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“Cypriot Regulatory Landscape of the Fund Industry”

Distinguished Guests, 
Ladies and Gentlemen,
Good afternoon, 
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It is a real pleasure for me to be here with you today and I would like to thank the organisers for their kind invitation to address this distinguished gathering.
CySEC places great emphasis on the development of the collective investment and fund management sector due to the numerous advantages it generates for the Cypriot economy as an alternative form of finance. This also strengthens the establishment of Cyprus as an international services center.
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 REGULATORY FRAMEWORK 
Firstly, allow me to give a snapshot view of how the regulatory framework was developed. 
The national legal framework was harmonized with the fourth European UCITS Directive in 2012, with the fifth Directive following suit in April 2016. This triggered the approval of the Open-Ended Undertakings for Collective Investment law that regulates the establishment and operation of UCITS funds and UCITS fund management companies. 
In 2013, the Alternative Investment Fund Managers Directive was also transposed into national legislation. The AIFM Law regulates the establishment and operations of fund managers that handle funds in excess of €100 million of assets under management and has enabled the passporting of these services to the rest of the EU.  
In July 2014, CySEC was designated the competent authority for Alternative Investment Funds which were previously regulated by the Central Bank under the International Collective Investment Schemes Law. 
The Alternative Investment Funds Law allows AIFs and their managers to be authorized and regulated by CySEC under a modern and comprehensive regime. Specifically, it enables alternative investment funds, subject to certain conditions, to be actively marketed to Retail and Well Informed/Professional Investors.
In 2018, the AIF Law was updated to include a new category of supervised entities, the Registered Alternative Investment Funds, or RAIFs, which has contributed to the further development of the fund Industry.  Today we have registered 79 RAIFs. 
More recently, CySEC introduced a new national regulatory category relating to the so-called “Mini-Managers” - managers that manage alternative funds under the AIFM thresholds . This will allow smaller managers to operate with a regulatory regime commensurate to the size of their operation, whilst at same time it ensures they adhere to best practice standards for investor protection. 
Also in 2020, we saw investment based crowdfunding services carved into the investment services Law (transposing MiFID) in Cyprus. The first application is in the process of being granted a license. These rules will soon be replaced by the European Union’s Crowdfunding Regulation which becomes applicable this November.
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In addition, CySEC is introducing a legal framework  regulating the fund administration function. Within the new regulatory framework, fund managers will have the  benefit by the delegation of the fund administration of Alternative Investment Funds to third party Fund Administrators, who will be regulated and supervised by CySEC. Currently CySEC is assessing the responses received from the industry from its Consultation paper.
CySEC is currently reviewing the permissible investment strategies for fund managers and the applicable rules, focusing on the area of Loan Origination and Loan Participation, particularly we expect a revised directive to be released in the near future enabling the strategy for RAIF structures.
On the New Partnership Law introduction front, the legislation is currently with the Parliament pending its enactment.
In addition, CySEC commenced a research on the possibility of introducing a new legislation for Crypto Funds, which is at a very early stage at the moment. 
Our policy for any new European directive is to ensure that it becomes part of national legislation as soon as possible. As an example, we are currently looking at new European regulation that facilitates the cross border distribution of collective investments funds in Europe and at the securitisation regulation. Ensuring that CySEC stays ahead of sustainable finance trends is a priority, particularly when it comes to risks related to ESG factors that may have an impact on the financial system, and the mitigation of these risks through appropriate governance, 
In preparation for the new Sustainable Finance Disclosures Regulation (EU 2019/2088 “SFDR”), which became applicable in March, CySEC has created a dedicated section on its website on sustainable finance, which also provides information on SFDR. SFDR provides more transparency on sustainability within the financial markets and is expected to affect a large proportion of the financial services industry in Cyprus.
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Ladies and Gentlemen, 
TYPES OF ALTERNATIVE INVESTMENT FUNDS 
The AIF Law regulates the establishment and operation of three types of funds - the Alternative Investment Funds (AIFs), the Alternative Investment Funds with Limited Number of Persons (AIFLNPs) and the Registered Alternative Investment Funds (RAIFs). 
If I can deal briefly with each of these in turn…

AIFs
In Cyprus, AIFs may be established as variable or fixed capital investment companies, common funds and limited partnerships. 
They may be marketed to Professional and Well-Informed Investors, and in some cases, to Retail Investors. 
A single Depositary must be appointed for each AIF, which is established locally  when the AIF falls in the scope of AIFMD, or, when outside the scope of AIFMD, the Depository can be an entity established in another EU Member State or in a third country where Cyprus has established an MOU.. 
CySEC has imposed initial capital for the authorisation of self-managed AIFs  at €125.000. 
However, the assets of both externally managed and internally managed AIFs must reach at least €500.000 within the first 12 months of their operation. 
To ensure that corporate governance standards are addressed, CySEC implemented a law decreeing that internally managed AIFs need to separate their risk management function from their portfolio management function, both hierarchically and operationally. 
We strongly believe that better supervisory processes (and therefore company compliance) can be achieved when both a compliance officer and an internal auditor are present in such structures. Going forward, both functions will have an important role in assisting the AIF to achieve full compliance with the regulatory regime. 
Additionally, the Risk and Portfolio Managers, as well as the Compliance and AML Officers should be holders of the relevant CySEC certificates (Advance and AML).  The legislation also requires self-managed AIFs to have at least 2 executives and 2 non-executive directors on its Board of Directors.
The Board of Directors of an externally managed AIF must include at least two members, of which at least one is an independent Non-Executive Director. Where the external manager (or the internally managed AIF) and the depositary belong to the same group, at least 1/3 of the Board of Directors or 2 Board members, whichever is lower, should be independent. Persons entrusted with operational functions such as portfolio management cannot undertake control functions, for example, AML or Risk Management). A combination of control functions could be permitted; when its turnover exceeds 20% of its projections, the external manager of the AIF (or the internally managed AIF) must employ a different person for each control function.  
