which the game is played.

As Chris Bond, head of global banking 
and markets at HSBC in Malta, says: “In 
essence, the draft directive prevents non-
European hedge fund managers from selling 
to European investors.”

In other words, as the directive currently 
stands, there is a strong incentive for funds 
with or targeting European investors to 
move partially or wholly onshore. But is the 
AIFM directive actually starting to create 

a wave of redomiciliations and a move 
to Newcits funds (funds regulated under 
the Ucits kitemark that mimic many of the 
characteristics of hedge funds)? If so, will 
Malta be able to use its growing reputation 
to benefit from this shift in sentiment?

Tonio Fenech, Minister of Finance, 
Economy and Investment, believes it is too 
early to tell. “The directive has its good and 
bad provisions for business – however, let’s 
wait and see what the final version is.” He is 
not convinced that Malta will be a particular 
beneficiary of any move onshore by 
managers. “Whether it is going to present an 
opportunity or a loss, it won’t be solely for 
Malta but for the whole of Europe,” he says.

Nevertheless, current Maltese regulation 
places it in a strong position to pick up 
redomiciled funds from the Caribbean and 

Strongly placed 
for funds targeting 
European investors

By Phil Davis

inDuStRy
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Collaboration is 
key to success

interview with Joseph Saliba

Whereas in some jurisdictions the regulator 
is viewed as an adversary or a hindrance to 
business, in Malta the regulatory regime is 
a product of genuine collaboration between 
the industry and the regulator. Joseph Saliba, 
a partner at Valletta-based law firm Mamo 
TCV Advocates, says this makes for a more 
flexible and entrepreneurial regime, but one 
that does not compromise on international 
standards in Malta’s quest to provide strong 
competition to Luxembourg and Ireland.

Mr Saliba points out that even the less 
regulated category of professional investor 
funds targeted at institutional investors 
(‘Extraordinary Investor Funds’) need a 
licence and are subject to regulation which 
is appropriate to the level of protection 
needed by the relevant investors. “Malta has 
over the years secured for itself a reputation 
of being a jurisdiction with a very well-
balanced combination of high standards of 
regulation and, at the same time, flexibility 
and responsiveness to industry needs,” says 
Mr Saliba. 

The Malta Financial Services Authority 
encourages an initial informality which 
leads to better outcomes when the formal 
stage of discussions is reached. The MFSA 
itself instigates preliminary meetings with 
the promoters of funds and other financial 
services businesses at which all participants 
can discuss a proposal, its structuring and 
the licence conditions which are expected to 
apply. “Promoters find these meetings to be 
very helpful and interactive in identifying the 
manner in which the promoter’s project can 
be best accommodated,” says Mr Saliba.

Legislative amendment proposals 
in the financial services sector are in 
general piloted and driven by the MFSA 
up to parliamentary approval stage and 
aim to address the needs of promoters 
and investors as they arise. The MFSA 

is also conscious of the time pressures 
and constraints of fund promoters to seize 
attractive but volatile opportunities and is 
committed to delivering responses and 
issuing licences in reasonably short periods 
of time, says Mr Saliba. This is usually 
within three to four weeks from the receipt 
of the requested documentation in respect 
to Experienced and Qualifying Investor 
Funds and three days for Extraordinary 
Investor Funds.

The MFSA does not act alone in providing 
flexibility for the increasing number of funds 
wishing to launch and domicile in Malta. 
The Malta Stock Exchange (MSE) has a high 
level of regulation and transparency and 
its fees are competitive. “The processing 
of both primary and secondary listings is 
relatively smooth and fast,” says Mr Saliba. 
“This offers excellent and cost-efficient 
opportunities for fund promoters to offer 
investors the advantages typically afforded 
by a fund listing at a recognised and 
reputable exchange.”

These advantages include: the creation 
of secondary market liquidity for investors 
in funds (particularly closed ended 
funds and Exchange Traded Funds); the 
enhancement of the reputation and profile of 
the fund through the added disclosure and 
transparency requirements of the listing. This 
is one of the main reasons for open ended 
collective investment schemes applying for a 
listing (even though not necessarily trading) 
on the MSE. 

