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With over 50 years of experience and a global view of the 
alternative investment funds market, Walkers is pleased to 

share some recent trends in the establishment and ongoing 
operation of hedge funds and private equity funds.
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After several years of lacklustre 
returns, nearly all strategies covered 
by Preqin have shown positive 
results in 20171, with event-driven 
and equity funds performing 
particularly well. According to 
Preqin’s survey of investment 
managers in June 2017, the 
leading drivers are largely political. 
Benign stock markets since late 
2016 (the so-called ‘Trump Bump’), 
optimism around widespread 
US tax and regulatory reform, 
and possible further interest rate 
rises were identified as the top 
three contributors to improved 
performance. Investors have 
consistently ranked performance 
as the most significant factor in 
selecting new funds, as well as the 
most significant driver for reducing 
allocations, so a return to positive 
results is certainly welcome news 
for the industry.

Whilst positive performance, if 
sustained, will alleviate some of 
the challenges that that hedge 
funds have faced in the last 
decade, others will remain. Large 
institutional investors, who have 
been able to extract concessions on 
fees and other terms, are unlikely 
to give up on these demands just 
because they are now making the 
returns they expect. Managers will 
need to demonstrate that their fees 
are rewarding their genuine risk-
adjusted performance, and not just 
favourable markets. Competition 
from other parts of the alternative 
assets industry, as well as a 
renewed enthusiasm for passive 
strategies among some allocators, 
will all need to be contended with. 

From our vantage point as advisers 
to many of the world’s top hedge 
fund managers, these broader 
market forces flow through to our 
instructions, and ultimately drive 
many of the terms of the funds 

we advise. So what have we seen 
this year?

The master-feeder 
structure returns
After a few years of relative 
decline, the Cayman Islands-based 
master-feeder structure (that is, 
where both the master and the 
offshore feeder are registered in 
the Cayman Islands) has re-asserted 
itself as the most common fund 
structure. We have also seen a 
significant increase in the number 
of registered unit trust and sub-
trust structures (mostly marketed to 
Japanese investors).

In prior years we had observed 
a trend for start-up managers 
avoiding a master-feeder 
structure, largely because 
they did not wish to incur the 
additional costs, or because they 
did not have a sufficiently large 
US investor pool. It is possible 
this trend is starting to reverse, 

following improving sentiment 
among US institutions and 
allocators. As well as a rise in 
completely new funds, we have 
been involved in a number of 
fund restructurings to turn a 
standalone vehicle into a master-
feeder structure, principally in 
order to accommodate a new 
US-based feeder.

A strong year for equity 
and credit launches
Equity-focussed funds have been 
among the top performers so far 
in 2017, and we have launched 
significantly more equity funds 
than any other strategy. Demand 
for credit funds has also remained 
high, as a strong run of returns and 
continued innovation on the part of 
managers in disrupting traditional 
credit markets continues to 
attract investors. Credit managers 
in particular have been at the 
forefront of challenging traditional 
hedge fund / private equity 

Hedge Fund Structures

Hedge Funds

1 Preqin Special Report: Hedge Fund Manager Outlook H2 2017
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boundaries, using flexible Cayman 
structures to borrow elements from 
each and create innovative hybrid 
funds or to restructure existing 
funds to fit the changing investor 
demands. Strong performance in 
event-driven and macro strategies 
has also led to more launches in 
these areas compared with 2016. 

Fees remain under 
significant pressure
In prior surveys, we had observed 
that management fees remained 
fairly consistent at the 2% level, 
with managers being more willing 
to lower their performance fees 
from the traditional 20%. This year, 
pressure on fees has extended to 
management fees, with less than 
10% of the funds launching with a 
2% management fee. 

In one sense, this trend is to be 
expected, as investor surveys have 
repeatedly found that investors 
are generally frustrated by 
management fees whilst remaining 
willing to reward genuine 
performance. It follows that the 
fixed element of the fees should be 
under the most pressure. However, 
headline rates do not tell the full 
story: it has become common for 
managers to reduce management 
fees with individual investors 
in a side letter, whilst keeping 
the headline rate in the offering 
document at 2%. Consistent with 
other industry surveys, we see 
most hedge funds launching with 
a headline fee rate between 1.5% 
and 1.75%.

