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UK authorities’ response to the European Commission’s Consultation Paper 

on UCITS product rules, liquidity management, depositary, money market 

funds, and long-term investments 

General Comments 

HM Treasury and the Financial Services Authority (the “UK authorities”) welcome the chance to 

provide a response to the Commission’s consultation on approaches to maintain the confidence of 

investors and to continue promoting UCITS inside and outside Europe as the best fund legislation. 

We broadly believe that there is some scope for work in all areas identified and our responses are 

set out below. Where questions seek specific data from industry we have provided no response. 

Box 1 

1. Do you consider there is a need to review the scope of assets and exposures that are deemed 

eligible for a UCITS fund?  

UCITS funds should be able to use a reasonable range of investment strategies, but it is clear that 

some investment rules are unclear and that it is too easy for UCITS to have indirect exposure to 

ineligible assets, for example through indices or certificates.  We think therefore there is a case for 

reviewing the scope to ensure UCITS is still in line with the original intentions of the directive. 

2. Do you consider that all investment strategies currently observed in the marketplace are in line 

with what investors expect of a product regulated by UCITS? 

We believe that some investment strategies are employed that are not what would be expected by a 

retail investor. We consider there to be a case for examining whether UCITS employing certain 

strategies should only be sold to retail investors on the basis of advice or appropriateness. 

3. Do you consider there is a need to further develop rules on the liquidity of eligible assets? What 

kind of rules could be envisaged? Please evaluate possible consequences for all stakeholders 

involved.  

UCITS managers are already required to have an appropriate liquidity risk management process in 

place to ensure that they are able to comply with the requirement to meet redemptions at the 

request of the unitholders. It would be sensible to consider whether UCITS might draw on the 

standards of the Alternative Investment Fund Managers Directive and the forthcoming IOSCO 

principles in this regard. 

4. What is the current market practice regarding the exposure to non-eligible assets? What is the 

estimated percentage of UCITS exposed to non-eligible assets and what is the average proportion 

of these assets in such a UCITS' portfolio? Please describe the strategies used to gain exposure to 

non-eligible assets and the non-eligible assets involved. If you are an asset manager, please 

provide also information specific to your business.  

No response. 
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5. Do you consider there is a need to further refine rules on exposure to non-eligible assets? What 

would be the consequences of the following measures for all stakeholders involved:  

- Preventing exposure to certain non-eligible assets (e.g. by adopting a "look through" approach 

for transferable securities, investments in financial indices, or closed ended funds).  

- Defining specific exposure limits and risk spreading rules (e.g. diversification) at the level of the 

underlying assets. 

There should be wider controls and we would welcome further research in order to determine the 

most appropriate way to limit the exposure to non-eligible assets by UCITS 

6. Do you see merit in distinguishing or limiting the scope of eligible derivatives based on the 

payoff of the derivative (e.g. plain vanilla vs. exotic derivatives)? If yes, what would be the 

consequences of introducing such a distinction? Do you see a need for other distinctions?  

Once eligible assets are more clearly defined, there should be no need to impose further limitations 

on the use of derivatives as long as the payoff is itself eligible.   

7. Do you consider that market risk is a consistent indicator of global exposure relating to 

derivative instruments? Which type of strategy employs VaR as a measure for global exposure? 

What is the proportion of funds using VaR to measure global exposure? What would be the 

consequence for different stakeholders of using only leverage (commitment method) as a measure 

of global exposure? If you are an asset manager, please provide also information specific to your 

business.  

Any restriction on the use of VaR would be a very significant step that would have wide ranging and 

major implications for the range of investment strategies that UCITS could undertake. We would 

need to consider any such proposals on their individual merit, however it is essential that such a 

fundamental step should not be taken without an extremely thorough cost and benefit analysis 

8. Do you consider that the use of derivatives should be limited to instruments that are traded or 

would be required to be traded on multilateral platforms in accordance with the legislative 

proposal on MiFIR? What would be the consequences for different stakeholders of introducing 

such an obligation?  

We do not believe that there is a case for this sort of restriction.  

Box 2 

1. Please describe the type of transaction and instruments that are currently considered as EPM 

techniques. Please describe the type of transactions and instruments that, in your view, should be 

considered as EPM techniques.  

No response. 

