
 

 
 

 
 
ABI RESPONSE TO EUROPEAN COMMISSION – UNDERTAKINGS FOR COLLECTIVE 
INVESTMENTS IN TRANSFERABLE SECURITIES (UCITS) 
 
Product Rules, Liquidity Management, Depository, Money Market Funds, Long-term 
Investments 
 

 

The ABI 

The Association of British Insurers (ABI) is the voice of insurance, representing the general 

insurance, protection, investment and long-term savings industry.  It was formed in 1985 to 

represent the whole of the industry and today has over 300 members, accounting for some 

90% of premiums in the UK, and who, as institutional investors, have some £1.8 trillion of 

funds under management. 

 

The ABI‟s role is to: 

 Be the voice of the UK insurance industry, leading debate and speaking up for 

insurers. 

 Represent the UK insurance industry to government, regulators and policy makers in 

the UK, EU and internationally, driving effective public policy and regulation. 

 Advocate high standards of customer service within the industry and provide useful 

information to the public about insurance. 

 Promote the benefits of insurance to the government, regulators, policy makers and 

the public. 

 

The ABI welcomes the opportunity to comment on the consultation on Undertakings For 
Collective Investments In Transferable Securities (UCITS) - Product Rules, Liquidity 
Management, Depository, Money Market Funds, Long-term Investments. 
 

We are fully supportive of UCITS as a strong European “brand”, and we believe that the 

rules and boundaries should continue to be tightly defined.  However, we have areas of 

concern which we highlight by responding to your specific questions below.  
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Box 1 – Eligible Assets 
(1) Do you consider there is a need to review the scope of assets and exposures that 
are deemed eligible for a UCITS fund?  
 
No, we do not consider that there is a need to review the Eligible Assets rules. 

Specifically, we also note that in the current environment where ASEAN is considering its 

own UCITS-equivalent brand, it would not be appropriate to envisage a reduction in range of 

eligible assets. 

 

(2) Do you consider that all investment strategies current observed in the marketplace 
are in line with what investors expect of a product regulated by UCITS?  
 
There is a clear market demand for a variety of innovative investment strategies observed 

across different markets with the value added of investor protection framework of the UCITS 

brand. 

We therefore believe there should be as wide a variety of strategies as possible, given the 

potential for an extremely wide customer base both geographically and in terms of their 

investment requirements. 

 

(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. 
 
Funds need to maintain sufficient liquidity in order to be able to meet redemption requests.  

Rather than suggesting additional rules on liquidity, we feel that it is more appropriate for 

firms to have extraordinary liquidity management tools to manage investor redemptions. 

We also believe that firms should be managing the overall liquidity of the fund, rather than 

individual assets.  

 

(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. 
 
We believe that the current 10% exposure limit continues to be appropriate. 
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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. 
 
In our opinion, the underlying principle of UCITS is to provide retail investors with access to 

liquid investment products.  Investors need to be able to understand what they are buying, 

through suitable disclosure in the risk warnings, and they also require liquidity provision.  

Within this framework, our views on exposure to closed-end funds / transferable securities / 

investment in financial indices are as follows:   

1. Closed-end funds:  These schemes will freely trade without necessarily reflecting the 

liquidity of the underlying assets.  As such, we do not think look-through is appropriate other 

than making sure that the underlying assets are generally in line with the fund objective. That 

being said, it is important to have clear and effective due diligence procedures on these 

types of schemes. 

2. Transferable securities:  Similarly to closed-end funds, it is appropriate for the fund 

manager to exercise skill, care and diligence in selecting appropriate securities, being 

mindful of their transferability, liquidity and suitability as relates to the fund objectives.  When 

investing in such securities, fund managers need to look at the fund‟s structure to ensure 

that there are no provisions which could limit their ability to trade in the future or could 

materially impair the value.  However, we see this analysis as similar to the due diligence 

managers should do when investing in any security. 

3. Financial indices:  Like closed-end schemes, fund managers should be concerned about 

the liquidity of the index and not the underlying assets. We do not believe that look-through 

should be required, other than; (a) at a high level for the purposes of the fund‟s objective; or 

(b) where the fund manager is concerned about diversification should the index contain a 

small number of constituents. 

 

(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?  
 
Being able to use derivatives is critical to the way which we manage their portfolios.  

Derivatives are particularly important for bond funds, as these funds could not be managed 

without interest rate or currency derivatives.  No longer being able to use derivatives would 

most likely mean that investors in these funds would be exposed to additional risk and/or 

subject to lower returns. 
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We do not feel that there can be a division between exotic and plain vanilla derivatives.  

