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FUNDS INDUSTRY

CYPRUS:
A UNIQUE EU FUNDS
JURISDICTION

Cyprus has done much in recent years to remain at the
forefront of developments in the financial industry and
attract important market participants and investors. The
main objective has been to enhance the country's posi-
tion on the global map of interesting jurisdictions for spe-
cific areas of the industry, namely funds, payments and
electronic money and, of course, investment firms.
Cyprus is unigue in many ways. It is a European Un-

ion (EU) member state, hence its laws and regulations
are fully harmonised with all EU laws and regulations.
Furthermore, attention is consistently paid to ensur-

ing the early adoption of important new EU Directives

in the financial field, as happened, for example, with
MIFID Il, which was introduced in July 2017, six months
ahead of its implementation date of January 3, 2018.
Cyprus’ contemporary regulatory framework spans all
three aforementioned areas — investment firms (MiFID

2), payments and electronic money (Payment Services
Directive 2 or PSD2 and Electronic Money Directive or
EMD) and funds (UCITS and AIFM Directives), especially
in the alternative space. A series of laws complemented
by relevant directives and regulations ensure that these
structures address the latest objectives and needs of
their owners.

To a great extent, this is due to the local regulators — the
Cyprus Securities and Exchange Commission (CySEC),
which oversees investment firms, funds and fund man-
agers, and the Central Bank of Cyprus (CBC), which
oversees payment and electronic money institutions.
And while being welcoming and open to new entrants is
important, acting pre-emptively on an ongoing basis on
the supervision front to maintain the jurisdiction’s reputa-
tion is key. This is well understood by local regulators
and their leaders and is a concept that they have put
into practice in recent years, combating financial crime
and money laundering and enhancing cooperation with
foreign authorities and international organisations in this
field.

In parallel and as a result of this, the banking sector
has seen tremendous changes during the last decade,
especially since 2013. It has undergone a massive re-
structuring exercise, aimed at reducing balance sheets
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and subsequent risks and, at the same time, has seen a
dramatic change in its compliance culture. A huge num-
ber of bank accounts have been scrutinised and closed
or declined in recent years, while scrutiny of transac-
tions has grown exponentially with the introduction of
new processes and systems. The best indications of
the recognition of the massive effort of authorities and
banks on this front are the fact that Cyprus enjoys an
investment grade credit rating by the international rating
agencies while, at the same time, the number of corre-
spondent banks on the island has grown.

The banking sector is particularly critical in the area of
funds, where banks are expected to provide depositary
services. Fund numbers and assets under management
(AUMs) in the country have been rising in recent years
(€7.97bln in the end of the second quarter of 2020) and
a growing number of interested foreign investors have
turned their attention to its fund industry. Most activity
is focused on Alternative Investment Funds (AlFs) and
AlIF Managers (AIFMs), where the regulatory framework
provides for the standard AlFs and AIFMs falling under
the relevant EU AIFM Directive (AIFMD) while, at the
same time, it is even more flexible through the provision
of additional structures such as Registered AlFs (RAIFs),
AlFs of Limited Number of Persons (AIFLNPs) and the
newly introduced Mini AIF Managers.

AlFs generally take the form of either a variable capital
investment company, a fixed capital investment compa-
ny, a common fund or a limited partnership with or with-
out separate legal personality, registered subject to the
General and Limited Partnerships and Business Names
Law. The range of possible structures and the availabil-
ity of tax transparent vehicles allows, amongst others,
efficient tax planning subject also to other factors such
as investors’ tax residency and types of investments
and financial instruments.

RAIFs are always externally managed, with the manage-
ment primarily undertaken by an authorised AIFM or,
under certain conditions, by a UCITS Management Com-
pany, a Mini AIF Manager or an Investment Firm, and are
addressed only to professional or well-informed investors.
RAIFs are not subject to any minimum capital require-
ments or to authorisation but AlFMs intending to manage
a RAIF are required to submit a notification to CySEC for
the inclusion of the RAIF on CySEC's RAIF registry prior to
distributing RAIF units to potential investors.

AIFLNPs are AlFs, whose assets must be below the
AIFMD thresholds, are addressed only to professional or
well-informed investors and may be exempted from ap-
pointing a depositary. AIFLNPs can be either internally
managed or externally managed by a UCITS Manage-
ment Company, a Mini AIF Manager or an Investment
Firm, amongst others.

The newly introduced Mini AIF Managers (MMs) are
effectively sub-threshold AIFMs or entities externally
managing AlFs that fall below the thresholds of the
AIFMD and are thus not required to apply for authorisa-
tion as AIFMs. These MMs are efficient, less complex
and lighter structures with fewer regulatory obligations
and an initial capital requirement of €50,000, dedicated
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Valued factors for consideration by international groups
operating on the island are typically the existence of a
common law framework, the broad use of the English
language for business, even with government agencies,
a competitive tax framework for firms and professionals
coupled with a number of double tax treaties, as well as
the skilled workforce and range of professionals capable
of effectively supporting such operations. The latter has
been the result of the growing international business on
the island for the last twenty years and the development
of a regulated financial services industry relying largely
on the use of latest technology. Local professionals and
service providers, who possess deep know-how and ex-
pertise in these areas and can understand and add value
to businesses, have also grown alongside this industry.
A common key factor of these businesses is cutting-
edge technology. Understanding and using this technol-
ogy is critical, as evidenced recently during the COV-
ID-19 lockdown, when all such businesses continued
operating without disruption. Recognising the growing
importance of technology in the market, CySEC has set
up an Innovation Hub, aiming to encourage and support
innovation in the financial sector, to determine the future
requirements for new legislative and supervisory priorities
and ensure investor protection, which is indicative of a
forward-looking regulator standing ready to adapt to the
latest technological market trends.

The Cyprus government and the Ministry of Finance,
Invest Cyprus (CIPA), the Cyprus Investment Funds As-
sociation and other local associations and agencies are
committed to attracting foreign investment in the local
financial industry and have been supportive of the efforts
made by the private sector, resulting in a growing trend
in recent years. This trend is expected to continue and
strengthen further while further improvements are imple-
mented and new structures are introduced in the coming
months and years.
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