For performance fees, whilst the 
majority of funds launched with a 
headline rate of 20%, each year 
this majority is slowly eroded in 
favour of lower performance fees. 
This year, 55% of funds launched 
with a 20% management fee 
(down from 59% in 2016) and 
there is an uptick in fees between 
10% and 20% with 27% of funds 
launching in that range (up from 
14% in 2016).

Liquidity follows 
strategy, but managers 
can use it to their 
advantage
The most influential factor affecting 
a fund’s liquidity terms is its strategy. 
Monthly and quarterly redemptions 
remain the most common liquidity 
structure in 2017 for traditional 
corporate fund structures.

One third of the funds surveyed 
employed lock-up periods, typically 
for 12 months and with a broadly 
even split between hard lock-ups 
(redemptions not permitted during 
the lock-up period) and soft lock-
ups (redemptions permitted, but 
subject to an early redemption fee). 
We have also observed managers 
using lock-ups, either in ‘founders’ 
classes or in side letters, to commit 
anchor investors or to secure 
investors with whom they have 

agreed material concessions in 
side letters. This gives the manager 
a pool of committed capital for 
the initial years of a fund’s life. 
Where an anchor investor expects 
a minimum commitment period, 
formalising the commitment with 
the fund, especially if it assists the 
fund in attracting other capital, is 
an easy give. We expect this trend 
to continue.

Things to watch in the 
governance data
Many of the governance-related 
indicators that we follow have 
remained broadly consistent with 
prior years. However, after several 
years of clear trends towards 
greater levels of independence, 
some of this year’s data suggest the 
debate is not quite settled.

Hedge Fund Structures
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Whilst nearly 70% of new funds 
we advised in 2017 have at least 
one independent director, this 
level is less than we have seen in 
prior years (last year, for example, 
the figure was 82%). Whilst a 
single data point is not enough 
to draw a firm conclusion, it 
hints at a few possibilities. As 
managers have been content 
to launch smaller funds than in 
the past, independent director 
fees have a more pronounced 
effect on the fund’s performance. 
Investors may be persuaded that 
independent oversight at the 
fund level is less critical for some 
fund strategies where trading 
is conducted algorithmically, or 
where they are able to negotiate 

direct transparency rights in a 
side letter. Larger institutions and 
private wealth managers with 
a significant volume of funds 
established for their own clients 
may be comfortable that they have 
sufficient internal controls that the 
traditional drivers for independent 
boards are not as applicable.

However, there remains a strong 
push from institutional investors 
for independent oversight in the 
form of non-executive directors 
and advisory board members. 
More than ever, such boards 
comprise industry experts and 
others with strong business or 
academic records, relevant to the 
fund’s investment focus. 

What to look for in 2018
The most important trend to watch 
in 2018 is whether the recent run 
of returns can be sustained, much 
of which will depend on managers’ 
ability to navigate the political and 
economic landscape. Nearly all of 
the trends we have identified in our 
surveys are ultimately a response 
to a prolonged period of investor 
frustration with returns. If strong 
performance leads to a significant 
positive shift in investor sentiment 
towards hedge funds generally, 
then we may look back at 2017 
as the year things turned for the 
hedge fund industry. 

Fund Target Size

<$500m $500m to <$1b $1b to <$3b $3b+
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Preqin has speculated2 that 2017 
may set new fundraising records 
in the private equity field, which 
would be consistent with the levels 
of activity that our fund formation 
team is seeing in the Cayman 
Islands. From multi-billion dollar 
mega-launches, including the largest 
capital raise of all time for a buyout 
fund, to somewhat of a resurgence 
in smaller, start-up products, our 
data shows a buoyant, diversifying 
private equity market.

Fund Sizes
Whilst activity in the > $1bn 
fund space remains strong, 2017 
has seen a marked increase in 
the number of sub $500m fund 
raises, often with new managers 
successfully launching their first 
products, in some cases ceded by 
larger established managers.

The increased success of these 
smaller funds appears correlated 
to a greater focus on emerging 
markets, as well as the launch 
of funds focussing on slightly 

more esoteric strategies such as 
education/training. The additional 
burdens placed on managers by 
the evolving regulatory landscape, 
which slowed activity in the start-

Private Equity

2 Preqin Special Report: Fundraising Update Q3 2017
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up manager sector, appear to be 
mitigated by more user friendly and 
cost effective compliance solutions 
coming to market. Examples 
include technology solutions to 
simplify the reporting and filings 
required under FATCA and the 
Common Reporting Standard.