Instead, we feel that it is more important to look at the use of the derivative within the fund 

and the impact which it has on the return profile.  We recommend that derivative use which 

greatly increases the volatility of a fund and/or significantly alters the fund‟s return profile be 

subject to risk warnings in the prospectus (similar to Box 2 of the 2011 ESMA guidelines on 

risk measurement).  That way, investors would be aware of potential substantial changes to 

their economic exposure resulting from derivatives.  

Irrespective of the potential impact which derivatives may have on a fund, it is important that 

the fund manager correctly appreciates and manages the risks related to the use of these 

instruments.  We recommend that ESMA guidance and applicable work from AIFMD be 

brought into the UCITS Directive, in order to ensure that the requisite competences and 

capabilities exist and are put to work. 

 

(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.  
 
While the UCITS commitment approach provides a useful starting point, it does not truly 

reflect the role of leverage. It is important that investors and competent authorities have the 

fullest picture of leverage possible. We therefore urge the Commission to allow for the VaR 

approach as a method to calculate leverage as we believe it is a more reliable and helpful 

measure. 

We feel that the method which gives the clearest measure of global exposure to investors is 

a combination of the commitment and VaR methods.   

VaR is a statistical measure of the probability of maximum loss on a portfolio, based on 

historical price trends and volatilities and not leverage per se.  Accordingly, it is entirely 

feasible that a portfolio which contains physical assets (such as stocks and bonds) to have a 

VaR equivalent to a portfolio which holds a number of derivative positions which may either 

add or cancel out risk. 

Given these limitations of VaR as a statistical measure, it would seem that using the 

commitment method would be favoured.  The commitment method converts financial 

derivatives into the market value of the equivalent position in the physical asset and allows 

for netting of such positions.  As a result, the commitment method does not produce 

equivalent measures for disparate portfolios like VaR. 

However, the commitment method has a two times notional limit for global exposure, which 

we do not feel is appropriate.  As such, we would recommend using a combination of VaR 

and commitment method in order to correctly measure risk. 
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(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?  
 
UCITS III was amended to allow the use of derivatives for investment purposes including 

OTC instruments, with some limitations.  With opposite exposures well covered under the 

rules, we do not believe there has been any detriment to investors due to their use, and 

therefore we do not believe that derivatives use should not be limited as suggested. 

 

As per the response to Question 6, using derivatives helps us manage the risk and return of 

their bond funds (amongst others).  Foreign exchange forwards, which are one of the most 

frequently used instruments to manage currency risk, are not currently exchange traded and 

might not be required to be traded on multilateral platforms post-MiFIR.  If UCITS were to be 

limited to only using exchange- and platform-traded derivatives, we would effectively no 

longer be able to hedge currency risk. 

 

In keeping with our response to the previous question, limiting derivatives use to exchange-

traded derivatives or derivatives traded on electronic platforms could subject investors to 

additional risk and/or lower returns.  If the intention of the Commission‟s proposal is to 

manage counterparty risk in UCITS, we do not feel that limiting derivatives usage would be 

an effective solution.  Instead, the moves through EMIR to centrally clear OTC derivatives 

may help manage counterparty risk in a much better way. 
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Box 2 – Efficient Portfolio Management (EPM) 
(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. 
 
Interest Rate Swaps 
Interest Rate Futures 
Bonds futures 
Single name CDS 
 
Index CDS 
Equity index futures 
Purchased options on all above 
Repos and Reverse repos 
Collateral swaps 
Stock lending 
 
We consider that securities lending, repo, reverse repo and collateral swaps are EPM 

techniques and should remain as such. 

Being able to use repo, reverse repo and collateral swaps is crucial for the management of 

funds.  When funds hold excess cash, managers are able to securitise its overnight 

placement by conducting reverse repo operations.  Rather than taking on bank counterparty 

risk via a bank deposit, managers may prefer to obtain extremely liquid, high quality 

government bonds via reverse repo.  This operation is conducted in the interest of 

decreasing the overall risk of the fund rather than increasing the fund‟s return.  Reverse repo 

is therefore a cash management tool which is analogous to a secured deposit and, as such, 

should not be subject to limits.  However, any reverse repo activity should comply with the 

UCITS counterparty exposure rules and liquidity management framework of the fund.   

Applying EMIR to the derivatives market will result in our funds needing to post an increased 

amount of high-quality collateral.  However, the assets which qualify as eligible collateral are 

not always the types of assets held in the funds.  For example, an equity fund would likely 

need to pledge cash or government bonds as collateral.  Rather than subjecting the equity 

fund‟s investors to bond risk, we could either repo the equity or perform a collateral swap to 

obtain the required cash collateral.  Repo is a form of borrowing, which is used to generate 

cash for funding or raise cash for onward investment, and we do not see the need to change 

the existing UCITS limits around its use. 

