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Other jurisdictions, including the 
Cayman Islands, have taken steps to 
introduce sensible ICO regulation to attract 
entrepreneurs while providing a framework 
to regulate ICO activity; something that is 
likely to continue to grow as an alternative 
financing model to traditional capital markets.

The purpose of the ICO Act is to only 
regulate those ICOs and token sales 
which are public crowdfunding or similar 
type projects. According to Conyers Dill & 
Pearman, it does not regulate either private 
sales or those which are engaged in the 
business of pure virtual currency issuances. 

Bermuda is the latest jurisdiction to update 
its regulation in response to the rising 
prominence of blockchain technology 
innovation and Initial Coin Offerings. 

The Companies and Limited Liability 
Company (Initial Coin Offering) Amendment 
Act, 2018 (the “ICO Act”), came into force on 
9th July last year, providing a framework for 
the regulation of ICOs in Bermuda. The ICO 
Act regulates offerings of ‘digital assets’, a 
term that applies to all categories of digital 
coins and tokens (whether they be utility, 
securitised, equity or otherwise) being issued 
as ICOs and via token sales. 

Bermuda’s embrace of 
digital assets will benefit 
its insurance and asset 
management industries

By James Williams, Managing Editor, Hedgeweek

OVERV I EW
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Such businesses, as well as those operating 
digital asset exchanges, e-wallets and similar 
structures, will be regulated by the Digital 
Asset Business Act 2018, which has also 
passed into law on the territory. 

“The ICO Act is modelled on our 
Investment Companies Act and our 
Insurance Companies Act,” comments a 
spokesperson for the Bermuda Business 
Development Agency.

“They are very robust pieces of legislation 
and set a high standard on which to base 
the ICO Act. ICOs are a restricted business 
activity under the legislation so they require 
the consent of the Ministry of Finance before 
they are licensed to conduct business. 
Certain requirements have to be met that 
are of an institutional standard before one 
can launch an ICO – i.e. an annual audit, 
investor protection language, which needs to 
be incorporated into marketing materials. All 
of the features of that legislation, in my view, 
set a strong framework for attracting further 
ICO business.”

As Appleby Global explains, digital assets, 
as defined by DABA, means anything that 
exists in binary format and comes with 
the right to use it and includes a digital 
representation of value that:
• Is used as a medium of exchange, unit of 

account, or store of value and is not legal 
tender;

• Is intended to represent assets such as 
debt or equity in the promoter;

• Is otherwise intended to represent any 
assets or rights associated with such 
assets; or

• Is intended to provide access to an 
application or service or product by 
means of a distributed ledger technology.

Under DABA, there are two different licenses 
one can apply for. These are:
• Class F licence, under which the 

applicant shall be licensed to provide 
any or all of the digital asset business 
activities; or

• Class M licence, under which the 
applicant shall be licensed to provide 
any or all of the digital asset business 
activities for a defined period determined 
by the BMA which may be extended upon 
application to the BMA.

“A lot of thought and consultation went 
into the DABA and ICO bills last year, 

with international consulting partners 
involved in the process,” continues the BDA 
spokesperson. “We aren’t, however, focusing 
intently on digital assets to the exclusion of 
other industry sectors such as insurance/
reinsurance, asset management and trust 
and private banking; technology will change 
how all of these sectors do business and 
we want to demonstrate that Bermuda is 
adapting in each of those sectors.”

Greg Wojciechowski is the President 
and Chief Executive Officer, Bermuda Stock 
Exchange. He notes that Bermuda has 
embarked on providing “a solid, certain and 
regulated platform for fintech businesses”. 

“As always, Bermuda has approached 
this is in a thoughtful and cautious way by 
codifying through legislation and regulation 
those companies in the fintech space that 
can licence and operate here. Bermuda was 
a leader in promulgating ICO and digital 
asset exchange legislation and the global 
interest in using the Bermuda platform has 
been substantial.

“At the BSX, we understand that this is an 
evolving space that does have intersection 
points with the traditional capital market/
exchange infrastructure providers, thus 
BSX participation will be predicated on our 
ability to add value to the ecosystem while 
ensuring user protection and security.”

The Bermuda Premier, David Burt, is 
especially excited by the opportunities that 
the digital asset revolution could bring to the 
jurisdiction, which has for decades embraced 
innovation in its insurance/reinsurance 

www.hedgeweek.com
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“All in all, this has helped create an 
environment that should be welcoming 
to digital asset businesses and service 
providers. We see fintech bleeding into 
InsurTech, as well as Regtech for traditional 
and alternative fund management activities.”

The potential of digital technology is still in 
its infancy. It started to be made manifest in 
the insurance industry a couple of years ago 
with smart contracts and other blockchain-
enabled solutions. In the asset management 
space, it is now being seen in the tokenised 
offering of funds, where investors are offered 
blocks of a digitised fund structure, as 
opposed to traditional shares. This digital 
shift is now requiring different types of 
accounting services and other back-office 
related services. 

For administrators and other service 
providers in Bermuda, these are exciting 
times to partner with fintech start-ups and 
explore new ways to service its insurance 
and fund management sectors.

There are now upwards of 60 fintech 
companies that have registered and been 
incorporated in Bermuda (at the time of 
writing). One example in the insurance space 
is a company called Envelop Risk, which 
underwrites cyber risk and other difficult to 
quantify risks using an underlying DLT. 

In the asset management space, one 
of the first movers in the digital asset 
management space was a company 
called Alpha Innovation; an asset manager 
that offers a series of tokenised funds to 
investors. Their affiliate, Laureate Digital 
Securities offers that tokenised service on a 
third party basis to other fund managers.

Then there are broader technology 
solution companies like Uulala, that has a 
blockchain-enabled solution to do micro 
lending and financing; essentially to help 
bank the unbankable (people in developing 
countries without bank accounts) and 
empower them, financially. 

The company raised money through a 
token sale and had the ICO approved by 
the BMA last year; making it the first ICO 
to be approved under Bermuda’s new 
ICO legislation. 

Sherman Taylor is Associate Director, 
Estera, one of Bermuda’s leading 
independent providers of corporate, fiduciary, 
fund administration and trust services. He 

market; becoming the world’s leading centre 
for such activities in the process.

At a recent event hosted by the BDA in 
London, entitled “Innovation Island: Why 
Industry Pioneers Choose Bermuda,” Premier 
Burt remarked: “You can find accelerators 
and incubators anywhere in the world, 
from London to New York to Singapore, 
but there’s only one place where the entire 
place is itself an innovation hub— and that is 
Bermuda. Innovation is inside the collective 
DNA of all Bermudians. 

“If you’re looking for a jurisdiction with a 
forward-thinking government that welcomes 
entrepreneurs and you have an idea you’d 
like to demonstrate on a country-wide scale, 
then Bermuda can make your ideas reality.” 

Back at the BDA, its spokesperson 
explains that the Government’s vision is to 
develop a financial technology industry with 
global reach, “just as our insurance and 
reinsurance industries have today”. 

“That’s the long-term vision,” they remark. 
“The main priority of 2018 was to get the 
legal and regulatory foundation in place for 
digital asset businesses. The Digital Asset 
Business Act was a centrepiece of legislation 
passed into law last August. 

“We have a bedrock on which fintech 
companies using blockchain or other 
DLT can set up businesses in Bermuda. 
There are other accompanying pieces of 
legislation such as the ICO Act, and also 
fintech banking legislation, which involved an 
amendment to our existing Banking Deposit 
Companies Act. 

www.hedgeweek.com
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James Ferris, Advisory, Director, PwC 
Bermuda, says that more fintech companies 
are setting up on the island and that he 
expects that to continue, given Bermuda’s 
business environment for facilitating start-up 
entities.

