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Reminder of key governance principles

Introduction and objectives of the Survey

Market
integrity

4 eyes
principle

Due skills
Best interest
of investors

Conflicts of
interests

Who decides?
• Selects
• Monitors
• Decides

Who implements?
• Executes on mandate
• Reports
• EscalatesSound

organization
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Reminder of key governance principles

Introduction and objectives of the Survey

BoD of ManCo

• Conduct the ManCo
day-to-day activities

• Supervise activities
delegated to
services providers

• Report to the
Governing Body of
ManCo and of
SICAV

• Approve the
adoption of RM
method?

• Follow-up on RM,
Compliance and
distribution reports

SICAV BoD

• Represents the SICAV
• Effectively determines

the policy of the
SICAV (products,
distribution)

• Selects custodian,
auditors (and services
providers?)

• Designates ManCo -
reviews its
performance?

• Takes decisions on
reports

• Classification of
SICAV for RM
purposes?

• Makes sure RM of
SICAV is in place and
compliant?

• Executes CPM
agreement with
SICAV

• Acts on behalf of
SICAV

• Reports to the
SICAV BoD - via
its managers

• Designates and
controls
managers

• Makes sure RM
of funds managed
is in place and
compliant

?

Managers

?

Blurring of roles!

ManCo
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Several organization models

Introduction and objectives of the Survey

+

+

FCP SICAV

UCITS III
Substance provider

BoD

BoDBoD

SICAV

BoD

SICAV
Self-managed

ManCo
Chapter 13

AM
intern.

Service providers

Adm.
1/3

Distrib.
1/3

Serv.
prov.
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Participants’ profile

Participants information

• 19 asset managers, 21 responses: 4 SIAG, 5 SICAV (with MC), 6 MC (of FCP),
6 MC (of SICAV)

• Large geographical diversification in terms of origin

• Distribution in 21 countries on average

• 52% are “fully integrated” (asset management + administration)

• 47% use 1/3 party administration service providers, 3 respondents use
“UCITS III substance providers”
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Board meetings organisation

Board organisation

• Average of 4 Board meetings per year

• It takes 6 hours to prepare these meetings

• They last 3.6 hours on average

• They are well prepared:

all participants receive a board pack

more than 90% have a standard agenda
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Standard issues on the agenda

Board organisation

Information reviewed during the meeting

0% 20% 40% 60% 80% 100%

Directors' insurance

Dividend policy

Review of conflicts of interest

External audit reporting

Review of distribution process

Portfolio compliance - marketing

Review of key service providers

Dirigeants' report

New product review

Financial statement

Expense review

Operational risk mgmt and valuation

Review of fund performance

Financial risk mgmt

Investment manager report

Portfolio compliance - legal

During each meeting Periodic No answer

• As a standard (100%): financial
figures, RM reports, compliance

• 90% of respondents receive as a
standard legal updates, fund sales
statistics

• Occasionally only do boards receive
independent or third party reviews
(57%) or competitor info (62%)

Information received to prepare the meeting
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Who are the board members?

Board organisation

Independent Board Members

• 62% of the respondents have independent Board members

• The average share of independent board members reaches 30% in 2008

• They mainly come from professional firms (50%) and prominent industry figures (36%)

Professional background Job tenure

Asset
manager,

22%

Independent
director,

11%

Legal
advisor, 7% Central

Admin., 4%
Custodian,

3%

Promoter,
50%

Risk
manager,

1%

Ex-
employee,

4%

UCITS III
substance

service
provider,

2%

Over 10
years, 21%

5 to 10
years, 16% 1 to 5 years,

49%

Les than 1
year, 14%
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Board members’ benefits and support

Board organisation

0%

20%

40%

60%

80%

100%

Independent director Group director Service provider
director

No remuneration Included in salary
< EUR 5k / year EUR 5k - EUR 10k / year
EUR 10k - EUR 20k / year EUR 20k - EUR 30k / year
> EUR 30k / year

Remuneration Other benefits

Liability Protection

• 48% are covered by both insurance
and indemnification

• 19% have no protection at all

Board member support

• 76% have been explained what their
tasks as directors would be

• 33% of respondents have a process in
place for information and education

• Training is still poor: 71% receive no
training at all or less than 1 day / year

• Only 29% have more than 1 day of
training / year
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How do board members see their roles ?

Roles and responsibilities

Managing conflicts of interest

Fraud prevention

Ensuring good performance

Ensuring consistency between fund
prospectus / sales literature and reality

Ensuring fair pricing of services
provided to the fund

Ensuring the truthfulness & fairness of
accounts

Ensuring fair pricing of the funds (NAV)

Ensuring fair and consistent treatment
of investors

Act in the interest of investors

What constitutes the fiduciary
role of the board?