2. Do you consider there is a specific need to further address issues or risks related to the use of 

EPM techniques? If yes, please describe the issues you consider merit attention and the 

appropriate way of addressing such issues.  
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3. What is the current market practice regarding the use of EPM techniques: counterparties 

involved, volumes, liquidity constraints, revenues and revenue sharing arrangements? 

No response. 

4. Please describe the type of policies generally in place for the use of EPM techniques. Are any 

limits applied to the amount of portfolio assets that may, at any given point in time, be the object 

of EPM techniques? Do you see any merit in prescribing limits to the amount of fund assets that 

may be subject to EPM? If yes, what would be the appropriate limit and what consequences would 

such limits have on all the stakeholders affected by such limits? If you are an asset manager, 

please provide also information specific to your business.  

So long as collateral arrangements are robust, there should not be any need to prescribe limits to 

the amount of fund assets that may be subject to EPM. 

5. What is the current market practice regarding the collateral received in EPM? More specifically:  

- are EPM transactions as a rule fully collateralized? Are EPM and collateral positions marked-to-

market on a daily basis? How often are margin calls made and what are the usual minimum 

thresholds?  

- does the collateral include assets that would be considered as non-eligible under the UCITS 

Directive? Does the collateral include assets that are not included in a UCITS fund's investment 

policy? If so, to what extent?  

- to what extent do UCITS engage in collateral swap (collateral upgrade/downgrade) trades on a 

fix-term basis? 

No response. 

6. Do you think that there is a need to define criteria on the eligibility, liquidity, diversification and 

re-use of received collateral? If yes, what should such criteria be? 

We believe, as a minimum, that there should be rules on the re-use of collateral with cash collateral 

only invested in risk-free highly liquid assets, and non-cash collateral should not be reinvested at all. 

This would encompass securities lending by ETFs. 

It would be worth exploring whether ESMA guidelines in this area could be developed into 

Regulatory Technical Standards. 

7. What is the market practice regarding haircuts on received collateral? Do you see any merit in 

prescribing mandatory haircuts on received collateral by a UCITS in EPM? If you are an asset 

manager, please provide also information specific to your business.  

Haircuts on received collateral should be consistent with the recommendations of the FSB 

workstream on securities lending and repo which issues final recommendations in December. 

8. Do you see a need to apply liquidity considerations when deciding the term or duration of EPM 

transactions? What would the consequences be for the fund if the EPM transactions were not 
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"recallable" at any time? What would be the consequences of making all EPM transactions 

"recallable" at any time?  

This would likely have a damaging affect on the returns from certain activities and it is not clear that 

benefits would be significant. We would suggest that a thorough cost benefit analysis be carried out. 

9. Do think that EPM transactions should be treated according to their economic substance for the 

purpose of assessment of risks arising from such transactions?  

Yes, this would help prevent arbitrage opportunities. 

10. What is the current market practice regarding collateral provided by UCITS through EPM 

transactions? More specifically, is the EPM counterparty allowed to re-use the assets provided by 

a UCITS as collateral? If so, to what extent?  

No response. 

11. Do you think that there is a need to define criteria regarding the collateral provided by a 

UCITS? If yes, what would be such criteria?  

We do not feel that it is necessary to define this criteria. There will be contractual agreement (or 

not) between the UCITS and the counterparty, and the management company is required to act in 

the interests of the investors. 

12. What is the market practice in terms of information provided to investors as regards EPM? Do 

you think that there should be greater transparency related to the risks inherent in EPM 

techniques, collateral received in the context of such techniques or earnings achieved thereby as 

well as their distribution?  

ESMA guidelines already address disclosure of the use of EPM techniques to investors. We are 

generally supportive of measures to improve transparency in this regard, however it is important 

that any requirements are sympathetic to the fact the investors, particularly retail investors, may 

have limited understanding of or interest in these matters. 

Box 3 

1. When assessing counterparty risk, do you see merit in clarifying the treatment of OTC 

derivatives cleared through central counterparties? If so, what would be the appropriate 

approach?  

Clarification is needed regarding the counterparty limits of Article 52 of the UCITS Directive so that 

UCITS may make full use of the central clearing arrangements of EMIR. Article 52 requires that a 

UCITS has a 5% limit on exposures to a single counterparty on OTC derivatives or 10% where the 

counterparty is a credit institution. It is not clear how these limits apply with regard to central 

clearing to CCPs, particularly on who the counterparty is for the purposes of the limit. 

