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INTRODUCTION
This guide aims to thoroughly capture the rapidly growing investment funds industry
in Cyprus. It sets out the reasons why a Cyprus fund shall be chosen as an investment
vehicle and potential pitfalls and obstacles that may arise, while it also provides
warnings and guidance to safely and effectively navigate the process of forming and
operating a Cyprus fund, highlighting the obligations of different key players of a
fund, so that any potential liability would be avoided.
The guide is divided in two main parts. The first part is much more descriptive, trying
to introduce and analyse the types of Cyprus funds, namely UCITS and AIFs the
ways each fund is marketed, the key players that should be selected so that the fund
would operate effectively and the main obligations that should be assumed so that
any liability would be avoided. In this way, the readers would get an understanding
of which type of fund corresponds to their needs and may be consulted by us for
any further assistance. While, throughout this navigation provided in the first part,
the main advantages of setting up a Cyprus fund are generally exposed, the second
part comes to expand on this point, as it sets out three of the main advantages
of domiciling a fund in Cyprus that shall be considered; namely, the chance of
redomiciliation of a foreign fund in Cyprus without losing its legal status, the benefits
of listing in the Cyprus Stock Exchange and the tax benefits of setting up a fund in
Cyprus.
It can be assumed that with all the benefits that are set out herein below, it is not
implausible to consider Cyprus as an ideal investment hub. We, at Soteris Flourentzos
& Associates LLC, are dedicated to assist you in any way, so that the aforementioned
assumption would be confirmed.

www.sflourentzos.com
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WHY CYPRUS
At a glance

With an appealing legislative and regulatory regime, backed up by a strong network of financial
and professional services providers, along with a tax friendly environment, the Cyprus fund
industry is fast becoming one of the top emerging fund hubs in Europe.

Why choosing Cyprus?



EU member state compliant with EU laws
and regulations



Favourable EU and OECD-approved tax
regime



Eurozone member





Geographical location – crossroad
between Europe, Middle East, Asia and
Africa

Access to an extensive network of double tax
treaties allowing for tax efficient structuring of
investments



Efficient and up-to-date regulation fully
harmonised with related EU Directives



Mature business centre with highly
qualified professionals and sophisticated
infrastructure



Collective investments can be listed on the
Cyprus Stock Exchange and other recognised
EU stock exchanges



Extensive range of excellent legal and
accounting services



Cyprus-based funds and asset managers
benefit from low tax burdens levied on Cyprusbased corporations



Cost-effective setting-up and ongoing
operational services



Incentives and tax benefits for high-earning
managers and high-net-worth individuals

www.sflourentzos.com
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CYPRUS FUNDS

Collective investment schemes
Type of Funds:

The Cyprus legislation allows the set-up of two types of Investment Funds; UCITS and AIFs,
both of which are regulated by the Cyprus Securities and Exchange Commission (“CySEC”).

The regulator – CySEC:

The Cyprus Securities and Exchange Commission is the independent public supervisory
authority who is responsible to supervise and regulate the investment services market and
transactions in transferable securities carried out in Cyprus. Its responsibilities, if only to
mention some of them, vary from the very early stage of examining applications for the granting
of an operating license to entities under its supervision, to the supervision and regulation of
the Cyprus Stock Exchange and of agencies under its supervision, as well as to the issuance
of regulatory Directives and Decisions and to the cooperation and exchange of data with
other public authorities in Cyprus and foreign supervisory authorities. Hence, CySEC aims to
establish a safe, reliable and attractive securities market, ensuring investors’ protection.

Type of Investors:

1. Professional Investors – These are investors who possesses the experience, knowledge
and expertise to make their own investment decisions and duly assess the risk those
investment decisions incur.
Under MiFID, Professional Investors are:
• Entities required to be regulated or authorised to operate in the financial markets such
as credit institutions, investment firms and pension funds;
• Large undertakings meeting two of the following size requirements:
- Balance sheet total of at least €20 million
- Net turnover of at least €40 million
- Own funds of at least €2 million;
• National and regional governments, public bodies managing public debt, central banks,
international and supranational institutions;
• Other institutional investors whose main activity is to invest in financial instruments,
including entities dedicated to securitisation of assets or other financing transactions.

2. Well-Informed Investors or Eligible Counterparties – These are investors who are not
considered as professional investors and must confirm in writing that they are qualified
investors aware of the risks involved with an investment in the relevant AIF and make an
investment of at least €125,000 or have been evaluated by a licensed bank/credit institution,
an authorised investment firm or an authorised Management Company as having expertise,
experience and knowledge in evaluating the suitability of an investment opportunity.
3. Retail investors – These are the investors who do not meet either the requirements of being
categorised as a Professional Investor or as a Well-Informed Investor/Eligible Counterparty.

6
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01 / UCITS

Undertakings for Collective Investment in Transferable Securities (“UCITS”) are collective investment
undertakings whose sole aim is the collective investment in transferable securities and/or other liquid
financial instruments of capital raised from the public. UCITS operate on the principle of risk-spreading
and therefore they must be properly diversified. The units of a UCITS are, at the request of the holders,
repurchased or redeemed, directly or indirectly out of the UCITS’ assets.
UCITS are established and operate under the provisions of the EU legal framework and their availability
in Cyprus has grown steadily since the country’s accession in the European Union and the following
transposition in 2012 and 2016 of the UCITS IV and the UCITS V Directives respectively, through the
enactment of the Open-Ended Undertakings for Collective Investment Law of 2012 (“UCI Law”), as amended.
There are two legal forms that a UCITS can take; either to be constituted as a Common Fund (“CF”) or as a
Variable Capital Investment Company (“VCIC”).
The UCITS can be either self-managed or third-party managed; for self-managed UCITS the share capital
requirement is €300,000, whereas for the third-party managed UCITS the share capital requirement is
€200,000.
The eligible asset categories for a UCITS are: Transferable Securities (TSs), Money Market Instruments
(MMIs), Open-ended collective investment schemes, Deposits with eligible credit institutions and Financial
derivative instruments.

