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Mighty Aphrodite!
Standing at the crossroads between Europe and the Middle East,
Cyprus has been a great neighbor to both. Officially part of the
European Union since 2004, the land of Aphrodite has reinvented
itself over the last few years. Not content of being solely a historical
and cultural center, the island is now a financial hub in the region,
with an impressive portfolio of funds and foreign direct investment.
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Cyprus: A growing
European fund hive
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At end Q2 2019, the
level of assets under
management stood at
around €6.8 billion,
representing an
astonishing 134 percent
growth relative to 2016.

W

hile the genesis of the Cyprus
funds industry dates back to
1997—with the introduction
of the International Collective Investment
Schemes (ICIS)—the industry experienced
its real growth over the last 5 years with
the adoption of the latest European
Regulatory Frameworks (UCITS Directive,
AIFMD and MiFID II) and the development
of an ecosystem that can support a truly
modern European fund hive.

The Cyprus fund ecosystem, comprising
an approachable regulator (the Cyprus
Securities and Exchange Commission),
international-caliber professional service
providers and administrators,
distinguished law firms and
UCITSD/AIFMD-compliant depositaries,
makes for a solid foundation on which the
industry can grow and create an attractive
environment for the establishment of
funds, fund management and servicing
companies. At end Q2 2019, the level of
assets under management stood at
around €6.8 billion, representing an
astonishing 134 percent growth relative
to 2016.

Aside from the advanced level of
infrastructure and the skilled and
experienced human resource talent pool,
there are several other compelling
features about Cyprus:
• Its very competitive cost for establishing
and running a fund vehicle and/or
management company;
• Its Common Law-based legal system;
and
• Its very efficient, transparent and
effective tax system, both at the level of
the fund/management company and
the individual level (employees and
investors).
In periods of prolonged low interest rates
and volatile markets, cost optimization is
key for fund managers who are looking
to deliver performance to their clients.
Cyprus’s geographic location places it at
the crossroads of Europe, Africa and
Asia with regular flight connections,
multicultural business etiquette and a
stable political regime.
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The Cyprus funds framework is able to
accommodate a complete suite of fund
types and legal forms that enable it to
cater to different asset classes, different
types of investors and different
investment objectives and strategies.
From UCITS (Undertaking in Collective
Investments for Transferrable Securities),
the very liquid retail-investor-oriented
financial instrument funds, to highly
illiquid AIFs (Alternative Investment
Funds) tailored to specific well-informed
and/or professional investors and
everything in between, all investor needs
can be met. Investment opportunities in
real estate, shipping, infrastructure, NPLs,
oil and gas, renewable energy sources,
hedge funds, start-ups and private equity
can all be accommodated through the
right fund vehicle, to market the product
and raise capital in an EU-compliant
manner.
The legal forms of Common Fund
(contractual arrangement), Limited
Partnership and Investment Company
(with Fixed or Variable Capital) allow
interested parties to tailor a fund
structure to suit their precise needs
and tax status. Depending on the legal
form and the level of assets under
management (AUMs) as well as on the
use of leverage and/or having a lock-up
period, a fund vehicle can be set up as
self-managed or with an external
authorized manager. The broad types of
EU-authorized external fund managers
are the UCITS Management Companies
(UCITS ManCos), the Alternative
Investment Fund Managers (AIFMs) and
the MiFID Firms (CIFs).

Investment opportunities in real estate,
shipping, infrastructure, NPLs, oil and
gas, renewable energy sources, hedge
funds, start-ups and private equity can
all be accommodated through the right
fund vehicle, to market the product and
raise capital in an EU-compliant
manner.
In the case of a smaller set of investors
(up to 50 people) and AUMs up to €100m
or equivalent including the use of
leverage or €500m without using leverage
and having a minimum 5-year lock-up
period, the national legislation permits
the establishment of a more flexible
vehicle, known as the Alternative
Investment Fund for Limited Number of
Persons (AIFLNP), which does not have
any investment restrictions or borrowing
constraints and in certain cases permits
not having to appoint a Depositary. Lastly,
the latest amendment of the AIF law in
July 2018 introduced the Registered AIF
(RAIF) which enables a very quick setup
as it does not have to go through an
authorization process by the regulator
but does require the appointment of an
eligible authorized external manager.
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AIF

