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Like other jurisdictions around the world
whose fortunes depend to a degree on the
health of the investment industry, Guernsey
has been watching the storms buffeting the
financial world over the past year with some
concern, but so far at least there is little or
no evidence that the island’s financial
services industry is suffering.

Earlier this month Lipper reported that
Guernsey’s fund servicing industry grew by
20 per cent over the 12 months to the end of
June to reach USD331.4bn (GBP166.5bn) in
net assets. The industry regulator, the
Guernsey Financial Services Commission
reported GBP207.2bn in fund assets under
management and administration in the island

in mid-2008, a difference that may be
accounted for by funds that are domiciled
but not serviced in Guernsey.

Either way, the various problems that have
beset private equity funds, funds of hedge
funds and property funds – in that order, the
main constituents of Guernsey’s fund
industry – have at most slowed the island’s
steady growth, kick-started three years ago
with the introduction of the Qualifying
Investor Fund regime and subsequently
bolstered by a series of reforms whose
blueprint was set out in spring 2006 by the
Harwood Report.

The report was drawn up by a committee
headed by distinguished Guernsey advocate
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Guernsey has always been recognised as a
very stable yet highly flexible offshore
jurisdiction with good but not excessive
regulation. That means that despite blips in
the regional or global economy that may
result in a slowdown in capital-raising, by
virtue of its versatility and its regime
Guernsey is always adaptable to any new
type of product that suits the changed
economic environment.

It’s important to make the distinction
between the island and other offshore
jurisdictions that have most of their eggs in
the same basket, and are particularly
vulnerable to the drying up of one particular
area of work, because they may not have
the infrastructure or adaptability to support
any other type of business. By contrast,
Guernsey has historically been ready to
accommodate new types of structure or
activity provided that the Guernsey parties
involved are comfortable with it.

This position stems in part from the
situation around 20 years ago when we
accepted the alternative products and non-
blue chip promoters that our main
competitors were refusing. At that time, the
retail market for offshore fund centres was
much larger than that for alternative
products, but Guernsey was ready and
willing to provide a home for this business.

Since then the offshore fund industry has
largely switched from retail to alternative
products, leaving Guernsey in prime position,
thanks to the years of experience enjoyed by
its law firms, auditors and fund
administrators, as well as by the Guernsey
Financial Services Commission, which is as
comfortable with exotic investment strategies
as it with the most conservative treasury-
style authorised collective investment
scheme.

Other jurisdictions, of course, have also

embraced alternative investment funds, but
Guernsey continues to enjoy the advantage
of the flexibility it has developed in dealing
with new or unusual types of product. For
example, the island was the first to introduce
the protected cell company (PCC), a
structure that has now been adopted by
most of its offshore competitors and a
growing number of onshore jurisdictions.

The PCC, widely used today for fund
structures as well as by the captive
insurance industry, encapsulates the
flexibility and foresight with which Guernsey
has over the year welcomed new types of
structures and products. The island has
been quick to embrace vehicles such as
commodity funds, private equity funds and
funds of hedge funds – helping to spark the
boom in permanent capital structures for
alternative managers with the launch of KKR
Private Equity Investors in 2006.

The onset of the credit crunch over the
past year has resulted in a reduction in the
number of large fund IPOs and listings of
closed-ended vehicles that have been a
hallmark of Guernsey’s fund industry over
the past couple of years. By contrast, the
island is seeing a growing number of
structures created to capitalise on turbulent
market conditions, such as distressed debt
funds and private equity vehicles whose
focus has switched to a more venture
capital-style buy-and-build management
approach.

This flexibility has over the years has
enabled Guernsey’s fund administrators to
build up a wide range of expertise across
the alternatives sector and to develop a
reputation for creating innovative servicing
solutions for new types of product. Thinking
outside the box has become a way of life for
the industry, one that continues to serve it
well. ■
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Peter Harwood of Ozannes, based on input
from the financial services industry, the
regulator and the political authorities. It set
out a new philosophy for the regulation of
the industry based on supervision of service
providers rather than of products, which also
made it possible to launch products swiftly
to meet market needs instead of having to
wait for regulatory approval.

The changes, which are now all but
complete, have made it easier for promoters
and Guernsey service providers to react
rapidly to the new challenges thrown up by
the credit crunch and its shock waves,
according to Peter Niven, chief executive of
GuernseyFinance. The promotional
organisation, which recently staged its latest
fund industry seminar in London, plays a key
role in ensuring that Guernsey’s marketing
message is effectively conveyed in financial
centres around the world.

Niven says some of the froth may have
come off the fund industry over the past 12
months, but it remains in fundamentally
extremely solid shape. “We’re still seeing a
lot of business and hear that there is plenty
more in the pipeline waiting to come
through,” he says. “However, lawyers report
that things are not as manic as in the heady
days of mid-2007 – it’s retreated to more
sensible levels. In one sense the market
problems seem to have separated the wheat
from the chaff. Those coming to market are
top-level promoters, and the average volume
of individual pieces of business is probably
higher.”

