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An investment fund that is registered in Cyprus is a vehicle that allows investors to raise capital through various 
financial instruments. Cyprus law provides various investment options which allows investors to reap 
significant benefits in terms of profits, risk mitigation, tax planning opportunities, and greater safety in business 
due to transparency in laws and financial regulations. 
 
Under Cyprus law, there are two distinct types of investments funds: Alternative Investment Funds (AIF) and 
Undertakings for Collective Investment in Transferable Securities (UCITS). 
 
What are Cyprus Alternative Investment Funds (AIF) 
 
An "AIF" is a collective investment fund designated for raising external capital from a number of investors with 
a view to investing funds in favour of those investors according to a defined investment policy.  
 
The legal basis for regulating the respective relationships is the Alternative Investment Funds Law of 2014, 
which is aimed at updating local legislation in accordance with EU Directives- especially with respect to investor 
protection and transparency. After enactment of the 2014 Law, Cyprus became more attractive for the 
international investors by providing a comprehensive spectrum of the legislative framework for all types of 
funds. Moreover, the Alternative Investment Funds Legislation of 2018 has been enacted and is currently in 
effect. 
 
The main provisions of the AIF Law 2018 can be summarized as follows: 
• Ability to create AIFs with unlimited investment compartments (i.e. umbrella funds), each with a separate 

investment strategy and asset pools 
• The units of AIFs can be listed on stock exchanges 
• There are various options available in relation to the appointment of an investment manager and 

depositary, providing maximum flexibility 
• Investor units are freely transferable 
• The AIF-LNP is limited to a maximum of 50 investors 
• Possibility to create RAIFs, which do not require licensing, consequently, time to market is significantly 

shortened 
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Who can benefit from the setup of a Fund 
 
Conducting business through a fund, a vehicle which operates under more strict and transparent rules than 
normal limited liability companies, gives the ability to raise capital from private and institutional investors who 
are not really interested in being involved in the day to day management of their investment but seek a good 
return on their investment in accordance with the risk they chose to undertake. 
 

Funds are traditionally being used as an alternative method to bank financing and are used to finance real 
estate, shipping and other large scale investments. It is also one of the most widely used vehicle from Venture 
Capitalists whose investments may need extra funding. 
 
The way investment funds operate provide a clear separation between ownership and the management and 
control of the underlying investments. This is due to the fact that the management is not performed by the 
owners (unitholders) but by fund managers who are subject to specific rules and supervision. This makes it 
appropriate for High Net Worth Individuals seeking to achieve asset protection and tax optimisation by 
replacing their traditional holding companies with a more sophisticated and professionally managed and 
regulated vehicle, as well as Family Offices who want to manage the family wealth in a more flexible and 
transparent way with specific risk and investment characteristics. 
 

Why setup a Fund in Cyprus 
 
Cyprus being an EU Member State has a lot to offer in the financial services sector and the Funds industry in 
particular. With its efficient and up-to date regulation, which is fully harmonised with the related EU Directives, 
provides a framework in which Fund Managers and Funds can operate efficiently. 
 
Further, Cyprus is an already established International Business Center with years of experience in servicing 
international clients. The skills and knowhow obtained from the experienced lawyers and accountants is now 
put at work in servicing the Funds industry in a cost effective manner, keeping the set-up and ongoing 
operational costs well below other established EU Fund jurisdictions, without compromising the quality of the 
services offered. 
 
Cumulatively, you can find below the key benefits an investor to setup an AIF Fund in Cyprus: 

• EU member country compliant with EU laws and regulations 
• Eurozone member 
• Cost effective setting up and on-going operational services 
• Favourable EU and OECD compliant tax regime 
• Extensive network of double tax treaties allowing tax efficient structuring of investments 
• Strategic position between Europe, Middle East and Africa 
• Business centre with quality professionals and sophisticated infrastructure 
• Extensive range of high quality legal and accounting services 
• Efficient regulation, fully harmonized with EU Directives 
• Collective investments can be listed on the Cyprus Stock Exchange and other recognized EU stock 

exchanges 
• Cyprus based funds and asset managers' benefit from low tax rates 
• Incentives and tax benefits for high earning managers and high net worth individuals  
• Full transparency through annual reports to the Cyprus Securities and Exchange Commission (CySEC) 

and investors, which include audited financial statements, borrowing information, portfolio 
information and Net Asset Value calculation 

• Supervised by a competent and accessible regulatory authority 
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Types of Alternative Investment Funds in Cyprus 
 
There are three types of Alternative Investment Funds that can be set up in 
Cyprus. It is the Alternative Investment Fund of unlimited number of investors 
(AIF), the Alternative Investment Fund of Limited Number of Investors (AIFLNP 
- with a limited number of persons up to 50 persons) and finally the Registered 
Alternative Investment Fund (RAIF). In this publication we provide an overview 
of the AIF, which is the standard form of a Fund in Cyprus. We will identify 
below its main characteristics and requirements. For more information on the 
other types of Alternative Investment Funds you may refer to our separate 
publications on each specific fund type.  