 

(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. 
 
We do not consider that there is a specific need further to address issues or risks related to 

EPM techniques. 
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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?  
 
Our Members have differing practices dependant on their specific mandates. 
 
 
(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.  
 
To answer this question, we think that it is important to consider the difference between 

repos and reverse repos: 

- Repos are a form of borrowing and are principally used to generate cash for funding 

purposes or raise cash for onward reinvestment 

- Reverse repos are a cash management tool and have largely replaced the unsecured 

deposit market. 

Given the economic justifications for these transactions, we consider that there should not 

be a limit on the percentage of the fund‟s assets which can be subject to reverse repo, and 

that a limit of 10% of the fund‟s assets should apply for repo (as is currently the case).  If a 

limit were to be placed on the percentage of assets which can be subject to reverse repo, 

funds will have to resort to placing cash in unsecured overnight deposits in banks.  This will 

increase the fund‟s counterparty and credit risk exposure. 

We strongly believe that it is better to have a collateralised exposure to a counterparty via a 
reverse repo transaction than an uncollateralised exposure to a bank via a time deposit. 
 
 
(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?  
 
Market practice is to over-collateralise securities lending transactions. Both lent securities 

and collateral are marked-to-market on a daily basis.  
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(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 do not believe that there should be rules around the eligibility, liquidity and diversification 

of received collateral.  We believe it is for individual funds to define their collateral risk 

appetite.   For example, a bond fund may prefer to receive large cap equities as collateral, 

as opposed to certain bonds, if it sets a premium on managing liquidity risk.   

 

If a bond fund were to receive equity as collateral in a reverse repo transaction, it would not 

be exposed to equity market risk throughout the life of the transaction.  Standard market 

practice is for reverse repo transactions to be marked-to-market daily and subject to 

margining requirements.  If the value of the equities received drops, the fund‟s counterparty 

must either give the UCITS more equities or cash to make up the valuation differential.  After 

this margin exchange, the UCITS possesses collateral which has the same cash value as 

on the prior day. 

 

We do not believe there should be rules around the re-use of received collateral and, as 

such, we disagree with paragraph 40 (i) of the ESMA Guidelines on ETFs and other UCITS 

issues regarding the inability to pledge non-cash collateral received.  If UCITS are likely to 

enter into reverse repo transactions to facilitate collateral management, they will need to be 

able to pledge the collateral received.  We believe that it should be possible to re-

hypothecate all received collateral and not just the cash element. 

 
 
(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.  
 
We do not believe that mandatory haircuts should be prescribed on received collateral.  

From a risk perspective, the appropriate haircut level may vary over time and it can also 

change as a function of negotiation with the counterparty.  The process needs to be 

dynamic; otherwise, it will simply increase the cost to the funds.  Mandatory haircuts would 

invariably be set at extreme levels in order to consider every possible situation. 

 

The intention of imposing mandatory haircuts would presumably be to ensure; (1) that the 

haircut is appropriate to the type of collateral, and; (2) that the collateral cycle (valuation and 

posting) is regular enough to prevent valuation disconnect.  As fund managers are able to 

specify what types of collateral they can pay/receive, the associated haircuts, frequency of 

valuation and minimum transfer amounts in the ISDA agreement, the existing controls would 

seem to suffice.   

 

Each market participant should determine its collateral criteria and risk framework, taking 

into account market liquidity and its ability to liquidate a specific collateral class in a 

counterparty default scenario 
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(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 "recallable" at any time? What would be the 
consequences of making all EPM transactions "recallable" at any time?  
 
As mentioned in the answer to Question 1.4 above, we do not feel that there should be 

liquidity limits on an instrument or type of transaction.  Instead, liquidity rules should apply at 

the fund level, and the portfolio manager should consider the liquidity of the transaction 

when managing the liquidity of the fund. 

 

(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?  
 
When considering the risk assessment of these transactions, we maintain the initial risk of 

the asset purchased.  For example, when managers enter into a reverse repo, the collateral 

is held in a ring-fenced account.  The initial risk in the fund‟s books is a cash risk, and from a 

portfolio management perspective, the risk which the fund is exposed to after the reverse 

repo remains a cash risk.  The fund can access the gilts received from the reverse repo 

transaction only in the case of the insolvency of the counterparty.  Therefore, we would 

consider the risk of these assets to be secured cash.  In a similar vein, for a repo transaction 

or securities lending, the risk on the fund‟s books would remain the risk of the asset 

exchanged out.  The fund retains the economic exposure to the original asset and could not 

re-use any cash received. 