He believes that in some respects the
kind of business that comes to Guernsey
may be intrinsically less affected by the
credit problems. “A lot of business now is at
the corporate end of the market, like closed-
ended funds in often quite esoteric asset
classes,” Niven says. “Whether it’s private
equity and funds of hedge funds or assets
such as timber, business is dominated by
corporate and pension fund money looking
for a effective diversification for their
portfolios. Also, they are long-term investors,
not quickly in and out.”

Roger Le Tissier, a partner in Guernsey
with law firm Ogier, agrees that the island’s
fund business continues to ride high.
“Everyone’s talking about the credit crunch,
but it’s not lessening business flows,” he

says. “We are up on all of our business from
last year, except perhaps securitisation, and
last year was an extraordinary one. I don’t
see a detrimental effect on the kind of
business we are doing. There are hedge
funds that are enjoying the volatility, it’s
something they trade on.”

The Harwood reforms are scheduled to be
completed by a new package of legislation
and regulation extending to open-ended
funds the benefits of the registered closed-
ended fund regime introduced last year. The
new Protection of Investors legislation that
will encompass both types of fund has been
passed by the States of Guernsey, the
island’s legislature, and awaits approval from
the Privy Council in London in the final stage
of the legislative process.

“The Commission has rewritten the
regulations accompanying the new law, but
these largely reflect existing practice,” Niven
says, noting that the legislation will be of
particular benefit to sectors that are used to
open ended-structures, like private equity.
“Rather than going through the tortuous
regulatory route, they can be registered and
signed off by the administrator, increasing
speed to market. A lot of funds fall by the
wayside because they miss their window of
opportunity. Where promoters see an
opportunity, they are desperate to get to
market as quickly as possible. They can’t
wait three months, it will have gone.”

Ozannes partner Gavin Farrell argues that
the island’s flexibility has already helped it to
gain business in an environment where the
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ability to react quickly is if anything even
more important. “We’ve been in a position to
adapt quite quickly to the current trends and
changes in the financial services industry
and in the economy,” he says.

“Obviously with the credit crunch the
number of large closed-ended listings and
public offerings has taken a bit of a
downturn. However, a number of other types
of structure are being set up to take
advantage of the market conditions, such as
distressed debt funds. In addition, private
equity firms seem to be returning to a more
traditional venture capital approach, and
many of these funds are being set up in
Guernsey, probably because of our degree
of flexibility. We are very adaptable to new
trends in the type of business that comes to
Guernsey. We can deal with pretty much
anything that walks through the door.”

Ben Morgan and Tom Carey at Carey
Olsen, the island’s leading provider of legal
advice to the sector with 929 fund clients,
according to Lipper, say they have seen a
shift in the pattern of business since the first
half of 2007. In the months before the onset
of the credit crunch business flows were
dominated by funds of hedge funds listed on
London’s Alternative Investment Market,
Euronext Amsterdam and the Channel Island
Stock Exchange, as well as high-profile
private equity funds, including listed vehicles
from leading US firms such as KKR and
Apollo, and property funds.

“There is now a lot of mid-market private
equity business, especially in markets such
as Germany,” Carey says, but the firm is also
seeing plenty of work from fund of hedge
funds clients building their businesses. Adds
Morgan: “In many cases they have protected

cell companies on the island and they are
still adding new cells to the PCCs. There is a
huge stable of existing clients or friends of
existing clients using Guernsey, because it
has developed huge momentum in the
industry. It has established key niches and
made a name for itself.”

This is not just happenstance, says Bob
Brown, director of Equity Fund Services in
Guernsey, but stems at least in part from the
choices made by the regulator. “The growth
of Guernsey as a jurisdiction is partly down
to the Financial Services Commission, in that
they can identify a range of products for
which they think the island will be best
suited, and they can tailor the legislation and
their own rules to suit those products,” he
says. “It’s easier to do closed-ended
schemes in Guernsey than in Jersey, for
example, because the regulator is much
more amenable to these vehicles.”

While Jersey is hoping that its Unregulated
Funds regime, introduced earlier this year,
will prove a strong source of business in a
difficult economic environment, members of
the industry in Guernsey are more keen to
stress the importance of the island’s
reputation for strong regulation and its ability
to deliver the corporate governance
requirements increasingly required of
alternative funds.

Stuart Mauger, a senior manager with
Royal Bank of Canada in Guernsey and head
of business development for RBC Wealth
Management’s corporate and institutional
business in the British Isles, says the bank’s
role as a trustee of funds serviced by other
administrators offers particular comfort to
both investors and promoters because it
provides an additional source of independent
oversight of whether both the investment
manager and the administrator are doing
their jobs properly.

“This ties very well with the corporate
governance that we are promoting as one of
Guernsey’s biggest strengths,” Mauger says.
“For a fund that receives administration
services from a different provider where we
act as the trustee, it gives the promoter and
the investors comfort that there are two
parties involved here, one keeping an eye on
the other, as well as the board of directors.”