The MSE has also been active in 
setting up new technical links with foreign 
exchanges and depositories and settlement 
systems. “It is also reviewing the frameworks 
for listed funds to cater for markets and 
products still not well served by some other 
exchanges in Europe and elsewhere” adds 
Mr Saliba. n

Joseph Saliba, partner at law 
firm Mamo TCV Advocates
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elsewhere. Joseph Saliba, a partner at 
Mamo TCV Advocates, says: “We have had 
redomiciliation legislation in Malta since 
2002, and it is a straightforward procedure 
for both trading companies and funds 
to migrate.”

A number of fund managers have already 
moved to protect their businesses. “Some 
funds have already taken action and have 
gone for a parallel structure, others have 
simply migrated onshore,” says Saliba. “The 
majority are keeping their options open.”

Aquila Group and its asset management 
arm Aquila Capital this year announced 
it would leave the Cayman Islands and 
move all its offshore operations to Malta. 
It cited the flexibility, robustness and cost 
effectiveness of the Maltese funds regime, 
as well as the threat of the AIFM directive to 
its marketing. Bond believes this is just the 
tip of a substantial iceberg. “There has been 
a significant increase in funds redomiciling 
here or looking to,” he says. “We have never 
had such a large pipeline at HSBC in Malta 
of funds looking to redomicile, mainly from 
offshore centres.”

There are barriers to redomiciliation 
though, particularly for smaller funds, as 
Nick Mahy, managing director of Praxis 
Fund Services, points out. “Redomiciling 
is happening, but the fund has to have at 
least $100m for it to make sense in terms 
of the exit and entry legal fees. Many of the 
funds in Malta are in the sub-$20m range, 
so Malta is not going to be a big beneficiary 
of this shift.” Mahy believes many would be 
better off setting up an entirely new fund and 
paying just £20,000-£30,000 in set-up fees.

Perhaps the bigger business opportunity 
for Malta will be the launch of an increasing 
number of Ucits hedge funds, or Newcits. 
They are allowed to use many – but not all – 
of the instruments and techniques employed 
by traditional offshore hedge funds, but carry 
the European Union kitemark, which ensures 
there is little problem marketing them either 
in Europe or anywhere else in the world.

“AIFM has been pushing people to look 
at Ucits as a refuge, leading to the Newcits 
concept,” notes Simon Tortell, founder of 
Simon Tortell & Associates. “People have 
been coming to us saying they have a 
structure in the Caymans or Bermuda and 
want to know what will happen when AIFM 

is implemented. They may want to keep 
their Caymans structure but are looking at 
whether Ucits funds can accommodate their 
strategies.” Aquila has certainly embraced 
Newcits funds, recently closing the offshore 
versions of its Statistical Value product and 
migrating investors to a Ucits alternative 
without losing any of its main investors. 

Tortell says that Ucits hedge funds 
not only have regulatory certainty but a 
larger universe of potential investors. He 
says: “Ucits has the added advantage 
in terms of free marketing within the EU 
through passporting rights under the EU 
legal framework, which is fully adhered to 
by Malta.”

Nevertheless, Malta has a considerable 
disadvantage compared with Luxembourg 
and Dublin, which are the acknowledged 
specialist Ucits centres. As Tortell says: 
“We are at the stage that Ireland was in 
1990 and Luxembourg in 1985.” There are 
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“We have had redomiciliation 
legislation in Malta 
since 2002, and it is a 
straightforward procedure 
for both trading companies 
and funds to migrate.”
Joseph Saliba, Mamo TCV Advocates
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HSBC

Robust and flexible 
regulatory regime

By Charles azzopardi

Charles Azzopardi, managing 
director of HSBC Securities 
Services (Malta) Limited

the largest proprietary sub-custody networks 
in 42 markets. Apart from this global 
footprint, any fund using the HSBC Group 
knows it is being serviced by a custodian 
with one of the strongest balance sheets in 
the industry and with a solid reputation for 
control and compliance.