www.sflourentzos.com
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The Master-Feeder structure allows the creation
of a structure investing
its portfolio into another
UCITS, even if located
in another EU country.
Streamlining the efficiency of the fragmented
European industry of investment funds and the
search for economies of
scale are the driving rationale for the introduction of this investment
rule. In a Master-Feeder
structure, investor contributions go into a Feeder
fund, which invests at
least 85% of its assets in
the Master Fund and the
remaining 15% may be
invested in other assets
subject to the investment
objectives of the Feeder
Fund.

www.sflourentzos.com

Umbrella Funds are established with several
investment
compartments, commonly called
sub-funds, with each
one constituting a separate pool of segregated assets not subject to
‘cross-class liability’. The
UCITS fund constitutes
a single legal entity and
each sub-fund has its
own separate Net Asset
Value (NAV) calculation
and issues units corresponding to its assets.
Rights of the unitholders
of a specific sub-fund
only arise from the assets of that compartment
and each compartment is
liable for the obligations
arising from its constitution, operation or dissolution. A compartment of
an umbrella fund may invest in another compartment (target) of the same
umbrella fund subject to
certain restrictions. Each
investment compartment
may be dissolved or liquidated separately without affecting the operations of the others.

FOREIGN UCITS

UCITS Structures

UMBRELLA FUNDS

MASTER-FEEDER FUNDS



All foreign UCITS, which
qualify under the relevant
EU directive, based in another EU member state
seeking to market their
shares in Cyprus must
follow a simple regulator-to-regulator notification process.
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Selecting UCITS Service Providers

Investment Manager
The UCITS can be either self-managed or it can appoint an authorised UCITS Management Company. The Management
Company must at all the times act independently of the Depositary and it must be managed by at least two persons
who satisfy the ‘Fit and Proper’ test.

Administrator
The administrator acts as an intermediary between the fund’s managers and investors and provides an additional
layer of protection to investors. The administrator’s functions include accounting and bookkeeping services, as well
as registrar services required with the fund’s operations, such as recordkeeping, processing of subscription and
redemption requests and maintenance of the shareholder register. The administrator further calculates the Net Asset
Value (“NAV”) of the fund portfolio on a daily basis, hence it is easier for investors to monitor the fund.
The administration services may be performed either by the Management Company or may be outsourced to an
external Fund Administrator. The administrator’s role is very significant, and its use has become a de facto requirement
among sophisticated investors, as it is regarded as a shield for their protection.

Auditor
The reputation of the auditor plays a persuasive role in the investor’s decision as to the investment in a fund. Hence,
the UCITS must appoint a Cypriot-qualified audit firm whose function will include specific reporting duties and the
expression of an audit opinion on the financial statements based on IFRS and applicable law.
Audited financial statements constitute a rich source of information about the financial position of the fund, but also with
regards to key decisions it has made, expense levels and the overall opinion of the auditor of the financial statements.

Depositary/Custodian
Every UCITS must appoint a single and independent depositary that will be acting as the custodian of the fund’s assets.
The depositary must have the necessary mechanisms to protect the property of the fund under its custody and forbid
the use for its own account or for the benefit of third parties, also maintaining an up-to-date record of all assets. It
shall also monitor cash flow regarding investors and service providers, ensuring the fund’s cash flows are booked at
eligible entities and are accurately monitored. Furthermore, the depositary shall execute oversight functions ensuring
compliance with the fund’s rules and instruments of incorporation, valuation procedures and compliance with the
applicable laws and regulations.
The Depositary is either a Cypriot bank or a foreign bank maintaining an active branch in Cyprus, or any other entity
which is entitled under its operation license to provide Depositary services. However, safekeeping duties may be
subcontracted to a foreign licensed custodian acting as sub-custodian.

www.sflourentzos.com
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Marketing of UCITS

The European Passport
The UCITS IV directive introduced the concept of the ‘passport’ which enables UCITS to be freely marketed on a public
basis within all the EU Member States, without having to obtain an authorisation from the competent regulatory authority, as long as they have successfully completed a specific notification process to it.
For UCITS authorised in Cyprus, wishing to market their units/shares in another Member State, the process involves
the submission to CySEC of an advance notification letter, including information on arrangements made for marketing
units of the UCITS in the host Member State, and where applicable the categories of units/shares to be marketed.
Where the marketing will be undertaken by the UCITS Management Company, this fact shall be indicated in the notification letter as well. The notification letter must be accompanied by the UCITS constitutional documents, its prospectus, the latest annual and half-yearly reports and the Key Investor Information Document.
However, although the marketing of UCITS within the EU is as simple as it has been mentioned above, outside the
EU, distribution of UCITS funds into selective jurisdictions remains via private placement and thus must satisfy local
regulations.

10
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Avoiding Liability

Operating a UCITS in Cyprus entails significant legal exposure and it is crucial for the UCITS and all the service providers to remain compliant with the relevant law so that any liability, both corporate and personal, will be avoided.
The following section will set out the cases when liability may be incurred so that the affected persons will be aware of
their duties and rights respectively.