 

(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?  
 
The EPM counterparty is generally allowed to re-use collateral. In some Members‟ lending 

programmes, however, the collateral received by the UCITS is not re-used, and we 

understand this is market practice across the securities lending industry.  A full transfer of 

title takes place and the collateral is held in a ring-fenced tri-party account in the name of the 

UCITS.  

 
 
(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 believe there should be criteria regarding the collateral provided by UCITS or 

around its re-use.  Limiting the collateral provided by UCITS would increase the cost of such 

transactions, as would not allowing re-use.  Instead, we feel that it is important to make 

suitable bi-lateral legal and operational arrangements in order to ensure that the correct 

collateral will be returned.  Intra-transaction collateral substitutions are market standard, but 

the identical collateral should always be returned at the maturity of the transaction. 
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We also note that the modifications of the derivatives framework via EMIR will set market 

standards for instruments pledged as collateral.  Placing specific rules on UCITS for such 

transactions would disadvantage these funds as compared to other counterparties. 

 
 
(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?  
 
We believe the following information should be provided to end-investors: 

 Educational materials  

 Risk factors 

 Collateral / counterparty policy 

 Compensation arrangements for provision of securities lending services  

 Benefit earned by the UCITS through securities lending  

 
 

  



 
 

11 
 

 

Box 3 – OTC Derivatives 
(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?  
 
We do believe the counterparty risk of centrally cleared OTC derivatives should be treated 

differently.  Once an OTC derivative class becomes centrally cleared, we will need to 

consider the characteristics of clearing to work out the size and nature of the risk, as well as 

the counterparty.  For bi-lateral transactions, the fund‟s counterparty is the transacting bank 

from the point of execution onwards.  In a cleared world, the fund‟s counterparty is the 

transacting bank from the point of execution until the trade is accepted into clearing.  Once a 

trade is accepted into clearing, the fund‟s counterparty becomes the CCP.  

 

In our view, one of the biggest changes in counterparty risk in moving to a centrally cleared 

world is the asset manager‟s ability to manage this risk.  Instead of simply posting bi-lateral 

collateral with the transacting bank, asset managers are being obliged to respect stringent 

requirements to post a relatively narrow range of assets to the CCP (via the clearing broker) 

as initial and variation margin.   A consequence of this new parameter for counterparty risk 

management is that asset managers are losing some flexibility in terms of the types of 

collateral that are considered acceptable.  It will become even more important that UCITS 

rules make sure that funds have the right tools and flexibility available to them to be able to 

continue to service their derivative positions. 

 
 
(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?  
 
Please see our answers to Questions 2.6 and 2.7 above – we do not believe that there 

should be rules around received collateral.  Any standards on non-centrally cleared OTC 

derivative transactions should be set for all market participants via EMIR or bilaterally, and 

not via UCITS-specific rules.  The EMIR rules are already capable of catering to a particular 

fund type, as evidenced by the pension fund exemption, so there should not be a need to 

impose additional rules for UCITS. 

 

(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?  
 
The level of risk resulting from a UCITS trading uncleared transactions with a single 

counterparty will depend upon the nature and amount of current and/or potential 

counterparty exposure the UCITS actually has at a given point in time.  It is prudent for a 

UCITS to have available to it several quality counterparties from a credit worthiness, as well 

as market and operational capability standpoint.  However, at any particular point in time, it 

is conceivable that a UCITS may only have a modest amount of counterparty exposure and 
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it may in fact be to a single counterparty. The existing counterparty risk exposure limits 

under the UCITS Directive already restrict the potential for an excessive concentration since 

the limit is set as a percentage of the UCITS assets and eligible collateral is prescribed.  

 
 
(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.  
 
Market best practice is to calculate counterparty exposure on a daily basis. 

We calculate current (mark-to-market) net counterparty exposure on a daily basis for all 

UCITS, even though some funds hold assets which do not have a daily valuation.   

 
(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?  
 
We fully support daily valuation.  However, we believe that intra-day calculation will result in 
such a negligible reduction in risk as to render it unnecessary. 
 
 
(6) How could such a calculation be implemented for assets with less frequent 
valuations?  
 
For assets which do not have a daily valuation, it is important to put the appropriate 

measures around their valuation using robust controls and processes.  Such a mechanism 

includes a view of the underlying market, perhaps from a related index, benchmark or other 

proxy, which allows the price of the asset to be adjusted in the case of a market movement. 
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Box 4 – Extraordinary Liquidity Management Tools 
(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.  
 