HSBC Malta’s Sub-Custody and Clearing 
business was built on the existing securities 
services within HSBC Bank Malta and it 
has grown to become a major provider of 
custody and clearing services to banks, 
global custodians and other institutional 
investors on the Malta Stock Exchange. 
These operations benefit from the strong 
presence of HSBC in Malta as well as its 
long-term relationship with regulators in 
Malta. HSBC Malta also provides custody 
and nominee services to the retail sector. 

Ongoing investment in technology and 
human resources is central to HSBC Malta’s 
strategy. It uses the HSBC Group’s HUB 
Securities System, which is a securities 
processing system that integrates with the 
group’s core banking system. It also provides 
its fund clients with HSBCnet, a web-based 
delivery platform that offers a range of 
flexible financial solutions. HSBC attaches 
importance to compliance monitoring and 
regularly reviews and upgrades its systems 
to ensure they meet regulatory requirements.

From a human resources perspective, 
HSBC Malta adopts strategies to train, 
motivate and retain the best talent. HSBC 
Malta has embarked upon a programme 
to provide training of its staff in one of the 
group’s main fund centres in Europe. 

As Malta’s funds business continues 
to grow in number and stature and make 
further headway, other custodians will most 
likely set up in Malta. HSBC Malta says it 
is well placed to meet the challenges. It 
believes competition would be beneficial for 
the industry as a whole. n

At a time when the proposed Alternative 
Investment Fund Managers Directive (AIFMD) 
is one of the main themes being discussed 
in the regulatory sphere, fund managers are 
evaluating more carefully the options available 
when launching funds. One of these options is 
the choice of jurisdiction and it is becoming an 
increasingly important consideration. Will the 
fund manager establish a fund in or outside 
the EU? The question is most important when 
the target investor base is within the EU.

In deciding the country of domicile, the 
legal and regulatory framework must be 
analysed. The Malta regulatory regime is 
robust and flexible and allows for the two 
main types of investment funds: retail Funds 
– either UCITS funds or non-UCITS retail 
funds; Professional Investor Funds – the 
three categories are Experienced, Qualifying 
and Extraordinary Investor Funds.

Retail funds are understandably subject 
to a stricter regulatory regime than PIFs and 
the custodian has regulatory and fiduciary 
obligations which inter alia involve the 
monitoring of compliance with investment 
restrictions and the verification of NAV. 

On the other hand, PIFs are marketed to 
high net worth individuals and institutional 
investors so the role of the custodian is 
subject to a lower degree of oversight vis a 
vis the manager and administrator. In fact, 
only for Experienced Investor Funds does 
the custodian have the regulatory obligation 
to monitor compliance with investment 
restrictions. Whether a UCITS or Professional 
Investor Fund, HSBC Bank Malta Group 
(HSBC Malta) says it is well-placed to offer 
services ranging from fund administration, 
investor services, corporate secretarial and, 
of course, custody. 

HSBC Malta is the only global custodian 
on the island that offers global reach – 
through the HSBC global custody network. 
HSBC operates in 92 countries with one of 



Sparkasse Bank Malta plc
101 Townsquare, 
Ix-Xatt Ta’ Qui-Si-Sana, 
Sliema, SLM 3112 – Malta

Part of the Austrian Savings Banks

Sparkasse Bank Malta plc is authorised to conduct Banking business 
and to conduct Investment Services business by the Malta Financial Services Authority (MFSA). 

P R I V A T E  &  C O R P O R A T E  B A N K I N G  /  W E A L T H  M A N A G E M E N T  /  C u S T O d y

Tel: +356 2133 5705 • Fax: +356 2133 5710 • info@sparkasse-bank-malta.com • www.sparkasse-bank-malta.com

Welcome to Malta – whether you have chosen Malta as a base to run your business 
from or decided to make it your home, working with a Bank willing to support you 
throughout your stay can  make the experience all the more pleasurable.

