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beginning of last year to USD171.19bn at year-
end. The total number of funds fell by 12 
per cent during the year to 1,133 in the final 
quarter of 2008, compared with 1,286 funds 
at the end of third quarter. The first quarter 
of this year saw continued redemptions, the 
winding up of some funds and decreased 
fund portfolios, as a result of adverse global 
market conditions

Some Bermuda-registered funds have 
had to restructure due to the compounding 
impact of global market meltdown, fund-
losses and investor-redemptions since last 
summer. A few even had their assets tied 
up in massive investment frauds. Fairfield 
Greenwich Group’s embattled feeder fund, 
called Fairfield Sentry, invested USD6.9bn 
with Bernard Madoff’s investment firm, 

Never mind the noise in the US, UK, and 
Europe about offshore jurisdictions and the 
economic turmoil, Bermuda continues to 
seek and unearth business opportunities.

The British territory, located in the 
North Atlantic Ocean, is looking to capture 
whatever it can of the slimmed-down ranks 
of fund startups. Bermuda International 
Business Association, better known as 
BIBA, is campaigning actively on the global 
conference circuit, and, according to local 
market participants, the financial tsunami has 
not impacted the overall economy, although 
it has had an impact on locally-domiciled 
funds, similar to the experience in other 
funds jurisdictions.

The NAV of Bermuda-domiciled funds 
fell 31 per cent from USD249.17bn at the 

Global tax hikes 
strengthen the hand 
of stable jurisdiction

By Suchita nayar
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Bernard L Madoff Investment Securities, via 
multiple offshore affiliates including one in 
Bermuda. 

Separately, Ark Royal Asset Management 
has decided to close down partially due to 
its exposure to Petters Group Worldwide 
of Minnetonka, Minnesota. Led by Steven 
Vestbirk, the asset-based lending manager 
ran some USD250m in its main fund. Federal 
authorities have accused Petters Group’s 
founder, Thomas Petters, of orchestrating a 
massive Ponzi scheme, a charge he denies. 
Petters is now behind bars. 

Fund-related litigation has also surfaced. 
Packcentral Global Hub, the Bermuda hedge 
fund of billionaire Ross Perot’s family, was 
named in a complaint concerning alleged 
portfolio mismanagement. Also, the Supreme 
Court of Bermuda oversaw proceedings 
of a petition to wind down Stewardship 
Investment’s Stewardship Credit Arbitrage 
Fund partially due to its investment in Petters.

However, the above cases are 
exceptions and the ranks of funds shutting 
down altogether remain thin, say market 
participants. Thanks to the flexible framework 
provided by Bermuda fund legislation and 
the efficiency of the Bermuda Monetary 
Authority, Bermuda funds were able to 
act swiftly and effectively in response to 
unprecedented markets conditions of roughly 
the last six months, says Alex Erskine, the 
global head of law firm Appleby’s funds 

and investment services practice. Some 
funds have been restructured with the 
goal of limiting or altogether suspending 
redemptions and segregating problematic 
assets. 

Says Erskine: “The BMA came out 
with tremendous willingness and speed 
to respond in instances where material 
amendments had to be made to a fund’s 
documentation. It’s been encouraging to 
note that we’ve withstood what has been a 
tumultuous environment for both investors 
and operators of funds.” 

Indeed, it’s difficult to ignore BMA’s 
risk-based approach that comprises: An 
initial vetting of both the fund offering 
documentation and its key people; reporting 
requirements for all authorised funds, 
comprising consistent statistical reporting to 
the BMA; separation of fund administration, 
custody and auditing roles; and triggers that 
allow the BMA to step in quickly at the first 
signs of concern.

Funds do not require Bermuda-based 
directors or auditors, which some view as an 
added advantage in today’s cost-conscious 
environment. Larger houses typically register 
their funds in multiple jurisdictions but 
have them audited in one location, thereby 
generating economies of scale. 