Niven believes that corporate governance
could prove a trump card in the future to

O V E R V I E W
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Over the past three years Guernsey has
undertaken a wholesale restructuring of its
regulatory regime for investment funds,
designed to make the jurisdiction more
attractive for promoters of alternative
investment vehicles by moving toward a
system of regulation of service providers
rather than individual fund products.

These changes, which are designed to
make the process of fund establishment and
approval easier and significantly quicker
without affecting Guernsey’s reputation for
flexible yet effective regulation, are based on
a blueprint produced by a committee chaired
by Advocate Peter Harwood. The process of
turning the report’s recommendations into
law is now almost concluded.

The key step that remains to be taken
involves placing open-ended funds on the
same regulatory platform as closed-ended
funds, which are currently covered by the
Registered Funds regime introduced in
February last year and which enjoy a three-
day turnaround for regulatory approval.
Legislation that will offer open-ended funds
the same ease of approval was passed
earlier this year and the new regime is now
awaiting implementation of the
accompanying regulatory framework, which
should be in place before year-end.

Once the new legislation is in force,
Guernsey will offer promoters a
straightforward choice between regulated
open-ended and closed-ended funds, which
can be marketed to the general public, and
registered open-ended or closed-ended
funds, which are aimed at the high net worth
and institutional end of the market through
the private placement route.

The new regime may complete the
implementation of the Harwood report’s
recommendations, but Guernsey is not about
to rest on its laurels and the government,
regulator and industry members remain

ready to examine new ideas should they
appear beneficial both for the jurisdiction and
for financial sector participants.

For example, companies have discussed
with the Guernsey Financial Services
Commission the possible benefits of a
regime that would allow hedge funds to be
established in Guernsey without undergoing
significant regulation, similar to the
Unregulated Funds structures introduced in
Jersey earlier this year. However, no
consensus has yet emerged on whether this
type of fund is necessary or desirable.

It’s extremely rare to encounter any kind
of legal or regulatory problem in terms of
timing or structure that would prevent a fund
being established in Guernsey, since the
island’s regulatory approach is already highly
flexible. And for many clients the fact that a
fund is regulated in Guernsey is an important
selling point.

The industry has also benefited from legal
changes in other areas. Its new companies
law has moved away from the traditional
capital maintenance model, with its central
focus on authorised share capital and
constraints regarding distributable reserves, to
a solvency model that makes it easier for
companies to pay dividends or make other
kinds of distribution. This makes the Guernsey
company much more versatile and attractive
for the island’s financial sector and its clients.

The new law has also established a
modern registry accessible via the web. In
practical matters, this enables companies
potentially to be incorporated in Guernsey
within a couple of hours.

Today Guernsey has modern legislation,
internationally compliant regulations and
perhaps most important, a business-friendly
regulator that maintains an open-door policy
toward the industry. We have every
confidence the island will continue to deliver
solutions to the fund industry. ■
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help it win more business from the Cayman
Islands, currently home to most of the
world’s offshore hedge funds. He says: “We
are looking ahead potentially to attract more
hedge fund business to the island – not
going down the Cayman route, nor the
Jersey route – because we think we have a
better business model. It’s always seemed
bizarre to me that London promoters go to
Cayman. They are finding that HM Revenue
& Customs are going through these
structures and deciding that mind and
management are here [in the UK].

“The other issue is the rejection by US
courts of Cayman as a forum for the Bear
Stearns hedge fund bankruptcy, which puts a
different complexion on the corporate
governance of these vehicles. We’ve long
been banging on about corporate
governance, that we can demonstrate that
mind and management is here, and in the
future I think it will be very telling.

“You can ally that to the opportunity
perhaps to administer these funds
somewhere else – instead of a Cayman
domicile and Dublin administration, why not
a Guernsey domicile and Dublin
administration? If you wrap it up with
corporate governance – we have a great
cadre of non-executive directors, and a very
robust structure that ticks all the boxes –
there’s no earthly reason why promoters in
London should be continuing beating a path
to Cayman.”

Niven says the industry in Guernsey is
examining the regulations governing hedge
funds in particular – although he
acknowledges that defining a hedge fund is
“like sticking a pin into blancmange” – and
hopes that concrete proposals can be
unveiled soon. “Corporate governance is the
most important part, but we can also offer a
more flexible structure,” he says. “It will have
a lighter touch than the current regime, which
requires local oversight over any outsourced
part of the administration process, and be
specifically for funds with a high minimum
investment threshold and expert investors
who know what they’re doing.”

Robin Fuller, chairman of Dominion Group
(Guernsey), a manager of absolute return
funds, says Guernsey has probably benefited
from its underdog status, particularly in
relation to its larger Channel Island

neighbour. “Guernsey has made significant
advances in the past five or six years, I
think, because as a smaller jurisdiction than
many of our rivals you realise you have to
work harder,” he says.