Discussions relating to liquidity measures typically focus on challenges of meeting 

redemption requests.  It is also important in the case of open-ended funds such as UCITS 

for management companies to focus on liquidity issues throughout the life cycle of a fund. 

Liquidity issues vary depending on whether the UCITS is in start-up mode, taking in large 

numbers of subscriptions  as well receiving high levels of redemptions.   

Typically the following actions can be used to remedy the potential dilutive effect of a large 
redemption: 

 Prior agreement  

 Prior notice 

 In specie redemptions 

 Deferred redemptions. 

 
 
(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 believe that it is important to have a range of tools at the fund‟s disposal to manage the 

different causes which may give rise to liquidity bottlenecks both on an on-going basis (e.g. 

in specie redemptions and deferred redemptions) and on exceptional basis (such as 

suspensions).  Given the various and often unpredictable reasons which may give rise to 

liquidity issues, we recommend that any legislation sets out key principles which then have 

to be applied by the UCITS in consultation with its competent authorities. 

 
 
(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. 
  
In the UK, an authorised fund can suspend only in exceptional circumstances and when it is 

in the best interests of all investors in the fund. There have been only a very small number of 

suspensions, but the reasons for suspension fall into a number of broad categories: 

 Natural disasters, market failures or exchange closures (which is what happened in 

the USA on 9/11), or when developing countries have suddenly introduced exchange 

controls. At such times it may be impossible to value or sell assets. 
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 Liquidity issues, when a very large number of investors unexpectedly want to redeem 

their units or shares at the same time or when asset values fall sharply and trading in 

the capital markets dries up, so assets cannot not be sold to meet redemptions (for 

example, during the 2008/09 credit crisis).   

 When one of the key parties involved in the operation of the fund closes down, the 

fund may then suspend temporarily until a new party takes over. 

 When funds are being wound up or merged with another fund. 

Before making the decision to suspend a fund, the manager and trustee or depositary must 

have considered all alternative causes of action. The regulator must also be informed and all 

investors notified.   

The manager must ensure that the suspension is temporary, of minimal duration and 

consistent with the fund‟s documentation. During the suspension, the manager must keep 

investors informed. All redemption requests are held and executed after the end of the 

suspension. The suspension must be regularly and formally reviewed by the manager and 

trustee or depositary, and the regulator must be kept informed. 

 
 
(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.  
 
In the UK, suspensions should cease as soon as is practicable after the exceptional 

circumstances have ceased.  Managers will have considered criteria, the meeting of which 

will trigger the resumption of dealing. 

The suspension should be reviewed at least every 28 days and the national Competent 

Authority should be informed of the result of this review and any change to the information 

originally submitted to them regarding the decision to suspend the fund. 

 
(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.  
 
If a common European framework is sought we would recommend allowing as many 

redemptions as possible to be executed on a day (hence maintaining daily liquidity for as 

many investors as possible) whilst focussing on, and if necessary deferring, the redemptions 

of certain large professional investors whose proposed activity has resulted in the issue of 

potential deferral arising in the first place.  This avoids small retail investors from being 

caught up in a process which is really designed to protect on-going investors from the costs 

of executing redemptions for large professional investors. 
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(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 do not use side pockets in UCITs funds. 
 
However, any proposal for them should include full transparency of their terms, set out in 
clear language for retail investors. 
 
 
(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? 
 
ETF‟s are intended to be traded in the secondary market on regulated stock exchanges. 

These venues have existing rules on the provision of liquidity providers for secondary market 

trading of ETFs, as well as other equities. The exchanges also have detailed rules covering 

market disruptions and volatility events for all traded securities. Both sets of rules are 

approved and regulated by the relevant supervisory body of the exchange domicile. We feel 

that these rules are sufficient to ensure efficient function of the secondary markets. 

In addition we would advocate that the benefits of an independent multi-dealer model, with 

many approved market makers and authorised participants, ensures the best possible 

provision of liquidity for investors without compromising long term fund holders. 

 
 
(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 extra / common rules as the existing National rules are accepted 

and well-policed, and we have seen no detriment to investors. 
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Box 5 – Depository Passport 
(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 authorities (supervisory effectiveness 
and complexity …), and the investor (level of investor protection)?  
 
We believe that there should be harmonisation around Depository rules, specifically to follow 
the UK (old trustee) model of requiring the entity to be authorised as a Depository or 
Trustee. 
 
We believe that this creates the “space” required between the different sections of the same 
bank which can appear at times not to be as independent as they could be, even though 
they are separate legal entities.  
 