In addition, AIFs are subject to the CySEC Categorisation Directive, which specifies the investment policy of such funds, depending on the category of investors to which they are addressed or marketed. Among others they can be: 
*Real estate AIFs
* Venture Capital AIFs
* Money Market AIFs
* Capital/Performance guarantee AIFs
* Capital protection AIFs
* Fund of funds AIFs
*Loan origination AIFs
*Shipping AIFs
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AIFLNPs
The second type of fund structure that can be established under the AIF Law are Alternative Investment Funds with Limited Number of Persons or AIFLNPs. These funds may be established as fixed or variable capital investment companies and limited partnerships.  
AIFLNPs can only be marketed to Professional and Well Informed Investors and the maximum number of ultimate beneficial owner investors that an AIFLNP can accomodate is 50.
CySEC introduced an initial capital requirement for internally managed AIFLNPs of €50.000 and the AIFLNPs must raise at least €250.000 within the first 12 months of their operation.
Unlike the AIFs, a Depositary in another EU Member State or in a third country where Cyprus has established an MOU at all times, while it can be exemptedfrom the requirement, if certain conditions are met, but they are still required to perform safekeeping and custodial duties.  When the AIFLNP is self-managed, its Board of Directors must include at least one executive and two non-executive directors. 
All Risk and Portfolio Managers, as well as Compliance and internal AML Officers must also be holders of the advanced CySEC certificates.
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RAIFs
The third type of fund structure that can be established under the AIF Law, Registered Alternative Investment Funds can be established as a common fund, as an investment company with either variable or fixed capital or as a Limited Partnership. These funds can be registered but are not authorised nor regulated directly by CySEC. Instead, responsibility for their supervision and monitoring is performed by the AIFM that manages the RAIF. 
They can be marketed only to professionals and well-informed investors. There is no initial capital requirement for these funds, however, like AIFs, they are required to raise €500.000 within the first 12 months of operation. CySEC has set narrow parameters for registered funds in order to protect investors; RAIFs cannot be set up as Money Market Funds, Loan Origination Funds or Funds of Funds. 
[bookmark: _Hlk84860256][bookmark: _GoBack]Τhe Board of Directors of the RAIF must include 2 members, of which at least 1 should be independent non-executive director. If the Board is comprised of more than 2 members, then at least 50% of its members should be independent non-executive directors.
We believe that these substantial improvements, along with the tax incentives in Cyprus especially designed for fund managers and funds is creating all the necessary preconditions for the healthy growth of the collective investment sector. 
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THE MARKET 
today, CySEC has 289 Management Companies and Undertakings of Collective Investments (UCIs) under its supervision, compared to 102 in 2016 - an increase more than 183%. By the end of June 2021, the total Assets under Management reached €10,7 billion, recording a 24% increase compared with the end of 2020.  When considering the challenges of the past two years, this is encouraging.
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As an indication of the investments by CySEC registered Alternative Investment Funds, these include Private Equity Funds (36,7%), Hedge Funds (14,9%) and Real Estate (12%), also in sectors of the economy like energy, shipping, sustainable finance and fintech are also benefitting. At the same time, majority of UCITS strategies are concentrated in transferable securities (86.4%).
I am pleased to say that we continue to see strong interest in the set up and authorization of alternative investment funds and CySEC is currently handling over 45 applications for licenses in different fund structures.   
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SUPERVISION  
Ladies and Gentlemen, 
As we know, the pandemic put severe stress on capital markets and on investment funds, highlighting liquidity issues and the risk financial instability and investor protection issues. 
Throughout this time, CySEC has closely monitored asset managers in relation to liquidity matters and looked at the activation of Liquidity Management Tools such as the suspension of redemptions. From the information provided to us by the market, it seems that the use of such tools had not been necessary and redemption requests remained to the usual levels. 
With regards with the effects of the pandemic on asset valuation, asset managers - particularly those in the private equity and real estate segment - reported that they have been affected but not to any significant extent. Due to the characteristics of Cypriot fund investors, - their investment horizon being mostly long term and non-opportunistic - , there have not been considerable liquidations and investor exits. In addition, with the exception of the UCITS market (which equates to around 5% of the Cypriot funds market) most Cypriot AIFs invest in assets which have fairly low liquidity by nature and as such usually have long lock up periods (between 3-5 years) and long notice periods (six months to one year).
This year’ CySEC’s focus remains on liquidity and more specifically the availability and use of Liquidity Management Tools. In addition, focus will be placed on asset valuation, another important and current issue in the funds sector.   
CySEC applies a risk-based approach to supervision that includes data points and qualitative assessments on assets under management, investment strategies, leverage and liquidity considerations, in order to determine our supervisory priorities.  
We also provide guidance and clarification on the interpretation of applicable regulatory frameworks and on ad-hoc issues, such as the incorporation of financial innovation/technology into operations. 
The funds industry is constantly evolving, as is regulation, and CySEC is committed to ensuring that market participants maintain a comprehensive understanding of relevant and applicable regulation.  CySEC hosts regular seminars to provide clarity on the applicable framework and discuss practical issues related with its implementation.
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CLOSING REMARKS 
To conclude, I would like to re-iterate CySEC’s strong commitment towards the responsible growth of the collective investment sector, one that is underpinned by strong supervision to safeguard investor protection.   
With these thoughts, I would like, once again, to congratulate the organisers for the today’s event, to thank you all for your kind attention and wish you a very pleasant rest of the day.  
15