One word of caution, however; 
whilst a twelve month period 
between first and final closings has 
remained most common, we are 
seeing longer fund raising terms 
more frequently.

In addition, we have also seen 
certain managers going to 
investors as the twelve month 
commitment period nears its end 
to request approval for a six or 
twelve month extension.

As such, whilst significant capital 
remains available to be allocated 
and newer, smaller funds are 
seeing a slice of such allocations, 
limited partners continue to 
exercise caution in entering into 
commitments, with increasingly 
rigorous due diligence and 
operational stress testing procedures 
pushing out fundraising periods. 

Fund Strategies
The credit and direct-lending fund 
sectors remain strong.  These funds 
continue to offer alternative lending 
solutions to those of traditional 
lenders, which are typically 
subject to greater regulation and 
consequently may struggle to offer 
flexible solutions to more bespoke 
borrower-side requirements.

Despite the significant dry 
powder in the market available to 
leveraged buy-out funds raised in 
2015 and 2016, 2017 has seen 
continuing fundraising activity in 
this space. Infrastructure and the 
real estate market also continue 
to attract significant amounts of 
capital, with real estate in Asia 
attracting particularly strong 
interest. Energy by contrast has 
dipped, reflecting prolonged 

lower oil prices and general 
uncertainty within the sector.  

Venture capital funds focussing 
on technology have remained 
active. However, if the recent 
wave continues, there is a strong 
expectation that the 2018 data 
will be dominated by initial coin 
offerings, cryptocurrencies and 
other fintech strategies. There 
are various legal and regulatory 
issues regarding initial coin 
and token offerings still to be 
overcome, not least with respect 
to anti money laundering rules 
and valuation issues. Walkers is 

working alongside the Cayman 
Islands Monetary Authority and 
other stakeholders to help create 
a sensible regulatory framework 
to accommodate these new asset 
classes and strategies. The structure 
of such framework, which will 
be on the fault line between the 
non-traditional practices associated 
with these innovative strategies 
and the need to maintain the 
robust regulatory environment 
present in Cayman that is crucial to 
its institutional success, will be at 
the centre of this process over the 
course of the next twelve months.
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Fund Geographies
Whilst North America continues 
to represent the most dominant 
geographical strategy, with 
investors drawn to its developed, 
secure economies, there has been 
a notable increase in emerging 
markets focussed fund launches, 
with the Asian market in particular 
performing strongly.

European focussed strategies by 
contrast have been less active, a 
possible consequence of volatile 
macro events such as the Brexit vote. 
In general we continue to see funds 
with global geographical strategies, 
limited rather by focus on particular 
asset classes such as technology.

Whilst Cayman vehicles which 
are feeder funds remain invested 
primarily in master funds domiciled 
in Delaware, this year has seen them 
act as feeders into master funds 
located in China and Singapore.  
As the number of master funds 
domiciled in Asian jurisdictions 
increases it should be noted that we 
continue to see Cayman vehicles 
feeding into, or investing in parallel 
to, such funds, with investor 
familiarity with and demand for 
Cayman access points to such fund 
structures remaining strong.

Fund Duration
Fund terms are typically running 
to ten years for funds focussed 
on buyouts, real estate, energy or 
infrastructure, shortening to five 
to seven years for credit funds. 
Alongside provisions allowing 
specific powers to extend by one to 
three consecutive one year periods, 
which have come on market in 
recent years, we are also seeing a 
definite trend towards funds being 
able, with limited partner consent, 
to extend their term for further 
multiple one year periods, following 
expiration of the prescribed 
extension periods. This reflects a 
balancing of the needs of investors 
to have certainty as to the amount 
of time for which their capital is 

required to be locked up with an 
understanding from both managers 
and investors that retaining flexibility 
to remain invested for longer 
periods than initially envisaged may 
be mutually beneficial in increasing 
final returns.