AIFLNP

RAIF

UCITS

Legal
forms

• Common fund
• Variable/Fixed capital
investment company
• Limited partnership

• Variable/Fixed capital
iInvestment company
• Limited partnership

• Common fund
• Variable/Fixed capital
investment company
• Limited partnership

• Common fund
• Variable capital
investment company

Investment
manager

• Self-managed (in case of
a VCIC or FCIC) or externally
managed

• Self-managed (in case of
a VCIC or FCIC) or externally
managed

• Must be externally
managed

• Self-managed (in case
of a VCIC) or externally
managed

Investment
assets and
investment
strategies

• No restriction in the type
of asset classes
• Subject to investment
restrictions depending on the
investment strategy and type
of investors the AIF is
addressed to

• No restriction in the type
of asset classes
• Not subject to investment
restrictions

• No restriction in the type
of asset classes
• Subject to investment
restrictions depending on
the investment strategy
and type of investors the
RAIF is addressed to

• Liquid, trasnferrable
securities
• Speciﬁc diversiﬁcation
requirements
• Strict borrowing
contraints

Eligible
investors

• Retail investors, professional
and/or well-informed

• Professional and/or wellinformed
• Up to 50 investors

• Professional and/or
well-informed

• Retail investors,
professional and/or
well-informed

Marketing

• EU AIFs may be marketed to EU retail investors and any third country jurisdictions by seeking
permission from each respective jurisdiction and comply with diﬀerent national laws–the
National Private Placement Regime.

Assets under
management

• No restrictions if AIFM
appointed
• Up to €100m including
leverage or €500m without
leverage and a lock-up period
of 5 years

• Up to €100m including
leverage or €500m without
leverage and a lock-up
period of 5 years

• No restrcitions in case the
RAIF (if managed by a CIF
or a UCITS ManCo)

• No restrictions

Minimum
capital
requirements

• Self-managed AIFs – €125,000

• Self-managed AIFLNPs –
€50,000

• No minimum
requirements

• €200,000 for externally
managed or €300,000
for self-managed UCITS

Sources: AIFM Law, AIF Law, UCITS Law
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• UCITS passport exists
on a pan-European basis
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The emphasis on strong corporate
governance, and the required
qualifications for the persons holding
key functions or performing certain
duties provides for the required level of
investor protection. It also ensures the
foundations for investor confidence in
subscribing to their desired investment
strategy and manager with more
contained operational risks. At the
same time, the ability to use the latest
technological advancements means
that one can optimize the operating
environment of investment management
firms through the use of Artificial
Intelligence (AI) and Cognitive methods,
Machine Learning and Robotic Process
Automation (RPA) to automate repetitive
processes, reduce costs and minimize
the risk of human error on those specific
tasks, while focusing on generating alpha
using a combination of experienced
managers and intelligent robo-advisors.

Over the last three years Cyprus has
managed to create an enviable fund
ecosystem that has enabled it to put
itself on the map of European and
global fund jurisdictions.

Over the last three years Cyprus has
managed to create an enviable fund
ecosystem that has enabled it to put itself
on the map of European and global fund
jurisdictions. What makes it an attractive
option to consider as a credible fund
domicile stems from a combination of
benefits and advantages that include a
fully harmonized EU legal framework, a
modernized tax framework with a low

by Panikos Teklos, Partner, Risk
Advisory & Wealth Advisory Services
Leader, Deloitte Cyprus

corporate income tax rate and more than
65 double tax treaties. In addition, there
are numerous existing fully authorized
fund hosting platforms, experienced
asset and other service providers with
a significant track record in serving
international clients, and an efficient
regulator. With its competitive pricing
relative to other prominent fund
jurisdictions, it is poised to become
a future hive for many funds.
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Foreign Direct
Investment in Cyprus
and the real economy
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It is encouraging to see
that the emphasis
is more on motivating
multinationals
to set up real operations,
headquarters, largescale warehouses and
regional centres as
opposed to just SPVs
(special purpose
vehicles) and holding
companies.