Interestingly, he believes that there could 
be more activity among entrepreneurs 
launching stablecoins, rather than ICOs, 
whose numbers have fallen in lockstep with 
falling cryptocurrency prices, led by Bitcoin.

Stablecoins – such as centralised 
IOU stablecoins, which are the most 
straightforward type of stablecoin – are 
backed with fiat currency or precious metals, 
meaning the tokens have an intrinsic value.

“It come down to trust,” says Ferris. “If 
people want to use cryptocurrencies as a 
means of exchange, they are using physical 
assets on which the stablecoin they issue 
is based. That means investors know that 
something they are told is worth X dollars is 
backed by an asset that is worth XY dollars.

“In Bermuda you can build that trust 
very easily by having a tight knit ecosystem 
where people start to transact, build trust in 
that ecosystem and then think about rolling 
out the digital solution more globally. 

“I think going forward, we will see 
more stablecoins being launched. If you’re 
interested in creating a product that works 
in financial services and is regulated 
appropriately, Bermuda is a great place to be.”

At Walkers, they are already seeing a 
lot of interest in the DABA regulation and 
working on numerous client applications 
for a business license. According to Sarah 

feels that Bermuda has taken an holistic 
approach to how it oversees the fintech 
industry. “Everything has been well thought 
out,” he says. “The proper amount of 
consideration has been given, in terms of 
how to best regulate this fledgling asset 
class and protect investors. Amendments to 
the Banking Act definitely are a part of that 
wider, considered approach taken by the 
Bermuda Monetary Authority.”

When asked what more he feels needs 
to be done to make Bermuda an even more 
attractive jurisdiction, Taylor says it just 
needs to stay the course. “It is already on a 
good path to attracting more fund managers 
and global investors. We’ve seen that growth 
and development in Bermuda’s ILS industry. 
We need to keep telling the story of how 
we have a gold standard when it comes to 
regulation and tax transparency, we have 
a pragmatic regulator, and over time that 
should lead to Bermuda’s continued growth 
across the board.” 

With the two pieces of regulation now 
enacted to support all things fintech, 
Bermuda is aiming to position itself as a 
global leader and is very much ‘open for 
business’ in that regard. But there is also 
another piece of legislation, the Economic 
Substance Act 2018, which came into 
effect from 1st January, 2019, which could 
have some impact on how the island 
attracts talent.

According to James Dockeray, Tax 
Partner, Deloitte, “the fintech companies 
we’ve spoken to have always expressed an 
interest in being here, and while they have to 
consider economic substance, the reality is 
their business model aligns with it anyway.” 

He adds: “When you have the C-suites of 
global publicly-listed insurance companies 
living here, it changes the conversation 
considerably. The service providers here have 
to be on their toes at all times; it raises the 
bar for everybody. Looking ahead, I think 
Bermuda will apply the public company 
standard to the fintech industry. We are unique 
in that no other offshore jurisdictions have an 
equivalent highly regulated insurance sector 
that Bermuda has leveraged over the years.” 

Bermuda’s insurance sector and ILS 
sector have blossomed over the years, giving 
the island a solid footing on which to attract 
digital asset businesses. 

www.hedgeweek.com
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to both them and their shareholders,” says 
Watson-Brown. 

He adds that PwC’s access to network 
expertise in key markets including the US, 
UK, Hong Kong and Switzerland “allows us 
to bring a global perspective to the advice 
we provide to clients in the Fintech space”.

Going back to the economic substance 
point referred to earlier, says that Bermuda 
has taken steps to further bolster its AML/
KYC oversight requirements. 

“We’ve always required some manner 
of local presence with respect to fund 
management, whether it be local directors or 
corporate service providers and I think those 
have held us in good stead; we will continue 
to push that high standard as it relates to 
AML/KYC and the Economic Substance Act. 

“We are seeing signs of more service 
providers coming here. One law firm arrived 
last year and they have already surpassed 
where they thought they would be, in terms 
of employee numbers. The talent coming 
to Bermuda, alongside the talent that was 
already here, is further helping to set us 
apart. When people talk about economic 
substance, we already have the basic 

Demerling, a Partner in the Corporate, 
Finance & Funds Group at Walkers Bermuda, 
the certainty of the regulation and the 
fact the Premier David Burt is supportive, 
“will help attract more fintech business to 
the island. 

“Also, the ILS market is very innovative 
and embraces technology. If you look at 
the underlying risk modelling used, and the 
underwriting tools used in ILS, this could be 
further enhanced by the fintech wave, and 
could help make the sector more nimble. I 
think the two go hand in hand and I expect 
we will see more innovation coming through, 
as a result.”

Scott Watson-Brown, Partner and asset 
management leader at PwC Bermuda, 
believes that entrepreneurs who do decide to 
come to Bermuda could help give credibility 
to their business ideas and leverage what 
is a well-established financial centre to 
do proofs of concept and properly test 
their ideas. 

“Our role is to make sure we support 
and promote the territory and work with 
entities who want to develop their business 
here, and provide advice and assurances 

www.hedgeweek.com
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Bermuda has long been a home of 
innovation for the global insurance/
reinsurance market and is also the 
jurisdiction of choice for a large number 
of ILS managers. With the expectation that 
Bermuda joins the whitelist of tax-compliant 
jurisdictions and the Economic Substance 
Act taking effect it is predicted that, with 
those increased economic substance 
requirements in place, a wider pool of 
talent will set up offices in Bermuda even if 
fund activities, by definition, will not require 
FCA or SEC-authorised fund managers to 
physically locate to Bermuda.

“We have a number of ILS managers 
physically located and operating here on the 
island. Nephila Capital is the largest with 
approximately USD11.5 billion in AUM and 
there are a number of others with USD5 
billion or more in AUM,” explains Demerling.

“We would like to see more intellectual 
capital and other ILS managers come here, 
which will be beneficial both for the island 
and for those wanting to operate in the 
ILS space. 

“Growing the pie in traditional and 
alternative re/insurance is the key priority. 
We don’t want to favour one model or asset 
class over another or see risk-cannabalising 
in the industry; we would like to see growth 
across all areas.” 

Commenting on international debt 
listings, Estera’s Taylor that this is becoming 
increasingly popular and “speaks to 
the confidence that the global financial 
community has for the BSX”.

“We worked on the Baltic PCC Limited 
cat bond, the first ever terrorism-risk related 
ILS, which was listed on the BSX by Pool Re 
in the UK and which provides reinsurance 
coverage for Pool Re in the UK.

“In the ILS sector, we are seeing a slightly 
slower start than usual in 2019 but we 
nevertheless think this is going to be another 
growth year for the sector,” comments Taylor. 

He believes there are various reasons to 
explain continued investor interest but cites 
a maturing of the asset class as one of the 
key drivers.

“As time goes by, ILS is becoming more 
and more of a trusted asset class,” opines 
Taylor. “Some of the inherent concerns 
that investors may have had years ago are 
starting to disappear. There is a discussion as 

standards in place. To step and meet those 
new standards is a very easy step for us 
to take, compared to perhaps some of the 
other offshore jurisdictions,” comments the 
BDA spokesperson.

Putting the ESA in place was a process 
that involved the BMA as well as the Ministry 
of Finance and will be overseen primarily by 
a Registrar of Companies. 

Alongside the growth of fintech, Bermuda 
continues to develop its insurance-linked 
securities (ILS) marketplace; one that 
has become a key part of Bermuda’s 
success story. 

International debt listings grew to 201 
securities in 2018; up 20 per cent from 167 
the previous year with their nominal value 
growing USD4.6 billion to USD7.0 billion.

The BSX also supported and listed the 
Government of Bermuda’s new USD620 
million issue of Senior Notes.