 

The Alternative Investment Fund (“AIF”) 
 
1. Authorisation Process 
 

The Cyprus Securities and Exchange Commission (CySEC) is the regulatory authority, responsible under the 
AIF Law for the licensing and supervision of Alternative Investment Funds in Cyprus. 

 
The operation of an AIF is subject to the prior granting of authorisation and notification of authorisation by 
CySEC, only if CySEC approves: 
• The relevant application; 
• The AIF's fund rules or instruments of incorporation; 
• The choice of external manager, or in case of internally managed AIF, the persons who effectively shall 

conduct the business of the AIF; and 
• The choice of the depositary. 

 
The application for the granting of authorisation for an AIF must be accompanied by the following data: 
• the name of the AIF, its registered address and address of its headquarters (in case of investment 

company and limited partnership), 
• sufficient information and data,including a resume, for the people who effectively direct the business 

of the internally managed AIF (in case of investment company and limited partnership), 
• the name and data identifying and certifying the appropriateness of the external manager, as well as 

the identity of the person or persons responsible for the risk management and portofolio management 
functions, 

• a statement by the external manager confirming agreement to perform the investment management 
functions of the AIF, 

• a statement by the depositary confirming agreement to perform the depositary functions for the 
assets of the AIF, 

• the identity of the person or persons appointed by the depositary as responsible for monitoring the 
activity of the AIF, 

• a draft of the AIF's fund rules, instruments of incorporation or partnership agreement depending on 
the legal form of the AIF, 

• a draft of the AIF's offering document, 
• a draft of the AIF's key investor information document 

 
CySEC shall inform the external manager of the AIF or the AIF directly, if internally managed, within 6 
months of the submission of a complete application file as described above. 
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2. Legal Forms 
 

An AIF may be established and operate as open-ended or close ended fund and take the following legal 
forms: 
• Variable Capital Investment Company (VCIC) 
• Fixed Capital Investment Company (FCIC) 
• Limited Partnership 
• Common fund 

 
An AIF may operate as an Umbrella Fund structure, with more than one investment compartments (sub-
funds). 

 
According to the AIF Legislation, the Umbrella Fund and the Sub-Funds constitute a SINGLE legal entity but 
each Sub-Fund is: 
• Ring fenced and fully segregated from the Umbrella Fund and the other Sub-Funds. 
• Each Compartment's investors' rights are restricted to the assets of the compartment. 
• Each Compartment can be dissolved separately. 
• Each Compartment can have its own investment strategy. 
• The set-up and running costs of each compartment is lower than separate funds 

 
3. Fund Manager 

 
AIFs may be either internally or externally managed. 
 
An AIF which is internally managed, may take the form of an Investment Company or a Limited Partnership 
with separate legal personality. 
 
An externally managed AIF may take any legal form and can be managed by: 
• An AIFM (established in Cyprus or the EU or third country) 
• a UCITS Management Company (established in Cyprus or the EU) 
• an Investment Firm (established in Cyprus or the EU) 
• a Sub-threshold AIF/mini manager2 (authorised in Cyprus or the EU) 

 
4. Depositary Requirements 

 
The assets of the AIF shall be entrusted to a depositary which has its registered office in Cyprus, an EU 
member state or a third country. 
 
The eligible depositaries for an AIF include Credit Institutions, Investment Firms or an institution under 
prudential regulation and supervision, and recognised by the Member State as eligible to be appointed as 
depositaries. 
 
The depositary of an AIF is responsible for: 
• the safekeeping of AIF's assets by maintaining the register of its assets 
• the oversight of the AIF regarding any subscriptions and redemptions, valuation of shares/units, timely 

settlement of transactions, profit distribution and the carrying out of the External Manager's 
instructions 

• the effective and proper monitoring of the AIF cashflows. 
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Under certain conditions, the depositary may delegate the duty of safekeeping the AIF's assets to third 
parties. 
 