2. For OTC derivatives not cleared through central counterparties, do you think that collateral 

requirements should be consistent between the requirements for OTC and EPM transactions?  

A consistent approach would likely be beneficial and would facilitate operational management. 
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3. Do you agree that there are specific operational or other risks resulting from UCITS contracting 

with a single counterparty? What measures could be envisaged to mitigate those risks?  

Provided that collateral provisions are robust, there should be no issue. However the associated 

conflicts of interest, as well as heightened risks around valuation and liquidity from a single 

counterparty exposure, need to be taken into account. 

4. What is the current market practice in terms of frequency of calculation of counterparty risk and 

issuer concentration and valuation of UCITS assets? If you are an asset manager, please also 

provide information specific to your business.  

No response 

5. What would be the benefits and costs for all stakeholders involved of requiring calculation of 

counterparty risk and issuer concentration of the UCITS on an at least daily basis?  

This would be a desirable outcome in terms of better risk management standards. 

6 . How could such a calculation be implemented for assets with less frequent valuations?  

We believe that it ought to be possible to address this problem. Where a manager has good reason 

to believe that they have not changed, previous values ought to be used.  

Box 4 

1. What type of internal policies does a UCITS use in order to face liquidity constraints? If you are 

an asset manager, please provide also information specific to your business.  

No response 

2. Do you see a need to further develop a common framework, as part of the UCITS Directive, for 

dealing with liquidity bottlenecks in exceptional cases?  

We see merit in a common EU approach to this issue.  

3. What would be the criteria needed to define the "exceptional case" referred to in Article 84(2)? 

Should the decision be based on quantitative and/or qualitative criteria? Should the occurrence of 

"exceptional cases" be left to the manager's self-assessment and/or should this be assessed by the 

competent authorities? Please give an indicative list of criteria.  

While indicative criteria could be provided, it is important that there is room to consider individual 

cases on their own merits and we would wish to see the existing flexibility of the UCITS Directive 

maintained. An overly prescriptive approach might fail to capture an unforeseen future event thus 

preventing a UCITS from suspending in the interests of unit holders. Any list of criteria must 

therefore be explicitly non-exhaustive. 

We would be concerned of a system that required an assessment by the competent authority as this 

would cause delay that could exacerbate any detriment caused to investors.  
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The United Kingdom currently requires the management company to seek agreement from the 

depositary prior to any suspension. 

4. Regarding the temporary suspension of redemptions, should time limits be introduced that 

would require the fund to be liquidated once they are breached? If yes, what would such limits 

be? Please evaluate benefits and costs for all stakeholders involved.  

Time limits might bring risks such as forced sales. There may also be adverse tax consequences for 

investors. However a limit might be considered if it allows investors who do not wish to exit to 

create a new vehicle to take over a proportion of the fund assets.  

5. Regarding deferred redemption, would quantitative thresholds and time limits better ensure 

fairness between different investors? How would such a mechanism work and what would be the 

appropriate limits? Please evaluate benefits and costs for all the stakeholders involved.  

Deferred redemption is a useful tool for preventing the need for full suspension. 

6. What is the current market practice when using side pockets? What options might be 

considered for side pockets in the UCITS Directive? What measures should be developed to ensure 

that all investors' interests are protected? Please evaluate benefits and costs for all the 

stakeholders involved.  

We would need to consider any proposal for side pockets on its own merit. While they could, in 

principle, be a useful tool to prevent a full suspension, we are not certain that the use of side 

pockets is in keeping with the spirit of the Directive. 

7. Do you see a need for liquidity safeguards in ETF secondary markets? Should the ETF provider 

be directly involved in providing liquidity to secondary market investors? What would be the 

consequences for all the stakeholders involved? Do you see any other alternative? 

These safeguards should be put in place though not necessarily solely by the ETF provider. The 

consequences would be that as the provider is forced to be the liquidity provider of last resort, they 

would have more of an incentive to ensure that they are comfortable with the collateral standards 

(i.e. they will have to buy back a potentially defaulting ETF) and/or be more careful about using the 

ETF as a funding tool. Trading in normal conditions would be unaffected. 