Order of importance

• For 85% of respondents, managing
conflicts of interests is a key role of
the board

• 52% of them have already identified
potential conflicts, in most cases
through an independent exercise at
Board level

• Those that identify also know how
to manage them

Conflicts of interest
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Examples of key conflicts that respondents have identified in
their duty as Board member – some quotes

Roles and responsibilities

“Fee split between fund and
asset management for security

lending or Forex”

“Management Company and
custodian are of the same

group”

“Conflict between being member of the

Board of the SICAV and of the ManCo”

“Performance of fund vs. increasing costs and demands”

“TER management vs. desire of
distributors to charge costs to the

fund”

“Compensation of independent directors”

“Risks of using group counterparty (asset management, broker, …)”
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Management decisions during board meeting

Roles and responsibilities

• 95% of respondents have an “oversight and management by exception”

• Management decisions taken in the Board typically include:

 Adoption of RM methods (90%)
 Classification of funds for RM purposes (90%)
 Termination of service providers (74%)

Who decides for the other 26% ?

• Additional Board decisions would include: creating new products, launching
new sub-funds, entering new markets, deciding on mergers and delegations

• 3 respondents indicate that the Board ratifies or merely formalises decisions
taken elsewhere!
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Interactions with “dirigeants”

Roles and responsibilities

• Only 13% of respondents considered
the dirigeant as a pure UCITS III
compliance function

• 25% of respondents do not know how
their role as Board member differs
from that of the “dirigeant”!

Quarterly,
13%

Montly,
38%

Weekly,
13%

Daily,
38%

How often does the Board interact
with the dirigeants?
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Board activities regarding fund performance

Roles and responsibilities

35%

43%

65%

70%

0% 20% 40% 60% 80%

Regularly reviews
performance

targets

Verifies coherence
of investments with

prospectus

Setting up and
reviewing risk
management

Continously
monitors the
investment

performance

• 6 respondents indicated that the Board is not involved in fund performance review!

• 78% use an internal tool to review fund performance and rely on managers’ report

Primary functions regarding
fund performance

Actions taken in case of
underperformance

12%

24%

24%

29%

35%

35%

41%

41%

47%

47%

59%

71%

0% 20% 40% 60% 80%

Replace investment manager

Get details on justification of invt
decisions

Verify coherence of invts with prospectus

Obtain details on economic data

Obtain details on value at risk

Obtain details on fees paid

Obtain details on risk management

Review invt policy and prospectus

Obtain details on benchmarks

Obtain details on tracking error

Obtain details on portfolio turnover

Discussion with portfolio managers
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Information to assess performance - Use of the VaR method

Roles and responsibilities

• 48% of participants reported an
increase in the use of the VaR
method within the past 2 years

• 62% think the use of VaR will
also increase over the next 2
years

• 26% of participants declare not
being sufficiently trained to VaR
techniques

93%

100%

100%

100%

93%

0% 20% 40% 60% 80% 100%

Independence

Presentation
format

Quality / Reliability

Quantity / Details

Timeliness

Generally, more than 90% of respondents are
satisfied with information provided in order to

analyse the performance of the funds
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Selection and assessment of service providers

Roles and responsibilities

Selection of
service providers

0%

20%

40%

60%

80%

100%

Investment
manager

Custodian Central Admin Distributor

No answer
periodical rotation of service providers
periodical call for tender
periodical assessment of service providers

Process of choice to ensure quality of
services

• 47% of respondents have no outsourcing policy in place
• Assessment of service providers is in all cases done via KPIs; 2 participants also use

a consultant in addition to KPIs

20%

25%

40%

45%

0% 10% 20% 30% 40% 50%

Based on a public
call for tender

Subject to minimum
standards

Imposed by the
Group

Based on a
simplified procedure
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Review of service providers (1/2)
Which of the following issues are being reviewed on a regular basis?

Roles and responsibilities

16%

37%

42%

58%

63%

63%

79%

0% 20% 40% 60% 80% 100%

Choice of sub-custodians

Prime broker oversight

Collateral management

Fees

Specific supervisory and monitoring
duties

Securities lending programme

Investment compliance

Custodian Central administration

30%

50%

60%

60%

70%

75%

85%

100%

0% 20% 40% 60% 80% 100%

Confidentiality of shareholder register

Effectiveness of sub/red procedures

Compliance of shareholder
transaction process

Fees

KYC / AML

NAV pricing procedures

Market timing late trading

Follow-up on NAV calc. errors and inv.
restriction breaches
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Review of service providers (2/2)
Which of the following issues are being reviewed on a regular basis?

