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7KHUHDUHWKRXVDQGVRIVPDOO
DVVHWPDQDJHPHQWȴUPVPDQDJLQJ
86WULOOLRQLQDVVHWV
7KH7RSJOREDODVVHWPDQDJHPHQW
ȴUPVPDQDJHVRPH86WULOOLRQ1 in
assets worldwide but there are thousands
RIVPDOOHUDVVHWPDQDJHPHQWȴUPV
PDQDJLQJDQRWKHU86WULOOLRQRI
assets, taking total global assets under
PDQDJHPHQWWRMXVWVK\RI86WULOOLRQ
(source below). Smaller asset managers
(in relative terms) manage assets in both
regulated schemes such as UCITS or
$FWIXQGVDQGVHPLUHJXODWHGIXQGV
such as hedge funds, private equity, and
infrastructure funds. For decades, a large
number of the latter alternative fund
managers could manage their assets with
relatively little scrutiny or regulation. The
ELJJHUPRUHHVWDEOLVKHGȴUPVKDGLQEXLOW
governance and oversight functions and
for a while, at least, new entrants to the
regulated market had to factor the costs
of providing that governance framework
(including capital requirements) into their
startup costs.

6WDUWXSFRVWVDUHSURKLELWLYH
IRUVPDOOHUȴUPVLIDOODVSHFWVRI
control are kept in house
:HNQRZWKDWVLQFHWKHȴQDQFLDOFULVLV
regulatory frameworks around the world
have changed dramatically and, with the
introduction of AIFMD and updates to
MiFID and the UCITS directive, the world
has changed for smaller investment
ȴUPV:KHQFRQVLGHUHGDORQJVLGHWKH
requirement to create a governance
and oversight framework, it is clear that
European regulators were paying very
close attention to the way this was being
provided in practice. In Luxembourg, for
example, the concept of having a “selfmanaged” fund became frowned upon,
particularly from the perspective of nonEU countries where the funds could be
distributed, such as Switzerland and Hong
Kong. In the UK, the Financial Conduct
Authority (FCA) struggled to come to
WHUPVZLWKLQYHVWPHQWȴUPVRXWVRXUFLQJ
their governance framework, particularly
in relation to management companies or
Authorized Corporate Directors (ACD).

This was highlighted by the FCA in June
LQDUHSRUWHQWLWOHG5HWDLO&RQGXFW
Risk Outlook following a small number
RIKLJKSURȴOHIDLOXUHVRILQYHVWPHQW
ȴUPVRQHRIZKLFKKDGDWKLUGSDUW\
management company. However, there
was a marked shift in the regulatory view
EHWZHHQDQGDQGLWLVQRZ
perfectly acceptable for managers with
assets under management in the tens of
billions to outsource the management
function to a third party.
It was evident, however, that at the time
the FCA felt that investment managers
should take full responsibility for the risks
they managed including governance and
oversight.

) &$0DUNHW6WXG\ΖQWHULP)LQGLQJV
https://www.fca.org.uk/publication/marketVWXGLHVPVLQWHULPUHSRUWSGI
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(YHQODUJHȴUPVZRXOGVWUXJJOH
to build the necessary regulatory
framework around such
DGLYHUVLȴHGSURGXFWPRGHO
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)RUODUJHȴUPVWKLVLVVWLOOWKHFDVHDQGLW
LVXQWKLQNDEOHWKDWDȴUPZLWKKXQGUHGV
of billions in assets under management
would outsource its main governance and
oversight functions, but for small to midVL]HGȴUPVWKLQJVKDYHFKDQJHG'XULQJD
number of the FCA’s roundtables following
the launch of the FCA’s Asset Management
6WXG\LQWKHWRSLFRILQQRYDWLRQZDV
often addressed by both the FCA and asset
PDQDJHPHQWȴUPV1HLWKHUSDUW\ZDQWHG
WRVWLȵHWKLVLPSRUWDQWSDUWRIEXVLQHVV
growth, as it has positive consequences
for managers and clients alike. Naturally,
WKHVPDOOHULQGHSHQGHQWȴUPVDQGWKH
GLYHUVLȴHGJURZWKRIWKHODUJHUȴUPVSOD\
DVLJQLȴFDQWUROHLQLQQRYDWLYHJURZWKDQG
LWLVWKHVHPDQDJHUVWKDWIHHOWKHȴQDQFLDO
burden of governance and oversight the
most. Indeed, large swathes of the industry
would disappear overnight if all managers
were forced to have their own governance
and oversight models. Following some
criticism in the FCA’s initial report, it was
VLJQLȴFDQWWKDWQRPHQWLRQZDVPDGHRI
KRVW$&'VLQWKH)&$ȇVȴQDOUHSRUWLVVXHG
LQ-XQH7KLVYLHZZDVDOVRLQȵXHQFHG
LQSDUWE\WKHJOREDOL]DWLRQRIPDQ\ȴUPV
DQGWKHGLYHUVLȴFDWLRQRIWKHDVVHWVWKH\
manage. Product strategy and domiciliation
play an important role in getting the
right structures to investors in the right
IRUPDW7KLVKDVUHVXOWHGLQȴUPVKDYLQJ
products in multiple jurisdictions and in
multiple structures and as we see growth
continuing in the private market space
these will become more widespread. Even
ODUJHȴUPVZRXOGVWUXJJOHWREXLOGWKH
necessary regulatory framework around
VXFKDGLYHUVLȴHGSURGXFWPRGHO
Another area of intense scrutiny globally
has been that of independent oversight,
particularly in relation to value for money,
and costs and charges. Regulators have
long been aware that the investment
manager ultimately controls every link
in the chain, from managing assets to
the composition of the independent
board responsible for oversight. For UK
workplace pension schemes, the pension

provider must appoint an Independent
Governance Committee (IGC) consisting
RIDPLQLPXPRIȴYHPHPEHUVWKH
majority of whom must be independent,
including an independent chair. The IGC
must also act solely in the interests of the
relevant scheme members and must act
independently of the provider. The UK
pension fund industry has moved a step
IXUWKHUWKDQWKH86$FWPXWXDOIXQG
PDUNHWZKHUHDWOHDVWSHUFHQWRIWKH
board must be independent, but they too
play a vital role as watchdogs and serve
as a check on fund management and
in safeguarding shareholder interests.
Indeed, according to the US Supreme
Court, independent directors have “the
primary responsibility” for looking after the
interests of the fund’s shareholders and
serve as “independent watchdogs” who
“furnish an independent check” upon the
management of the fund.