New ILS listings totalled 125 securities for 
the year with a nominal value of USD11.23 
billion. This represents growth of 20 per cent 
in terms of the number of new securities 
listed in the year. At the year end, the total 
number of ILS securities listed stood at 
302 securities with a total nominal value of 
USD30.92 billion.

The BSX also listed 31 new collective 
investment vehicles, one new equity and 
seven new derivatives. 

The next few years could also see 
an interesting confluence of activity as 
ILS managers and fintech entrepreneurs 
converge on the island to develop new 
products and market solutions. 

www.hedgeweek.com
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One of the issues is around the 
investment valuation process. While private 
equity funds often report quarterly, the 
valuation process of illiquid investments is 
often very different from the typical hedge 
fund manager that holds liquid securities. 

“This valuation process of private 
investments requires a well documented 
process that can produce sufficient valuation 
support each quarter and satisfy the 
increasing demands of the fund auditors,” 
comments Burns.

“The second issue we see is around 
the funding model. The capital call and 
distribution model in the private equity space 
requires a platform that houses ever changing 
investor details, an efficient process for 
performing fund level calculations, investor 
calls and distributions, and an efficient and 
professional delivery method. 

“This is another area where the leading 
private equity systems used by top firms and 
administrators can really add a lot of value 
and save a lot of time.”

Burns advises those managers who are 
thinking about going down the hybrid fund 
route, which have both open-ended and 
closed-ended features, to either make the 
investment in building an experienced back-
office team, or outsource the reporting to a 
fund administrator.

“Ideally, one like Horseshoe that 
specialises in both private equity and hedge 
fund administration, has very experienced 
qualified staff, has implemented a top-tier 
private equity system and, most importantly, 
has long-term clients,” he says. n

to whether ILS should even still be considered 
an ‘alternative’ asset or whether it should be 
viewed as more mainstream. That is a big 
driver behind continued investor interest. 

“The Baltic PCC vehicle was the first 
time a cat bond has taken on terrorism-
related risk, and yet the market reacted very 
positively to it.” 

As service providers on the island gear 
themselves to further support fund managers 
with next generation technology solutions, 
either developed in-house or externally with 
fintech groups, one other area of growth 
is the rise in popularity of ‘hybrid funds’, 
as both private equity and hedge fund 
managers converge to meet institutional 
investor demand for long-term investment 
strategies.

Global private equity inflows have reached 
nearly USD1 trillion over the past couple 
of years. Such has been the demand that 
investors can’t allocate quick enough. 
With PE funds attracting oversubscriptions, 
investors are looking for alternative ways to 
put their money, and with hedge funds having 
struggled to shine, performance-wise, some 
are moving quickly to develop more illiquid, 
closed-ended products to meet that demand.

Horseshoe Group is one of Bermuda’s 
best-known independent fund administrators 
and has seen clear traction in terms of 
fund managers launching PE and hybrid 
fund vehicles. 

“We are in discussion with a hedge fund 
manager who launched their first two funds 
in an open-ended structure and as we speak 
they are in the process of launching their 
third fund as a hybrid private equity structure 
to meet investor demand. It’s driven by 
where the money is. Larger investors have 
much stronger appetite for PE-like structures, 
and hedge fund managers are following suit. 

“The top quartile PE funds are almost 
impossible to get in to. I think that opens up 
the door for good fund managers with track 
records to compete for dollars from those 
investors who can’t access those top-tier 
PE funds. It is very much a demand-driven 
market right now,” explains Scott Burns, 
Senior Vice President at Horseshoe Group. 

As hedge fund managers move into the 
closed-ended space, they quickly realise 
what a different world it is. Operationally, it 
requires a completely different mindset. 

www.hedgeweek.com
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BDA’s concierge service 
complements new rules 

By Bermuda Business Development Agency

The primary mission for the Bermuda Business 
Development Agency (BDA) for 2019 is clear: to welcome 
more international business to the island, following the 
implementation of new economic substance rules that 
will see a bolstered physical presence by companies 
across industry sectors.

“We want to move the needle and encourage more 
firms to set up operations here, with boots on the 
ground,” explains a BDA spokesperson. 

“That has always been the main objective of the 
BDA, but it has taken on greater significance since the 
directive from the EU that Bermuda-registered companies 
engaged in specified income-generating activities 
(including asset management) will need to maintain 
physical presence, an adequate number of qualified 
employees, and a level of management and decision-
making authority in Bermuda. This is an opportunity for 
us to help companies achieve compliance with the new 
rules, while also increasing their investment in Bermuda.” 

To make it as easy as possible to set up business 
in Bermuda, the BDA provides an exclusive Concierge 
Service. As it is a public/private partnership that receives 
funding from the Bermuda Government, the BDA has a 
close alliance with various government ministries and 
departments that can assist investors and businesses 
in re-locating or getting up and running as effortlessly 
as possible. 

“It’s an important part of the service that we offer 
to those coming here,” says the BDA. “Our Concierge 
Service is a fast track solution for company registration 
as well as other licensing and work-permit applications 
and processes that new companies may need to go 
through when starting up. We introduce start-ups to our 
contacts in government departments, in the Bermuda 
Monetary Authority (BMA), and at private-sector partners 
that can assist them along the way, making sure they 
select the right service providers and so on.” 

The BDA acknowledges the headline attribute of 
Bermuda is its reputation, thanks in large part to the role 
the BMA plays in setting a gold standard for how its 
regulatory regime operates 

“Our access to the regulator is something that 
companies have been really impressed by. Using our 
Concierge Service, they can have a consultation with the 

regulator prior to making a decision on where they want 
to establish their business. The BMA is very receptive 
to meeting with people, discussing business plans and 
understanding what it is people are looking to do in 
Bermuda. That is a major differentiator, in our view—the fact 
Bermuda can offer a direct level of access to the regulator 
before the process moves on to licensing specifics.

“We are seeing interest in a variety of areas. New asset 
managers, fund administrators and law firms are coming 
here, as well as new companies in the fintech and digital 
asset space. We’re seeing a little bit of everything.”

Indeed, Bermuda has adapted to meet the needs 
of innovative new players in the quickly developing 
area of tokenised fund products, security and utility 
tokens, virtual currencies and other offerings enabled by 
blockchain or distributed ledger technologies. Enacted 
in 2018, the ICO Act and the Digital Asset Business Act 
cemented Bermuda’s reputation as a global leader in the 
legislation and regulation of this dynamic sector.

Bermuda’s commitment to embracing fintech 
innovation represents a new chapter of growth, a 
disruption to the status quo.

“Bermuda is quite familiar with being on the cutting 
edge of advancements like this,” says the BDA. “Some 
insurances executives have said they get a sense of déjà 
vu, in that they are seeing Bermuda move aggressively 
into a new marketplace (as it did with captive insurance 
and excess liability and ILS) with industry-leading 
regulation and legislation and a lot of political will.

“Our government has taken a consultative approach 
with the private sector to ensure we are making the right 
moves and that we are setting the highest standard to 
attract only the best and the brightest companies and 
entrepreneurs to our shores. We don’t want to jeopardise 
our reputation—we want to enhance it.” 

Geopolitical headwinds could prove challenging in 
2019 but the BDA feels Bermuda’s collaborative spirit 
is its “secret sauce” that will help the island turn those 
headwinds into great opportunities. 

“The BDA bridges the gap between the private 
markets industry and the government. We have a unique 
chance to get the message out on what Bermuda has 
to offer and continue to work closely with our industry 
partners, to steer the island in the right direction.” n
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Fintech… the next pillar of 
economic growth?
Interview with Scott Watson-Brown & James Ferris

Bermuda is embracing the blockchain 
revolution, and creating a robust and fit-
for-purpose legal and regulatory framework 
governing initial coin and token offerings 
(ICOs) and digital asset businesses. 