8. Do you see a need for common rules (including time limits) for execution of redemption orders 

in normal circumstances, i.e. in other than exceptional cases? If so, what would such rules be? 

We do not see the need for this. Any cost associated with moving away from existing national 

arrangements would be significant and there is no clear problem that needs to be addressed by 

common rules. 

Box 5 

1. What advantages and drawbacks would a depositary passport create, in your view, from the 

perspective of: the depositary (turnover, jobs, organisation, operational complexities, economies 

of scale …), the fund (costs, cross border activity, enforcement of its rights …), the competent 
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authorities (supervisory effectiveness and complexity …), and the investor (level of investor 

protection)?  

In principle a depositary passport could increase choice and might stimulate competition so could be 

worth exploring It would be important, however, to ensure that variations in the implementation of 

certain elements of the UCITS Directive in different jurisdictions are first resolved; otherwise 

depositaries would have to apply significant resource developing sufficient understanding of the 

differing nuanced regimes. In practice only large firms would likely have the means to act as a 

depositary for UCITS authorised in multiple Member States. The development of a depositary 

passport would have significant implications for the market.   

Effective cooperation agreements would be needed to overcome a supervisory detriment for the 

home competent authority of the UCITS which would be exacerbated where a management 

company passport is also permitted or in the case of a contractual fund. Given the resourcing 

implications to  create an effectivedepositary passport, it would also need to be weighed against 

other priorities.   

2. If you are a fund manager or a depositary, do you encounter problems stemming from the 

regulatory requirement that the depositary and the fund need to be located in the same Member 

State? If you are a competent authority, would you encounter problems linked to the dispersion of 

supervisory functions and responsibilities? If yes, please give details and describe the costs 

(financial and non-financial) associated with these burdens as well as possible issues that a 

separation of fund and depositary might create in terms of regulatory oversight and supervisory 

cooperation.  

We would have concerns where a depositary passport is permitted for a contractual fund as the 

trustee is the holder of the assets. 

3. In case a depositary passport were to be introduced, what areas do you think might require 

further harmonisation (e.g. calculation of NAV, definition of a depositary's tasks and permitted 

activities, conduct of business rules, supervision, harmonisation or approximation of capital 

requirements for depositaries…)?  

The depositary requirements of UCITS V are still subject to change and so our response is based 

upon the provisions as they stand in the original proposal adopted by the Commission. 

Broadly speaking, the UCITS V provisions should be suitable as long as Member States can continue 

to impose additional requirements on their own authorised UCITS. 

UCITS V will harmonise rules regarding depositary liability. The United Kingdom would welcome 

work by the Commission to analyse the extent to which UCITS depositaries hold sufficient capital in 

relation to their potential liabilities. 

4. Should the depositary be subject to a fully-fledged authorisation regime specific to depositaries 

or is reliance on other EU regulatory frameworks (e.g., credit institutions or investment firms) 

sufficient in case a passport for depositary functions were to be introduced?  
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We could see benefit in such an approach though would need to evaluate any proposals on their 

own merit. 

5. Are there specific issues to address for the supervision of a UCITS where the depositary is not 

located in the same jurisdiction? 

Yes – there would be significant practical difficulties for the home competent authority if a UCITS 

were able to make use of both a management company passport and a depositary passport. We 

expect that in order to maintain effective supervision a UCITS should not be able to exercise both. 

Issues would also be mitigated by only permitting a depositary passport for UCITS with their own 

legal identity (i.e. corporate funds) 

Box 6 

1. What role do MMFs play in the management of liquidity for investors and in the financial 

markets generally? What are close alternatives for MMFs? Please give indicative figures and/or 

estimates of cross-elasticity of demand between MMFs and alternatives.  

No response 

2. What type of investors are MMFs mostly targeting? Please give indicative figures.  

No response 

3. What types of assets are MMFs mostly invested in? From what type of issuers? Please give 

indicative figures.  

No response 

4. To what extent do MMFs engage in transactions such as repo and securities lending? What 

proportion of these transactions is open-ended and can be recalled at any time, and what 

proportion is fixed-term? What assets do MMFs accept as collateral in these transactions? Is the 

collateral marked-to-market daily and how often are margin calls made? Do MMFs engage in 

collateral swap (collateral upgrade/downgrade) trades on a fixed-term basis?  

