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GACO Speech – Risk Awareness Week 

 

Good Morning, 

It is a pleasure to be a part of the GACO Risk Awareness Week and give the breakfast address today, 

and I’m sure it will be a very interesting and valuable three days for those attending. We very much 

welcome these types of events. I know that we are all busy and have probably arrived today with 

our 'to do' list back at the office running through our minds. However, notwithstanding other 

pressing matters, you are here because you understand the value of taking time out to invest in your 

thinking and training to improve the quality of the risk management you do. 

This morning, I would like to start with a focus on the importance of putting in place a strong 

approach to risk governance in a firm.  

By 'risk', I am obviously not talking just about financial or legal risks. But also risks that arise from 

those actions and behaviour of all within a licensee that have the potential to impact on consumer 

protection, financial crime and the reputation of the jurisdiction. 

These risks need to be actively managed within licensees and the responsibility for doing this rests 

with senior managers and directors (executive and non-executive). To do this successfully entails, in 

my view, not just putting in place a proper formal framework but also, and critically, a strong culture 

of risk identification and management that is shared by all within a licensee.      

Effective governance comes from a firm’s culture, led by senior managers and directors. This 

leadership needs to include a demand for good, ethical management practices, effective monitoring 

and complete, meaningful reporting. The approach must be one that is delivered from the top - a 

“tone from top” approach must prevail; therefore where there is a risk of inefficient and ineffective 

governance, responsibility clearly rests with senior managers and directors.  

Risk management and governance can be described in simple terms as ensuring that there are 3 

lines of defence.  This first of these is ensuring that ownership of the risk model is clear and sits at 

the top; with appropriate identification, effective management and mitigation of risks. And with 

clear identification of the responsibility of senior management for this.  

The second line of defence involves the oversight and effective execution of the risk management 

framework by the senior risk management and compliance committees.  

The third line of defence requires independent assurances from the internal audit functions, or third 

parties such as the board audit committee. 
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Ultimately, however, the responsibility for proper risk governance must lie with the board of 

directors. 

Most of you will be familiar with the regulatory action we took against directors of Advalorem Value 

Asset Fund Limited. If not, relevant information is on our website. This was a case where we 

demonstrated our willingness to take action in the public interest, to protect investors and address 

serious and significant corporate governance failings - holding individuals to account for these 

failings.   

It is clear that this action, upheld when appealed to the Gibraltar Supreme Court, has had an impact 

in Gibraltar. In particular, I have welcomed the subsequent focus on the need for directors of 

licensees to consider carefully whether they are properly discharging their duties. This is important, 

not just to give confidence that there is a credible deterrent against wrong doing in Gibraltar, but 

also to enhance the reputation of Gibraltar as a safe jurisdiction for investors and reputable players 

to do business. 

 

One way in which we are working to reduce further the risk of poor corporate governance is with 

the GFSC's thematic review of Experienced Investor Fund ('EIF') Directors. The approach to this was 

published this morning alongside a Policy Statement setting out our expectations of directors.  

The Policy Statement sets out how we expect directors of EIFs to act and fulfil their role and 

responsibilities as directors.  Our thematic review paper explains what directors can expect from this 

review and the broader outcomes we aim to have achieved at the conclusion of the review. 

The contents of our policy statement should come as no surprise to anyone – the document sets out 

what are largely accepted as standard directors' duties - we are simply setting out what directors 

should already be doing. There are no new requirements, but, if a director has not been taking their 

role seriously then this may come as a wake-up call.    

Good directors though have nothing to fear. 

Much of what we are doing with this review has resonance more generally and I would encourage 

directors and managers of all licensees to read through the material. Our particular focus at this 

present time on EIF directors reflects our view of current risks and where best we need to focus our 

limited resources. 

The EIF Regime is a professional fund regime with fewer regulatory controls against international 

comparisons. For example, it has a post-establishment registration, no risk spreading rules and only 

requires a minimum of €100,000 investment, which is not of itself a great amount.  
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With these funds, there is, in practice, a strong reliance on the delegation of the majority of 

operations and often no permanent body running the corporate. However, delegation of duties 

should not mean the delegation of responsibility – Directors must still retain the capacity and 

collective competency to oversee and govern these risks. 

In other words, for this regime to work as intended EIF Directors, once licensed, need to be very 

good at being investors' key line of defence. 

In our experience, many are not and this has led to a number of poor outcomes that were 

unintended and can present unacceptable risks to consumer protection and reputation of the 

jurisdiction. They also cast a shadow over the whole EIF regime, querying the pitch for those funds 

and directors operating safely and doing a good job. 

Consequently, our policy statement reiterates what should be second nature to a director - a 

director should understand the importance of the role; understand their duties and responsibilities; 

'own' the strategy and be able effectively to challenge fellow directors and other parties (such as the 

investment manager or the promoter); they should be fully cognisant of any key risks and be able to 

monitor, manage and mitigate these appropriately.  For each fund for which they are a director, they 

must dedicate sufficient time, understand what the fund is doing on an ongoing basis and how it is 

performing.    

Our work will focus on making sure that all directors conduct the role effectively and competently, 

creating a well controlled environment for the fund's activities. 

And what I mean by this is avoiding a weak risk culture where the corporate governance approach 

adopted that falls short of good practice. Where there are then such risks as attracting disreputable 

promoters; the adoption of inappropriate strategies, which directors don't understand; marketing 

focused on attracting less informed investors; heightened potential for fraud and other criminal 

activity. 

So for example, directors that think that scribbled, brief hand-written notes for a decision making 

process behind a £13 million investment is acceptable, or those that are unable to articulate a fund's 

strategy or act in direct contradiction to it will find that they do not have a place in this regime going 

forward.  

However, those EIF Directors who readily understand our expectations, understand the risks, their 

responsibilities and the importance of their role have nothing to fear from this thematic review. 

Indeed they stand well placed to be at the forefront of the greatly enhanced EIF regime I am 

confident will emerge from the Commission's review.  
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So to conclude, in today’s published Thematic Review of EIF Directors, we’re setting out our 

expectations, which are straightforward, and noting Directors’ obligations to set the tone, culture 

and standards from the top.  

We will be adopting a proactive approach with our themed work, focusing on reducing risks to 

clients and the reputation of Gibraltar. 

Ideally, we will deliver these results without the use of enforcement. However, as we signalled with 

the ‘Advalorem’ case, we will if that is necessary to secure our regulatory objectives of protecting 

the consumer and the jurisdiction, and ensuring the stability of the Gibraltar financial services 

industry. 

 