Fintech businesses could, according to 
Scott Watson-Brown, PwC Bermuda’s Asset 
Management leader, become the next pillar 
in Bermuda’s economy, “and we are invested 
in supporting its growth.” 

“Fintech by definition is broad, but at PwC 
we are of the view that it could provide a 
gateway for innovators and entrepreneurs to 
forge opportunity and drive positive change.” 

Indeed, the same features that have 
made Bermuda a successful centre for 
insurance, asset management and private-
client business are now being extended 
to technologists and innovators who wish 
to establish operations in a sophisticated, 
modern and well-regulated jurisdiction.

Early stage VC-backed start-ups are 
trialling new solutions and products in 
the capital markets, using blockchain 
technology, with Bermuda as the incubator 
and hub for technological development. 
Bermuda is positioning itself as an innovation 
island, a springboard for entrepreneurs to 
launch and test their ideas, develop them, 
and ultimately scale them up for global 
distribution. 

As such, this feels like a new era of digital 
discovery for Bermuda, much the same as 
when it embraced the innovative ILS market 
decades ago.

“From building macros in a spreadsheet 
through to robotic process automation, 
blockchain, artificial intelligence and 
augmented reality: all of these fall under the 
fintech umbrella but the key is that, wherever 
on the scale it sits, a fintech solution is 
one that makes a process cheaper, quicker, 

easier to use, and ameliorates the user 
experience,” explains James Ferris, Advisory 
Leader, PwC Bermuda.

From a hedge fund perspective, this 
is particularly relevant, with service 
providers, particularly fund administrators, 
developing next generation technologies 
– either internally or with fintech partners 
– to reduce costs and introduce more 
automation. RegTech, for example, has 
become a buzzword in recent times, as has 
InsurTech and with natural process language 
technology improving, it is giving rise to new 
tools with fintech companies, for example, 
using chatbots to improve customer 
experience. 

Ferris points out that the BMA has 
launched two innovation strategies called 
Sandbox and Innovation Hub, to target the 
growing InsurTech space. 

“The rise of artificial intelligence has the 
potential to be used to make investment 
decisions and monitor those investments. 
In addition, blockchain technology helps 
to verify processes and makes sure the 
exchange of assets and records is safe 
and secure. 

“These developments are where we are 
seeing big plays in terms of fintech start-
ups,” says Ferris.

He believes there is plenty of room for 
further automation of processes in the 
fund management industry and the wider 
financial services industry, which augurs well 
for Bermuda. 

“People are coming to Bermuda, 
developing products and testing them in 
the market before they look to get them 
generally accepted. That’s the stage we are 
at right now with a number of fintech entities.

“As general acceptance comes, the roll 
out will be quick, not just in Bermuda but 

Scott Watson-Brown, Asset 
Management Leader, PwC 
Bermuda

James Ferris, Advisory Leader, 
PwC Bermuda

PWC

www.hedgeweek.com


BERMUDA FUND SERVICES Hedgeweek Special Report Mar 2019 www.hedgeweek.com | 14

PWC

streamline and remove the complexity of 
regulatory compliance. 

“Asset managers today have to consider 
how to continue raising assets, make 
their businesses profitable and deliver 
value for money to their investors. That 
comes through adopting more efficient 
business processes. Investors have a base 
expectation that the manager will maintain 
compliance with regulators and safeguard 
their assets, thus the regulatory reporting 
burden is not seen as a value-adding activity. 
An increase in cost in this area is seen as 
the manager’s responsibility, so, naturally, 
managers are seeking ways to make things 
more efficient, either by outsourcing or by 
leaning on their service providers.

“Those service providers who are at the 
forefront of developing new technology, 
whether it is their own or with a third party 
developer, are going to be better able to 
support fund managers and bring greater 
cost-efficiency to business processes across 
the value chain and improve user (investor) 
experiences,” comments Watson-Brown.

“The reduction of manual intensity in 
certain processes will also afford the benefit 
of time to support clients more meaningfully, 
enhancing client interaction without an 
increased cost of service provision. For 
service providers it always has to come back 
to customer experience.”

As Bermuda embraces fintech, Ferris 
states that for anyone interested in creating 
a product that works in financial services 
and has appropriate regulatory oversight, 
Bermuda is an ideal jurisdiction. 

“Developing products and building 
connections here can add to the credibility 
of what you’ve done, just from being a 
well-established financial centre where 
business activities have been taking place 
for decades. It’s a good place to come 
to develop your product, do a proof of 
concept, and be in a better position to 
market it globally.

“Our role is one of support of the 
industry, promotion of the territory and 
working with entities domiciled here through 
the provision of assurance to clients and 
their shareholders, ensuring entities and 
processes are established that complement 
the reputation upon which the island is built,” 
concludes Ferris. n

globally. With any innovation, having a small 
network of experts coming together and 
sharing ideas can spur innovation and act as 
a launch pad.

“Bermuda is such a launch pad, its size 
facilitating fluidity of idea exchange and 
creating the ecosystem to allow a small 
network of people with ideas to create 
a critical mass, enabling a quick build of 
creative products to fulfil industry needs.” 

Bermuda is uniquely placed in that it has 
a relatively agile regulator in the BMA, a 
sophisticated and well-established financial 
services industry and a government and 
support network that are committed to 
promoting fintech. 

In other words, it is creating an ideal 
environment for entrepreneurs in which to 
test their ideas. 

Ferris admits that while many fintech 
solutions being developed may not change 
the world overnight, some of them will 
undoubtedly help make fund management 
activities more cost efficient, such as 
automation of fund reporting, or removal of 
repetitious provision of documents required 
for AML/KYC checks, a global challenge, 
through provision and sharing of common 
data (recognising the cybersecurity and data 
privacy hurdles). 

Whatever the solution may be, operating 
in an ecosystem that is small enough to 
bring all the necessary actors together 
will really truly accelerate the value of the 
solution that has been built and if that 
solution uses blockchain technology, you 
have a product with built in trust. 

We already seeing examples of effective 
deployment of blockchain technology in 
the trade finance arena, where transactions 
which would ordinarily take five to 10 days 
are being completed within 24 hours. “That’s 
the power of blockchain”, says Ferris. 
“Being able to execute more processes, with 
accurate information exchange, in a shorter 
window of time. Everyone on the blockchain 
sees the same information; it cannot be 
corrupted.”

There are many ways for fund managers 
to take advantage of these blockchain 
developments, from onboarding investors to 
reporting on performance, and as mentioned 
earlier, RegTech is a fertile market, as fund 
managers look to their service providers to 

www.hedgeweek.com


BERMUDA FUND SERVICES Hedgeweek Special Report Mar 2019 www.hedgeweek.com | 15

WALKERS

Collaborative approach 
augurs well for future 

ILS growth
Interview with Sarah Demerling

also recently joined Walkers as a partner, 
bringing years of experience in insurance 
and reinsurance law and underwriting to 
the table, specifically in respect to new 
insurance products, policy and contract 
drafting, and ILS structures.

“Pete brings a lot of commercial working 
knowledge to the business, having worked 
as an underwriter for a number of years, 
and I’ve served as an independent director 
to various ILS vehicles so, in addition to our 
legal backgrounds we are familiar with the 
client side of the industry,” adds Demerling. 
She notes that whilst the last two years have 
been challenging for the ILS market – the 
Eurekahedge ILS Advisers Index (which is 
not a market cap-weighted index) was down 
-2.98 per cent in 2018 – the asset class has 
become trusted and more widely adopted by 
institutional investors. 

“The reason for the asset class’s 
popularity is diversification for the 
manager and investor, and the fact that 
ILS performance is not correlated to other 
asset classes. That supports investor 
confidence. Returns are of course important 
but they are not always the driving factor, 
ILS is a genuine diversifier and it’s the non-
correlation that people are still attracted to. 