UCITS with Several investment compartments
A UCITS may comprise of several independent compartments constituting a single legal entity. Each of the independent compartments though, constitutes a separate pool of assets and is governed by the provisions of the Law as such
and each investment compartment is liable for the obligations arising from its constitution, operation or dissolution,
unless its instruments of incorporation derogate from the above liability

Liability of the Depositary
In the case of a CF, the Depositary shall be liable towards the Management Company and the unit-holders for every
loss caused to them due to violation of its obligations. The unit-holders shall have the individual right to take legal action against the Depositary for the loss they suffered due to negligent exercise of its duties.
The same liability will arise in the case of a VCIC, as the Depositary shall be liable towards the Management Company
and its shareholders for every loss caused to them due to violation of its obligations. In this case the shareholders shall
have the individual right, either directly or indirectly through the Management Company, to take legal action against
the Depositary for the loss they suffered due to negligent exercise of its duties.
It should be noted, that the Depositary will not avoid liability in the case of the assignment to a third party of safekeeping of all the assets or a part of the assets deposited to it for safekeeping. The Depositary shall be fully liable together
with the third party, for the loss caused by the third party to the unitholders or the shareholders (as applicable).

Liability of the Management Company
The Management Company must carry out its business activity in a fair and lawful way, always acting with due care
and in line with the best interest of the UCIS and the unit-holders, taking into account the smooth operation and integrity of the market. In case of negligence in the management of the UCITS and the rest undertakings for collective
investments, the Management Company shall be liable against the affected unitholders. The contractual limitation of
the above liability is prohibited; any limitation clause included in the regulation or the instruments of incorporation of
the UCITS and of the rest undertakings for collective investment the Company manages, is void.
In the case that the Management Company resigns or is replaced by CySEC, from the management of the UCITS or
other collective investment undertaking, it will remain fully liable parallel with the new Management Company, for all its
actions and omissions during the period till assumption of duties by the new Management Company.
Specifically the Management Company shall not provide, in addition to the management of UCITS or other collective
investment undertakings, one ore more of the following services, (a) the service of management of portfolios of investments, including those owned by pension funds, in accordance with mandates given by investors on a discretionary
and client- by-client basis, where such portfolios include one or more financial instruments, (b) the non-core services: (i)
provision of investment advice concerning one or more financial instruments, (ii) safekeeping and administration in relation to units of undertakings for collective investment, unless a prior authorisation of the Capital Market Commission
is obtained and provided that the provision of such services is indicated in its instruments of incorporation. Failure to
obtain prior authorisation would render the Management Company liable of committing an offence punishable, in case
of conviction, by imprisonment of up to five years, or a fine of up to three hundred fifty thousand euro (EUR 350.000)
or both such penalties.

www.sflourentzos.com
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Key Investor Information
The Management Companies, for every UCITS they manage that is established in the Republic, and the VCIC, under
the condition that it is a company with registered office in the Republic which has not appointed a Management Company, shall draw up key investor information, which include appropriate information about the essential characteristics
of the UCITS concerned, which is to be provided to investors so that they are reasonably able to understand the nature
and the risks of the investment product that is being offered to them and, consequently, to take investment decisions
on an informed basis. The words ‘key investor information’ shall be clearly stated in that document, in an official language of the Republic or in English.
Key investor information shall be fair, clear and not misleading and their content shall be consistent with the relevant
89 parts of the prospectus. It shall be delivered to the prospective investor before filing the subscription application in
the UCITS, providing information on the identification of the UCITS, a short description of its investment objectives and
investment policy, past-performance presentation or, where relevant, performance scenarios, costs and associated
charges and risk/reward profile of the investment, including appropriate guidance and warnings in relation to the risks
associated with investments in the relevant UCITS. Such information shall be comprehensible to the investor without
any reference to other documents.
Civil liability on the basis of information included in the key investor information, in the language of issue or in any
translation, results only and if the said information is misleading, inaccurate or inconsistent with the relevant parts of
the prospectus of the UCITS.

General reporting obligation
The statutory auditor of UCITS or Management Companies, as well as any other person having received legal order
for the performance of his duties, shall promptly report to CySEC any fact or decision concerning that undertaking, of
which he has become aware while carrying out his task and which is liable to bring about a material breach of any legislative or regulatory provision which lays down the conditions governing authorisation or which specifically governs
the UCITS’ activity or persons involved in its activity, or which is liable to bring about the impairment of the continuous
functioning of a UCITS or a person involved in its activity, or may bring about a refusal to certify accounts or statements
or an expression of reservations.
The disclosure in good faith to the prompt Commission of any fact or decision as referred above, does not constitute
a breach of any limitation or restriction on disclosure of information imposed by any legislative or regulatory provision
or by contract and does not lead to any kind of liability for the above-mentioned persons.

Annual Reports
The Management Company shall submit to CySEC, per financial year, an audited annual report within four months following the end of the period to which it refers, as well as semi-annual and quarterly reports which may not be audited,
within two months and one month respectively following the end of the period to which they refer. The annual report
shall also contain the detailed financial statements of the Management Company, as these are issued according to
the International Accounting Standards and according to the requirements of the Companies Law and is accompanied
by signed copy of the auditor’s report; hence the auditors must abide by the said Standards and carry out their duties
promptly in order to avoid any potential liability.