As Private Bankers, we pride ourselves in providing a highly private, personalised and 
professional service to all our clients. Areas of  expertise include:

Private Banking, Wealth Management, Trade Desk & Custody Fund Services.

Should you require more information about the advantages of doing business in or 
from Malta feel free to contact us.

Banking with a difference – stand out from the crowd, you deserve it. 

Relocating to Malta? – we’re with 
you every step of the way.

12802_SBM_273x203_Relocating.indd   1 11/06/2010   17:54



MALTA Hedgeweek Special Report Sep 2010 www.hedgeweek.com | 24

inDuStRy

by hosting a series of conferences. 
Fenech says: “There is currently no 

requirement in any domicile for hedge funds, 
particularly the Qualifying and Extraordinary 
Investor Regimes in which we have seen 
most growth, to appoint a custodian. 
However, this scenario is changing, with 
the AIFM directive possibly imposing a 
requirement for a custodian. I understand 
that our regulator has had discussions with a 
number of global custodians.”

The issue could stall the Ucits 
bandwagon, according to Praxis. “Under 

good reasons, though, for funds to launch 
both Newcits and redomiciled and/or mirror 
funds in Malta rather than in Luxembourg 
or Dublin. “Promoters are considering Malta 
because of the advantages of cost, available 
resources and the approachability of the 
regulator,” says Saliba. 

An added attraction of Malta is it is 
politically geared and geographically well-
positioned to do business with North 
Africa and the Middle East. Saliba says: 
“European and overseas entrepreneurs have 
been using Malta as a stepping stone for 
doing business with the MENA region for a 
long time.”

Tortell says interest in Newcits is high. 
“We are working on three new funds at 
the moment. They can be set up for just a 
handful of investors even though they were 
conceived as mass market mutual funds.”

However, Malta will only enhance 
its attraction once it can boast a fuller 
complement of custodians: at present there 
is just a handful – including, notably, HSBC – 
compared to around 45 in Dublin. The island 
is making a concerted effort to attract more 

20 “Ucits has the added 
advantage in terms of 
free marketing within the 
EU through passporting 
rights under the EU legal 
framework, which is fully 
adhered to by Malta.”
Simon Tortell, Simon Tortell & 
Associates
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Strong position to 
attract new managers

interview with andrew zammit

Hedge fund start-ups were big business 
during the decade leading up to 2007. Then 
volumes dropped off amid the financial 
crisis and the negative impact of the Madoff 
implosion. But there are now clear signs of 
a pick-up in activity and Malta is in a strong 
position to attract new managers. 

Andrew Zammit, managing partner of 
Zammit & Associates, a Malta-based law 
firm, says: “There is a lot of talk about the 
redomiciling of funds from the Caribbean to 
onshore centres, but we are seeing more 
brand new funds setting up here. New funds 
ground to a halt last year but there was still 
plenty of interest waiting on the sidelines 
and this is coming through now.”

Referrals tend to be made from the UK, 
where hedge funds are once again being 
spun out of prop desks or larger funds, 
and from Switzerland, where family offices 
are looking to set up funds. Zammit says: 
“Family offices manage to a mandate so 
rather than customising advice to each client 
they are increasingly looking to set up test 
funds. This then creates a track record which 
they can sell into the market.”

New funds are heading for Malta partly 
because of the potential risks to offshore 
funds posed by the Alternative Investment 
Fund Managers directive, but also because 
of the local fund expertise and regulation, 
reasonable costs and favourable tax regime.

But fund service providers need to be able 
to provide easy-to-understand advice given 
that most start-ups do not have teams of 
legal experts on their payrolls. “We aim to 
provide a quick response, accurate, down-to-
earth advice and plain English,” says Zammit. 
“Most funds don’t want to be involved in the 
details of legal analysis. We feel that this 
capability gives us the edge over large law 

firms which tend to be more bureaucratic.”
The ability to present a fund’s operations 

and strategies in a simple way is key to both 
satisfying investor demands and to easing 
any regulatory concerns. Zammit notes: 
“The Malta Financial Services Authority can 
be quite risk-averse and certainly won’t be 
pushed into making a decision if you don’t 
provide it with the right information in the 
right format. It is a pro-business regulator, 
but you need to establish an open rapport to 
win its confidence and trust.”