“For those thinking about investing in an 
ILS fund, the one area to be mindful of is 
matching the liquidity profile because you are 
investing in something that is connected to 
an insurance loss. If it’s a typical Cat Bond, 
you have to wait for an event to occur to 
see if a return is going to be paid out. In the 
meantime, if an investor puts in a redemption 
request they might have to wait, whereas in 
a more liquid vehicle, that just isn’t the case. 
It is important that an investor understands 

Bermuda’s Insurance Linked Securities (ILS) 
marketplace has proven to be resilient over 
the years. The Bermuda Stock Exchange 
(BSX) has significantly outpaced other 
global markets and now lists more than 
300 insurance linked securities, collectively 
representing USD30.92 billion, with 
international debt listings climbing 20 per 
cent in 2018 to 201 vehicles. 

As the BSX Chief Compliance Officer, 
James McKirdy, stated: “In 2018, the BSX saw 
positive listing activity across most sectors. 
Listing activity was strong in international 
debt and insurance linked securities (ILS) 
with both again reaching record levels.” 

Sarah Demerling is a Partner in the 
Corporate, Finance & Funds Group at 
Walkers Bermuda. Demerling joined in 
January 2019, and while she is far from new 
to the ILS space, with years of commercial 
experience, she is excited to be at Walkers, 
who are relatively new to the island. 

“The ILS marketplace has again proved 
its resilience. This was further reinforced 
last year with additional natural catastrophe 
losses, yet investor appetite remained strong. 
The capacity is still there and existing ILS 
managers are putting in more assets. We 
also see new ILS managers coming to 
market, so notwithstanding the fact that the 
ILS market has been tested (by loss events), 
it would still appear to be following a growth 
trajectory,” says Demerling.

Walkers is one of the industry’s leading 
global law firms with more than 800 people 
across 10 offices. It is a ‘go to’ law firm 
for those wishing to set up ILS vehicles 
in Bermuda, thanks in part to its strong 
corporate and insurance practices.

Alongside Demerling, Peter Dunlop 

Sarah Demerling, Partner 
in the Corporate, Finance 
& Funds Group at Walkers 
Bermuda
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This is borne out by the overall AUM 
numbers. The top 10 ILS fund managers in 
the Artemis Insurance Linked Securities 
(ILS) Managers & Funds Directory now 
oversee USD66.8 billion of assets between 
them and the list as a whole is nearing 
USD100 billion. 

In the first quarter of this year, investor 
demand has remained buoyant and other 
jurisdictions have shown interest in the ILS 
product offering. The Pool Re Cat Bond, 
which was the first terrorism risk Cat 
Bond in London issued through a special 
purpose vehicle called Baltic PCC Ltd, was 
oversubscribed, raising GBP75 million. 

The bond provides retrocession terrorism 
loss protection in excess of Pool Re 
Members’ net loss of GBP500 million. In so 
doing, it brings new sources of capital to the 
terrorism risk market. GC Securities placed 
the three-year bond, which provides cover 
on an annual aggregate basis and carries 
an initial interest spread of 5.9 per cent per 
annum. The notes are listed on the Bermuda 
Stock Exchange.

For those looking to launch a new vehicle 
in the ILS space, Walkers is able to assist 
with initial structuring advice. 

“If someone is looking to set up their own 
platform on the insurance side or they are 
an investor looking to do due diligence on 
an ILS manager, we are happy to have that 
initial conversation and advise them on the 
best structure to meet their needs. When 
they decide to move forward, we have an 
affiliate that can incorporate the company, 
and provide an independent director. We can 
handle all the regulatory and licensing filings 
with the BMA on the fund and insurance 
side, as needed, as well as act as a BSX 
listing sponsor. 

“We are very supportive of the BSX and 
are always looking to bring more issuances 
to the exchange. To the extent we know an 
ILS vehicle is coming through the pipeline, 
the BMA is happy to sit down and have an 
initial conversation and flag any potential 
concerns early on. I think that process works 
well; it’s a very joined up, collaborative 
approach.

“There is a sense of optimism that 2019 
will be a growth year and that other re/
insurance classes are prime candidates for 
ILS,” concludes Demerling. n

the timing of getting their money out, 
although there is a secondary market.”

In recent years, the ILS space has 
become more mainstream in institutional 
allocations as investors have become more 
comfortable with the asset class. Still, 
the amount that investors are allocating 
is relatively small in relation to their total 
assets, and typically tends to only be 2 to 5 
per cent of total allocations made according 
to Demerling. As trust further builds and as 
other insurance lines are supported by ILS, 
however, one might see those allocation 
levels tick up slightly. 

As someone recently said at an industry 
event hosted by Artemis, collateralised 
reinsurance works “exactly as designed and 
advertised”. 

“The property catastrophe market has 
suffered a 1 in 100 years loss event two 
years in a row and ILS reinsurance was 
there to pay out in a timely fashion both 
years,” remarks Demerling. “It’s not just 
about returns, it’s also about providing 
protection, and in that sense the ILS market 
has performed very well and demonstrated 
its fitness for purpose. It’s been battle-tested 
and has shown its durability and reliability.”

www.hedgeweek.com
http://www.artemis.bm/ils-fund-managers/
http://www.artemis.bm/ils-fund-managers/


The BSX is a full member of the World Federation of Exchanges.
Bermuda is a British Overseas Dependent Territory and is 

part of the UK for the purpose of OECD membership.

UniqUely  
Positioned

BERMUDA

The BSX is internationally 
recognised as an attractive 
venue for the listing of: 

 Hedge Funds
 Investment Fund Structures 
 Equities 
 Fixed Income Structures
 Derivative Warrants
 Insurance Linked Securities

Established in 1971, the Bermuda Stock 
Exchange is the most widely recognised, 
offshore securities market platform.

22 Church Street
Hamilton, HM 11 
Bermuda 
Tel:  1.441.292.7212
Fax: 1.441.296.1875

web: www.bsx.com 
e-mail: info@bsx.com



BERMUDA FUND SERVICES Hedgeweek Special Report Mar 2019 www.hedgeweek.com | 18

Bermuda Stock Exchange 
plays key role in growing 

domestic economy
Q&A with Greg Wojciechowski

How would you summarise 2018 from 
a business growth perspective for BSX?
In general, 2018 was a solid year which 
saw the Exchange solidify its position as 
the global stock exchange of choice for the 
listing of Insurance Linked Securities. 

For six years in a row, the BSX has 
maintained leading market share of the 
global ILS market. In addition to the number 
of listed securities growing, we also saw 
the jurisdiction of domicile of the vehicles 
expand. For example, ILS deals originating 
out of Europe and the UK. 

New ILS listings totalled 125 securities 
with a nominal value of USD11.23 billion. At 
year-end, the total number of ILS securities 
listed stood at 302 securities with a total 
nominal value of USD30.92 billion. At 
year-end, there were a total of 988 listed 
securities compared to 867 in 2017.

In addition to the number of listed 
securities growing, we also saw the 
jurisdiction of domicile of the vehicles 
expand. For example, ILS deals originating 
out of Europe and the UK. 

International debt listings grew to 201 
securities in 2018, up 20 per cent from 
167 the previous year with their nominal 
value growing USD4.6 billion to USD7.0 
billion. In respect of international debt, it 
is clear the market is supportive of listing 
venue alternatives and the BSX’s value and 
substance is clearly catching the attention 
of international debt issuers who have found 
the BSX to be a commercially compelling 
alternative to the usual “go to” listing 
platforms. 

Given the BSX is committed to supporting 
the continued development of Bermuda’s 

domestic capital market, we continued 
to enhance our programmes of investor 
education and awareness to engage more 
Bermudian investors. Also, as with any fully 
functioning stock exchange, we provide 
key market and regulatory support to our 
domestic issuers undertaking corporate 
developments and transactions.

