
EXECUTIVE PANEL

Ucits questions answered
We rallied a number of high-profile CEOs in the funds industry to answer a
couple of questions on the advent of Ucits IV and how it will affect their business
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QUESTIONS:
How will Ucits IV shape your fund range in
terms of fund mergers and consolidation?
Which product areas are fund managers most
likely to benefit from by merging funds?

Massimo Tosato, executive vice-chairman, Schroders
“The vast bulk of our European product range sits in just two
countries, Luxembourg and the UK. Because of this, the flexibility
that Ucits IV brings in terms of cross-border mergers is less relevant
to us than to managers with a more fragmented product range. We
might, however, consider taking platform consolidation a step
further: up-to-date local taxation and pension regulations have
been relevant factors.

One of the main benefits that can arise from merging funds is
through the economies of scale that a merger can deliver,
particularly where the funds concerned are small. Added value is
delivered through reduced transaction and administration costs and
through the greater focus that a fund manager can give to a reduced
number of funds. Areas that will benefit most will vary by house –
we are fortunate to have average fund sizes some way ahead of the
industry mean. Product strategy and product management have
always been a significant management effort at Schroders.”

Alan Mearns, CEO, BNY Mellon Asset Management
International
“When the Ucits IV proposals were initially issued, we, like other
asset managers, hoped that they would radically change the
market, with the number of funds reducing and the size of funds
increasing, as a result of a significant number of fund mergers.
However, as the consultations have progressed, it has become
apparent that this will not be the case. We now believe that there
is very limited scope for mergers both across our Ucits ranges
and within them.

In fact, given the Ucits IV requirement to notify investors in
receiving funds, we envisage that most asset managers, ourselves
included, may well try to effect any mergers in advance of the
rules being finalised.

Having significant assets is of key importance for money
market and passive strategy pooled offerings. Both propositions
benefit from larger asset bases as this allows them to be more
cost-efficient and have higher liquidity.”
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‘Faster approvals, single management companies and an opportunity to
rationalise ranges has been a long time coming’

Hervé Guinamant, president & CEO, Natixis Global
Associates International
“Ucits IV will allow us to leverage our current strength of having a
number of local funds in a wider range of European markets. For
example, we have a very strong fund presence in France, and Ucits
IV will allow us to bring some of these funds to the broader
international marketplace without creating ‘clones’. The ability
under the new structure to create feeder funds will make it easier for
us to expand our expertise to a larger audience. We have many
funds that were created in particular local marketplaces and have
characteristics beneficial to those marketplaces; however, those
characteristics don’t necessary translate to other countries or
markets. Ucits IV, with its master-feeder fund structure, allows us to
tap into existing local funds and create a fund platform that has
wider international appeal. We see this benefit applying to many of
our strong capabilities, including money market expertise,
European-focused strategies, emerging market strategies and
quantitative strategies.

We don’t believe that the benefits will apply to product classes per
se, but rather to certain fund sizes. Ucits IV will allow investors
access to larger funds at lower cost. Fund management firms, like us,
who have a broad European distribution platform, have created
clones of the same funds geared towards specific marketplaces.”

Nils Bolmstrand, Group CEO, Skandia Investment
“Ucits IV promises to finally create a proper pan-European funds
industry. Faster approvals, single management companies and an
opportunity to rationalise ranges has been a long time coming. We
encourage these developments and are actively looking at
opportunities to provide our investors with the most efficient and
effective solutions within our range of UK- and Dublin-domiciled
funds. The key has to be to deliver cost benefits to our clients and so
we must avoid duplication of strategies out of two jurisdictions –
investors should not pay for inefficiencies. As far as the new
regulations regarding cross-border mergers are concerned,
investors can benefit most from the ability to consolidate fund
ranges. However, as with many aspects of regulation, the tax
treatment at both the fund and investor level is a key
consideration. Typically, we do not expect there to be a particular
product area affected. Rather we see the tailoring of an investment
management company’s ranges.”

‘We don’t believe that the benefits will apply to product classes per se, but rather to
certain fund sizes. Ucits IV will allow investors access to larger funds at lower cost’
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Elizabeth Corley, Allianz Global Investors Europe
“We have been consolidating our product range through domestic
mergers for some time, to provide a clear competitive offering to our
clients, and also in particular since the merger of Allianz Global Investors
and Cominvest, in order to reduce product overlaps. While cross-border
mergers will be possible under Ucits IV, evaluating the given
opportunities is challenging due to tax issues in various countries. It
remains to be seen which solution each country will choose to implement
the directive in its national law. Aside from cross-border mergers, we are
considering situations where master-feeder constructions could be the
most appropriate tool to achieve client and investment return benefits,
while being sensitive to continuing differences in local needs.

For historic reasons, and as a result of organic growth and
acquisitions, we have several domestic product ranges. Ucits IV will
offer us the opportunity to take winning strategies to a wider investor
base and simultaneously rationalise some of our existing mirror
strategies. The latter will be especially advantageous to our clients as
well as to investment managers by reducing complexity and offering
economies of scale.”

Philippe Marchessaux, CEO, BNP Paribas Investment
Partners
“BNP Paribas Investment Partners has several long-established
national fund ranges in Europe for retail networks, private banks and
other types of clients, especially in its five European core countries.
Ucits IV will help the consolidation of our funds, mainly those
offering a similar strategy but domiciled in different countries. It will
also bring more consistency across our fund ranges by concentrating
assets in one fund, and ensuring our investment teams can be better
focused on their key strategies in managing one master fund.