As funds raised in the 2003 to 
2007 fund raising cycle come up 
against final term extensions, we 
are starting to see a significant rise 
in end-of-life restructurings and 
GP led secondary deals. Where, 
not too long ago, this would have 
involved a sell-off, and usually by 
a distressed seller, the presence 
of large secondary buyout funds 
and asset price recovery has 
led to a much wider range of 
transactions in this space, such 
as GP led transactions involving 
statutory mergers, tender offers 
and preferred equity deals. The 
flexibility of Cayman vehicles and 
merger rules have provided the 
tools to execute these transactions.

Fees
20% remains by far the most 
common carried interest 
percentage, typically arising after a 
preferred return hurdle of 8% has 
been passed. 

Carry Entitlement as a Percentage

Preferred Return/Hurdle Rate

Countries/Regions Fund Will Primarily Invest

>20%

0%

Other

12%

20%

61%

15%

6%

<12.5%

6%

15%



FUNDAMENTALS The Road to 2020

6

Fund-as-a-whole waterfalls continue 
to outnumber their deal-by-deal 
counterparts, with investors insisting 
on whole fund performance 
before allowing for payment of 
performance allocations.

The stated range of management 
fees continues to be a little broader, 
with some deviation from the 
historical 2% standard. 

In general however fee terms remain 
subject to side letter provisions, 
with certain institutional limited 
partners enjoying some success 
in negotiating fee breaks on both 
carried interest and management 
fees (albeit this is less prevalent than 
in the hedge fund sector).

Cayman LLCs
The final word goes to Cayman 
Islands limited liability companies, 
introduced in Cayman for the 
first time pursuant to The Limited 
Liability Companies Law, 2016. 
Cayman LLCs are designed to 
be as similar as possible to their 
counterparts in Delaware, with 
which onshore counsel are very 
familiar. Whilst currently most 
commonly used for general partner 
entities, downstream portfolio 
holding companies and joint 
venture vehicles, tax consideration 

allowing, there is also scope 
for Cayman LLCs to be used as 
private equity and hedge fund 
vehicles, typically where external 
concerns demand a vehicle with 
separate legal personality. In any 
such situation the limited liability 
company agreement governing 
a Cayman LLC offers materially 
more flexibility, akin to that offered 
by the partnership agreement of 
an exempted limited partnership, 
than the articles of association of a 
Cayman Islands exempted company.

We have not as yet seen any private 
equity fund vehicles structured 
as Cayman LLCs and we do not 

expect this to be a significant trend. 
However, we now routinely see 
funds formed with Cayman LLCs as 
their general partner, or with general 
partners in existing fund structures 
being replaced by, or converted 
into, Cayman LLCs. Managers may 
be seeking to either move their 
fund structures entirely to Cayman 
by swapping out existing Delaware 
LLC general partners, or to replace 
Cayman exempted company general 
partners with LLCs offering greater 
flexibility with regards to governance 
structures, fiduciary duties and 
the allocation of carried interest 
amongst individual managers.

Asia
Asia continues to demonstrate 
strong investment funds appetite 
with the launch of new products 
and healthy deal activity levels. This 
year alone has seen Asia home 
to a number of the biggest fund 
launches in the global market.

In China, there has been an 
increased use of Cayman entities 
over the past 12 months with 

a preference by PRC clients to 
list overseas rather than on the 
domestic exchanges. Whilst we 
have seen the “flight to quality” 
trend with the continued growth 
of the larger managers, the start-
up market is dominated by PRC 
managers many of whom are 
syndicating investments that they 
have been able to access through 
personal relationships. Fund raising 
remains challenging for some 

managers in the mid US$500 
million to US$1 billion range 
looking to grow to the next level 
as competition to attract investors 
remains fierce. 

Structurally, the Segregated 
Portfolio Company (SPC) continues 
to be the vehicle of choice, with 
many PRC managers utilising the 
SPC for hybrid fund offerings, for 
both closed and open-ended funds. 

Global Update
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The recently introduced Cayman 
LLC vehicle has had less take-up as 
a fund vehicle across Asia, however 
we are seeing the Cayman LLC 
being utilised for general partners 
and carry vehicles. 

On strategy, we are seeing an 
increased number of credit funds 
with the PRC banks cutting back on 
lending. US real estate continues to 
be popular, particularly multi- 
family developments.