Still, some changes may occur. The BMA 
says it is embarking on a “fundamental 
analysis” of its funds regime following recent 
regulatory developments on the global front. 
It will conduct the review with other offshore 
centres under the auspices of the Offshore 
Group of Banking Supervisors, a 16-member 
body set up in 1980 at the suggestion of 
the Basel Committee. BMA’s goal is that its 
work eventually ties in with the efforts of 
the International Organization of Securities 
Commissioners, the standard-setters for the 
global securities industry.

“In Bermuda, we have a risk-based 
approach to regulation which we feel is 
effective and appropriate. Greater regulation, 
oversight and scrutiny will be part of the new 
global environment. Bermuda has and will 
continue to enhance its regulatory regime in 
order to align with global standards as and 
when needed. It is important, however, that 
a balance is struck so that any proposed 
changes don’t stifle the entrepreneurial spirit 
that helped grow the hedge fund industry,”  7

Alex Erskine, the global head 
of law firm Appleby’s funds 
and investment services 
practice



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 Hedgeweek Special Report May 2009 www.hedgeweek.com | 6

BeRMuda StoCk exCHange

Well prepared for 
market expansion

By greg wojciechowski
Bermuda has weathered the global capital 
markets storm well, thanks to the vigilance of 
its government and regulators. Its regulatory 
infrastructure continues to develop in concert 
with international standards, making it a 
jurisdiction that is well prepared to withstand 
the difficult challenges currently being 
experienced around the globe as a result of 
this extended market dislocation. 

One thing is certain: Bermuda is going 
to do whatever it takes to ensure to the 
best of its ability that the interests of 
businesses operating in and from its shores 
are protected from systemic pressures. In 
my mind, this is the best form of customer 
service a country and its regulatory 
framework can provide to its clients and 
others who depend on its services. 

Historically, Bermuda was seen as a 
captive insurance jurisdiction. However, over 
the last 15 years, Bermuda has evolved to 
become a global leader in reinsurance and 
now supplies 40% of the US and European 
market property catastrophe reinsurance 
coverage. Bermudan reinsurers rank 13 out 
of the top 40 in the Standard and Poor’s 
rankings and 15 out of the top 35 AM Best 
reinsurance firm rankings. At the end of 2006 
(the most recent tally available), the Bermuda 
Monetary Authority reported over 1,400 
insurance and reinsurance companies on its 
register, with over USD100bn in assets. Over 
time, real estate firms and fund managers 
have joined the expanding roster of financial 
services companies that operate here. 

The mainstays of Bermuda’s strength as 
a leader in the offshore financial services 
industry can easily be traced to the 
jurisdiction’s longevity in the business. As 
one of the early pioneers in the offshore 
financial services business, Bermuda has 
developed a commercially sensible level of 
regulation based upon years of experience, 
and has created products to meet the needs 

of its sophisticated client base. Bermuda’s 
experience has produced a deep and 
knowledgeable infrastructure of service 
providers including global fund administrators, 
attorneys, banks, auditors and the Bermuda 
Stock Exchange. It has continued to evolve 
in order to meet the requirements of its 
sophisticated and selective client base. 

Take the recent example of the “Launch 
‘n’ List” product, the result of collaboration 
between the Bermuda Monetary Authority, 
Bermuda International Business Association 
and Bermuda Stock Exchange. It was 
created to combat rising frustration among 
practitioners over the lengthy process to 
establish, domicile and list in Bermuda. 
Launch ‘n’ List eliminated duplication in the 
process, thereby reducing the amount of time 
required to bring a security to the market. 

Such innovation has fuelled the 
development and success of the Bermuda 
Stock Exchange, originally established in 
1971. Its goal is to balance issuers’ need 
for speed and investors’ safeguards and 
timely information that will enable them to 
make informed investment decisions based 
on the value, risk and merit of the listed 
securities. It has over 650 listed issuers, of 
which over 300 are hedge funds or have 
hedge fund attributes, with a combined 
market capitalisation of nearly USD200bn. 
It has seen interest rising in listing of fixed 
income products and derivative warrants. 
Additionally, it trades and settles stock and 
cash transactions daily through its electronic 
trading, settlement and depository systems. 