“We’ve had to look at things that some of
our competitors haven’t. It means we can
never afford to be complacent. We know
what our constraints are in terms of the size
of our workforce, so we have to work at
things like training. It’s come from good
planning and the key stakeholders – the
government, regulator and industry – working
together. What we do better than many of
our competitors is that all three maintain a
vibrant discussion and consult on any
changes that will affect the industry.

“Guernsey has done a good job in
reforming its regulatory structure, but the
process never ends. There are some things
you do in order to be innovative, and there
are others that you have to do because your
competitors have done them. Take
incorporated cell companies – we think
PCCs are the core product, but we’re not
going to let anyone steal a march on us by
having something that is slightly more
flexible, so we will always make sure that
our legislation is the best.”

Adds Niven: “In Guernsey we’re always
focusing on what clients want. Things
change, so we have to be looking for the next
change and to be ahead of the game. You
don’t get competitive advantage for too long,
because everyone else piles in after you.” ■
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Guernsey’s fund administration industry is
thriving thanks to a flexible outsourcing
regime that allows much of the labour-
intensive but comparatively low-value
number-crunching work to be carried out in
other jurisdictions, where skilled accountants
are more readily availably and costs are
lower. Paradoxically, at the same time the
ranks of the sector are being swelled by the
arrival of new firms, often spin-offs from
bigger groups or new ventures from existing
financial industry players such as trust
companies.

However, together the two developments
explain why Guernsey is continuing to thrive

as a domicile and service centre for
alternative funds. While bigger players can
use an international network of centres of
expertise to carry out administration
functions in the most efficient way possible,
the island is also home to niche, highly
specialised providers that are better able to
deal with funds that don’t fit easily into a
global template.

Resources, human and otherwise, have
long been an issue in the Guernsey financial
services marketplace, and the issue was
highlighted recently by a political declaration
that the island’s goal was zero population
growth. Although it’s not clear to what extent
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Worldwide the hedge fund industry is feeling
the effects of the credit crunch, the demise
of stalwart Wall Street prime brokers, falling
equity markets, a flight to quality and a return
by investors to conservatism. But for RBC in
Guernsey, while the growth of custody
business for traditional managed accounts
has slowed over the past year, demand for
its services from funds of hedge funds
(FoHFs) is as strong as ever.

This may be down in part to that very
conservatism among investors seeking risk-
adjusted returns. While FoHFs have also
struggled to maintain performance levels, in
the current climate investors seem less
confident about investing in single-manager
funds and some multistrategy funds have
also experienced considerable difficulties
over the past 12 months.

Although the listed FoHF sector declined
dramatically as discount provisions were
eroded by funds’ liquidity during panic
selling, it is important to remember that the
sector has benefited from changes to UK
capital gains tax rules in 2008, with a surge
in secondary offerings on the London Stock
Exchange.

According to RBS, a total of GBP1.51bn
was raised for London-listed hedge funds
and FoHFs in the first seven months of this
year, around half for follow-on issues,
compared with GBP1.38bn in the same
period of 2007. However, consolidation or
wind-down look inevitable.

The business has also been helped by
two notable trends in Guernsey: the entry
into the fund services market of trust
companies, and the increasing diversity of
alternative funds. Trust companies servicing
funds investing in areas such as films, music
rights and agricultural land are approaching
RBC to act as custodian, a role required

under Guernsey’s fund rules. The island also
is domicile to two wine funds, and at least
one legal claims fund.

RBC benefits from its long pedigree as a
service provider in Guernsey, with around 15
years as an administrator and more than 20
in custody. Our reputation among FoHFs
ensures a steady flow of new business and
means there is no temptation to ‘style drift’
and take on other types of product outside
staff’s core competences.

The group is increasingly benefiting from
its global network and broad range of
services. For example, the Guernsey fund
administration unit can put managers looking
for leverage in contact with the RBC capital
markets business.

Guernsey remains extremely competitive
for fund services because of its experience
and skills, geographical proximity to the UK
and Europe, and the reassurance to
investors of its highly-regarded regulatory
structure and high standards of corporate
governance. This is evidenced by enquiries
from Asian promoters reaching out to
Guernsey at the request of European
institutional investor clients.

An important safeguard for various
categories of fund is the role of the
custodian trustee, which monitors the
activities of the administrator and promoter,
exercising fiduciary oversight over the
servicing process and the valuation of funds,
and ensuring that the manager is adhering
to the fund’s investment parameters.

The RBC custodian trustee department
oversees funds serviced both in-house and
by third parties. It is basically good discipline
to have someone overseeing the servicing
process with a dispassionate eye, and it
helps the fund’s board of directors to hold
the administrator to account. ■
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this is official policy, the issue did raise the
question of how easily companies would be
able to tap the skills they needed if they
were not available on the island – especially
in the notoriously labour-intensive alternative
fund administration business.