Singapore continues to be the 
gateway for investment into 
Southeast Asia and investment 
levels remains strong. Traditional 
structures are being used on private 
equity (PE) and venture capital (VC) 
deals and we have seen an uptick 
in interest in the SPC for open 
ended vehicles. With the rise of 
the middle class in Southeast Asian 
markets, private equity and venture 
capital funding in the region is on 
the rise. 

Active sectors continue to include 
technology, fintech, real estate, 
healthcare and infrastructure. We 
are seeing more LPs exercising 
rights to co-invest and a move 
towards regional PE houses 
launching VC funds. Increased 
activity levels from sovereign wealth 
funds, large global managers and 
large family offices are adding 
to the general sentiment of 
opportunity for growth in the 
Southeast Asian markets.

Japan continues to be a strong 
market with high levels of inbound 
and outbound investment.  
Large corporate pension funds 
are continuing to allocate to 
alternative investments using 
traditional Cayman and other 
offshore vehicles and across a 
range of strategies including real 
estate and infrastructure.

The superannuation industry in 
Australia is an area of interest - 
as it continues to grow, we are 
seeing an increase in capital being 
allocated offshore, in particular, as 

the size of individual allocations 
increases and the domestic asset 
landscape remaining competitive. 

Across Asia, we are seeing that the 
larger managers are capitalising on 
reputation and strong performance 
and are continuing to attract 
capital. This is in contrast to the 
start-up market which has in 
recent years seen slower activity 
levels largely due to an increase 
in operational, compliance and 
regulatory costs associated with 
set up. 

British Virgin Islands
The British Virgin Islands (BVI) has 
seen a relatively slow market for 
hedge fund launches over the 
last year. The Financial Services 
Commission (FCS) figures show 
that an average of 9 private or 
professional funds were launched 
per quarter and the gradual 
decline in the total number of BVI 
private and professional funds 
continues. However, the latest 
figures available show that the FSC 
continues to recognise a total of 
1,032 professional funds and 346 
private funds (both figures down 
on last year). 

We have seen quite a bit of interest 
in the incubator and approved 
fund products introduced in mid-
2015, from start-up managers in 
particular. The FSC approved a 
total of 76 incubator or approved 
funds by the end of Q2 2017. The 
BVI approved manager regime 
continues to prove attractive, with 
an average of 10 new approved 
manager approvals per quarter 
over the last year, for a total of 165 
active approved managers at the 
end of Q2 2017.

The BVI private equity fund 
business looks positive with a 
new and much improved Limited 
Partnership Act anticipated. It is 
hoped that this new Act will help 
to kick-start the private equity fund 
business in BVI.

Dubai
For fund promoters in the Middle 
East, there are numerous options 
when it comes to choosing the 
domicile of a fund. These include 
setting up in an international 
offshore jurisdiction, such as the 
Cayman Islands or the British 
Virgin Islands, or establishing an 
entity in the region, for example in 
the Dubai International Financial 
Centre or the Abu Dhabi Global 
Market. In our experience, regional 
investors are far more familiar with 
Cayman Islands and British Virgin 
Islands domiciled funds than those 
established in any other onshore or 
offshore jurisdiction.

In the private equity space, we 
have seen continued strong 
interest in the sector’s most 
favoured industries, which 
include logistics, education and 
healthcare. Given the geographical 
positioning of the Middle East 
region and the demographics of 
its population, these sectors are all 
expected to grow. A more recent 
trend is the increased popularity 
of aircraft leasing funds, with 
investors providing funds with the 
proceeds to acquire aircraft and 
then lease them to airlines and 
other end users. 

In the venture capital industry, the 
most popular current growth story 
is the rise of fintech. These fintech 
products and services are being 
used to either support and/or enable 
existing banking and financial 
services, or to disrupt conventional 
technologies and products utilised in 
this field. Regionally, the importance 
of this new area is highlighted by 
the Dubai International Financial 
Centre’s establishment, in January of 
this year, of the “FinTech Hive”. The 
FinTech Hive is a fintech accelerator 
which has the stated goals of 
increasing customer experience, 
increasing customer access and 
driving operational efficiencies in the 
financial services sector.