Bermuda’s robust regulatory setup, 
coupled with its strategic geographical 
location and internationally recognised 
electronic stock exchange platform, places 
the Bermuda Stock Exchange in a very 
exciting position to take advantage of rapidly 
changing and expanding global capital 
market opportunities. n

Greg Wojciechowski, 
President & Chief Executive 
Officer, Bermuda Stock 
Exchange
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says Chad Critchley, partner, Ernst & Young. 
BMA chief executive Matthew Elderfield 

says, “As with all enhancements to 
its regimes, any adjustments made to 
Bermuda’s funds framework will be carefully 
implemented to ensure it remains consistent 
with international standards, and at the 
same time is appropriate to the nature of the 
Bermuda market.” 

However, the island came up short on the 
Organisation of Economic Cooperation and 
Development’s view of offshore jurisdictions. 
The Paris group put Bermuda on its “gray 
list,” a notch below its highest grade. It 
divides 84 countries into three categories 
based on their adherence to international tax 
reporting standards. Other popular offshore 
jurisdictions including Cayman Islands were 
also on this tally. 

“It’s disappointing that the OECD has 
apparently not taken into account Bermuda’s 
long-standing commitment to OECD 
information sharing standards on tax matters, 
and its cooperative participation in relation 
to establishing tax information exchange 
agreements with key jurisdictions,” says 
Elderfield. 

It is understood that the Bermuda 
government is attempting to obtain the 
additional bilateral agreements it requires to 
advance. Notes Elderfield: “Such agreements 
support Bermuda’s position as a leading 
financial jurisdiction and the overall stability 
of our markets, complementing the effective 
regulatory environment that exists here.” 
Locals say shortage of staff at Bermuda’s 
Treasury unit may have been mainly 
responsible for the agreement-shortfall.

In contrast, the US Department of State’s 
International Narcotic Control Strategy Report 
ranked Bermuda in the lowest risk category 
for money laundering and terrorist financing 
in its latest survey. Industry participants view 
this as a validation of their robust policies. 

“Bermuda, which over time has 
established a reputation for being a quality 
jurisdiction, has been focused on regulations 
and money laundering long before it 
became critical,” says Cheryl Packwood, 
chief executive of BIBA. BIBA is slated 
to attend events scheduled in New York, 
London, Singapore, Monaco, Hong Kong 
and Toronto to educate prospective clients 
about Bermuda’s financial services sector, 

the largest sector of its economy (followed 
by tourism). Additionally, the group, which 
interfaces with the government and has over 
120 members, is revamping its website to 
make information more accessible. 

Leaders of the G20 industrialised and 
developing nations, meanwhile, took a hard 
line last month against offshore jurisdictions. 
That has irked Bermudans. Separately, the 
European Commission called for tighter 
oversight of offshore centres used by 
European managers to register their funds. 
Says one market participant: “The islands 
in general have become an easy football 
for authorities to kick around. It’s politically 
convenient to say offshore jurisdictions are 
bad whereas it’s the big financial onshore 
centres that have faced problems in the 
latest crisis.”

The words emerged from the G20 summit 
were unsettling for the asset management 
business in Bermuda, says Bob Richards of 
Bermuda Asset Management, a 21-year-old 
equities outfit. “It remains to be seen whether 

4 
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anything will come out of this or this was 
merely a case of empty words being bandied 
around by politicians,” adds Richards. 

In terms of the overall market sentiment, 
things have stabilised considerably since last 
year, when following the collapse of Lehman 
Brothers, the credit crisis and redemption 
frenzy obliterated performance and 
valuation of hedge funds around the globe. 
Notes Appleby’s Erskine: “We’re seeing a 
perceptible decline in the level of panic in 
the marketplace. Funds that have survived 
have seen the worst. Those hedge funds 
that have managed to retain their capital 
base will see pragmatic expansion.” 

Erskine expects the availability of fresh 
capital to eventually drive the creation of 
new products and services. For instance, 
the market for distressed assets is buoyant 
and already a number of fund managers 
and service providers have made enquiries. 
Proposed tax hikes in the UK and US, 
coupled with increased importance of 
offshore-based “mind and management,” 
could drive more investment management 
firms to Bermuda. 