No response 

5. Do you agree that MMFs, individually or collectively, may represent a source of systemic risk 

('runs' by investors, contagion, etc…) due to their central role in the short term funding market? 

Please explain. 

When looking at specific entities outside of the prudential perimeter, we agree that there is a case 

for looking at the risks posed by MMFs. However, it should not automatically be assumed that a 

prudential solution would be the best response. We believe that it is important to take a broad 

approach and look at all the possible causes of systemic risk, including those arising from both 

constant and variable NAV pricing structures. Both of these types of funds have characteristics that 

make them appear bank-like in some respects. They offer relatively immediate liquidity and 

undertake credit transformation by generating investor returns through credit, liquidity and maturity 
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mismatches. They are also large and potentially systemic compared to other elements of the shadow 

banking system.   

6. Do you see a need for more detailed and harmonised regulation on MMFs at the EU level? If 

yes, should it be part of the UCITS Directive, of the AIFM Directive, of both Directives or a separate 

and self-standing instrument? Do you believe that EU rules on MMF should apply to all funds that 

are marketed as MMF or fall within the European Central Bank's definition? 

There is a strong case for considering enhanced prudential regulation for any fund marketed as an 

MMF or meeting the ECB definition of an MMF. Where possible, further fund regulation should be 

carried out through existing legislation though care will need to be taken to prevent arbitrage 

opportunities.  

We do not believe that a fund should be marketed as an MMF if it does not fulfil all EU rules 

regarding MMFs.  

Further requirements in this area should consider the outcome of forthcoming FSB work. 

7. Should a new framework distinguish between different types of MMFs, e.g.: maturity (short 

term MMF vs. MMF as in CESR guidelines) or asset type? Should other definitions and distinctions 

be included?  

This will depend on work being carried out by the FSB to determine viable product types. 

Box 7 

1. What factors do investors consider when they make a choice between CNAV and VNAV? Do 

some specific investment criteria or restrictions exist regarding both versions? Please develop.  

No response 

2. Should CNAV MMFs be subject to additional regulation, their activities reduced or even phased 

out? What would the consequences of such a measure be for all stakeholders involved and how 

could a phase-out be implemented while avoiding disruptions in the supply of MMF?  

Capital buffers should be explored as an option for CNAV funds.  

Any further action in this area should be informed by the work of the FSB and IOSCO. 

3. Would you consider imposing capital buffers on CNAV funds as appropriate? What are the 

relevant types of buffers: shareholder funded, sponsor funded or other types? What would be the 

appropriate size of such buffers in order to absorb first losses? For each type of the buffer, what 

would be the benefits and costs of such a measure for all stakeholders involved? 

See answer to question 2.  

4. Should valuation methodologies other than mark-to-market be allowed in stressed market 

conditions? What are the relevant criteria to define "stressed market conditions"? What are your 

current policies to deal with such situations?  
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The use of amortised cost should be restricted from the current period allowed in the Eligible Assets 

Directive. 

Box 8 

1. Do you think that the current regulatory framework for UCITS investing in money market 

instruments is sufficient to prevent liquidity bottlenecks such as those that have arisen during the 

recent financial crisis? If not, what solutions would you propose?  

2. Do you think that imposing a liquidity fee on those investors that redeem first would be an 

effective solution? How should such a mechanism work? What, if any, would be the 

consequences, including in terms of investors' confidence?  

We recognise that significant redemptions of an MMF during a crisis could cause further detriment 

to remaining investors in extreme cases and as such feel that liquidity fees could be an option worth 

exploring further though we would need to consider any specific proposal in detail. 

Any further action in this area should be informed by the work of the FSB. 

3. Different redemption restrictions may be envisaged: limits on share repurchases, redemption in 

kind, retention scenarios etc. Do you think that they represent viable solutions? How should they 

work concretely (length and proportion of assets concerned) and what would be the 

consequences, including in terms of investors' confidence?  

Restrictions only triggered during stress events could be subject to gaming or calibration problems. 

The Commission may wish to consider an approach similar to the FRBNY proposal though we would 

need to consider any specific proposal in detail. 

Any further action in this area should be informed by the work of the FSB. 

