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There have been a number of changes to the offshore funds landscape in recent months. Walkers’ global team sets out below a high level 
summary of the current position in the Cayman Islands, Bermuda and the British Virgin Islands (“BVI”).

The Cayman Islands
The Cayman Islands has been the leading jurisdiction for the formation of hedge funds and private equity funds for many decades. As at December 
2019, there were over 10,000 hedge funds registered with the Cayman Islands Monetary Authority (“CIMA”). Over recent years the number of 
hedge funds registered has remained stable despite the headwinds faced by the global hedge fund industry. The rise of private equity since the 
global financial crisis is reflected in the number of Cayman Islands exempted limited partnerships (the vehicle most commonly used for private 
equity funds).  

Cayman Islands laws and regulations have developed over many years to meet the evolving demands of sponsors and investors who use Cayman 
Islands fund vehicles and also to accord with international regulatory requirements. The most recent development in this regard comes with the 
introduction of the Private Funds Law, 2020 and an amendment to the Mutual Funds Law (which governs hedge funds). Together, these broaden 
the scope of the long-standing hedge funds registration regime to also include smaller funds, which were previously able to rely on a ‘fifteen 
investor exemption’, and private funds (meaning only the primary investor-facing vehicle offered to investors in closed-ended funds) subject to a 
number of exemptions. 

Over the last couple of years there have been various amendments to the Cayman Islands regime for anti-money laundering and countering 
terrorist and proliferation financing. These have been driven by developments in global standards, primarily of the Financial Action Task Force 
(“FATF”), and in response to the Caribbean FATF (“CFATF”) Mutual Evaluation Report, a process which is drawing to a close. 

The Cayman Islands is a member of the OECD Inclusive Framework on Base Erosion and Profit Shifting (“BEPS”) and, along with all other OECD-
compliant jurisdictions, including Bermuda and the BVI, with no or nominal tax, enacted legislation in response to requirements for entities 
conducting certain types of activities to have economic substance developed under BEPS Action 5. The OECD has confirmed that the Cayman 
Islands’ legislation meets its standards. Investment funds are expressly carved out of the economic substance requirements and, as such, there is 
little impact for funds.  

The Cayman Islands was moved to Annex I of the EU’s list of non-cooperative jurisdictions for tax purposes on 18 February 2020 due to not having 
appropriate measures in place relating to economic substance in the area of collective investment vehicles (“CIVs”). The Cayman Islands passed 
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legislation relating to CIVs (in the form of the Private Funds Law and Mutual Funds (Amendment) Law discussed above), which came into force on 
7 February 2020, to address the EU’s requirements in relation to CIVs. The move to Annex I appears to be a technical issue arising out of the timing 
of this legislation and it is therefore expected that the Cayman Islands will be removed from Annex I at the first available opportunity. The inclusion 
of the Cayman Islands on Annex I will have limited or no direct immediate consequences for investors or clients using Cayman Islands structures.

The Cayman Islands Data Protection Law, 2017 came into effect on 30 September 2019.  It is designed to align with the data protection laws of 
other jurisdictions where international financial sector businesses are active.

The Cayman Islands as a fund domicile has, over many years, adapted to the opportunities and challenges that the evolving alternative investment 
industry and the global economic landscape have presented. As the industry enters a period where those opportunities and challenges become 
more acute, the experience of Cayman Islands service providers and regulators are becoming increasingly important to sponsors and investors. 

Bermuda
Bermuda is a long-established jurisdiction for investment funds, which represent approximately 7% of global net asset value. Bermuda maintains 
a reputation for quality clients and innovative structures and is recognised as the preferred jurisdiction for insurance linked securities (“ILS”) funds. 
End investors are primarily driven by ILS’ portfolio diversification opportunities and their non-correlation with other financial asset classes. The 
Bermuda Monetary Authority (“BMA”) maintains Bermuda’s credibility and reputation. 

In December 2019, Bermuda amended its Investment Funds Act (the “IFA Amendment”) to require the registration of closed-ended funds. A 
number of registration options are available for closed-ended funds depending on the type of investors/manager, however, a new “Professional 
Closed Fund” category has been created. Once registered, an annual certification is filed with the BMA.