What role do exchanges play in their 
respective jurisdictions and how do they 
benefit the local economy?
This is a fantastic question and one that is 
near and dear to all Exchange members of 
the World Federation of Exchanges (WFE). 
In fact it is a topic that we regularly discuss 
in that how exchanges message into their 
markets so that regulators, politicians and 
stakeholders understand the value that 
exchanges have in relation to the “real 
economy”.

Exchanges help support and encourage 
the lifeblood of a country’s economy; that is, 
capital flowing from savers via investments 
into companies to build or enhance their 
businesses or products that service the 
public. This is the engine of growth.

In that regard, the BSX plays an important 
role in Bermuda’s domestic economy and is 
always looking at ways to help accelerate its 
development.

In the national Bermuda Securities 
Depository (BSD), operated by the BSX, we 
manage more than 5,000 active accounts 
with dematerialised stock positions nearing 
almost USD1 billion. Importantly, the BSX 
has also supported Bermudian companies 
in raising over USD1.5 billion. This is a solid 
metric for a small jurisdiction.

Greg Wojciechowski, 
President and Chief Executive 
Officer, Bermuda Stock 
Exchange

BERMUDA STOCK EXCHANGE
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global difference to accelerate the world’s 
insurance protection gap.

From our vantage point, we see the 
demand for ILS vehicles growing. The 
capital markets have become very aware 
of this asset class and are intrigued by 
ILS securities limited correlation to the 
performance of the broader capital markets. 
There is stable demand for the product, thus 
signalling a challenge for those that originate 
ILS vehicles.

We are delighted that structures that 
have been domiciled in other jurisdictions 
such as Ireland, the Cayman Islands and 
the UK are joining the critical mass of BSX 
listed issuers.

Speaking of ESG investing, how does 
BSX think about this important trend?
As a full member and Board Director of the 
World Federation of Exchanges, the BSX is 
committed to the global ESG effort. One of 
the WFE’s priorities for 2019 is the continued 
support and expansion of the conversation 
around ESG-compliant securities and 
investing.

Bermuda is very active in the ESG space 
today and our domestically based companies 
have become more socially responsible. It 
has been aptly suggested that ILS as an 
asset class has been recognised as being 
an ESG compliant investment. Our goal is to 
ensure that the BSX and Bermuda is in an 
excellent position to join the global dialogue 
and support of ESG entities and socially 
responsible investing. 

We will be communicating more about our 
ESG initiatives in the near future. n

BSX has, over the years, enabled 
Bermuda to become a centre of 
excellence for the ILS market. How proud 
are you of the role it has played, and 
what further enhancements do you hope 
to introduce, as President and CEO?
Proud and humbled are the two words that I 
would use to describe the BSX’s involvement 
in Bermuda becoming a centre of excellence 
for the creation, support and listing of global 
ILS structures.

Bermuda enjoys a unique position in 
being able to respond quickly to trends 
in the markets we service. Bermuda’s 
innovative and entrepreneurial spirit is built 
on a rock-solid commercial and regulatory 
infrastructure. These elements provided 
a bedrock foundation on which our key 
industry segments could begin, flourish 
and evolve.

ILS was one of those evolutionary 
developments. Bermuda was the natural 
home for the development of ILS given the 
island’s strength and depth in the global 
reinsurance industry and expertise in 
property catastrophe risk. Bermuda is known 
as the World’s Risk Capital.

ILS provided a very specific opportunity for 
the BSX as from the outset ILS development 
was deemed as “Convergence”. From a BSX 
perspective we saw convergence as two 
market segments flowing toward and in a 
mutual direction, those being the insurance/
reinsurance and capital markets.

This convergence was an excellent 
opportunity for the BSX to play a role in 
supporting these two key and important 
industries that relied on Bermuda’s rock-solid 
financial services platform.

In terms of enhancements, Bermuda and 
more specifically the BSX, will continue to 
develop its relationship with the global ILS 
market and provide our core services when 
needed. Our focus is on helping drive the 
development of the secondary market in 
ILS vehicles and the BSX is firmly placed 
to leverage its operating and regulatory 
framework in support.

 How would you characterise demand 
for new ILS listings? 
We are enthused by developments in the 
ILS space. The ILS space coupled with ESG 
investing has a real opportunity to make a 

BERMUDA STOCK EXCHANGE
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Insights on Bermuda’s 
Economic Substance 

Act 2018
Interview with James Dockeray

On 17th December 2018, Bermuda formally 
introduced the Economic Substance Act 
2018, the measures therein becoming 
applicable with effect from 1st January, 2019. 
Its genesis resulted from Bermuda being 
placed on the EU’s grey list of jurisdictions 
due to concerns over fair taxation (and 
other factors), and which led to the Code of 
Conduct Group (‘COCG’) declaring Bermuda 
a ‘Criterion 2.2’ jurisdiction, along with other 
jurisdictions including the Cayman Islands, 
British Virgin Islands, Jersey, Guernsey and 
the Isle of Man.

To demonstrate its commitment to tax 
transparency, Bermuda’s government 
addressed the concerns raised by the COCG 
and moved swiftly to introduce the Economic 
Substance Act. This will impact all Bermuda-
resident entities, from local and overseas 
companies to limited liability companies and 
partnerships that are deemed to engage in 
‘relevant activities’.

These 10 activities include: banking, 
insurance, fund management, financing, 
leasing, headquarters, shipping, distribution 
& service centres, intellectual property and 
holding entities. 

“We already have the Bermuda 
Companies Act which sets out the legal and 
regulatory requirements of what is required 
for companies to be set up on the island, 
and that remains unchanged,” comments 
James Dockeray, Tax Partner, Deloitte.

“Regulated entities that have been 
operating under the pre-existing regulatory 
environment, before the ESA was introduced, 
should be largely unaffected. That is 
because in the Banking and Insurance 
Act, there is already contained within it 
the concept of the ‘home office’; i.e. to be 
regulated in Bermuda, it already had to 

demonstrate substance including oversight 
and management on the island.”

Insurance groups already have economic 
substance, as a result, with adequate 
numbers of employees working in Bermuda. 
Funds that are registered and regulated by 
the BMA are a slight anomaly in the sense 
that the fund manager is likely to sit in 
London or New York. 

Where the ESA is likely to have the 
biggest impact is on what were previously 
non-regulated entities such as those 
operating in intellectual property, shipping, 
financing or leasing. 

“There may be a requirement to perform 
more economic activity on the island for 
those who operate in those industries,” 
says Dockeray. “With respect to Funds, the 
Fund will have to determine if indeed it does 
fall into one of the 10 relevant activities. 
Although fund management is a relevant 
activity that doesn’t necessarily include the 
fund structure if domiciled in Bermuda. If the 
answer to the question of having a relevant 
activity is ‘No’ then nothing more substantial 
needs to be done.

“If the answer is ‘Yes’, one has to 
consider the concept of ‘core income 
generating activities’ (CIGA) with respect to 
the relevant activity. The whole point of the 
ESA is to manage and control those entities 
and have substance around the CIGA in 
Bermuda. This will mean different things for 
different entities. It may be enough to hold 
robust board level meetings on island, or 
another entity may need more substantial 
day-to-day operations.

“Economic substance exists in most 
any country. If you’re setting up an entity 
in France or Luxembourg and you’re going 
to claim tax treaty benefits, you need to 

James Dockeray, Tax Partner, 
Deloitte
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“There will be some economic inflows 
but also some economic outflows. The 
reality is the government doesn’t know what 
the net effect will be. They’ve done some 
economic studies but in a year from now 
we’ll know better.”