We believe that this should use the same form as the Management Company Passport to 
give consistency. 
 
 
(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.  
 
Some Members which are larger Groups might wish to use one depository across most of its 

funds and therefore believe passporting would be useful, but we would request the 

continued flexibility for our Members to make individual choices. 

 
(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…)?  
 
We believe that the general principles around tasks and permitted activities require 

harmonisation, but there is not the requirement for undue amounts of prescription. 

 
(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?  
 
We believe that there should be harmonisation around Depository rules, specifically to follow 

the UK model of requiring the entity to be authorised as a Depository or Trustee.  The 
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existing authorisation process (but not all the underlying requirements) for a credit institution 

could easily be adapted for Depositories. 

 
 
(5) Are there specific issues to address for the supervision of a UCITS where the 
depositary is not located in the same jurisdiction? 
 
We believe the Depository and UCIT are both best served when in the same jurisdiction, but 
the management company and other functions could be in a different jurisdiction. 
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Box 6 – Money Market Funds (MMFs) 
(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.  
 
With respect to money market funds (MMFs), we welcome the recent IOSCO consultation as 

a further opportunity for securities regulators to develop further their understanding of the 

sector and regulate it appropriately and have responded in detail to this. We think it is 

generally best to treat money market funds as part of the securities, markets and funds 

universe and to seek to apply the regulatory approaches that are appropriate there rather 

than to apply banking regulatory concepts. Where, exceptionally, the MMF has features that 

make it analogous to a bank and it behaves as such it would be reasonable to regulate it as 

a bank. We do not think it helpful for regulators to look to impose “gates‟ on funds to control 

the ability of investors to exit MMFs; indeed this could increase the risk of runs and/or 

accelerate their onset. We do, though, think it is important to ensure that remaining investors 

are not disadvantaged through other investors exiting at more than Net Asset Value and 

believe that securities regulators should consider whether appropriate anti-dilution 

safeguards exist.  

It is critical that these and all measures taken in response to concerns over the shadow 

banking sector are globally co-ordinated to ensure a level playing field, and also avoid 

placing additional unnecessary burdens on entities that are already subject to robust 

prudential regulation. Any new standards should therefore be originated by relevant 

international bodies (IAIS, IOSCO and BCBS), and individual jurisdictions should then 

analyse the extent to which existing regimes meet those standards. 

 

(2) What type of investors are MMFs mostly targeting? Please give indicative figures.  
 
The minimum size for the majority of our funds results in their investors primarily being 

corporate treasurers and large institutions. 

 
 
(3) What types of assets are MMFs mostly invested in? From what type of issuers? 
Please give indicative figures.  
 
Sovereign Debt   Sovereigns 
Variable/FRNs    Banks/Finance Companies 
CDs     Non-Financial entities 
Discount Notes 
Highly rated corporates. 
Asset backed notes. 
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(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?  
 
We undertake reverse repos, but the MMFs do not undertake securities lending. 
 
The repurchase agreement market is one of the largest and most actively traded sectors in 

the short term credit markets and an important source of liquidity for both MMFs and 

institutional investors. Repurchase agreements are used by MMFs to invest surplus cash on 

a short term basis and by dealers as a key source of secured funding. Securities dealers use 

these deals to manage their liquidity and finance their inventories.  

 

 
(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.  
 
No – MMFs are not banks. 
 
We consider that money market funds collectively, by virtue of their scale, cannot be said to 

pose systemic risk.  The banking system itself is bigger and inherently poses greater risk by 

virtue of its unsecured lending, and the maturity transformation dimension is very different in 

scale. 

At the level of the individual fund, where this is structured as a V-NAV fund there is no more 

reason to be concerned at susceptibility to a „run‟ than for any open-ended investment fund 

investing in assets traded in liquid markets.  For C-NAV funds there are a range of possible 

approaches to ensuring that those investors remaining in the fund are not disadvantaged by 

those seeking to exit in stressed market conditions.  Capital backing by the fund sponsor is 

just one possible safeguard.  

 
 
(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?  
 
We support the introduction of detailed and harmonized regulations that allow for both CNAV 

and VNAV MMFs within Europe.  MMF models have evolved within specific national markets 

over time based on investor preferences, tax regimes and regulation.   Investors have come 

to be familiar with certain types of MMF product structure and we believe it is important that 

local market preferences continue to be acknowledged and supported.    
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We would support  the introduction of  harmonized rules which allow for differing valuation 

practices (amortized cost versus mark-to-market) but that ensure stringent risk criteria is 

applied consistently to key measures such as credit quality, diversification (beyond the 

UCITS standard guidelines), interest rate risk, liquidity, governance and transparency.    