12

www.sflourentzos.com

FORMING AND OPERATING A FUND IN CYPRUS – A Guide for Emerging Cyprus Fund Managers

Administrative Fines
CySEC is exclusively responsible to take measures against UCITS established in the Republic, in case of violation
of any provision of the UCI Law or any provision contained in the UCITS regulation or instruments of incorporation,
if this violation is related to the application of the UCI Law. CySEC may also take measures against a UCITS or other
undertaking for collective investment established in another member state or undertaking for collective investment
established in a third country distributing its units in the Republic, in case of violation of any legislative or regulatory
provision being in force in the Republic, which is either related to the activity of the said UCITS or undertaking for
collective investment or inserted in order to protect the general interest, without preventing the competent authority
of another member state, under its capacity as the competent authority of the host member state, to take measures
against a UCITS established in the Republic, in case of violation of any legislative provision of this member state with
regard to matters not subject to Directive 2009/65/EC or in case of violation of articles 92 and 94 of the said Directive.
In case of violation of any provision of the UCI Law, CySEC may impose on the person responsible for the violation an
administrative fine of up to three hundred fifty thousand euro (EUR 350.000) and in case of a repeated violation, a fine
of up to seven hundred thousand euro (EUR 700.000), depending on the gravity of the violation. If it is proved that the
person responsible for the violation referred to in above, obtained gain as a result of this breach or allowed other person to obtain gain as a result of it, CySEC has the power to impose an administrative fine of up to double the amount
of the gain that the person responsible for the violation has provoked as a result of his action. In case of imposing an
administrative fine, CySEC may also impose an administrative fine to: (a) a legal entity or / and (b) a director, manager
or official or any other person, if it is proved that the violation committed by the legal entity was a result of his liability,
deliberate omission or negligence.
Any sanctions imposed, or measures taken shall be published by CySEC, unless such publication may affect the
smooth operation of the market or put the investors’ interests in danger, or provoke to the interesting parties disproportionate damage.

Criminal Liability
Any person who, in the course of providing information for any matter falling under the scope of the UCI Law, makes
a false, misleading or deceitful statement or announcement as to a material fact thereof or conceals a material fact or
fails to submit facts, or in any manner impedes the CySEC’s direct collection of information or direct conduct of monitoring or entrance or investigation, is committing an offence punishable by imprisonment of up to five years or a fine of
up to three hundred fifty thousand euro (EUR 350.000) or both such penalties and is also subject to the administrative
fines, as described in the section ‘Administrative Fines’ above. Any person acting in this way is presumed to be acting
knowingly.
Any person who knowingly issues, markets or distributes advertisement material or application documents or statements of participation in UCITS or other undertakings for collective investment which cannot, pursuant to the UCI Law,
distribute their units in the Republic, is committing an offence punishable, in case of conviction, with imprisonment of
up to three years or with a fine of up to two hundred thousand euro (EUR 200.000) or with both such penalties.
In case the aforesaid offences are committed by a legal entity, except from the legal entity itself, criminally liable are
also any of the directors, the general manager or any other official or employee or partner of the legal entity who is
proved to have consented or to have collaborated in the commission of the offence and any such liable person is jointly and severally liable along with the legal entity for any damage occurred to a third person as a result of the action or
omission of which the offence consists.

www.sflourentzos.com
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02 / AIFs

Alternative Investment Funds (AIFs) are collective investment undertakings which raise external capital from several
investors with a view to investing it in accordance with a defined investment policy for the benefit of those investors,
and which have not been authorised as UCITS.
The offering of Alternative Investment Funds in Cyprus has been significantly enhanced with the enactment of the
Alternative Investment Funds Law 124(I)/2018 (the “AIF Law”). It provides a framework that is as competitive as those
of Europe’s main investment fund hubs and the changes to it, increases Cyprus’ competitive offering by modernising
the existing legal framework and opening the market to the registration of new types of funds, rendering AIFs to the
dominant player in the fund industry.
The AIF Law has resulted in the regulation of all investment products, asset managers and investment firms under
the auspices of a single regulator, namely of CySEC, and has fully aligned domestic legislation with the relevant EU
Directives, including the Alternative Investment Funds Manager Directive (AIFMD).
There are four legal forms that an AIF can take: A Fixed Capital Investment Company (“FCIC”), a Variable Capital
Investment Company(“VCIC”), a Limited Partnership (“LP”) or a Common Fund (“CF”) (available only as an AIF-UNP).
The AIF Law allows for the creation of either an AIF with Unlimited Number of Persons (“AIF-UNP”) or an AIF
with Limited Number of Persons (“AIF-LNP”), which is limited to a maximum of 75 investors or under the Registered
AIF regime, as the most flexible and light-touch regulated form of investment fund. Additionally, it allows for the
creation of AIFs with unlimited investment compartments, each of which can have a separate investment strategy
and asset pools.

14

www.sflourentzos.com

FORMING AND OPERATING A FUND IN CYPRUS – A Guide for Emerging Cyprus Fund Managers



Types of AIFs

AIF with Unlimited Number of Persons (“AIF-UNP”)
An AIF-UNP can be marketed to any type of investor and can take any of the legal forms available. The AIF-UNP must
appoint a Depositary and, unless it self-managed by its Board of Directors, an external investment manager (i.e. a management company). The way the AIF-UNP is managed specifies the minimum capital requirements to which the fund is
subject; for externally managed AIF-UNP there is no minimum share capital requirement, whereas for self-managed
AIF-UNP the requirement is set at €300.000. This capital requirement applies to each investment compartment, when
the AIF is established as an umbrella fund.
The units of the AIF-UNP can be listed on a recognised stock exchange and AIFs marketed to retail investors can be
traded. It is important to highlight that the nature of the AIF’s investment policy and targeted investors, may subject the
AIF-UNP to certain investment restrictions/ diversification rules.

AIF with Limited Number of Persons (“AIF-LNP”)
An AIF-LNP can be marketed only to well-informed and/or professional investors (WIPIs). The maximum number of
investors/unit holders permitted is capped at 75. The AIF-LNP can take any of the legal forms available except that of
the common fund. The AIF-LNP must appoint a Depositary, unless its total capital does not exceed the amount of

€5.000.000, or its members are limited to 5 natural persons, or its portfolio includes assets that can be stored and the
value of which does not exceed 10% of the total value of the portfolio and the members are capped at 25 natural
persons each of whom must have invested at least €500.00 in the AIF-LNP.
Any AIF-LNP must, within 12 months since the date of its authorisation, have a minimum share capital of at least
€250.000, which shall be raised through investments.