In terms of infrastructure, Bermuda is 21 
square miles. It stands to reason that with 
Bermuda-based entities now expected to 
meet the economic substance requirements, 
at some point a ceiling will be reached 
in terms of office capacity. Currently, the 
number of work permits remain some way 
below the high-water mark of 2010. As 
such, Bermuda still has plenty of additional 
capacity before it reaches and exceeds 2010 
employee levels. 

Dockeray refers to two other key points 
in relation to the ESA, relating to work 
permits and payroll tax. Recognising that the 
work permit process and immigration is an 
important issue, Bermuda’s government has 
done a couple of things to open the door 
and make things easier. 

“Firstly, there will be some payroll tax 
concessions for companies creating new 
jobs, not unlike you would find in any 
jurisdiction focused on creating employment 
opportunities. And secondly, for certain 
exempt companies, up to five work permits 
will be processed automatically (with the 
ability to add more at a later date). It’ll make 
things a bit more streamlined and efficient,” 
comments Dockeray. 

To conclude, the introduction of the ESA is 
the latest in a long line of commitments that 
Bermuda has made over the years to uphold 
a robust and tax transparent regime. 

Bermuda has a long history of working 
with the OECD and other organisations 
to be leader in tax transparency including 
previously co-chairing a tax sub-committee 
at the OECD level. IT signed up to, and was 
among the first wave of countries adopting 
country-by-country reporting, Common 
Reporting Standard (CRS) and FATCA. 

“In a recent meeting, Angel Gurria, 
Secretary General of the OECD, gave a 
speech, during which he made a point 
of saying what a great partner Bermuda 
was and that it was leading the charge on 
global tax transparency. That’s important. It 
reinforces the reputation of the jurisdiction,” 
concludes Dockeray. n

demonstrate substance in those countries. 
This is not something new and it will 
become more of a global focus in the near 
future,” outlines Dockeray.

Bermuda doesn’t have a double taxation 
treaty network, although it shares tax 
information with over 100 countries using 
TIEAs (tax information exchange agreements) 
and a network of multilateral automatic 
exchange of information agreements. 
Regulations such as the ESA and BEPS (Base 
Erosion and Profit Shifting) are designed 
partially to solidify the business functions 
in offshore jurisdictions and as Dockeray 
says, “I’m bullish that this is an opportunity 
for Bermuda to pull more jobs and more 
economic activity back to the island”. 

“A lot of companies across a variety of 
industry sectors have long operated out of 
Bermuda,” says Dockeray, “although some 
will need to beef up their local footprint.

“Any increase in economic activity, 
whether it’s more board meetings, hiring 
people locally, renting large office space, 
is a good thing for Bermuda. On the flip 
side, however, I think you might see some 
companies not wishing to spread themselves 
too thin, especially if they have to meet 
substance requirements in places like 
Ireland, the UK, Luxembourg, etc. 
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Bermuda funds in a 
digital age

By Matthew Ebbs Brewer, Sally Penrose & Alexis Haynes

As interest continues to be shown to the 
growing digital asset industry, attention is 
being given to the concept of tokenising 
investments in mutual funds. In 2018, 
Bermuda implemented a specific legislative 
regime to regulate activities involving digital 
assets and has well-established investment 
funds legislation. This article considers how 
these two frameworks can work together so 
that those looking to launch regulated fund 
products involving digital assets are able to 
do so from Bermuda.

Initial Coin Offerings (ICOs)
ICOs made from Bermuda are regulated 
under the Companies Act 1981 (CA) and 
the Limited Liabilities Act 2016 (LLC Act, 
together with the CA, ICO Legislation). The 
ICO Legislation became operative on 9 July 
2018 and strikes a balance between market 
integrity and consumer protection. From 
a broad prospective, the ICO legislation, 
in many ways, mirrors the requirements 
established for an IPO of shares in Bermuda, 
including the fact that it only seeks to 
regulate offerings extended to the general 
public. The ICO Legislation therefore 
regulates persons who are interested in 
creating, promoting, investing in and using 
ICOs and digital assets as well as those 
seeking to raise capital through initial coin 
offerings; it does not regulate persons or 
companies who are concerned solely with 
private sales or whose ordinary business 
involves the acquisition, disposal or holding 
of digital assets.

Under the ICO legislation, an ICO requires 
consent from the Minister of Finance 
(Minister). Accordingly, only companies 
registered under the CA and LLC Act which 
have such ministerial consent are permitted 
to issue ICOs in or from within Bermuda. 

After a company obtains consent, it must 

publish an ICO offer document in electronic 
form that complies with the ICO Legislation 
and, in many cases, file a copy with 
Bermuda’s Registrar of Companies. 

Once the ICO is launched, the company 
must maintain and provide an electronic 
facility such that relevant parties to the ICO 
have an opportunity to assess and enquire 
more about the ICO. A statutory “cooling off” 
period also applies.

Tokenised funds
Tokenised funds in Bermuda are funds 
where the investor’s interest is represented 
by a cryptographic token, as opposed to 
shares or other interests or units offered to 
investors in a more traditional fund structure. 
A tokenised fund can be a completely 
separate investment vehicle or it may 
constitute an ICO, in which case the ICO 
Legislation requirements must be complied 
with in addition to that which follows. 

The Investment Funds Act 2006 (IFA) 
governs the exclusion, exemption and 
authorisation of investment funds (including 
tokenised funds) and contains certain 
requirements for the formation of investment 
funds, their operation and the offering of 
shares, units or interests of investment funds. 
Investment funds are prohibited from being 
operated in or from Bermuda unless they are 
authorised or exempted under the IFA. 

For a fund to be within scope of the 
IFA and therefore regulated in Bermuda 
the arrangement must be such that (i) the 
persons who are to participate (Participants) 
do not have day-to-day control over the 
management of the property (whether or not 
they have the right to be consulted or to give 
directions); (ii) the Participants are entitled 
to have their units redeemed in accordance 
with the fund’s constitution and prospectus 
at a price determined in accordance with 

Matthew Ebbs Brewer, 
Partner, Appleby Global

Sally Penrose, Partner, 
Appleby Global

Alexis Haynes, Associate, 
Appleby Global

www.hedgeweek.com


BERMUDA FUND SERVICES Hedgeweek Special Report Mar 2019 www.hedgeweek.com | 25

APPLEBY  GLOBAL

AML/ATF requirements. Key components of 
an AML/ATF programme include conducting 
a business risk assessment, implementing 
customer due diligence (CDD) measures 
corresponding to the customer’s risk rating, 
employee training and reporting suspicious 
activities. 

In order to comply with Bermuda’s AML/
ATF legal framework, any tokenised fund 
is required to adopt and maintain a robust 
and compliant AML/ATF programme, and 
to provide reliable evidence to verify their 
participants source of funds in addition to 
CDD on its participants. Subject to certain 
conditions, the fund may delegate its AML/
ATF procedures (including obtaining CDD) to 
its administrator (or other appropriate service 
provider). However, the fund retains ultimate 
responsibility for ensuring that AML/ATF 
procedures and law are being adhered to. n

such constitution and prospectus; and (iii) 
must have one or both of the following 
characteristics: (a) the contributions of the 
Participants and the profits or income out 
of which payments are to be made to them 
are pooled; (b) the property is managed as 
a whole by or on behalf of the operator of 
the fund. Since a ‘unit’ means the rights 
or interests (however described) of the 
Participants in a fund, this is how “tokens” 
issued by a fund have the potential to be 
regulated under the IFA. 

In practice, whether a tokenised fund 
would be regulated in Bermuda, is likely 
to turn upon whether the tokens are 
redeemable at the option of the Participant. 
This is usually informally expressed as 
whether a fund is “open ended” (where such 
tokens are) or “closed ended” (where such 
tokens are not).