Institutional clients often operate across national borders and would therefore prefer a 

standard approach to MMF regulation.   

We believe that MMFs should be part of the UCITS directive, rather than AIFM, given their 

relatively straightforward investment strategies, generally public availability within the EU 

and high level of familiarity and usage by both institutional and retail investors. 

There are specific funds aimed at investors with a higher risk profile which could be 
classified as AIFs. 
 

 
(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?  
 
We believe the existing differentiation works well and should be continued but there is no 
requirement for any further segmentation. 
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Box 7 – Valuation and Capital 
(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.  
 
Investors will tend to favour one type of MMF rather than another where the investor choice 

of a CNAV or VNAV MMF is driven by market evolution, tax and accounting regulations and 

product familiarity.   

 
(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 backing by the fund sponsor is just one possible safeguard, but we do not regard any 

further regulation to be required. 

 
(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?  
 
Yes we believe CNAV funds should impose capital buffers. 
 
Capital solutions can include multiple structures (or forms of capital) and multiple sources of 

capital. Under this scenario, a “buffer” would be established within each MMF by siphoning a 

small amount of income from the portfolio to be set aside as an NAV cushion.  The buffer 

capital is regarded as an asset of the portfolio and, as such, is calculated into the NAV and 

results in a higher NAV for the MMF. The siphon would be turned on and off depending on 

the size of the buffer relative to the pre-determined minimum capital requirement. In other 

words, the portfolio would stop retaining income when the target buffer is reached.  

Shareholders of the MMF would “own” the buffer.  

 
(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?  
 
Yes, valuation methodologies other than mark-to-market including, but not limited to, model-

based valuations or amortized cost, should be allowed in stressed market conditions.  

Stressed market conditions could include a market-wide event, significant news on an 

issuer, political, economic or governmental developments, or securities which do not have a 

price source due to complete lack of trading.  In the event of such situation, an asset 

manager may seek to determine the price that a Fund/Account might reasonable expect to 

receive from the current sale of that asset or the cost to extinguish that liability in an arm's-

length transaction on the measurement date.  
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Box 8 – Liquidity and Redemptions 
(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?  
 
Whilst there were some signs of detriment during stressed markets, particularly in the 2011 

European Sovereign debt issues, overall MMFs have proved very resilient.  We believe the 

current US rules (10% overnight and 30% within 7 days) gives sufficient liquidity. 

 
(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 do not believe that this is achievable operationally and is additionally more likely to 

increase a run, ie, has a distinctly procyclical effect. 

 
(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?  
 
As UCITS can already limit redemptions to 10% per day in certain circumstances, we believe 

that this is sufficient protection for investors.  We believe any other limits will not be 

achievable operationally and is additionally more likely to increase a run, ie, has a distinctly 

procyclical effect. 

 
(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 the current US rules (10% overnight and 30% within 7 days) gives sufficient 

liquidity. 

 
(5) Do you think that the 3 options (liquidity fees, redemption restrictions and liquidity 
constraints) are mutually exclusive or could be adopted together? 
 
We believe either liquidity constraints or liquidity fees could be of use, but redemption 

restrictions are not operationally feasible. 
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(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?  
 
In the international market ESMA introduced the requirement that ST-MMFs must operate 

with very short WAMs (less than 60 days) and WALs (less than 120 days).  The Institutional 

Money Market Funds Association (IMMFA) also includes maturity guidelines in the IMMFA 

Code of Practice.  They note that funds must have weighted average maturity (WAM) equal 

or less than 60 days, and a weighted average final maturity (WAFM) equal to or less than 

120 days.   

Credit ratings agencies also require similar WAM and WAL limits for triple-A rated CNAV 

MMFs. 

We believe that these WAM and WAL limits are appropriate and provide a strong framework 

to manage interest rate and credit risk for CNAV MMFs. 
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Box 9 – Investment Criteria and Rating 
(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/EC16) should be 
reviewed? What changes would you consider?  
 
We feel that there is no review required. 
 
 
(2) Should it be still possible for MMFs to be rated? What would be the consequences 
of a ban for all stakeholders involved?  
 
Money market funds are an obvious area where credit ratings may have a role to play in 

contributing useful information to investors enabling them to make confident and informed 

choices.  It should be for market forces to decide whether, and to what extent, credit ratings 

are supplied and used within the MMF sector. 

