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The Guernsey Funds industry has continued to evolve in response to changes in 

investor demand and the global regulatory environment.  

 

Whilst we continue to be a popular jurisdiction for closed-ended funds, 2013 saw a 

continuing trend in the decline of the open-ended sector. The island’s proven track 

record and expertise in the private equity space has ensured that this continues to be 

the dominant asset class, accounting for approximately 60% of fund assets.  

 

It is an encouraging sign for the future of our funds industry that there have been a good 

number of new fund launches during the past year which have been focused on a 

diverse range of asset classes and markets.  

 

In our capacity as a leading custodian for Guernsey funds, we predominantly provide 

services to the open-ended sector because there is no regulatory requirement for 

closed-ended funds that are not impacted by the AIFMD to appoint a custodian.  

 

In more recent times, we have seen a shift away from the more traditional asset classes 

into alternative investment strategies, such as distressed assets, lending and 

infrastructure funds. This has been driven in part by the demand from investors to 

achieve better returns, as well as the opportunities that have come about as a result of 

improving economies and global market conditions.  
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One particular area where we have seen an increase in demand is for lending funds 

within an open-ended structure. There are some challenges with this type of 

arrangement for both the manager and the custodian. Ensuring that there is adequate 

liquidity to meet investor redemptions and fund expenses is a key concern for the 

manager, who might consider initial lock-in periods and redemption notice periods as 

tools to assist them with effective liquidity management. 

 

From our perspective as custodian, the main issue that we face is ensuring good title to 

the fund’s assets. Our preferred approach is for loans to be issued through a special 

purpose vehicle which is wholly owned by the fund.  

 

Although this may satisfy our regulatory obligation to hold the fund’s assets in safe 

custody, we apply a “look through” principle to the SPV to ensure full transparency within 

the structure. With this type of fund, the real asset is the recoverability of the loan. With 

this in mind, it is of vital importance that adequate due diligence has been undertaken 

and that the appropriate legal agreements are in place prior to drawdown to ensure that 

security can be realised in the event of a default.  

 

There are also some specialist types of default insurance available which may be 

appropriate in certain circumstances. An important part of our role as custodian is to 

ensure that the Manager has robust controls and procedures in place to effectively 

manage the associated risks. 

 

It is clear that the role of the custodian is evolving as investment strategies and asset 

classes become more complex and we believe that Deutsche Bank’s rigorous, yet 

pragmatic approach to oversight adds significant value to alternative asset funds in 

today’s world of increasing regulation and high standards of corporate governance. 
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