Peter Niven, chief executive of industry
promotional agency GuernseyFinance,
believes the population question may have
attracted more attention than it really
deserves. “We’ve got over this hurdle about
over-population,” he says. “The aspiration is
zero population growth, but it’s very difficult
to monitor and manage, because you don’t
always know when people are leaving.
People have calmed down, looked at their
operating models, and asked how they might
skin the cat in a different way.

“Everyone does it a different way, but in
the end it comes down to the outsourcing
model. As long as oversight remains on the
island, the majority of work can be
outsourced. That might mean having a
centre of excellence in India where
administrators do the valuation for all their
funds. The new niche players are looking at
places like the UK, where in many respects
it’s cheaper, and it’s certainly easier to get
accountants at a reasonable remuneration.
Some are setting up along the south coast
where it is very easy to get back and forth,
and technology helps immeasurably in taking
on extra volume.”

Niven also points to the spate of trust
companies entering the fund sector. “Trust
companies see funds as a space they want
to be in, and many of them are going down
the administration route, like Praxis,” he says.
“That’s not because the fiduciary business is
not buoyant – huge amounts of wealth are
being created worldwide, all needing a
structure and a home – but there’s quite a
complementarity of skills between managing
trusts and administering funds.

“It means promoters coming to the island
have a choice of providers between the big
players like Northern Trust, Royal Bank of
Canada and Kleinwort Benson, and smaller
firms such as Heritage, Praxis and Augentius
that in many cases offer a specialist focus in
a particular market, like Augentius in private
equity. That attracts the London-based
promoters, and generally after experiencing a
fund being set up in Guernsey, they will
plough the same furrow again and again.”

In addition, says Mike Bane, a partner
with Ernst & Young, an increasing number of
large fund managers are setting up bespoke
administration businesses on the island to
service their own funds. “FRM started that a
few years ago, and more firms have
followed, in property and private equity as
well as in the hedge fund sector,” he says.

Robin Fuller, chairman of alternative fund
manager Dominion, says: “We decided five
or six years ago that encouraging managers
to come to Guernsey and move their
businesses here would be good for the
economy, not just as a reaction to the recent
uncertainty in the UK about non-domiciles.
Most of these companies, like Dexion Capital
and FRM, have a fairly light footprint in terms
of resources, so they are ideal for an island.
But the UK’s tax issues have strengthened
our case as well.”

Adds Niven: “We are particularly looking at
the private equity and hedge fund sectors to
see if we can attract firms to put down
operational offshoots that constitute a
substantive presence in the island. We
already have some offices set up by the big
London operations, which is a very useful
start. In general they are very pleased with
the infrastructure we can provide. That gives
us credibility, but also in the principals you
have people who will pay a lot of local tax.”

Bane says the Channel Islands are also
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seeing a degree of consolidation among
major players as firms start to figure out
whether they really want to be in
administration, either in Jersey and Guernsey
or at all. And he adds that while outsourcing
may have come to the fore particularly in the
past year or two, it is a trend that has been
quietly underway for some time.

“There’s been a long-term move toward
outsourcing among the biggest
administrators here and in Jersey,” he says.
“They tend to outsource anything that’s
genuinely scalable, and what remain are the
elements of the business that establish the
fund here, the non-executives, the
intellectual capabilities, the high-level
strategy that really establishes management
and control in the islands.”

Bane acknowledges that vehicles such as
funds of hedge funds and property fund
structures may not necessarily lend
themselves so well to scalability. “Funds of
funds have their own peculiarities – they
aren’t very scalable, there isn’t much
volume,” he says. “Property has its own
distinctive features. In some ways it needs
greater scale because of the whole process
of rent collection, rent monitoring and so on
is more intensive than for any equity or debt
fund, and that process can’t be carried out
effectively far from the assets, but the top-
end work is not immensely scalable and

requires a great amount of human
intervention.”

Although he agrees that the volume of
more mundane accounting work carried out
in Guernsey is shrinking as administrators
allocate their resources more efficiently,
Bane believes that overall the amount of
administration activity actually taking place
on the island is increasing. This is in part in
response to the wave of legislative and
regulatory changes over the past three
years that have enhanced the role of
service providers in conducting due
diligence on new funds and promoters on
the regulator’s behalf.

“The administration market in both
islands is going through a period of
bedding down the new regulations that
have been coming through over the past
two or three years, and administrators are
adjusting to the changes,” he says. “In
Guernsey, the Harwood Report is largely
implemented. A new Companies Act has
come in incorporating some Harwood-
inspired changes, but it’s not a seismic shift
in the landscape.”

Bane also notes that the island’s available
resources in the corporate governance area
have also grown in recent years in response
to the changing environment and
requirements. “There’s a very strong pool of
non-exec talent here,” he says. “There were
concerns about whether that pool was
becoming overstretched, but a number of
new people have joined the group, which is
very valuable for the island. The ability of
administration and other businesses to adapt
to what’s coming has always been a real
strength of the jurisdiction, which has greatly
changed from three years ago and is
unrecognisable from 10 years ago.”