Bermuda offers “benign but credible 
regulations,” pragmatic capital requirements 
resulting in lower operational costs, depth 
of professional funds-related services, and 
convenience resulting from its geographic 
proximity with the US, says Erskine. 

Some London managers are already 
threatening to exit from the city to avoid its 
proposed tax hikes. The US, meanwhile, is 
also looking to more than double its tax rate 
for hedge funds and private equity. 

Scott Watson-Brown, a partner at 
PricewaterhouseCoopers’ Bermuda-based 
investment management practice, says 
the alternatives industry will have to adapt 
quickly to future changes in order to retain 
their efficiency and effectiveness. Managers 
have begun addressing changes by adjusting 
their fees, fund structure and key operating 
terms in an effort to both retain and attract 
new assets. “We expect the traditional 2 and 
20 fee arrangement will move to a place 
where lower fixed fee levels may be offered 
for longer lock-up periods and on the flip 
side, investors who demand liquidity will 
have to pay for it,” he says.

He says there’s great concern that some 
of the talked about regulatory reform is being 

pushed forward to appease political needs, 
versus assessing and identifying the risks 
within the financial markets that truly need 
to be regulated. Notes Watson-Brown: “As 
we’ve seen in recent times, heavily regulated 
industries haven’t escaped problems in the 
current economic crisis.” 
    In addition to hedge funds and related 
service providers, Bermuda has seen 
business develop around reinsurance for 
hedge funds. Japan’s Tokio Millennium is 
one such player. Its four-member markets 
solutions group in Bermuda underwrites 
insurance paper for hedge funds and banks 
that are looking to take risks, says Tokio 
Millenium vice president Kathleen Faries 
in Hamilton. “For our market, Bermuda is 
where we need to be. Sure, the hedge fund 
market has gone soft but there are still funds 
out there that continue to do well and are 
experiencing growth.” 

The Bermuda Stock Exchange (BSX), a 
cornerstone of Bermuda’s financial system, 
is an accurate bellweather of market trends. 
The condition of the global capital markets 
has had an impact locally, says chief 
executive Greg Wojciechowski. “Domestic 
stock trading volume has dropped, as 
have share prices. This trend tracks the 
performance of other international stock 
exchanges.” 

Of the scores of international vehicles 
that are listed on the BSX, some are 
being restructured or wound down, says 
Wojciechowski, adding: “But we’ve also been 
fielding many inquiries from new business 
prospects. I’m cautiously optimistic this trend 
will continue.”

Even in these times of economic turmoil, 
opportunities abound and for those with 
a solid and tested infrastructure and an 
innovative spirit, the future will be exciting, 
notes Wojciechowski. n

“As we’ve seen in recent 
times, heavily regulated 
industries haven’t escaped 
problems in the current 
economic crisis,” 
Scott Watson-Brown, 
PricewaterhouseCoopers
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As hedge funds grapple with investor 
calls for greater transparency, an unlikely 
beneficiary has been the fund administration 
industry that was otherwise braced 
for a downturn amid declining assets. 
Administrators now expect a rush of new 
business to come from management firms 
that plan to outsource functions such 
as net asset value determination, trade 
reconciliation and cash management. 

Another fresh impetus is being driven by 
rising regulatory scrutiny aimed at bringing 
the ‘secretive’ world of hedge funds out of 
the shadows. This could generate a flurry of 
activity for independent verification of assets, 
performance, valuations and the like. For 
administrators, that’s good news for sure. 

But a few questions remain: What impact 
are hedge fund liquidations and dwindling 
assets under management having on 
fund administration pricing and margins? 

Will fewer new fund launches translate to 
moribund revenues in the near term? And 
what impact will cost cutting have on their 
overall quality of service? On these counts, 
the short-term business outlook appears 
somewhat tentative, say industry participants.

As part of an established international 
fund administration hub, Bermuda firms are 
closely watching industry developments. The 
island, smaller in size than Manhattan, is 
home to numerous providers ranging from 
banking behemoths such as Citibank and 
JP Morgan to startups such as Equinoxe 
Alternative Investment Services. While 
most firms have seen their assets under 
administration shrink by at least 20-30 
per cent because of losses and investor 
redemptions at clients, resulting in some 
staff redundancies, things could have been 
much worse, industry practitioners say.

