
On the highway to 
transparency in a world of 
proper costs and charges
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passively managed funds and 
increases pressure on fees. 

Therefore, investors continue 
to look for cheaper ways to 
access investment funds, 
through channels such as  
robo advisers. 

Regulators believe that low 
fees are good for return on 
investment and will play an 
active part in the increasing 
pressure on funds’ fees and 
charges by monitoring the 
European Union investment 
fund managers (EU IFMs). 

Against this backdrop, the 
European Securities and 
Markets Authority (ESMA), 
conducted a survey in 2019 
among National Competent 

Authorities (NCAs) to 
understand how they supervise 
the cost-related provisions 
under the UCITS and AIFMD 
frameworks during 2019. 

The survey results showed a 
lack of convergence across EU 
member states concerning 

processes on costs. Therefore, 
in June 2020, ESMA responded 

of costs charged in UCITS 
and Alternative Investment 
Funds (AIFs) in order to 
promote convergence on the 
supervision of costs, to reduce 
the risk of regulatory arbitrage, 
and to ensure equality of 
investor protection throughout 
the EU. 

The idea of the prevention of 
undue costs is not new. The 
UCITS IV1 and AIFMD2 have 
already introduced cost-related 
provisions with the goal of 
preventing undue costs being 
charged to investors. 

These standards have 
been further elaborated 
by the Markets in Financial 
Instruments Directive II 
(MiFID II) that strengthens 
the requirements to disclose 
costs to investors and further 
requests that the cost-element 
of a product is considered at 
the product launch, as well as 
during its distribution stage. 
In addition, further disclosure 
requirements have been 
introduced by packaged retail 
investment and insurance 
products (PRIIPs) regulation, 
through the publication of 
cost estimates in the key 
information documents (KID).

In parallel to regulatory 
evolvements, the 
macroeconomic environment 
of low interest rates has forced 
investors to pay close attention 
to funds’ performance and 
fees. It favors the growth of 

In parallel to regulatory evolvements, 
the macroeconomic environment of 
low interest rates has forced investors 
to pay close attention to funds’ 
performance and fees. 

1.  Undertakings for Collective Investment in Transferable Securities Directive IV
2. Alternative Investment Fund Managers Directive
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banishing undue costs 

to be assessed based on the 

best interests. 

Undue 

costs

ESMA has set high 
expectations for  
the formalization  
and monitoring  
of the cost-related 
provisions to ensure 
that no hidden  
costs are charged  
to investors. 
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Following ESMA’s expectations, 
EU IFMs have a key and 
active role to play in the 
implementation of the pricing 
process and the design of 
robust controls around costs 
charged into a fund. 

EU IFMs require a strong 
governance that will allow 
acting with due skill, care, and 
diligence in conducting their 
business activities in the best 
interests of the funds they 
manage. Challenging costs 
and charges, ensuring that 
costs are not detrimental for a 
fund to achieve its investment 
objectives or that they do not 
prevent the investor from the 
expected return on investment 
should clearly be the priority of 
EU IFMs and a key indicator of 
the quality of their governance.

In January 2021, the ESMA 
launched a common 
supervisory action (CSA) with 
NCAs across the EU that will be 
conducted throughout the year. 
The aim of the CSA is to assess 
the compliance of supervised 
entities with the relevant cost-
related provisions in the UCITS 
framework, and the obligation 
of not charging investors with 
undue costs. 

 
10 principles

 
10 principles that IFMs should 
address in order to assess the 
notion of undue costs within 
the pricing process: 

01.  Validity: The costs charged
to a fund/its investors have
to be necessary and linked
to a service, which is in 
the best interests of the 
investors.

02.  Proportionality: For each
type of service, the costs
charged to internal or
external counterparties of a

fund and the costs charged 
directly to investors should 
be in line with market 
standards. 

03. Consistency: The fee 
structure of a fund should
be coherent and consistent
with its characteristics and
complexity.

04. Sustainability: The costs
charged to a fund should 

expected net return of the
fund and the investors.

05. Fair treatment of investors:
The implemented cost
structure must not be 
detrimental to a certain
category of investors.

investors, the fee level must

06. No duplication of costs: 
Each cost has to be 
properly separated and
accounted for and the
same type of fee must not

cost categories.
07. Transparency: The

disclosures to the investors
around costs should be
compliant with all EU
(AIFMD, PRIIPs, and UCITS)
and national requirements.

08. Cap fee application: When
implementing a cap fee, the
application and the level
of fee should be clearly
disclosed to investors.

09. Performance fees: The
performance fee model
and related disclosures
should be compliant with
the provisions of the ESMA
guidelines on performance
fees.