C

yprus ranked 8th out of the top
20 countries globally in Global
Finance magazine’s “FDI
Superstars 2018” for Foreign Direct
Investments (FDI) performance and
appeal. We have come a long way in the
last few years, surpassing all international
expectations since the banking crisis of
2013.

Cyprus is now attracting significant
inflows of foreign investments from the
United States, Russia, India, China and
other countries in the Middle and the Far
East. Cyprus’ improved credit ratings by
international agencies, the successful
recapitalization of its major banks and
recent government bond issues raising
over €5 billion in the international
markets, coupled with numerous largescale projects, have all contributed to
the resurgence of Cyprus as a top FDI
destination.
During the last six years, FDI in Cyprus
stood at over €10 billion. The most
important investments went to the
recapitalization of the banks, major
acquisitions in the pharmaceutical and
retail industries with major foreign
investors entering the market,
investments in hotel and leisure–the
most significant being the €500 million
investment in the integrated casino
resort–and new players entering the
health and education sectors by
acquiring major stakes in existing
operations.
These types of investments are indeed
encouraging, however, what makes a
country really successful in attracting
FDI is its ability to encourage foreign
investors to develop industries and
sectors within its economy. It is
encouraging to see that the emphasis
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is more on motivating multinationals
to set up real operations, headquarters,
large-scale warehouses and regional
centres as opposed to just SPVs (special
purpose vehicles) and holding
companies. This will certainly have a
positive impact on the creation of jobs
and other opportunities, not only in the
respective industries, but also in all the
peripheral services offered to such
corporations.
It is inevitable that when such global
organizations set up presence in a
specific country, they look for support
from local sources in legal, accounting,
human capital and many more like
services. Their highly paid expatriates
use restaurants, education, retail shops,
transportation and many other products
and services in their country of
operations.
Within the tourist industry, efforts are
being made to encourage big
international hotel chains to enter the
market, thus enhancing tourism offerings
and products.
Two recent examples of companies
taking advantage of what Cyprus can
offer are Sykes Enterprises, a global
leader in business process outsourcing,
which picked Cyprus from 20 other
competing jurisdictions as its base,
citing the right work-life balance as a key
reason. High-tech and entertainment
start-up Whipper also established its
global headquarters in Limassol, adding
more weight to the growing start-up
culture in Cyprus.
Companies like Wargaming, who moved
their headquarters to Cyprus bringing
with them more than 200 top executives
with their families, are a prime example
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of the increased number of companies in
the intellectual property and technology
industry setting up real presence on the
island. These are encouraging and
welcome signs of what real FDI is all
about.
Brexit is also providing opportunities.
The major global shipping insurer,
London P&I Club, announced that it was
setting up a “post-Brexit subsidiary” in
Cyprus. And there should be many more
opportunities in other industries too.
The recent gas findings are promising
and some of the big names in the
industry have already set up operations
on the island. These include not only the
well-known operators but many of the
support companies that are looking to
set up regional headquarters for
servicing their clients in the wider region
of the eastern Mediterranean, Middle
East and Africa.
The rapid expansion of the tertiary
education sector in recent years has
also created opportunities for regional
educational centres attracting foreign
students from all parts of the world. We
have already seen cooperation between
local institutions and many international
universities bringing with it increased
foreign investment in the industry. The
global university rankings that recently
ranked the University of Cyprus at
number 700 out of more than 28000
universities globally is also very
encouraging.
There is a bright future for Cyprus in
attracting even more FDI, which can have
a real impact on the economy. For many
years, Cyprus has been identified as an
ideal location to establish business
presence, offering an enviable
combination of climate, business and

For many years, Cyprus has been
identified as an ideal location to
establish business presence, offering
an enviable combination of climate,
business and culture with many key
benefits to foreign investors and their
dependent family members who are
looking for a jurisdiction that offers
financial stability, a gateway to Europe
and a quality standard of living for
their families.
culture with many key benefits to foreign
investors and their dependent family
members who are looking for a
jurisdiction that offers financial stability,
a gateway to Europe and a quality
standard of living for their families.
Being the third largest Island in the
Mediterranean, Cyprus is one of the
most attractive tourist destinations in the
region. But don’t be misled, when you’re
next on the beach have a closer look at
those enjoying the sun. They are most
likely on their lunch break or maybe even
preparing for a conference call with HQ in
New York and a law firm in London. The
challenge is to keep them working and
enjoying the benefits of Cyprus and not
to just have them back as tourists!
by Pieris Markou, Partner, Tax & Legal
Services Leader, Deloitte Cyprus
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IFRS 9 for corporates:
Is the grass greener
on the other side?