“The picture here is consistent with that of 

Regulatory scrutiny 
of funds drives 

new administration 
business

By Suchita nayar
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the global industry,” says Stephen Castree, 
chief executive of Hamilton-based Equinoxe. 
“The environment has certainly suffered… 
and Bermuda corporations are reacting in 
similar ways to their peers in other domiciles.” 
Look past the unfavourable press attention 
hedge funds in general have generated, and 
you will find that funds and service providers 
operating on the island have mostly benefited 
from closer oversight of the Bermuda 
Monetary Authority (BMA), as well as the 
many years of experience, says Castree.

Even so, administrators have seen their 
revenues drop, since they typically get 
paid based on the asset-base they service, 
adds Castree. Yet, the workload of funds in 
liquidation or restructuring has risen, often 
requiring higher-level expertise. Despite that, 
administrators’ minimum fees are under 
pressure as managers attempt to lower 
their own costs. In response, administrators 
are adopting diametrically opposing tacks: 
Barring minor tweaks, some are keeping 
their operations the same or are even adding 
new services with the view that over time, 
hedge funds will become profitable again. 
Others, meanwhile, are cutting costs or 
slashing prices.

As for Equinoxe’s business, the outlook 
is positive, says Castree. Since Equinoxe 
is around two years old and has newer 
funds as clients, it isn’t saddled with legacy 
fund liquidity problems that some of its 
competitors are facing. “Since we were just 
starting out when the market troubles began, 
we escaped the problems that some of 
our competitors are facing. For us, there’s 
no modus operandi to change, no fires 
to put out. We count ourselves fortunate.” 
Nonetheless, the market for new business 
is undoubtedly difficult and this is true on a 
global basis, he adds. 

Tom Davis, chairman of Hamilton-based 
Meridian Fund Services, says one of the 
most significant developments over the last 
eight months or so is the moves by financial 
regulators around the globe to step up 
their oversight of hedge funds. In response, 
managers will be required to dramatically 
adjust their business models. This would 
present service providers with a raft of new 
business opportunities.

For instance, the US Securities and 
Exchange Commission is expected to call 

for manager registration and subsequent 
compliance with its rules. Says Davis: 
“Typically, one would expect to have an in-
house general counsel and a compliance 
officer handle the new requirements. But 
some managers won’t have enough fee 
revenue required to afford such resources. 
In such cases, we can serve that role.” 
Meridian Fund Advisers, launched last 
month, provides outsourcing general counsel 
and compliance services to managers.

Contrary to perceptions in some quarters, 
pressures being faced by offshore and 
onshore funds are the same. “Other than 
the difference in their investor bases, the 
problems faced by Bermuda funds in terms 
of poor performance or investor-redemptions 
are the same as those of onshore funds,” 
says Davis. Yet, only a handful of local funds 
have gone out of business. “Those who 
have made up their mind to continue their 
operations are in this for the long haul and 
are, it would appear, seeing redemptions 
bottoming out. Sure, things could remain 
somewhat fragile for some time but we seem 
to be out of survival mode.”

Of course, the erosion of assets has 
pushed all administrators to re-evaluate their 
business plans and trim their operational 
costs. In Meridian’s case, its lower-cost 
servicing centre located in Halifax, Canada, 
delivered additional benefit to its bottom 
line: The Canadian dollar’s decline in value 
versus the US dollar during 2008 helped to 
lower its cost base even further. 

“Once the dust settles, we expect 
people to focus on corporate governance 
of funds,” Davis says. “Administrators won’t 
be called upon only to crank out monthly 
NAVs; as we’ve witnessed recently, a lot 
can happen during the course of a month. 
Some managers, with encouragement and 
sometimes at the insistence of their investors, 
are moving toward weekly and even daily 
estimates of NAV and reconciliations of 
positions.” Eventually, fund administrators 
will be involved more deeply in providing 
independent oversight and reporting of fund 
activity on investors’ behalf, he adds.