The duties of the depositary and the external manager or the AIF in case it is internally managed, must be 
performed independently and exclusively in the interest of the unitholders of the AIF. 

 
5. Investment Strategy 

 
The directives issued by CySEC set the restrictions and investments limits that apply to an AIF's investment 
strategy. These relate to: 
• General Restrictions 
• Restriction based on the type of its eligible investors (see point 6 below) 
• Restrictions based on the investment strategy of the AIF 

 
The primary goal of the restrictions and investment limits is to ensure liquidity and promote a well-
diversified investment portfolio. 
 

6. Eligible Investors 
 
A Cyprus registered AIF can be addressed to professional and well-informed investors. It may also market 
its units to retail investors, however, certain conditions and prior approval from CySEC must be obtained. 
 

7. Limitation on Number of Investors 
 
A Cyprus AIF has no restriction as to the number of investors provided that the legal form of the AIF allows 
it. 
 

8. Initial Capital Requirements 
 
In the case of an externally managed AIF there are no initial capital requirements, as such requirements are 
imposed on the manager. 
 
For internally-managed AIFs that fall below the AIFMD thresholds, the minimum capital requirements are 
set to €125.000, which must be available at any time in the form of cash which is deposited in the name of 
the AIFLNP in an approved credit institution in an EU member state or in the form of assets readily 
convertible to cash. 
 
For internally-managed AIFs that fall within the conditions of the AIFMD the minimum capital requirement 
is set at €300.000. 
 

9. Value of Assets under Management 
 
An AIF must hold assets of at least €500.000 for each investment compartment within 12 months from the 
date of registration, through the means of capital raising from investors 
 
CySEC may extend the 12 month period for up to additional 12 months, if this is considered as necessary. 
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Any capital commitments for the acquisition of units as well as the amount of minimum initial capital as 
identified in section 9 above, are not taken into account for the calculation of the AIF assets under 
management. 

 
10. Fund Taxation 
 

Cyprus based funds and their investors can benefit from a favourable tax environment. An AIF will be 
subject to Corporation tax at 12.5% on the resulting net profits without any imposition of taxes on the net 
assets of the Fund. 
 

 

It must be noted however that dividend income as 
well as any profit generated from the trading of titles 
– such as shares, units of funds, bonds, options etc, 
are exempt from taxation in Cyprus. 

Any interest income received from an AIF is 
considered as "active" income and is exempt from 
Special Defence Contribution Tax. This means that 
interest income is taxed as normal business income at 
12.5% on any resulting net profits. 

Further, the amount of capital raised from investors 
(unitholders) may be eligible to receive a Notional 
Interest Deduction (NID) as per the provisions of the 
Cyprus Tax Legislation which can potentially reduce 
the taxable base of a company type AIF by up to 80%. 

 
There are no withholding taxes on dividend payment to foreign investors irrespective of the percentage of 
the participation in the Fund and no taxation applied on the redemption of units of an AIF. 
 
In case of an AIF with multiple compartments, each compartment is taxed separately (i.e. as a separate 
taxpayer) despite the fact that each compartment is not a separate legal entity. 
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Funds at a glance 
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Disclaimer 
 
This publication has been prepared as a general guide and for information purposes only. It is not a substitution 
for professional advice. One must not rely on it without receiving appropriate professional advice based on the 
particular facts of his/her own case. No responsibility can be accepted by the authors or the publishers for any 
loss occasioned by acting or refraining from acting on the basis of this publication. PKE Consultants Limited is 
at your disposal to discuss with you all aspects with regards to Alternative Investment Funds in Cyprus and 
assist you in this respect. Please do not hesitate to contact us. 
 
 
 
 
 
 
 

  

 
 

PKE Consultants Limited 
10 Adamantiou Korai, 
2321 Nicosia, 
Cyprus 
 
Phone 
+357 22 102019 
 
Fax 
+357 22 102019 
 
E-mail 
info@pkeconsultants.com.cy 
 
Find us at: 
www.pkeconsultants.com.cy 
 

 
About Our Organization 
 
PKE Consultants Limited provides audit, consulting, financial advisory, risk 
management, tax and related services to public and private clients spanning 
multiple industries. With a connected network of key affiliates, PKE Consultants 
Limited brings world-class capabilities and high-quality service to clients, delivering 
the insights they need to address their most complex business challenges. 
 
PKE Consultants Limited is a private company registered in Cyprus (Reg. No. 
HE376055). 
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