A question being asked by some industry 
observers is whether the pro-business 
stance of the MFSA, combined with the 
inherent cost and tax advantages – plus the 
government commitment to provide trained 
graduates for the industry - will help Malta to 
become the “Cayman of Europe”. However, 
Zammit believes this is unlikely to happen, 
and is perhaps not even desirable as an aim 
for the island. 

“We need to keep things in perspective,” 
he says. “We are small and not even able 
to take in the kind of volumes or work that 
Luxembourg or Ireland receive. Luxembourg 
can source labour in France, Switzerland 
and other countries, which an island is not 
necessarily able to do. 

“Malta does not necessarily need to 
become the ‘next’ anything. The island is 
carving out its own role in international 
hedge fund circles and the combination of 
factors mentioned will play a key role in 
shaping Malta’s future as a stable regulatory 
foothold within the European Union. Malta 
will be taken more seriously as a major 
name in fund servicing because of the 
quality of life, the services and the low 
costs, but we would not want to become too 
dependent on one source of revenue.” n

Andrew Zammit, managing 
partner of Zammit & 
Associates

zaMMit  &  aSSoC iateS
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smaller local ones under increasing 
pressure. Bond notes: “One of the 
consequences of AIFM in its current form is 
that the strict liability rule will be applied to 
custodians and depositaries. This will drive 
up the cost of custodian services and could 
lead to consolidation and even less choice 
for funds.”

Whether large custodians are attracted 
to Malta or not, some doubt that Newcits 
actually represent a significant growth 
opportunity at all. “I am not convinced by the 
Ucits story,” says Dermot Butler, chairman 
of Custom House Global Fund Services. 
While the Ucits brand has been wildly 
successful since it was launched in 1985, 
there are problems with extending it to quasi 
hedge funds, he believes. “You can’t do true 
hedging like going long BP, short Shell,” 
he argues. 

Mahy agrees: “Hedge funds in Ucits 
strategies don’t quite fit. Some will change 
their investment processes and parameters, 
but they are really trying to gather assets 
rather than improving performance.”

In addition, the costs of setting up and 
operating a Ucits fund are higher than for 
the Professional Investor Fund. So European 
investors will be less impressed with returns 
than their counterparts in, say, the BRIC 
countries, which are mainly being served 
by Cayman funds, Mr Butler says. He also 
questions whether Ucits actually provide 
investor protection, a big factor in their 
popularity. “The fact is that four Ucits funds 
invested in Madoff,” he says “Crooks are 
only crooks because they break the rules. So 
regulations don’t stop crooks, they just make 
it easier to convict them.” In fact, he argues, 
investors in Ucits may be tempted to conduct 
less due diligence overall, believing too 
fervently in the brand. “Ucits does nothing to 
protect you from the incompetent manager,” 
says Butler.

Nevertheless, there will undoubtedly 
be further Newcits launches, more 
redomiciliation of funds and a steady stream 
of new launches of small funds. All of 
which will buoy Malta as its reputation and 
profile grows. 

With the flexibility of its regime, it is poised 
to pick up market share whatever the final 
shape of the AIFM directive and of other 
future regulation. n

Ucits, you need a local custodian and 
there are simply not enough here,” says 
Mahy. “When there are, we could become 
a powerful Ucits jurisdiction and compete 
head-to-head with Luxembourg and Dublin.”

But he admits attracting custodians is 
tough in the current environment. “You would 
have to be a good salesman within your 
company to justify setting up a new business 
here when existing custody services are 
already under pressure.”

Nevertheless, an influx of larger 
custodians is likely to be critical as the 
provisions of the AIFM directive place 
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“I am not convinced by the 
Ucits story… Ucits does 

nothing to protect you from 
the incompetent manager.”

Dermot Butler, Custom House