Roles and responsibilities

Investment manager Distributor

40%

65%

90%

95%

95%

0% 20% 40% 60% 80% 100%

Best execution

Fees

Risk management

Performance

Compliance

36%

43%

50%

64%

64%

79%

0% 20% 40% 60% 80% 100%

Distribution support /
sales materials

Retrocession /
rebate levels

Distributor due-
diligence

Distrbution
agreements

Distributor selection

AML / KYC
compliance

Several respondents noted that these reviews are done – but not at Board level!
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Use of MiFID distributors

Focus on distribution

• 39% of participants do not have a clear view on whether distributors are
MiFID or non-MiFID compliant

• Only 17% make a distinction of board oversight between MiFID and
non-MiFID distributors
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Board implication in the distribution process

Focus on distribution

Save for AML/KYC related issues,
Boards are not very involved in the

distributor choice!

Distributors selection

57%

24%

33% 33%

0%

20%

40%

60%

80%

Not involved Review / approve
criteria for

"eligible dist."

Review list of
approved dist.

Approve all new
distributor

relationships

Distributor due diligence77%

23%

5%

0%

20%

40%

60%

80%

Not involved Receive due diligence
summary reports

Receive all due
diligence reports

AML/KYC compliance

24%

67%

52%

0%

20%

40%

60%

80%

Not involved Receive a report from
ManCo / dirigeants

Approve AML / KYC
policies
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Board implication in the distribution process

Focus on distribution

Agreements / Dealing arrangements

55%

5%

20%

35%

0%

20%

40%

60%

80%

Not involved Approve
templates

Approve
templates plus
any exceptions

Approve individual
agreements

Retrocessions / Rebate level

62%

33%

5%
10%

0%

20%

40%

60%

80%

Not involved Approve general
policy

Approve
maximum

permitted levels

Approve individual
agreements
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Board implication in the distribution process

Focus on distribution

Marketing

43%

52%

10%

0%

20%

40%

60%

80%

Not involved Review general reports
on marketing initiatives

Approve detailed
marketing strategies

Distribution support / Sales materials

64%

23% 23%
18%

0%

20%

40%

60%

80%

Not involved Review policy of
promoters to

monitor quality of
client comm.

Review materials
provided by
promoters to
distributors

Review materials
provided to

underlying clients
from the dist.
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Greatest risks perceived

Focus on distribution

1. AML/KYC (50%)

2. Misselling (42%)

3. Fund registration issues (21%)

4. Distributors don’t comply with contractual requirements (14%)

88% of respondents felt comfortable that the risks were adequately managed
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Consequences of the subprime crisis

Impact of the subprime crisis

Main consequences on the fund

Product innovation
hindered

Fall in
subscriptions

Liquidity issues

Valuation issues

Increased
redemptions

Negative
performance

Shareholders' flight
to security

Order of importance

• For 50% of respondents, the
subprime crisis had a limited
impact on their fund at the time
of their response

• For 45% it had significant
consequences

• 33% confirmed it will affect
significantly their business in
the 6 coming months
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Actions taken

Impact of the subprime crisis

Process for Board of crisis

19% 19%
13% 13%

81%

0%

20%

40%

60%

80%

100%

Reform in
prospectus

Board re-
organisation

NAV
suspension

Cutting
remuneration

Review of risk
procedures

Main measures taken upon crisis

60%

50%

10%

0%

20%

40%

60%

80%

100%

Review initiated by the
ManCo / supervisory
officer or promoter

Review requested by
board

No board action
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Main lessons already drawn

Impact of the subprime crisis

13%

20%

33%

40%

40%

0% 20% 40% 60%

Other

Negociation of
confirmed credit

lines

Modernisation of the
prospectus

Creation of
specialized
committees

Adaptation of formal
contingeny plans

• 60% issued a communication to
clients / Only 27% to their service
providers

• 67% of them are in favour of an
ongoing communication via regular
reports or phone calls

• In 50% of cases, it helps avoiding
potential redemptions

Importance of communication Lessons drawn

63% of respondents do not think more
regulation could prevent crisis periods

in the future !
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Strengths and weaknesses of the board face to the crisis

1. Ongoing communication within the
board, the promoter and service
providers

2. Reactivity

3. Monitoring and controlling tools in
place

4. Board and management assumed
responsibilities

Impact of the subprime crisis

Strengths Weaknesses

1. Reactivity

2. Diversified level of quality and
responsiveness at service providers

3. Touchy communication towards
investors

4. Unclear investment guidelines /
prospectus wording

“Regular review of counterparties, regular review of risks and controls of
processes”

“Honesty, integrity, diligence, read the packs, understanding responsibility”

“Be informed and keep informed and proactively manage events”
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Main focus of Boards in the coming months

Major issues

1. UCITS IV

2. New regulations, including AML

3. Risk management, OTC derivative pricing, valuation issues

And:

• MiFID evolution

• Distribution

• Conflicts of interest

• Fee pressure

• Market consolidation
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