4. Do you consider that adding liquidity constraints (overnight and weekly maturing securities) 

would be useful? How should such a mechanism work and what would be the proposed 

proportion of the assets that would have to comply with these constraints? What would be the 

consequences, including in terms of investors' confidence?  

We believe that this would add confidence though we would need to consider any specific proposal 

in detail. 

Any further action in this area should be informed by the work of the FSB. 

5. Do you think that the 3 options (liquidity fees, redemption restrictions and liquidity constraints) 

are mutually exclusive or could be adopted together? 

There is no reason why they should be mutually exclusive though may not necessarily be mandatory 

for all MMFs 

6. If you are a MMF manager, what is the weighted average maturity (WAM) and weighted 

average life (WAL) of the MMF you manage? What should be the appropriate limits on WAM and 

WAL?  
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No response 

Box 9 

1. Do you think that the definition of money market instruments (Article 2(1)(o) of the UCITS 

Directive and its clarification in Commission Directive 2007/16/EC) should be reviewed? What 

changes would you consider?  

We believe that the current definition is sufficient. 

2. Should it be still possible for MMFs to be rated? What would be the consequences of a ban for 

all stakeholders involved?  

A ban would be risky in the absence of better alternative standards of creditworthiness. Use of 

ratings should be consistent with the principles set out by the FSB. 

3. What would be the consequences of prohibiting investment criteria related to credit ratings?  

This would be an extreme proposal as it would regulate investors and we would not support such a 

move. 

4. MMFs are deemed to invest in high quality assets. What would be the criteria needed for a 

proper internal assessment? Please give details as regards investment type, maturity, liquidity, 

type of issuers, yield etc.  

No response 

Box 10 

1. What options do retail investors currently have when wishing to invest in long-term assets? Do 

retail investors have an appetite for long-term investments? Do fund managers have an appetite 

for developing funds that enable retail investors to make long-term investments?  

The United Kingdom has a range of domestically regulated schemes that provide long term 

investment opportunities for retail investors. Venture capital trusts (VCTs) are closed ended funds 

that take the form of companies and are subject to listing requirements, company law, and a 

number of EU Directives. They must invest at least 70% of their committed capital in eligible SMEs 

within three years in order to qualify. Investors may redeem at any time though are provided with 

tax incentives as long as they hold their investment for three years. 

Non-UCITS retail schemes (NURS) are open ended funds that may invest a portion of their capital in 

long term investments and are available to retail investors. 

Furthermore, retail investors who self-certify as high net worth (based on having a minimum of 

£250,000 of net investible assets or a minimum annual income of £100,000) may be freely marketed 

to for a much wider range of funds operating in the UK. 

Such schemes will be captured by the Alternative Investment Fund Managers Directive Framework 

once it is implemented. 
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2. Do you see a need to create a common framework dedicated to long-term investments for retail 

investors? Would targeted modifications of UCITS rules or a stand-alone initiative be more 

appropriate?  

Our position on this will depend to some extent on the types of assets and proposed framework but 

we see the merit in providing a regulated environment for investments where appropriate demand 

exists. A standalone regime would be the most suitable, although in practice this regime would likely 

draw directly on many of the existing UCITS investor protection standards. 

UCITS is a strong brand and fungible investment and immediate redemption are core features. 

Creating rules for long term investment within the UCITS framework would inevitably dilute and 

weaken this brand. 

3. Do you agree with the above list of possible eligible assets? What other type of asset should be 

included? Please provide definitions and characteristics for each type of asset.  

The proposed asset types are quite different in terms of risk/reward profile. While this would allow 

for product innovation, investors would need to be clear that these weren’t simply products which 

were likely to have a profile of slowly increasing in value over time. 

4. Should a secondary market for the assets be ensured? Should minimum liquidity constraints be 

introduced? Please give details. 

A secondary market could be made possible by legislation but typically funds like this operate with a 

fixed life and consequently managers may have little incentive to develop an efficient secondary 

market – liquid secondary markets do not just develop where there is no demand from buyers and 

sellers, so care would be needed to avoid false comfort being provided. 

Investors would need to be clear about their lack of access to invested capital in the short/medium 

term. 

5. What proportion of a fund's portfolio do you think should be dedicated to such assets? What 

would be the possible impacts?  