Under the IFA, investment funds are 
divided into authorised funds, professional 
funds and private funds. Authorised funds 
must apply to the Bermuda Monetary 
Authority (BMA) to be authorised and 
operate in Bermuda and must satisfy various 
statutory requirements depending upon their 
classification. Professional funds and private 
funds are regulated with a lighter touch 
and may be particularly well suited to more 
experienced and sophisticated investors.

Whether a company launches an ICO or 
operates a Tokenised Funds, the company 
must in also consider whether it or an 
affiliate will be carrying on digital asset 
business. For example, in the context of a 
fund, this could be the fund itself or a related 
entity serving as its investment manager. 
After such analysis, it may be that a licence 
is also required under the Digital Asset 
Business Act 2018 to carry on such activities. 

Regulatory considerations
When considering launching a tokenised 
fund, care must be taken to ensure 
compliance with any resulting regulatory 
obligations. Bermuda’s AML/ATF regime 
prioritises regulatory certainty, investor 
confidence and compliance with international 
standards for Know Your Customer (KYC) 
and anti-money laundering/anti-terrorist 
financing (AML/ATF) regulations. Companies 
conducting an ICO are required to establish 
procedures to comply with the Bermuda 
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Commitments to Private Equity (‘PE’) are 
breaking records, as investors seek better 
returns. At a time when the global hedge 
funds industry has seen record recent net 
outflows, some of hedge funds managers, 
who are riding this new wave, are choosing 
to launch hybrid PE-style funds, to tap into 
investor demand. 

However, the ones who go down this path 
should be mindful of numerous operational 
traits, when morphing from an open-ended to 
a closed-ended fund structure. 

Scott Burns, Senior Vice President 
of Horseshoe Group, a leading fund administrator 
specialised in alternative Investments comments: “We 
provide fund administration solutions to both PE and 
Hedge Fund managers. Working closely with our clients 
enables us to have a good perspective on current market 
trend and the challenges faced by hedge fund managers 
as they reposition into PE and hybrid products, to take 
advantage of a more permanent funding model.

“Investors continue to increase their allocation to PE, 
at the expense of hedge funds and such investment 
behaviour is driving hedge fund managers to revisit 
their current business model and switch from monthly 
performance reporting and pricing, to a domain of longer 
term valuation practice. It is also worth noting that PE 
Investors demand and expect greater transparency 
around reporting and they are less focused on monthly 
valuation/pricing.”

Therefore, hedge fund managers transitioning to PE 
style fund structures require a shift in mindset and an 
acknowledgement that establishing best practices, from 
documentation management to investor reporting and 
valuation policies, are crucial at the outset. 

“Investors in PE funds demand more detailed reporting 
than investors in hedge fund structures. The PE industry 
has been moving toward the Institutional Limited Partners 
Association (ILPA) standard of reporting over the last few 
years and we are seeing more players embracing this 
reporting standard,” says Burns. 

This enhanced reporting regime, requires dedicated 

PE systems and rigorous procedures and 
for this reason, Horseshoe Group has 
made significant investments in system and 
qualified personnel, to deliver first-class 
reporting to its clients.

In addition to a more robust and 
transparent reporting world, one of the most 
significant difference between the PE and 
hedge fund structure is the mechanics of 
the performance fee. Unlike a hedge fund 
performance fee, the PE waterfall carry 
structure creates a back-ended fee flow that 
often requires several years before payments 

are received by the manager. 
This fee flow timing will impact the cash flow 

management approach, as well as reporting procedures. 
“Another operational area that hedge fund managers 

might not be familiar with relates to capital calls and 
distributions. Subscription money stays in open-ended 
funds until the investor redeems whereas with a PE fund, 
the manager often does periodic, quarterly capital calls. 

“This means they are regularly managing cash flow 
for investments and expenses and when they get to 
the harvesting side of the investment cycle they have 
to pivot to capital distributions. This process often 
involves complex waterfall calculations that often require 
a completely different model than performance fees 
calculated by hedge fund managers.”

Burns thinks this might create some friction as hedge 
fund managers’ transition into PE funds. Launching a 
fund first and then attempting to put the right operational 
infrastructure in place, when things start to get 
complicated, will likely lead to irregularities and a poor 
investor experience. 

Commitment to best industry practices in reporting, 
valuation, investor communication and technology is the 
only way forward in Burns’ view. 

“Horseshoe can step in and assist any manager 
looking to launch their first PE fund(s). From consultation, 
fund structuring, valuation documentation best practice, 
financial reporting and carry waterfall model creation,” 
concludes Burns. n
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Bermuda sets balanced 
regulatory tone

Interview with Sherman Taylor

Bermuda has a long history of commitment 
to upholding compliance with international 
best practices, while understanding and 
recognising the need for continuous 
improvement and management of the various 
stakeholders of the jurisdiction. 

Bermuda has prudently taken strides 
to adapt, augment and reinforce its solid 
regulatory and legal environment with 
continuous sensible oversight that continues 
to position the jurisdiction as a leader 
among its peers. Insurers, investors, service 
providers and other business interests 
continue to react favourably to the thoughtful, yet 
purposeful way that the island has moved forward with 
more recent innovations such as fintech. 

“Bermuda is consistently at the forefront of best 
practices,” comments Sherman Taylor, Associate 
Director, Estera, one of Bermuda’s leading independent 
providers of corporate, fiduciary, fund administration and 
trust services. 

“The jurisdiction has taken a pragmatic approach to 
creating and implementing the appropriate legislation and 
systems. People doing business with Bermudian entities 
can be reasonably assured that the highest international 
standard of best practices are being observed 
and applied.”

Bermuda has long had a sophisticated governance 
and compliance legislative and regulatory regime. Take, 
for example, the Proceeds of Crime and Anti-Money 
Laundering and Anti-Terrorism legislation is the well 
developed bench mark of its AML/ATF regime, which 
has prudently been amended over the years, in lockstep 
with international models and expectations. Bermuda 
also has data protection laws that have been developed 
to provide a sophisticated and safe arena for the 
repository for PII. 

“Bermuda strives for the gold standard when it comes 
to tax transparency, and has an extensive tax treaty 
network with well over a hundred treaties in place,” 
says Taylor.

The ILS asset class is an excellent example of how 
Bermuda’s prudent regulatory practices, combined with 

its balanced, practical application of rules, 
continue to accommodate and encourage 
innovation, produce correlated and 
uncorrelated growth in a sector and generate 
investor confidence. 

New technology is increasingly being 
incorporated into the administration of 
funds, insurance vehicles and other relevant 
industries. If one looks at the recent 
development of fintech and other related 
business lines, Bermuda has acknowledged 
and is looking to harness the relatively 
new concept of “insurtech”. Insurtech 

combines conventional insurance with new technology 
to customise insurance coverage, policies and premiums 
by using data derived from technology like GPS and 
social media. 

As a major insurance / reinsurance hub and the 
leading global centre for Insurance Linked Securities 
(ILS), the relevance of insurtech and similar technological 
advances is fully recognised by Bermuda’s lawmakers, 
regulators and services providers. There is a fair amount 
of excitement among the island’s service providers in 
relation to technology and the future, Time will tell to 
what extent fintech will be incorporated into the business 
models in Bermuda. 

Investment funds, insurance companies and other 
finance entities are already starting to embrace available 
technology, and it is also conceivable that the use of 
such technology will become less of an option, and more 
of a necessity in time. 

Bermuda’s reputation for regulatory excellence 
makes it an attractive place to do business. The 
jurisdiction is capable of meeting any new challenges 
of 2019 and beyond. Staying on its current course 
should keep Bermuda firmly on the right path to 
continued success. 

“Bermuda has the right formula, and the successes 
of the past could be replicated with fintech in time,” 
concludes Taylor. “Choice of jurisdiction is an important 
factor and Bermuda certainly has a lot to offer with 
regards to compliance, regulation and facilitating 
innovation.” n
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