IFRS 9, the new financial instruments reporting standard, is widely
recognized as having a profound impact on banks. But what
about corporates? There is a common misperception that IFRS 9
will have little or no impact. This is not the case.
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A

n entity may face significant
changes and challenges with its
financial reporting, IT systems,
processes and controls as a result of
applying the IFRS 9 standard. This is
certain to be the case for those intragroup loans, equity and debt securities,
or even financial guarantee contracts. It
might even be the case for those holding
short-term trade and intra-group
receivables. It all greatly depends.
Classification and measurement
IFRS 9 has a more simplified approach
for classifying and measuring financial
assets compared to IAS 39. However,
the fact that the approach is described
as simplified, does not necessarily mean
it is simple. Entities will now be required
to assess under which business models
they manage their financial assets and
understand the characteristics of the
contractual cash flows they collect from
those assets. Determining whether the
terms governing loans and receivables
are “in accordance with a basic lending
arrangement” in order to justify
measurement at either amortized cost
or fair value, can be a real challenge in
practice.
Although the new requirements can lead
to similar measurement categories as
per IAS 39, one cannot presume that this
will always be the case for every single
financial asset. The only time one can

safely assume that the classification and
measurement of a financial asset will
always be the same with IAS 39, is for
non-hedging derivatives, which are, and
forever will be, measured at FVTPL (Fair
Value Through the Profit or Loss).
Impairment
When it comes to impairment, IFRS 9
brings about wholesale changes, as it
moves from an “incurred loss” to an
“expected loss” impairment model. The
standard follows a forward-looking
approach, and companies will have to
immediately recognize a certain amount
of expected credit losses (ECL). This is
because every receivable, loan or other
financial asset, carries a certain risk of
default. Every such asset, inevitably, has
an ECL attached to it, from the very
moment of its origination until its final
maturity. Consequently, the impact of
IFRS 9 impairment requirements will vary
between companies, across portfolios as
well as be subject to more stringent data
and methodology requirements.
Under the general model of impairment,
entities must recognize ECL in two
stages. Credit exposures for which there
has not been a significant increase in
credit risk since initial recognition, entities
are required to provide for possible credit
losses resulting from default events up to
12 months after the reporting date, i.e.
12-month ECL or Stage 1. Credit

exposures for which there has been a
significant increase in credit risk since
initial recognition, a loss allowance is
required for credit losses that result from
all possible default events over the
expected life of the financial instrument,
irrespective of the timing of default i.e. a
lifetime ECL or Stage 2 or 3 (see Figure 1
below).
Apart from the general model of
impairment, there are simplification
options available that are applicable for
trade receivables, contract assets (see
IFRS 15) and lease receivables (see IFRS
16). The simplified approach does not
require tracking the changes in credit
risk, but instead requires the recognition
of lifetime ECLs at all times (see Figure 2).
For trade receivables or contract assets,
entities are required to apply the
simplified approach.
One may use a provision matrix as a
practical expedient to determine ECL for
trade receivables. The provision matrix
follows an approach based on the entity’s
historical default rates over the life of its
trade receivables and thereafter adjusted
with forward-looking information. The
use of such a tool provides some relief
from the need to track changes and,
most importantly, offers the ability for
entities to consistently apply their ECL
methodology.

Figure 1
Significant increase in credit risk but no
objective evidence of impairment

No significant increase
in credit risk

Stage 1

Significant increase
in credit risk?

Stage 2

Loss event?