Fuller says Guernsey has been successful
in cultivating its own talent pool, pointing to
the island’s training agency. “The agency has
had a very positive impact on our ability to
provide new skilled staff,” he says. “But
we’ve been in this industry a long time, so
we have quite a pool of experience among
people like executive directors, lawyers and
accountants in the island, stretching right
back to the retail schemes that were here in
the 1970s, then the transition to institutional
business and the broadening of the island’s
product base.”
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The challenges for Guernsey’s hedge fund
industry in the coming months and years are
slowly emerging from the continued fog that
is the current banking and economic crisis.
The opportunities that will result are equally
unclear, but many people are contemplating
what they may be. With markets at a five-
year low and still extremely volatile, only time
will tell whether the fog is lifting or becoming
thicker.

The hedge fund industry in Guernsey is
diversified across many different asset
classes but with a preponderance of fund of
hedge funds vehicles. There are certainly
challenges for some of these asset classes,
particularly in the fixed-income and asset-
backed securities arenas where fair values
are under severe pressure and liquidity is thin.

There are also potential exposures to
troubled counterparties that need to be
swiftly identified and managed. The fund of
hedge funds sector is also encountering both
liquidity issues in underlying funds and
increased pressure on investor redemptions.
We are having discussions with our clients
on all of these issues, but it will take time
before the outcome becomes clear for all of
them. We may see increased use of side-
pockets and redemption gates, but the
employment of these mechanisms remains
minimal among Guernsey funds for the time
being.

These are issues that are common across
all fund jurisdictions at the moment.
Guernsey is not unique in having to tackle
the challenges posed by market conditions.
It is clear that a few funds will struggle in the
short term, but the positive signal for the
island is that there are plenty which will not,
while a range of new funds are being

launched to take advantage of the bottom of
the market.

As convergence of asset styles across
market players continues apace, plenty of
private equity houses are sitting on large
amounts of cash in their hedge fund-style
distressed debt funds. Notwithstanding this,
we are still seeing funds preparing to come
to market in some of the supposedly out-of-
favour asset classes such as property, again
looking to buy cheap assets from forced
sellers.

The key message from Guernsey is that
the island is very much open for business,
with a cross-asset class offering that enables
all managers to launch their products from
the jurisdiction. The lack of any material
problems to date may be considered as
evidence of the benefits of the Guernsey
fund regulatory model, which is largely
considered to be more robust than those of
many of its competitors.

In fact, the fund industry on the island still
appears to be in good health, with the latest
figures from the Guernsey Financial Services
Commission indicating substantial year-on-
year growth. On the service provider side,
now is when future reputations are made.
Guernsey’s service providers are known for
both their flexibility and their ability to offer
niche services.

In these difficult times, decisions will need
to be made on whether it is time to
reconsider business models for the future,
and whether it’s the moment to invest for
growth or simply maintain the status quo. If
Guernsey is largely isolated from the worst of
the crisis by its diversified fund industry, as
many believe, it may be foolish not to seize
the opportunity to invest for the future. ■
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An example of the kind of resources the
island is keen to cultivate is Andrew Howat,
managing director of Capita Financial
Group’s new office in Guernsey, a local man
who returned to the island last year with a
wealth of experience acquired in the
international financial industry. Capita, which
previously held a licence in Guernsey but
did not carry out administration activities on
the island, has perfected its outsourcing
model with operations in Exeter and Dublin
that handle functions channelled from the
group’s network of offshore offices, which
also encompass Jersey, Gibraltar and the
Isle of Man.

“Capita has spent a lot of time looking at
how to develop its international business,”
Howat says. “Most of the jurisdictions are
small and demand for labour quite high,
and there has been huge growth in
business over the past couple of years,
prompted in part by taxation changes.
We’ve come up with a very robust operating
model in line with the GFSC outsourcing
guidelines and using very experienced
accounting staff in Exeter.

“We’re also investing large sums of
money in the SunGard InvestOne
accounting platform. It means a lot of the
mechanics can be done outside the island,
while client services, compliance and
regulatory oversight and company
secretarial work is done in Guernsey. We’re
using the same model throughout the
offshore world to do hedge funds, funds of
funds, property funds and GP/LP structures
for private equity schemes.”

Stuart Mauger, the Guernsey-based head
of business development for RBC Wealth
Management’s corporate and institutional
business in the British Isles, cautions that
the regulator’s insistence that responsibility,
control and supervision of outsourced
operations must remain in the island is not
a formality.

“Even in the outsourced model, mind and
management control must be here, the
regulatory licence is here, and you are
dealing with the regulator here,” he says.
“You have to be absolutely sure that if you
are asked to quote on a derivatives fund, you
have someone who actually understands it.
You can’t just tell them to look at the
brochure. If the unthinkable happens and

you have to go to the regulator to explain
what happened, you can’t say you were
relying on the outsourcing partner.”