10. Documentation:
Formalization of the
pricing process including
all the data used is
required, to enable an 
ex-post recalculation of 

done.
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model
In April 2018, the Financial 
Conduct Authority (FCA) 
released its Policy Statement 
PS18/08 on Value for Money 
Reporting (Policy Statement) 
that entered into force on 
30 September 2019 with the 
overall goal to provide greater 
scrutiny of the costs and the 
performance of funds while 
ensuring the best interests of 
the investor. 

The Policy Statement applies to 
UK authorized fund managers 
(AFM) and their funds, and 
requires fund managers to 
carry out a self-assessment 
against a set of quantitative 
and qualitative criteria to prove 
that the fund brings value 
to the investor, based on a 
minimum of seven points:

01. Quality of service:
Consideration of the range
and quality of services
provided to unitholders.

02. Performance: Analysis of
the performance of the
scheme, after deduction
of all payments out of 
scheme property as set out
in the prospectus, and by 
considering an appropriate
timescale having regard to
the scheme’s investment
objectives, policy, and
strategy.

03. General AFM costs: Review
of the relationship between
cost and service to which
the charge relates. 

04. Economies of scale:
Scrutiny of AFM’s ability
to achieve savings and 

of scale, relating to the
direct and indirect costs
of managing the scheme
property and while taking
into account the value 
of the scheme property
and whether it has grown
or contracted in size as
a result of the sale and
redemption of units.

05. Comparable market rates:
Comparison of costs in
relation to each service
with the market rates for 
any comparable service
provided by the AFM, or to
the AFM or on its behalf.

06. Comparable services: In
relation to each separate 
charge, analysis of AFM’s
charges and those of its
associates for comparable
services provided to clients.

07. Classes of units:
Appropriateness for
unitholders to hold units
in classes subject to
higher charges than those
applying to other classes
of the same scheme with
substantially similar rights.

The results of the self-
assessment must be published 
in a summary report, the so-
called “Assessment of Value” 
(AoV) statement, which must be 
reviewed and republished on 
an annual basis. 

Given that the Policy Statement 
has been enforced since 2019, 
we have already seen the 

The majority of those issued 
so far, still leaves room 

assessment has shown that 
AoV statements follow a “tick-
the-box” approach, rather than 
demonstrating the value for 
money for funds’ investors. 

The Chartered Financial Analyst  
Society United Kingdom 
(CFA UK) has assessed a 
selection of AoV statements 
issued in 2020 and expressed 
recommendations to fund 
managers on how these may be 
improved in the future. Some 
of these lessons learned, which 
show parallels to the ESMA 
principles, are worth exploring, 
as they may inspire EU IFMs on 
how to structure and challenge 
their pricing process.

 • With regards to the net
performance, UK fund
managers are advised to
disclose complementary
relevant information, such
as the investment objectives
and the appropriate
investment time horizon.
Explanatory comments 
should be added regarding 
the linked risks, for example
drawdowns of historical
volatility. Any over or under
performance should be
commented to indicate the
related time horizon. 

 • Regarding the cost disclosure,
the ongoing costs to the fund
(OCF) should be presented

in a breakdown to show its 
material constituents. Any 
technical terms that are used 
(e.g. OCF, AMC) should be 
clearly explained to ensure 
that also retail investors 
who are not familiar with 
the terms understand their 
meaning. 

 • More attention should be
applied when explaining and
interpreting the economies
of scale. UK fund managers
are advised to provide more

topic and to demonstrate
how the economies of scale
will result in actual cost
savings for retail investors.

 • When comparing market
rates, UK fund managers
are reminded to use an
independent peer group
category or benchmark and
to provide quantitative data 
to allow investors to compare 
and thus improve the
usefulness of this section.

In addition to these guidelines, 
the CFA UK has also voiced 
several recommendations to 
the FCA, requesting, amongst 
others, to produce more 
prescriptive rules and guidance 
with the goal to standardize 
and align the AoV statements 
produced by fund managers. 

Furthermore, the CFA UK 
expressed concerns in view 
of the many documents 
that retail investors receive 
when investing (e.g. KIID/KID, 
prospectus, factsheet, AoV 
statement). The investors 
might feel overwhelmed by 

necessarily comparable to each 
other. Time will tell whether the 
FCA will move on to standardize 
and trim down the various 
disclosure documents used as 
of today.
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CONCLUSION

a pricing process in line with 
ESMA’s ten principles. IFMs 
need to assess their current 
processes and take the 
necessary actions towards a 
transparent pricing framework 
for their funds and their 
investors. 

Secondly, EU IFMs can expect 
their regulators to put the 
review of funds’ costs and the 
IFM’s pricing process at the 
focus of attention in 2021. 

Finally, the UK’s AoV statements 
have shown that the road 
towards transparent costs in 
relation to performance is not 
a straight-forward one and 
that more guidance is needed 
to produce an outcome which 
meets the ultimate objective: 
the protection of investors.

£

$

€

£

£
£

$
$

€

€

€

€ €€

TO THE POINT” 

 •
 

 •  

 •  
 

 • Market

Performance 35