MMFs individually should be well below the threshold of systemic significance and we do not 

consider that the MMF sector has characteristics that would create an endogenous risk of 

chain reaction from individual fund failure(s).  Investors in MMFs funds choosing to redeem 

their holdings in the circumstance of a credit rating downgrade is just one type of event that 

could pose stress and we consider that funds should have robust arrangements to deal with 

any such event [as we have outlined in our response to other questions]. 

 
(3) What would be the consequences of prohibiting investment criteria related to 
credit ratings?  
 
Credit ratings serve as a useful information point for both asset managers and investors.   

However, we believe that it is more important that UCITS asset managers are able to 

demonstrate to their Fund Board or Management Company that they have a robust and 

independent credit review process that does not rely on credit ratings agencies input. 

We do not believe that the use of ratings should be eliminated or otherwise restricted.  We 

believe that MMF advisors should not rely solely on a security‟s credit rating, but instead 

should consider ratings as preliminary screens in an independent credit review. 

 
(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.  
 
We will look at the given ratings then do their own due diligence complying with publically-

available Fitch and/or S&P processes, with strict requirements.  We believe in fundamental 

analysis and a disciplined review process that focuses on the underlying issuer‟s 

creditworthiness and valuations, along with the consideration of qualitative and quantitative 

factors.  
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Box 10 – Long-Term Investments 
(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?  
 
In principle we have no objection to a pan-EU long-term investment fund.  Our concern 

would be that any proposal eventually forthcoming should not restrict the choice already 

open to UK retail investors of direct equity and debt, UCITS as well as more specialised 

funds (through NURS and AIFS) which cover long-term investment.  A further proviso would 

be that business models across the economic and social space exhibition widely differing 

risk return characteristics.  Only in specific regulatory environments can an investor expect a 

stable and steady return, for example, the Regulated Asset Base model in the UK, or 

through official support which, as the introduction notes, is unlikely to be forthcoming when 

many jurisdictions are under fiscal constraint. 

UK retail investors already have a choice of long-term assets available to them which are 

primarily UK-located.  It is not clear whether there is demand for a pan-European fund.  Fund 

managers will be guided by whether there is a commercially viable market for such a product 

and whether it potentially achieves the mass which would merit the internal resources 

required to develop the product. 

 
 
(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?  
 

If a common framework is to be developed it should be standalone.  We consider that the 

brand value of UCITS rests on its essential characteristics from which the proposed long-

term funds essentially depart. 

 
 
(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 list of possible eligible assets seems reasonable.  We query whether, given the 

definition of long-term investment proposed, cash-flow characteristics could be one of the 

defining parameters. 

 
(4) Should a secondary market for the assets be ensured? Should minimum liquidity 
constraints be introduced? Please give details.  
 
Given the nature of the assets in such funds it is difficult to see how a secondary market 

could be ensured.  Minimum liquidity constraints are likely to reduce fund returns and 
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consequently its attractiveness to retail investors depending on their individual appetite for 

risk and duration. 

 
 
(5) What proportion of a fund's portfolio do you think should be dedicated to such 
assets? What would be the possible impacts?  
 
Fund design is a commercial decision, subject to overarching investor protection 

requirements. 

 
(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.  
 
Please see our answer to question (4) above. 

 
(7) Should the use of leverage or financial derivative instruments be banned? If not, 
what specific constraints on their use might be considered?  
 
Please see our answers to questions (5) and (6) above. 

 
(8) Should a minimum lock-up period or other restrictions on exits be allowed? How 
might such measures be practically implemented?  
 
The type of investment assets proposed could be subject to exit restrictions.  This is a 

question of fund design.  Alternatively a closed fund structure could be set by regulation 

which would have the benefit of simplicity bearing in mind the target investor is retail. 

 
(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?  
 
The transparency and disclosure elements of UCITS would clearly be necessary. 

 
(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?  
 
We have no specific views on this matter.  It is an issue of fund design, but we would wish 

the key element of the UCITS regime to apply to EuSEFs without exception. 
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Box 11 – UCITS IV Improvement 
(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.  
 
We support putting policies in place and then keeping them up to date. 
 
However, we would propose that KIID be required to be supplied to retail investors only.  

Professional investors will want full prospectus or do their own due diligence, so we propose 

that these investors should be supplied with a KIID only on request and it not be obligatory. 

 
(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. 
 
We are fully supportive of UCITS which is a strong European “brand”.  We believe that we 

should keep the rules and boundaries tightly defined. 

 

We believe that apart from the alignment of the depositary regime which is already in 

progress under the UCITS V proposals there are no major requirements for further alignment 

with AIFMD given that the issues raised in the Commission question are already covered by 

the detailed product rules in the existing UCITS framework. 
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