Registered AIF ("RAIF")
This is the latest regime introduced by the new AIF Law. By this regime, the fund will be registered with CySEC
while it will not be required to obtain authorisation from CySEC or subsequent monitoring; hence it will be stamped
as an ‘AIF’ by virtue of the law. However, it is required that the RAIF is monitored by its Alternative Investment
Fund Manager (AIFM).
In order for a fund to qualify as a Registered AIF, it needs to fulfill the following conditions:
(i)

(ii)
(iii)

The fund manager must qualify as a full-scope Cyprus or EU AIFM;
The fund must be targeted to professional investors and/or well-informed investors; and
The fund must appoint a Cyprus based Depositary.

It is also possible for third country AIFMs to submit a request for registration of an AIF once the country where these
have been established has granted passporting rights pursuant to the AIFMD and it can also use the EU marketing
passport via its AIFM.

A RAIF may take any of the four available legal forms and can be open or closed-ended and established with

multiple compartments. In addition to this, a Registered AIF can follow any strategy and invest in any type of
assets, unless this involves the set-up of a Loan Origination and Money Market Funds.

www.sflourentzos.com
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Selecting AIF Service Providers

Investment Manager
Whereas an AIF established as a VCIC or FCIC or LP may be set-up as self-managed, an AIF established as
a CF or LP with no separate legal personality must always appoint an external manager.
AIF-UNP
The external manager must fulfill the following licensing requirements:
• If established in an EU member state, it must be authorised under the AIFMD or the UCITS V Directive or MiFID.
• If established in Cyprus, it must be authorised under the Alternative Investment Fund Managers Law or the Investment
Services and Activities and Regulated Markets Law or be a Management Company of the Open-Ended Undertakings
in Collective Investments Law.
• If established in a third country, it must be an AIFM of a third country complying with the relevant provisions of the
Alternative Investment Fund Managers Law.
AIF-LNP

The external manager must fulfill the following licensing requirements:
• If established in an EU member state, it must be an Investment Firm authorised under MiFID or a Management
Company authorised under the UCITS V Directive.
• If established in Cyprus, it must be a UCITS Management Company authorised under the Open-Ended Undertakings
in Collective Investments Law or an Investment Firm authorised under the Services and Activities and Regulated
Markets Law.
• If established in a third country, the manager must be licensed for portfolio management and have adequate regulation
and supervision in its home country.

RAIF
The external manager must be established in Cyprus or in an EU Member State; or if not established in the EU if it
holds the passport according to the provisions of the Directive 2011/61/EC.

Administrator
The current AIF Law does not regulate the provision of fund administration services; therefore, no licence is
required to act as an outsourced administrator of a fund. As it has already been mentioned though, the relevant legal
framework to regulate the provision of such services is soon to be put in place.
The Administrator’s responsibilities involve the provision of administrative accounting and bookkeeping services,
the calculation of NAV and registrar services required with the fund’s operations, including, inter alia,
recordkeeping, processing of subscription and redemption requests and maintenance of shareholder register.

Depositary/Custodian
Every AIF must appoint a single and independent depositary, different from the external manager, which will
be responsible for the safekeeping of the fund’s assets by holding in custody of all the financial instruments, which
can be registered in the custodian’s books and those that can be physically delivered. For other assets, the
Depositary must verify ownership of the fund and maintain an up-to-date record of all assets. However, this
safekeeping responsibility may be subcontracted to a foreign licensed custodian acting as sub-custodian. The
Depositary is also responsible to monitor cash flow regarding investors and service providers, ensuring the fund’s
cash flows are booked at eligible entities and are accurately monitored. Finally, the depositary assumes oversight
functions ensuring compliance with the fund’s rules and instruments of incorporation, valuation procedures and the
applicable law.
The Depositary is a credit institution, a MiFID investment firm or other entity regulated and supervised as a
Depositary. For an AIF-UNP, in the case that the assets are not financial instruments within the meaning of MiFID,
another entity which carries out depositary functions as part of its professional or business activities may also be
eligible to act as a Depositary. The seat of the Depositary depends on the management of the AIF. Where the AIF is
managed by an AIFM, the Depositary of a Cyprus AIF must be located in Cyprus; whereas, where the AIF is managed
by any other entity, the Depositary must be located either in Cyprus or in any other EU member state or third
county, with which Cyprus has signed a cooperation agreement.

16
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Marketing AIFs

AIFMD Passport
AIFs that are established under the AIF Law can be sold on a private placement basis or marketed to professional
investors across the EU under the AIFMD passport.

EU Passport
Under the provisions of the AIFMD, a Cyprus AIFM is enabled to market an EU AIF within all the EU Member States
subject to a notification procedure, which involves the provision of relevant information to the host Member State by
the AIFM’s regulator.

Through Private Placement
A Cyprus AIFM may also market a non-EU AIF to professional investors in the EU under the national private placement
regimes provided that:
(i) it is authorised under, and complies in full with, the AIFM Law except for the depositary provisions;
(ii) the third country where the non-EU AIF is established is not listed by the Financial Action Task Force (FATF) as a
Non-Cooperative Country in the Territory (NCCT);
(iii) appropriate Cooperation Arrangements are in place between CySEC and the regulator in the country of establishment of the non-EU AIF.
However, these private placement regimes are about to be abolished and they will be overtaken by the Third Country
Passport.