In the hedge funds sector, there 
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has been a noticeable increase 
in the number of funds seeking 
to explore opportunities in the 
crypto-currency markets. Such 
funds are seeking to actively trade 
Bitcoin and other crypto-currencies 
(whether by way of automated 
trading programs or through the 
employment of manual traders), 
and are also looking to take part in 
initial coin offerings, in order to buy 
new or emerging crypto-currencies 
at attractive rates. 

Guernsey
The net asset value of total 
funds under management and 
administration has increased in 
Sterling terms for the year, as of 30 
June 2017, by £23.9 billion (9.6%) 
to £271 billion. 

The closed-ended sector is at 
£167.2 billion. This represents an 
increase of £13.7 billion (8.98%) 
over the year since 30 June 2016. 
In the closed-ended sector, the 
gearing level is lower than the 
open-ended sector, with gross asset 
values of £183 billion (March 2017: 
£179 billion) implying a gearing 
level of 8.63%.

Private equity and real estate 
managers continue to dominate 
Guernsey’s closed ended funds 
sector. Private equity funds now 
account for 60% of total closed-
ended funds (up from 45% in 
2016) whilst property stands in 
second place at 11% (down from 
15% in 2016 after a number of 
disposals over the year).

As of 30 June 2017, Guernsey 
domiciled open-ended funds are 
at £43.9 billion. This represents 
an increase of £2.6 billion (6.3%) 
over the year since 30 June 2016. 
The gross asset value of Guernsey 
open-ended funds as at 30 June 
2017 was £54.9 billion, implying an 
average gearing level of 20.03%. 

We have seen good interest in the 
new Private Investment Funds (PIF) 
regime particularly from first time 

managers; given the scaled down 
regulatory requirements under the 
PIF regime it is a very flexible and 
cost-effective way to establish a 
new fund.

Geographically, Guernsey sees 
the majority of fund sponsors 
originating from the United 
Kingdom, the United States 
as well as continental Europe. 
Germany and Scandinavia are 
particularly adroit with Guernsey 
fund structures but UK real estate 
managers still account for the 
majority of our instructions. 

Ireland
The latest statistics show that 
the AUM of Irish regulated funds 
increased by over 16% during the 
12-month period to end Q2 2017. 

The AUM of Irish domiciled UCITS 
increased by 17% to reach €1,693 
billion, whilst the AUM of Irish 
domiciled alternative investment 
funds (AIFs) increased by over 14% 
to reach €537 billion over the same 
12-month period.

The Irish funds market has grown 
strongly for a number of years 
having registered an average 
growth rate of 15% per annum in 
Irish domiciled funds over the past 
5 years.

The number of Irish authorised 
UCITS increased by over 5% during 
the 12-month period to end Q2 
2017 to reach a total of 4,128 
Irish UCITS. The number of AIFs 
increased by 6% to 2,475 Irish AIFs 
over the same period.

As at the end of March 2017, 
there was a total of €4,288 billion 
of assets under administration, 
with €2,083 billion or 49% of 
those assets representing the 
assets of non-Irish domiciled 
funds, demonstrating Ireland’s 
position as a global leading fund 
administration centre.

The ICAV remains the vehicle of 

choice in Ireland, with the majority 
of new Irish funds being set up 
as ICAVs. The ICAV is a corporate 
umbrella-type vehicle which was 
specifically designed for fund 
structuring, and has a number of 
flexibilities and streamlined features.

In particular, the ICAV is an 
“eligible entity” for US tax 
purposes and can file a “check 
the box” election to be treated 
as a partnership (or a disregarded 
entity if a single shareholder) for 
US federal income tax purposes. 
We have seen an increased number 
of managers using the ICAV to 
establish master-feeder structures 
to cater for different tax reporting 
requirements of certain categories 
of investors including US taxable 
persons, non-US investors and US 
tax exempt investors.

At the beginning of 2017, the 
Central Bank of Ireland extended 
the scope of activities of the 
Loan Origination Fund, Ireland’s 
direct-lending fund structure, 
to include investing in debt and 
equity securities of entities or 
groups to which the fund lends or 
which are held for treasury, cash 
management or hedging purposes. 
The introduction of additional 
flexibility has increased interest 
in the establishment of Irish Loan 
Origination Funds.