A closed-ended fund with less than 20 investors that is not offered to the public can qualify as a “Private Fund” and no auditor appointment is 
required. Once registered, an annual certification is filed with the BMA.

The IFA Amendment also introduced a requirement for overseas investment funds to notify the BMA prior to such fund being managed or 
promoted in or from within Bermuda and to be designated as an “Overseas Fund”. Those operating such funds have a six month transition period 
from 1 January 2020 to comply with the new provisions. 

On 17 January 2020, Bermuda’s regulatory regime was assessed by CFATF and the global inter-governmental FATF and was confirmed as a 
global leader for having some of the highest international standards when it comes to combatting money laundering and the financing of 
terrorism and proliferation. 

Similar to the Cayman Islands and the BVI, Bermuda is a member of BEPS and enacted legislation in response to requirements for entities 
conducting certain types of activities to have economic substance developed under BEPS Action 5. The OECD has confirmed that Bermuda’s 
legislation meets its standards. Investment funds are not required to have economic substance and, as such, there is little impact for funds.  

On 18 February 2020 the European Union (“EU”) announced that Bermuda was a ‘cooperative jurisdiction’ with respect to the EU’s tax governance 
principles and therefore removed it from Annex II of the EU list and Bermuda was effectively “whitelisted”.

Since the February 2020 announcement, Bermuda is seeing an increase in enquiries for new structures and deployment of capital into private-
equity funds and similar products, particularly from family offices and European investors. Bermuda an attractive alternative, in particular, as it does 
not have a local auditor sign off requirement and the general partner of a limited partnership does not need to be registered in Bermuda to serve 
in that role. In addition, for traditional hedge funds Bermuda does not require directors to be licensed so keeping incremental costs to a minimum.
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The information contained in this advisory is necessarily brief and general in nature and does not constitute legal or taxation advice.  Appropriate legal or other professional advice should be sought for any specific matter.

British Virgin Islands 
The BVI continues to market itself as the jurisdiction of choice for the emerging manager, and the numbers show continued growth in this 
segment of the market. With the Cayman Islands now requiring previously exempt smaller hedge funds, which were before able to rely on a 
‘fifteen investor exemption’, to register with CIMA, it is possible that the BVI will see an increasing number of emerging managers choose the BVI 
as the preferred domicile to incubate new funds.

The increase in the number of BVI “approved” funds in recent years is of particular note. The approved fund provides a cost-efficient and quick-to-
launch option for a seeding manager that is looking to establish a track record with investments from either friends and family or small investments 
from third-party investors (the approved fund is limited to a maximum of 20 investors and an assets under management limit of US$100 million).
 
In December 2019, the BVI enacted legislation requiring the registration and regulation of all existing and new closed-ended investment funds 
by 1 July 2020 (the “Closed-ended Law”). Previously, closed-ended funds were outside of scope of regulation in the BVI. A modest annual fee of 
US$1,000 is payable to the BVI Financial Services Commission (the “FSC”) and audited accounts will have to be prepared and filed with the FSC 
within six months of the end of each financial year (although, exemptions may be granted by the FSC on a case by case basis). 

Similar to the Cayman Islands and Bermuda, the BVI is a member of BEPS and, enacted legislation in response to requirements for entities 
conducting certain types of activities to have economic substance developed under BEPS Action 5. The OECD has confirmed that the BVI’s 
legislation meets its standards. Investment funds are not required to have economic substance and, as such, there is little impact for funds.  

On 18 February 2020, the EU announced that the BVI was in line with all requirements of the EU tax good governance standards and was, 
therefore, “whitelisted”. Under the EU listing process, the BVI was assessed against three main criteria: tax transparency, fair taxation and real 
economic activity; it was deemed fully compliant in all respects. 

The Closed-ended Law and the whitelisting evidence the BVI’s commitment to meeting EU requirements in respect of good governance, anti-
money laundering and economic substance, and will ensure that the BVI remains an offshore financial centre of choice for fund managers looking 
to do business in Europe.
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