Through a Third Country Passport
The Third Country Passport regime, which will at some point, unknown yet at this time, be introduced, will provide for
the marketing of a non-EU AIF by a Cyprus AIFM to professional investors in the EU provided that:
(i) the AIFM complies in full with the AIFM Law;
(ii) the third country where the non-EU AIF is established is not listed by the FATF as a NCCT;
(iii) Tax Information Exchange Arrangement are in place between the country of establishment of the non-EU AIF and
the Cyprus authorities, and every other Member State in which the AIF is marketed;
(iv) appropriate Cooperation Arrangements are in place between CySEC and the regulator in the country of establishment of the non-EU AIF.
However, although the marketing of UCITS within the EU is as simple as it has been mentioned above, outside the
EU, distribution of UCITS funds into selective jurisdictions remains via private placement and thus must satisfy local
regulations.

www.sflourentzos.com
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Tax Benefits

Generally, the Cyprus tax regime is regarded as one of the most favourable and advantageous tax regimes for business in Europe. As AIFs are treated identically to any other Cyprus entity, this tax regime benefits AIFs as well in various ways. These are summarised below:
 AIFs are treated as corporate entities; hence they are taxed by the 12.5% flat corporation tax on annual net profits
earned worldwide, which is one of the lowest in the EU;
 There is no subscription tax on the net assets of a fund;
 They are exempt from tax on profits from sale of shares and other instruments;
 There is no withholding tax on income repatriation or dividends paid to unit holders;
 There is no capital gains tax on disposal of shares/units by the holders;
 There is a tax exemption on capital gains from the sale of immovable property located outside Cyprus; and
 Cyprus has in place an extensive, and continuously growing, network of Double Tax Treaties with over 60 countries
worldwide from which AIFs can benefit.
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Avoiding Liability

Alike the case with UCITS and generally any type of investment fund, operating an AIF in Cyprus entails significant
legal exposure and it is crucial for the AIF and all the service providers to remain compliant with the relevant law so
that any liability, both corporate and personal, will be avoided.
The following section will set out the cases when liability may be incurred so that the affected persons will be aware
of their duties and rights respectively.

AIFs with Several investment compartments
An AIF may comprise of several investment compartments constituting a single legal entity. Each compartment though
is subject to the provisions of the AIF Law as a separate AIF and is liable for the obligations created from its establishment and operations or its dissolution, unless the AIF’s instruments of incorporation derogate from the above liability.
An AIF which operated as an umbrella scheme and wishes to convert to a single scheme, is allowed to do so after a
relevant amendment of its rules or instruments of incorporation, dissolution of its investment compartments except
one and compliance with the relevant sections of the applicable law. In this case, in the context of the liquidation of the
investment compartments dissolved, their liabilities are paid, and any claims are transferred to the single investment
compartment maintained by the AIF.

Liability of the Depositary
If the Depositary of the AIF breaches any of its obligations and such a breach causes loss to the investors of the AIF
or its External Manager, then the Depositary shall be liable, according to the applicable laws, to the investors or the
External Manager who suffered such loss.
It should be noted, that the Depositary will not avoid liability in the case of the delegation of custody of the whole or
part of the assets of the AIF under its custody to a third party. The Depositary shall be jointly liable with the third party
for the loss caused by the third party to the Investors or the External Manager (as applicable).

Liability of the External Manager
The External Manager must always act in the best interests of the AIFs it manages and their unit-holders and, taking
into consideration the aim to ensure the proper functioning and integrity of the market. In case negligence regarding
the management of the AIFs is proven, the External Manager shall be liable against the unitholders of the AIFs. The
contractual limitation of the above liability is prohibited; any limitation clause included in the rules or the instruments of
incorporation of the AIFs the External Manager manages, shall be void.
In the case that the External Manager is replaced for any reason, it will remain fully liable parallel with the new External
Manager, for all its actions and omission until the transfer of its duties to the new External Manger.

Disclosure obligations to investors
The external manager of the AIF, or the self-managed AIF itself shall give to the applicant, free of charge, the prospectus of the AIF, its rules or instruments of incorporation and its latest annual and half-yearly reports and shall disclose to
the applicant the latest net asset value of the AIF or the latest market price of its units, in accordance with section 17,
before signing the application for subscription.
An open-ended AIF marketed to retail investors shall issue a key investors’ information document, the content of which
shall be in accordance with the Regulation No. 583/2010, which shall be given to the applicant by the external manager
of the AIF, or the self-managed AIF itself, in addition to the above mentioned documents, free of charge before signing
the application for subscription in units of the AIF.
www.sflourentzos.com
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Auditor’s reporting obligations
The auditor who prepares the audit report regarding the accounting information included in the annual report, shall,
immediately, bring to the attention of CySEC every event or decision that came to its attention during the exercise
of its duties relating to the the AIF that may result in a substantial violation of a provision of the AIF Law or the AIFM
Law, or affect the ongoing operation of the AIF, or substantially affect the ability of the AIF to fulfil its obligations to its
unit-holder or comply with any obligation stemming from the AIF Law or the rules or instruments of incorporation of the
AIF, or results in a refusal to certify the annual financial statements of the AIF or to the expression of an adverse audit
opinion. If the auditor becomes aware of any of the above, while exercising its duties in another company which has
close links with the AIF resulting from a control relationship of the AIF and that other company, or during the exercise
of another duty related to that company, it shall still notify CySEC for this.
Furthermore, the auditor must notify CySEC if it judges that the information included in the annual financial statements
of the AIF does not correspond to the real condition or assets and liabilities of the AIF or in the case that the investments of the AIF have been made in violation of the relevant legislation or the AIF rules or instruments of incorporation
or prospectus.
The disclosure in good faith to CySEC of any of the above information, does not constitute a violation of the auditor’s
obligation for secrecy which relates to the exercise of its duties or of every other limitation or prohibition regarding
the disclosure of the information which is imposed by contract or another agreement and the auditor shall not be held
liable because of the above disclosure.