UCITS fund establishments over the 
past 12 months have been spread 
across a broad range of strategies, 
including traditional long-only 
strategies, high-yield debt and multi-
asset investing UCITS, as well as a 
range of more complex alternative 
and structured UCITS funds.

In the closed-ended space 
we have seen an increase in 
establishments particularly of debt 
and real estate funds.

Unsurprisingly, in the wake of 
Brexit, we have seen a surge in the 
establishment of Irish management 
companies and investment firms as 
managers seek to ensure full access 
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to EU passporting privileges for 
asset management and, crucially, 
for distribution.

Jersey
NAV in Jersey now stands at 
£263.4 billion which is up 18% 
from the same time last year (30 
June 2017).

The number of alternative fund 
managers marketing into Europe 
through Jersey’s national private 
placement regimes (NPPRs) has 
risen in the first half of 2017. As 
of 30 June 2017, 131 alternative 
investment fund managers (AIFMs) 
had been authorised in Jersey to 
market into Europe through NPPRs 
under the Alternative Investment 
Fund Managers Directive (AIFMD), 
up 14% compared to the same 
time last year. In addition, the 
total number of Jersey alternative 
investment funds (AIFs) being 
marketed into Europe through 
NPPRs also increased to stand at 
276, representing a 10% year-on-
year increase.

Meanwhile, the Jersey Financial 
Services Commission has also 
reported a strong uptake in the 
Jersey Private Fund (JPF) regime, 
the latest addition to Jersey’s suite 
of fund structuring options, which 
was launched in April. As at 31 
August 2017, there were 44 JPFs, 
with the majority being newly 
created fund vehicles with just 
under a fifth being conversions 
from existing structures.

United Kingdom
The European hedge fund industry 
is currently estimated at $657 
billion with the UK remaining the 
largest contributor with a total 
of $472 billion in assets under 
management. This ranks the UK 
second globally behind only the 
US and the 529 active UK-based 
hedge fund managers account for 
53% of all hedge fund managers 
based in Europe. Europe, and 

particularly the UK, continues to 
be the most important non-US 
market for offshore investment 
funds with the Cayman Islands 
Monetary Authority’s (CIMA) most 
recent statistical analysis showing 
that UK-based managers accounted 
for 949 funds or US$337 billion, 
representing 9% of total NAV.  

There has been a noticeable 
upturn in hedge fund activity, 
notwithstanding the uncertainties 
of Brexit. Whilst it is “business as 
usual” for offshore domiciled funds 
with European focused activities we 
await further developments on the 
terms of the UK’s departure from 
the EU.

Cayman domiciled private equity 
funds have seen continued growth, 
fuelled by the migration of hedge 
fund managers’ businesses into 
the space and increasing use of 
private equity funds to acquire 
distressed assets.  The exempted 
limited partnership structure 
remains the most commonly used 
vehicle although the limited liability 
company was introduced last year 
as an alternative corporate structure 
with similar characteristics.  

There has been interest in the new 
BVI incubator fund product from 
start-up fund managers although 
uptake has been limited largely due 
to a lack of investor appetite for 
the less regulated structure.  

Changes in the regulatory 
environment continue to affect the 
funds sector with initiatives such 
as the European Union AIFMD 
having a direct impact on the funds 
industry. Fund managers connected 
to the EU can currently operate 
there under individual NPPRs. 
However, with proposals to extend 
the EU Passport to cover offshore 
jurisdictions and phase out the 
current NPPRs, such managers are 
expected to come under the full 
scope of AIFMD.  

The larger, more-established 
managers continue to provide solid 

returns and remain active in setting 
up new fund structures.  However, 
many smaller and emerging funds 
are offering better returns as they 
begin to challenge the institutional 
managers for investor capital.  

Investors continue to focus on 
operational due diligence, often 
driven by their own regulatory 
reporting obligations, whilst also 
demanding more customised 
investment structures. UK-based 
hedge funds remain primarily 
focussed on equity strategies 
followed by both macro and credit 
strategies and managed futures.  
We have seen both management 
and performance fees come down 
across the board with around two-
thirds of funds now offering some 
type of fee discount or increased 
flexibility around incentives.  
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Walkers Fundamentals
These topics and more were discussed at Walkers’ annual Fundamentals Seminar in November 2017.
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