Stage 3

12-month expected
credit losses

Lifetime expected
credit losses

Lifetime expected
credit losses

Interest calculated on
gross carrying amount

Interest calculated on
gross carrying amount

Interest calculated on
net carrying amount

Relative models: Compare the change in credit risk since initial recognition
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Objective evidence
of impairment
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Figure 2
Significant increase in credit risk but no
objective evidence of impairment

Stage 2

Objective evidence
of impairment

Loss event?

IFRS 9 eliminates the need for an
impairment assessment for equity
instruments and establishes a new
approach that is based on measuring
equity instruments purely at fair values.
An irrevocable election can be made at
initial recognition to measure equity
instruments that are not held for trading
at FVOCI (Fair Value through Other
Comprehensive Income). Therefore,
although the IFRS 9 model is simpler than
IAS 39, it comes at a price: the inherent
threat of volatility in profit or loss from
moving to a fair value approach.

Stage 3

financial instrument. Deloitte’s
publication, Impact of transition from
IAS 39 to IFRS 9 on the exchange of or
modification of financial liabilities, clarifies
that under IFRS 9, a gain or loss should
be recognized at the time of a nonsubstantial modification, and for this
reason, modifications of financial
instruments are particularly important
under IFRS 9.
Final thoughts
The impact of this standard goes well
beyond a simple technical change in
accounting policy. It requires coordinating
multi-disciplinary efforts from various
functions within an organization, from
risk and finance, to IT and business.

Modification of financial instruments
Contrary to widespread belief,
modifications of financial instruments is
an area that, if not carefully considered,
may cause unpleasant surprises to profit
and loss. When the terms of a financial
instrument are modified, entities need
to consider whether the modification is
substantial. If the modification is
considered substantial, the original
financial instrument is derecognized and
a new financial instrument recognized at
fair value. The process for assessing
whether a modification to the terms of
a financial instrument is substantial is
the same under both IAS 39 and IFRS 9.
However, the treatment of a nonsubstantial modification is different and
may result, more likely than not, in a
P&L impact.

IFRS 9 will eventually change the way
entities manage risk, as its impact could
be significant in terms of capital and
business model management. The
impairment model is likely to have a
negative impact on equity and bottom
line profit, but it is also likely to generate
more volatility when it comes to
impairment. These consequences may
persuade organizations to review and
rethink their current risk management
strategies, business models, the financial
instruments they use to manage financial
risks and restructure, divest and
reposition themselves in other market
segments.

Previously, there was some ambiguity
around the accounting treatment for
a non-substantial modification of a

Data availability is pivotal to successful
IFRS 9 application. Issues around data
quality, availability, and eventual

collection are likely to be at the forefront
of the implementation efforts for IFRS 9.
It is therefore essential to plan the
implementation ahead of new systems,
processes and modelling tools, in
order to prepare for the inevitable
organizational and governance changes
to come.
So, is the grass greener on the other
side?
IFRS 9 will affect almost all entities and
not just large financial institutions. Where
entities have material trade receivables,
contract asset and lease receivable
balances, special attention is required to
ensure that an appropriate process and
methodology is put in place to calculate
the expected credit losses.
Moving to IFRS 9 will likely have some
significant upsides as it creates significant
opportunities for corporates to get their
accounting more aligned with how they
manage risk. Risk is a key investor focus,
so “telling the risk management story”
better, will align any organization’s
communication strategy with investors’
expectations.
With careful planning, the changes
introduced by IFRS 9 might prove to be
a great opportunity for balance sheet
optimization. Left unattended for too
long, IFRS 9 may hide some nasty
surprises.
All in all, corporates can accept reality
for what it is, embrace this opportunity
to develop, to improve, and leverage on
the changes that IFRS 9 brings to their
business. So, is the grass greener on the
other side for corporates? Rather than
simply stating that the grass is always
greener on the other side, I would say
that the grass is greenest where it is
watered.
By Stavri Frangou, Senior Manager,
Financial Risk, Deloitte Cyprus

33

Deloitte | A Middle East Point of View - Fall 2019 |Cyprus

34

Deloitte | A Middle East Point of View - Fall 2019 |Cyprus

35