That’s why, Mauger says, RBC examines
very carefully the potential business that
comes through the door, and closely
monitors the work it outsources to the
operations of affiliate firm RBC Dexia Fund
Services in Luxembourg or Toronto. “We’ve
moved from a model where we used to do
full administration in Guernsey,” he says. “We
can still do that for funds that want
everything done in Guernsey, but for others
we can piggyback of RBC Dexia’s platform.

“This means the quality of staff we have
here are no longer the nuts and bolts
preparers, but people who have been in the
industry for 15 years or more, are qualified
accountants and review the output for quality
control.” He says that as a result, the number
of lower-end jobs in Guernsey has been
thinned naturally, while the office has taken
on more senior people with the experience
to fulfil an oversight role effectively.

Bob Brown, a director of Equity Fund
Services, says the responsibilities imposed
by the regulator requires an effective
compliance function in Guernsey. “You
actually need to visit these sites on a regular
basis and report to the regulator,” he says.
“When I was doing it [for a different firm], we
would have to visit the back-office providers
every six months to make sure the records
were kept in good order.

“When they provided us with valuations,
they also had to provide all the supporting
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Whilst the much-documented credit crisis
maintains a stranglehold on financial
markets, the still relatively young alternative
investment industry continues to grow. As
assets under management increase, the level
of governance standards demanded by the
industry has augmented, posing the question
whether greater institutional influence may
be creating barriers to entry that only brand-
name managers can overcome.

Historically, a fund’s perceived ability to
generate future returns has been paramount.
However, risk management, transparency
and infrastructure supported by large
operational teams are steadily growing in
importance, adding to the costs of fund set-
up and launch. Within these parameters it is
therefore becoming increasingly difficult for a
smaller fund with no track record to launch
successfully as institutional investors search
for attractive risk-adjusted returns.

Heightened attention is also being paid to
counterparty risk. Ensuring that service
providers are of the highest quality is a
priority not only for a fund’s manager but for
investors who carry out their own thorough
due diligence. In this environment, any
manager preparing for a launch needs to
secure a provider with a history of solid high-
quality servicing. Any new entrant without a
brand name would be wise to heed the
advice of their peers, since recommendations
will historically be based upon excellence
achieved via a thorough understanding of the
complexity of the business. Therefore,
confidence in a fund’s service providers may
well determine its attractiveness to investors
and thus its potential success.

Supporting a launch and maintaining a
fund through its life cycle presents
challenges to service providers too. As
institutional investors increasingly shape the
industry, they demand higher operational and
reporting standards. Technology is central to

any top-tier offering, with web-based tools as
well as automatic reconciliation and pricing
key factors in a fund’s ability to boosts its
assets. As previously stated, as investors
carry out due diligence not only on a fund’s
principals but on key service providers, the
need for proof of competence and
recognition becomes paramount.

In a difficult capital-raising environment,
credit rating is also an important gauge of
counterparty risk. From a financing
perspective, price remains important as certain
banks shut their books to new prospects. With
liquidity tightening, new entrants should be
prepared to pay more to a lender that can
offer future stability. Again, recognition from a
top-brand financier is vital for a successful
launch as it aids the capital-raising process by
strengthening investor confidence. With new,
smaller funds already facing competition from
brand-name managers, it is critical that their
managers are able to demonstrate an
institutionally robust infrastructure capable of
navigating any market conditions.

To conclude, although markets remain
fragile, the alternative investment industry
has continued to grow, bolstered by the
higher governance standards required by the
new wave of institutional investor. Both at
launch and during a fund’s life cycle, brand-
name managers currently hold an advantage
on account of not only their established
ability to generate returns, but their expertise
in areas such as industry knowledge,
counterparty risk and operational excellence.

While at a disadvantage, new managers
can still launch funds successfully and
compete as long as they appreciate the
market and its machinations fully; especially if
they prove themselves a top-quality prospect
inspiring long-term investment. For the service
provider this presents a challenge, as scrutiny
of their offering means that they stay ahead
of the pack or stagnate to mediocrity. ■
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By the nature of the island, its geography
and population, fund service providers in
Guernsey have never been geared up to
mass-market retail business, a sector now
dominated by big global players that have
deep pockets to fund costly IT systems and
hundreds of employees spread across
networks of offices around the world.

Instead, they have made a virtue out of
necessity, eschewing the massive scale of the
global giants to offer clients instead the benefits
of nimbleness and flexibility. The island’s
administrators are encountering increasing
demand from clients that seek a bespoke
service rather than a conveyor belt-like process
that embodies a one-size-fits-all approach, and
in any case has increasingly little room for
smaller managers and their funds.

While the big international administrators
are fully geared up to handle plain vanilla
funds quickly and efficiently, they struggle to
accommodate differences from the standard
model, such as reporting to different
investors using different accounting
standards. They also have a tendency to tell
their asset manager clients what they need,
rather than the other way round.