Annual Reports and half-yearly reports
For any type of AIF, the external manager of the AIF or the self-managed AIF, shall submit to CySEC, per financial year,
an audited annual report not later than six months following the end of the financial year. In the case that an AIF is
required to make public an annual financial report in accordance with the Transparency Requirements (Securities admitted to Trading on a Regulated Market) Law or in accordance with the national legislation of another Member State,
the annual financial report shall be made public not later than four months following the end of the financial year.
The annual report shall inter alia contain a balance sheet or a statement of assets and liabilities of the AIF, an income
and expenditure account of the AIF for the financial year, a report on the activities of the AIF of the financial year, any
material changes in the information that need to be disclosed to the investors before they invest during the financial
year, the total amount of remuneration for the financial year, split into fixed and variable remuneration, paid by the AIFM
to its staff, and number of beneficiaries, and where relevant, carried interest paid by the AIF and the aggregate amount
of remuneration broken down by senior management and members of staff of the AIFM whose actions have a material
impact on the risk profile of the AIF.
The annual report shall be prepared in accordance with the accounting standards of the home Member State of the
AIF and is accompanied by the auditor’s report which must be fully reproduced; hence the auditors must abide by the
said Standards and carry out their duties promptly in order to avoid any potential liability.
For the AIF-UNP, though there is a reporting obligation of submitting, further to the annual report, half-yearly reports
to CySEC. The half-yearly report shall be prepared as at the end of the first six months of every calendar year in
accordance with the International Financial Reporting Standard No. 34 and shall include interim unaudited financial
statements. The half-yearly report needs to be made available to the unitholders as well.
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Administrative Fines
CySEC is exclusively responsible to take measures against any person responsible in case of an infringement of the
AIF Law or the AIFMD. CySEC may impose to the person responsible an administrative fine of up to three hundred fifty
thousand euro (EUR 350.000) and in case if repetition of the infringement, a fine of up to seven hundred thousand euro
(EUR 700.000) according to the seriousness of the infringement. In case that it is proved that the person responsible
has obtained a gain as a result of the infringement, or has allowed another person to obtain a gain, CySEC may impose
a fine of up to double the amount the said person gained by the infringement.
In case of imposing an administrative fine, CySEC may also impose an administrative fine to: (a) a legal entity or / and (b)
a member of the board of directors, an executive or official or any other person if it is established that the infringement
is due to its own fault, wilful omission or negligence.
Any sanctions imposed or measures taken shall be disclosed by CySEC to the public, to an AIF that markets its units in
Cyprus and to every person involved in the activity of the AIF in Cyprus, unless such publication may affect the smooth
operation of the market or put the investors’ interests in danger, or provoke to the interesting parties disproportionate
damage.

Criminal Liability
Any person who, in the course of providing information for any matter falling under the scope of the AIF Law, makes a
statement or submits information or announcement which is false, misleading or deceitful as to any fact thereof or withholds information or omits the submission of information or in any way impedes the immediate collection of information
or the immediate conduct of inspection or entry or investigation of CySEC, is committing a criminal offence punishable
by imprisonment not exceeding five years or a fine of up to three hundred fifty thousand euro (EUR 350.000) or both
such penalties.
Any person that uses a designation or name or description that creates the impression that it is an AIF, under the meaning given in the AIF Law, without though being authorised as an AIF by CySEC according to the AIF Law, is committing
a criminal offence punishable by imprisonment not exceeding five years or a fine of up to three hundred fifty thousand
euro (EUR 350.000) or both such penalties.
Any person who knowingly issues, makes available or distributes advertising material or application documents or
statements of participation to an AIF, which, cannot by Law distribute its units in the Republic, is committing a criminal
offence punishable with imprisonment of up to three years or with a fine of up to two hundred thousand euro (EUR
200.000) or with both such penalties.
In case the aforesaid offences are committed by a legal person or by a person acting on behalf of the legal entity and
it is proved that the offence is either committed with its consent or cooperation or approval or that it has been facilitated by the proven negligence of the natural person who, at the time the offence was committed, held a position as
a member of the management, or as an officer, director, general manager, manager, secretary, associate or any other
similar position in the legal person, or appears to act in such a capacity, the relevant natural person is also guilty of the
same criminal offence and shall be subject to the penalties provided for this offence. Any such person is also jointly
and wholly liable with the legal person for every damage caused to a third party as a result of the action or omission
of which the offence consists

www.sflourentzos.com
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REDOMICILIATION
OF FOREIGN COMPANIES

Apart from all the benefits already listed above, Cyprus can be considered as a good place for the redomiciliation of a
foreign company. The process for the redomiciliation, as soon as this is permitted by the constitutional documents of
the relevant entity, is easy and straightforward, rendering Cyprus, probably, to the ideal jurisdiction.
A foreign company may apply to the Registrar of Companies in Cyprus to be registered in Cyprus as a continuing
company, who, provided that all the requirements of the Law have been met, will issue a temporary certificate of continuation. Hence an existing company redomiciling to Cyprus preserves its existing legal status, goodwill and operational history. Within a period of six months from the issuance of the temporary certificate of continuation, the foreign
company must present evidence to the Registrar of Companies that it is no longer registered in the country of initial
incorporation to receive the certificate of continuation. Upon such an issuance, the foreign company is considered as a
Cyprus company, enjoying the same benefits and bearing the same liabilities as any other Cyprus registered company.
It should be noted that the constituent document of amendment is considered as the memorandum of the company
and where applicable its Articles of Association.
Therefore, with the redomiciliation of a foreign company in Cyprus, the company without losing its existing legal status,
is relocated to an EU jurisdiction offering a gateway to the European markets, Middle Eastern markets as well as to
high-growth markets with which Cyprus has established business ties, enjoying at the same time the benefits of being
established in an established business centre with highly skilled and multilingual service providers with international
experience. It further enjoys the favourable tax and regulatory regime of Cyprus, leading to significant cost savings.