This lack of independence for the UK
mutual fund market, particularly in the
area of performance monitoring, was also
brought up in the FCA’s Asset Management
Study Interim Report published in
1RYHPEHU
5.51 We have found that AFM boards often
fail to take appropriate and timely steps to
address underperformance. They can also lack
the authority within the group structure to
challenge the commercial strategy set by more
senior boards and executive committees.
We found that where AFMs are part of
the asset management group’s corporate
structure, with few or no independent
GLUHFWRUVWKHLUGLUHFWRUVIDFHDVLJQLȴFDQW
FRQȵLFWEHWZHHQWKHLUGXWLHVWRWKHDVVHW
management group and their duties to the
funds and their investors. In practice, we have
REVHUYHGWKDWWKLVFRQȵLFWWHQGVWREHUHVROYHG
in favour of the asset management group.
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ΖWZDVVLJQLȴFDQWWKDWQRPHQWLRQZDV
PDGHRIKRVW$&'VLQWKH)&$ȇVȴQDOUHSRUW
LVVXHGLQ-XQH
The FCA went on to say that outsourcing
the regulatory and legal responsibilities
of the AFM would result in greater
independence as the employees of the
company to which responsibilities are
outsourced do not work for the manager.
They did, however, note that they can be
sacked by the manager—so are they really
independent?
5.52 Instead of the typical AFM model
described above, the asset management
group sponsoring a fund range can approach
a third party ‘host Authorised Corporate
'LUHFWRUȇȴUPWRSHUIRUPWKHUHJXODWRU\DQG
legal responsibilities of the AFM.
Under this arrangement, AFM board members
are unlikely to be employed by the asset
management group and so might be expected
to act with greater independence. However, the
asset management group is clearly the client
RIWKHKRVW$XWKRULVHG&RUSRUDWH'LUHFWRUȴUP
with the asset management group deciding on
the selection and ongoing appointment of the
KRVW$XWKRULVHG&RUSRUDWH'LUHFWRUȴUP7KLV
FUHDWHVDVLPLODUFRQȵLFWWRWKDWLQWKHPRUH
typical in-house Authorised Corporate Director
model and our supervision work indicates that
host Authorised Corporate Directors are no
more likely to assess value for money robustly
than conventional AFM arrangements.

2Q$SULOWKH)&$LVVXHG
WKHLUORQJDZDLWHGȴUVWVHWRIUXOHV
and remedies under the Asset
Management Market Study. In this
the FCA propose that AFMs appoint a
minimum of two independent directors
DQGIRUWKHPWRFRPSULVHDWOHDVW
percent of the total board membership.
Without creating truly independent
RYHUVLJKWFRPPLWWHHVLWLVGLɝFXOW
to see how investment managers
could lose complete control over all
the parties in the chain. However, the
practice of outsourcing the governance
and oversight framework
is now fully acceptable and has
matured.
As responsible entities, there is a new
EUHHGRIȴUPVULJRURXVO\FKDOOHQJLQJ
LQYHVWPHQWȴUPVSURYLGLQJWHFKQRORJ\
solutions that better manage risks, and
working more closely alongside them
rather than acting as an external
provider.

Source: https://uk.reuters.com/article/uk-globalfunds-aum/global-assets-under-management-hitDOOWLPHKLJKDERYHWULOOLRQLG8..%1&=/
Source: https://press.pwc.com/News-releases/
global-assets-under-management-set-to-rise-to-WULOOLRQE\VHDF
II

To the point:
• The era in which it was
SRVVLEOHWRPDQDJHDOWHUQDWLYH
LQYHVWPHQWIXQGVZLWKOLWWOH
scrutiny or regulation is well
EHKLQGXV
• 7KHFRVWRISURYLGLQJ
JRYHUQDQFHDQGRYHUVLJKWFDQEH
SURKLELWLYHIRUVPDOOHUHQWLWLHVRU
QHZHQWUDQWV
• Regulators understand that
forcing smaller players and new
HQWUDQWVWRNHHSWKHJRYHUQDQFH
IUDPHZRUNLQKRXVHZRXOG
PDNHWKHPDUNHWWRRGLɝFXOWWR
RSHUDWHLQDQGVWLȵHLQQRYDWLRQ
• The case for independence
ZLWKLQWKHJRYHUQDQFH
IUDPHZRUNLVQRZZLGHO\
DFFHSWHG
• Third-party management
FRPSDQLHVKDYHHYROYHGWR
become the accepted model
for many small to mid-sized
LQYHVWPHQWȴUPV

1DWXUDOO\WKHVPDOOHULQGHSHQGHQWȴUPVDQG
WKHGLYHUVLȴHGJURZWKRIWKHODUJHUȴUPVSOD\
DVLJQLȴFDQWUROHLQLQQRYDWLYHJURZWKDQG
LWLVWKHVHPDQDJHUVWKDWIHHOWKHȴQDQFLDO
burden of governance and oversight the most.