This is a question relating to the balance between investment returns and liquidity and we would 

suggest that it cannot be answered until consideration is given to the length/strictness of any 

redemption restrictions. 

6. What kind of diversification rules might be needed to avoid excessive concentration risks and 

ensure adequate liquidity? Please give indicative figures with possible impacts.  

We believe that the principle of diversification remains essential, even in a long-term portfolio. 

While rules could be based on the existing standards of UCITS, we would expect that there would 

need to be a greater degree of flexibility to reflect the greater difficulty in valuing long term 

investments to avoid inadvertent breaches. 

7. Should the use of leverage or financial derivative instruments be banned? If not, what specific 

constraints on their use might be considered?  
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We do not believe that this is necessary though are not clear where derivatives would fit within the 

proposed asset types and might be more for, for example, hedging currency risks. In general, 

leverage should not be more liberal than for existing UCITS. 

8. Should a minimum lock-up period or other restrictions on exits be allowed? How might such 

measures be practically implemented?  

Unless a fund is listed and closed-ended then if it has invested in long term assets then redemptions 

will need to be limited. 

9. To ensure high standards of investor protection, should parts of the UCITS framework be used, 

e.g. management company rules or depositary requirements? What other parts of the UCITS 

framework are deemed necessary?  

Many of the UCITS standards should be suitable for a new regime notably – management company 

rules, conduct of business standards, the fund passport process, and information provided to 

investors. 

Nevertheless some assessment should be made as to whether targeted changes are required as a 

result of the assets envisaged. 

10. Regarding social investments only, would you support the possibility for UCITS funds to invest 

in units of EuSEF? If so, under what conditions and limits?  

The United Kingdom supports measures to encourage social investment . However, unless the 

provisions of the European Social Entrepreneurship Regulation proposals were to change 

significantly and fundamentally, amending UCITS to permit investments into EuSEFs would 

materially change the liquidity profile of any UCITS investing into a EuSEF. This is of considerable 

importance as the liquidity profile of a UCITS is one of its defining features. This would entail further 

possible consequences: reduced liquidity might pose issues when a UCITS seeks to meet investors' 

request to redeem their investment in the UCITS. 

However investment in EuSEFs may be possible within a separate regime. 

Box 11 

1. Do you think that the identified areas (points 1 to 4) require further consideration and that 

options should be developed for amending the respective provisions? Please provide an answer 

on each separate topic with the possible costs / benefits of changes for each, considering the 

impact for all stakeholders involved.  

Self managed investment companies 

We believe that implementing measures that apply to management companies should be applied to 

self managed UCITS. A consistent level of investor protection should apply regardless of the legal 

structure of a UCITS. Furthermore inconsistent standards distort competitiveness and create an 

unlevel playing field. 

Master / feeder structures 
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We agree with this proposal. 

Fund mergers 

We agree that the current timetable for fund mergers does not work and should be revised to 

provide clarity while keeping approval timescales as short as possible. 

Fund notification 

We support additional ability to use electronic communication and the improvements suggested. 

Additional comments 

The UK believes that UCITS VI represents an opportunity to address the fundamental conflicts of 

interest which lie at the heart of intermediated sales. The UCITS brand represents a badge of quality 

and as such, it is necessary to restrict their ability to pay inducements to the advisors who 

recommend them.  

In addition, to further empower consumers, increase investor protection and improve competition, 

distribution costs should be clearly demarcated from those associated with managing the assets. 

Such steps are necessary to tackle the inherent opacity of management charges and tackle the 

asymmetries of information between client and intermediary. Management charges have a 

significant effect on returns for investors.  Encouraging competitive charging structures is therefore 

particularly important in the context of the poor performance of equity markets. 

2. Regarding point 5, do you consider that further alignment is needed in order to improve 

consistency of rules in the European asset management sector? If yes, which areas in the UCITS 

framework should be further harmonised so as to improve consistency between the AIFM 

Directive and the UCITS Directive? Please give details and the possible attached benefits and costs. 

Assessment of all provisions should be made. Wherever possible and appropriate, the management 

company conduct of business and systems and control should be aligned. This alignment may be 

brought about by replicating UCITS standards in AIFMD or vice versa, depending on which is most 

appropriate. 
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