Such moves are signs of fund 
administration becoming a mature and 
more sophisticated business, says Jason 
Bibb, managing director at ISIS Fund 
Services in Bermuda. In light of recent 
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Tom Davis, chairman of 
Hamilton-based Meridian Fund 
Services
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Ready to face the world?  
Wherever you are in the world, whatever the size of your fund, it’s vital you 
truly know your market. Our team of 1,700 professionals can help. We’ve 
gained a broad and deep understanding of the assurance, tax, transaction 
and advisory needs of hedge fund businesses in 140 countries around the 
world. It’s the understanding of these markets that can help you achieve your 
potential — no matter where in the world that potential lies.

What’s next for your business?
ey.com/assetmanagement
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Investors seek 
operational excellence

By Jessel Mendes, Chad Critchley, Chris gauk and Jason Mcalpine

The last nine months have been extremely 
challenging for hedge funds around the globe. 
Despite their relatively good performance 
compared to broader equity markets, 
investors lined up in droves to redeem capital, 
driving industry-wide assets down nearly 
50 per cent. A number of entities are in 
liquidation or restructuring, regardless of the 
fact that nearly a third of the overall industry 
was profitable in 2008. Few could have 
anticipated this dramatic shift early last year.

In an altered marketplace, the balance 
of power has shifted to investors from 
investment managers. Foremost, investors’ 
calls for transparency and information have 
risen dramatically. Spooked by the massive 
Ponzi scheme orchestrated by financier and 
market maker Bernard L Madoff, investors 
now want to know whom their money is with 
and what is being done to monitor potential 
credit risk. As a result, investors are pushing 
for independent custody of assets while 
larger investors are increasingly demanding 
separately managed accounts.

Furthermore, failures of storied Wall Street 
firms Bear Stearns and Lehman Brothers 
have put brokerage-related counterparty 
risk under the spotlight. Over the last two 
quarters or so, operational due diligence 
has become a frequently used buzzword in 
the marketplace. Investors are demanding 
greater scrutiny of assets, independent and 
more frequent net asset value calculations, 
enhanced risk management monitoring 
procedures and the like. Asset valuations, 
which as a result of market turbulence have 
become progressively challenging since the 
summer of 2007, is another key area in need 
of greater independence. Consequently, third-
party service providers are experiencing the 
effect on their businesses being scrutinized 
thoroughly as investors increase their overall 
due diligence standards.

There are of course, many additional 
areas on which investors are now focusing. 
For instance, the role of the board of 
directors has taken centre stage, especially 
in the case of troubled funds. Investors 
increasingly want hedge fund shops to 
embrace good corporate governance 
standards by having in place a board 
that’s objective and independent from the 
fund. Fees have also garnered a lot of 
investor attention. Largely as a result of 
the widespread losses recorded in 2008, 
investors have challenged the 2-20 per cent 
fee standard. In some cases, managers have 
trimmed back management fees to 1-1.5 per 
cent and are discounting future performance 
fees they expect to collect from continuing 
investors. For the first time, investors are 
asking hedge fund managers to consider 
claw-back mechanisms for performance fees, 
which are more commonplace in private 
equity funds, in order to more equitably 
share in both the upside and downside 
performance of a fund.

All told, investors are looking for both 
operational and performance excellence 
from hedge fund managers. Those funds 
that exhibit the ability to outperform the 
market in periods of uncertainty will 
continue to attract capital going forward. 
This becomes increasingly important in light 
of the anticipated increase in regulation, 
as the cost of entry for new managers will 
likely escalate. While startups and smaller 
managers may continue to attract capital 
from high net worth investors, they may 
have difficulty in lining up institutional money. 
One logical outcome of these investor-led 
changes is that large, well-established funds 
will become even bigger. Following this latest 
period of cleansing, hedge funds globally will 
likely emerge stronger and more nimble than 
ever before. n

The views expressed 
herein are those of the 
authors and do not 
necessarily reflect the 
views of Ernst & Young.