www.sflourentzos.com
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LISTING ON CYPRUS
STOCK EXCHANGE

Another benefit of domiciling a fund in Cyprus is that the legal framework of the Cyprus Stock Exchange (CSE) regarding Collective Investment Schemes has been amended, allowing for the listing (with or without trading) both units or
shares of UCITS and AIFs.
By listing in the relevant market of the CSE, the fund not only takes advantage of the simple listing procedures that
exist to obtain access in an EU-regulated Exchange, but it can also be more effectively marketed to investors and be
considered as an eligible investment proposition for particular institutional investors, overcoming specific restrictions
from investing in non-listed securities, or in investments that are not listed on a recognised exchange. A CSE listing is
also important for fund managers who require a publicly quoted Securities Exchange price for their investments, as
the prices of listed funds are posted on the CSE’s website and reported to the market through the Exchange by major
data vendors.
Hence, the continuous diversification of the CSE in Cyprus, as part of a more general attempt made in the jurisdiction
in order to render Cyprus to a well-established investment hub, is another important factor to be considered for the
domiciliation of funds in Cyprus.
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TAX BENEFITS
Cyprus offers one of the most competitive and appealing tax regimes in Europe. With a corporate tax as low as of
12.5%, a broad network of double taxation treaties with more than 60 countries, and as a Member of the European
Union, Cyprus is regarded as a business bridge between Europe, Russia and the Middle East.
Furthermore, in addressing the needs of the times, and specifically in order to incentivize the set up and operation of
funds, this, already appealing, tax regime has been further revised. The review provides that:
 Interest received by open and closed end collective investment schemes is considered ‘active’ interest income and
is taxed only at 12.5% corporate tax, hence there is no defence tax;
 There is no minimum participation on inbound dividends to qualify for tax exemption;
 The liquidation of open and closed end collective schemes is not taxable if the unit holders are not tax residents of
Cyprus; and
 Investors who have invested in collective funds or partnerships created under the provisions of the UCITS Law or

the AIF Law but are not residents in Cyprus, would be taxed on any income received by such investments at the
place of their tax residence.

Not only the set up and operation of funds though has been incentivised in the above described way, but also the
island offers a lot of benefits for fund Managers and Management Companies, which include, inter alia, the following:
 35% cap on personal income tax;
 Special rate of 8% on the variable employment remuneration of the Fund Managers for a period of 10 years, in

the cases that their tax liabilities are not less than €10,000;

 Exemptions for up to 50% of taxable income derived from emoluments for up to 10 years may apply to previously
non-tax resident individuals that take on Cyprus-based employment;
 Exemptions may apply for dividend, interest or rent income for tax resident individuals who are not domiciled in
Cyprus;
 12.5% cap on corporate tax;
 Gains from trading in a wide range of securities including shares and units of investment funds are tax exempt;
 Flexible regulations; and
 Substantially lower operating costs than comparable EU fund centers.

www.sflourentzos.com
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A summary of the investor and fund taxation respectively is set out below:

INVESTOR TAXATION
FOREIGN INVESTORS

RESIDENT INVESTORS

No withholding tax on dividends

No withholding tax if the investor is a company.
A withholding tax on dividends of 17% if the investor is an
individual who is both tax resident and domiciled in Cyprus;
exemption will apply for Cyprus tax residents but not Cyprusdomiciled individuals.

No taxation on redemption of units

No taxation on redemption of units

No deemed distribution restrictions

Deemed distribution of 17%

FUND TAXATION

Corporation tax at 12.5% on profits

Only interest received is taxed at 12.5%

Notional Interest Deduction (NID) for new equity as of tax year 2015 onwards, may reduce
taxable base up to 80%

Excluded from tax are dividends received, gains arising from
trading in securities, capital gains arising from sale of property
abroad and from sale of shares of foreign property

No subscription tax on the net assets of the
fund

Fund management services provided to alternative funds are
not subject to VAT
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HOW CAN WE ASSIST
Soteris Flourentzos & Associates LLC is purely a corporate & financial law firm, dedicated and designed for international equity firms, entrepreneurs and investors who are looking for an alternative to the big law firm’s template, avoiding
needless overhead and overstaffed costs but getting the best service.
Providing not only legal advice but also corporate services, we, at Soteris Flourentzos & Associates LLC, are qualified
to provide you with any assistance maybe required for setting up a fund in Cyprus, avoiding liability and getting the
best out of your investment.
Soteris, the managing partner, with more than fifteen years of broad corporate and financial law experience and having
advised major multinational corporations, financial institutions and private equity firms in contentious and non-contentious corporate and financial law cases of great magnitude and scale, along with his team, are ready to roll their
sleeves up and immediately assist you in any way.
Through our extensive local and international network, we can further introduce you to our qualified and reputable
partners who can become the key parties of your fund, such as the Depositary, the Auditor, the Investment Manager
and any other qualified staff may be required.

www.sflourentzos.com
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We would be delighted to discuss with you or answer any questions
that you might have; hence, please do not hesitate to contact us:
OFFICE ADDRESS:
Spiridonos Lambrou, 10, Neapolis,
CY-3106, Limassol, Cyprus
MAILING ADDRESS:
P.O. Box: 72012, CY-4011, Limassol, Cyprus
Tel: +357 25 107242
Fax: +357 25 105682
info@sflourentzos.com
Furthermore, please feel free to connect with us and keep
being updated:

www.sflourentzos.com

DISCLAIMER:
This brochure is provided for general information purposes only and it does not make any representations,
guarantees, or warranties as to the accuracy, completeness or suitability of the information provided.
We specifically disclaim any and all liability for any claims or damages that may result from providing this
brochure or the information it contains.