By contrast, Guernsey firms have a tradition
of willingness to accommodate the needs of
their clients, whether it means adopting new
approaches to valuation of exotic assets or
creating the customised reporting required for
a disparate investor base, or adapting the
timing of the working day to the needs of a
customer in a different time zone.

The Guernsey administration model is in
some respects the product of a single firm,
Guernsey International Fund Managers, the
predecessor to today’s Northern Trust fund
administration business in Guernsey, which
over the years has been the starting point for
many of the individuals that today run fund
services firms across the island.

The GIFM model that today predominates

in the Guernsey fund industry has dispensed
with the production-line approach of fund
services divided into separate teams carrying
out functions such as share registry and
accounting. Instead teams are assembled
with a crossover of skills that equip
members to cover for colleagues and to deal
directly with the client.

Guernsey firm may not be able to compete
with the global players on staff numbers and
systems, so instead they aim to be more
responsive and adaptive to the clients’ needs.
The single team approach ensures that both
investors and fund managers know with
whom they are dealing, as opposed to the
call centre-style arrangements put in place by
the largest players.

However, this does not require providers
to be limited in scope or geography. Equity
Fund Services and Custom House
Administration, which merged earlier this
year, both espouse a philosophy that
combines an international presence with the
flexibility and personal touch of bespoke
service providers.

Custom House has developed a
‘superhighway’ approach that enables it to
produce daily NAVs by drawing on the
resources of its offices in Chicago and
Singapore as well as its headquarters in
Dublin. Equity offers fund promoters a wide-
ranging structuring ability through its offices
in jurisdictions including Luxembourg, Cyprus,
Mauritius and the Netherlands Antilles.

Other Guernsey administrators are looking
to maximise the value added to fund
servicing through their offices on the island
while taking advantages of processing
capabilities elsewhere, either within their
own group or through ‘best friend’
arrangements with service providers in other
jurisdictions, in order to uphold service
standards while benefiting from the lower
cost structure of other jurisdictions. ■

E Q U I T Y  F U N D  S E R V I C E S

GUERNSEY Hedgeweek Special Report Nov 2008 www.hedgeweek.com | 21

Fund clients warm to
Guernsey model

By Bob Brown

Bob Brown is director of
Equity Fund Services Guernsey



documents so that we could cross-check
the information. We would also have to
verify the valuations to make sure the
numbers they were using were correct, and
for the first six months we had to shadow
their books. It was quite onerous because
the regulator was very keen to ensure it was
done properly when it was outsourced to a
third party.

“In recent years a number of
administrators have outsourced it to another
group office, which has got round that issue.
However, the regulator has now tightened up
and has gone back to the old system
whereby you have to shadow the books in
the jurisdiction. Even when you are back-
officing into an office in another jurisdiction,
they now require you to treat that
relationship as though it was with a third-
party administrator.”

Like RBC, Equity Fund Services – which
merged earlier this year with Dublin-based
Custom House Administration – prides itself
on turning away any business if it has any
doubts that it has the right capabilities to
handle it. “We are quite ready to tell a client
that we know what they want, but we can’t
do it,” he says. “Far too many people would
take it on. You’ve got to be big enough to
walk away if you know you can’t do the job.
You do yourself, the fund manager and the
investors no favours if you take it on.”

Ozannes partner Gavin Farrell says the
growing range of specialist administrators is
an important strength for Guernsey in a
market where funds are becoming more
specialised, too. “A number of fund
administrators have had the opportunity to
specialise in certain types of products and
therefore to develop a body of expertise over
the years, which has put Guernsey in a
position to be able to offer solutions for new
products,” he says. “The perfect example is
in private equity, where over the past 10
years a number of specialised fund
administrators have been set up and helped
to put Guernsey on the map as a private
equity offshore platform.

“Where we’ve been quite fortunate is in
having pragmatic outsourcing guidance from
the regulator. What Guernsey cannot
outsource is intellectual capital, and it is
something it does not want to outsource
because the island has sufficient expertise

and experience. Very often the actual
number-crunching will be outsourced either
within a larger group or to third-party
organisations.”

Farrell divides the fund administration
industry in Guernsey into three groups.
“You’ve got the big blue-chip international
names at the top, in the second tier you’ve
got the very large truly independent fund
administrators. In the third tier you have
much smaller fund administration players
that are either start-ups or trust companies,
or some of the accountancy practices that
have set up a fund administration branch.”

“What this means is that if someone
brings a fund to Guernsey, if the fund does
not fit the business model of the first-tier
players, it gets sent down the food chain.
That deals to a certain extent with the
resource issue because the work is not all
concentrated in the hands of a few players.
It spreads the load, which means that each
fund administrator has more capacity to deal
with incoming work. Obviously this also
gives more choice to promoters. There are
more players to deal with a particular type of
business by virtue of the crumbs falling
down the food chain, as well as through the
outsourcing policy.” ■

I N D U S T R Y

GUERNSEY Hedgeweek Special Report Nov 2008 www.hedgeweek.com | 22

p18 ➧