Top to bottom: Jessel Mendes, 
Chad Critchley, Chris Gauk and 
Jason McAlpine, Partners, 
Financial Services, Ernst & 
Young Ltd, Bermuda
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scandals, changing demands of investors 
and increasing complexity of investment 
mandates, 60 per cent of North American 
funds that currently self-administer are taking 
steps to outsource their back offices to 
third parties, with the goal of safeguarding 
interests of existing investors and also to 
secure new ones. 

“The days of administration being 
conducted without requisite experience, 
skills, understanding and technology have 
long since past. These days, clients are 
demanding institutional quality infrastructure 
from administrators in an effort to connect 
front, middle and back office operations.” 

Due diligence of potential administrators 
has become an important part of the 
process of winning a client, says Bibb. Under 
Bermuda statute, administrators are required 
to be licensed by the BMA, which conducts 
annual due diligence visits to ensure that 
firms are following its rules and have the 
proper controls and procedures in place to 
protect their clients’ interests. 

Bibb anticipates the historic role of a fund 
director may also change. Some individuals 
have provided directorial services to over 100 
funds each in previous years. With a large 
number of funds now facing restructuring, 
valuation, side pocketing and redemption-
related issues, “the practicality of managing 
and staying informed of the activities of all the 
companies at the same time isn’t possible.”

Going forward, investors will expect 
offshore fund directors to be more forceful 
in keeping managers compliant with their 
fund investment guidelines and in monitoring 
valuations. ISIS, meanwhile, is focused 
on developing its “bespoke” business by 
combining stability and expertise of a large 
organisation with the flexibility, autonomy and 
character of a boutique, says Bibb. 

Butterfield Fulcrum, which as the 
combined administration businesses of 
Bank of Butterfield and Fulcrum Group is 
among the larger players in Bermuda, is 
able to keep its own business costs low 
with its twin focus – it utilises a scalable 
technology platform and performs process-
heavy functions in lower cost hubs such as 
Canada and India. All told, its outposts in 
nine countries administer 700 entities.

Greg Bennett, head of business 
development Americas at Butterfield Fulcrum, 

says there’s an upshot for management 
firms in outsourcing of middle and back 
office to an outside administrator. The move 
would help defray some of their operational 
costs, as it is often more cost effective to 
outsource these functions. 

For service providers, investors’ push to 
lower fund management fees is having an 
impact. “Given the negative performance 
on average over the past year investors are 
questioning now, more than ever, traditional 
fee arrangements. Managers will need to be 
flexible and creative regarding fees in order 
to balance the demands of existing and 
new investors while still building a profitable 
model that will sustain a longer term 
business plan,” says Chris Gauk, partner, 
Ernst & Young.

On the fund administration front, Butterfield 
Fulcrum’s Bennett notes that numerous players 
are revisiting their pricing models and while 
the trend may be to revert to a transaction-
based pricing model from the current asset-
based one, there has to be risk premium 
for the increased independence that’s being 
asked of administrators in everything from 
NAV calculations to independent verification of 
assets and valuations. 

Apex Fund Services’ chief executive 
Peter Hughes indicates that following a 
reorganisation of the overall hedge fund 
industry, it is moving forward with fewer – but 
larger – established managers. New fund 
launches are taking place, but with smaller 
amounts of capital, which may not be the 
best news for now, but is a sure sign that 
the worst is over and the industry is now 
looking to rebuild.

Jessel Mendes, partner, Ernst & Young, 
concludes, “Bermuda has not been immune 
to the current industry challenges, but we’re 
holding our own. Many of us in industry, 
government and our regulator, have been 
engaging in constructive, open dialogue 
locally and internationally. We are waving 
the Bermuda flag and, where necessary, 
dispelling myths. Bermuda has always been 
a major player in the global hedge fund 
industry with the unique ability to offer on the 
ground solutions to all hedge fund needs. 
We are well known, well regulated, and our 
reputation for quality speaks for itself. We 
are poised, ready and bullish about the long 
term future of the industry.” n
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Greg Bennett, head of 
business development 
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Fulcrum (top); Peter Hughes, 
chief executive at Apex Fund 
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