One of BNP Paribas Investment Partners’ strengths is its ‘multi-
local’ approach, which enables it to propose the most appropriate
offer to its local clients: we are convinced that offering local funds to
local clients remains a key competitive advantage. Ucits IV will allow
us to set up cross-border master-feeder structures, optimising our
fund management and performance to the benefit of our clients.”

Philippe Oddo, managing partner, Oddo & Cie
“At Oddo Asset Management, for the time being, we are not forecasting profound
changes in term of mergers. However, we are planning to launch a new range of
European master feeder funds to step up our European development. Ucits IV will
introduce more innovation for our existing clients with new master-feeder funds
through our Lux umbrella fund, rather than creating clones of existing products.
The arrival of Ucits IV will increase competition and squeeze management fees.

Global players with broad product ranges in several different countries will
benefit more from Ucits IV than local players with a handful of mutual funds in a
single country. Global funds with high liquidity, such as index funds, ETFs, large
caps and govvies will benefit more than specialised asset classes. Oddo Asset
Management should be less affected than global players due to our ‘alpha’ strategy
with active management and high TE.

By merging funds, Ucits IV will accelerate the development of bigger mutual
funds, and reduce administrative costs.”
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Alain Dromer, CEO, Aviva Investors
“Aviva Investors is currently assessing the opportunities Ucits IV
presents to create a more integrated and focused product range
across Europe. While a number of facets of the new regime could
be brought into play, the use of master-feeder structures will be key.
The lack of tax harmonisation across borders limits the ability to
fully exploit the benefits and completely consolidate our fund range.
However, we will use master feeders to bring scale to fund ranges
and reduce costs to investors where we can.

Aviva Investors welcomes consolidation in the industry where it
reduces collective costs and allows us to pass these efficiencies to our
customers. We will look to achieve this in our fund range, but are
unlikely to be able to merge many funds across borders under Ucits
IV due to the complexities around taxation and operational
procedures. As a result, we will focus on using this regulatory
advance in specific cases where the benefits to investors are clear.”

Vijay Advani, executive vice president, Franklin Global
Advisory Services
“While we do consider fund mergers as part of our regular product
reviews, we do not believe that Franklin Templeton’s European
fund range will be significantly impacted by the cross-border
merger aspect of the Ucits IV directive. Our existing product
range has little overlap. The vast majority of our Ucits funds are
offered via the Franklin Templeton Investment Funds Sicav
umbrella, domiciled in Luxembourg. While there are a number of
unresolved issues around cross-border mergers, particularly with
regard to issues such as tax, we are hopeful that the directive will
help to improve the efficiency of the market overall and promote
the benefits of cross-border funds to the benefit of clients.

Products where scale can improve performance or operational
efficiency and products where capacity is not an issue might be
obvious winners in terms of fund mergers. However, there will be
scope to improve efficiency for any manager who has multiple
product ranges domiciled in multiple jurisdictions where there is a
high level of overlap.”

Joe McDevitt, managing director, Pimco Europe
“As Pimco has built its funds business organically in Europe over the
past twelve years, we have focused our Ucits effort on a single
platform in Dublin, using a single management company, so we will
have no opportunity to take advantage of Ucits IV’s new flexibility
in this regard. Our benefit will be limited to significant improvement
of the cross-border registration process, with greatly reduced
translation costs and a much more straightforward and faster local
approval process.

The clear improvement in provisions related to master-feeder
Ucits will allow managers to offer domestic funds for domestic
audiences, yet pool those assets to create larger, more cost-
efficient fund structures. We have no immediate plans to use this
new provision, but I expect opportunities will arise over the
coming years.”
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Jamie Broderick, CEO, JP Morgan Asset Management
“Ucits IV will influence fund ranges in two ways. On the positive side, it
will introduce a framework for cross-border fund mergers. For those
companies with fund ranges across different jurisdictions, this will provide
a consolidation opportunity. However, many managers are seeking to
complete mergers prior to implementation, to avoid the additional merger
costs which accompany the new regime.

Secondly, and perhaps more interestingly, fund managers will be
permitted to introduce master-feeder structures. This will enable managers
to reduce parallel operations where funds in different jurisdictions share an
investment process. This may provide an alternative to merging funds.

It is uncertain that any particular product area will benefit from fund
mergers as providers will simply seek to remove duplication. Implications
for investors and the fund, such as performance, tax treatment, merger
costs and tax treaty access of the funds, will also need to be considered.
These will differ on a case-by-case basis.”

Hendrik du Toit, CEO, Investec Asset Management
“Ucits as a vehicle has gained global recognition as a trusted brand. It is
one example of successful standardisation from which the industry has
benefited. The new Ucits IV regulations allowing master-feeder funds may
help in achieving this Nirvana. Local feeder funds can be domiciled in the
jurisdictions where the investor feels comfortable. The master fund will
allow single large pools of assets to be created which will create benefits of
scale. As a result, I envisage we will be able to achieve many of the benefits
we are seeking through the use of master-feeder arrangements, rather than
wholesale fund mergers and consolidation.

As mentioned earlier, I see the real opportunity lies in creating master-
feeder funds rather than merging fund ranges across different
jurisdictions – which will continue to be a very cumbersome exercise.
Master feeders will best suit funds or product areas where there is
demand from multiple geographies – such as global equities, global
bonds, etc. It is not so well suited to those product areas where demand
is more specific to a single country.”

Peter Elam Håkansson, chairman and founding partner, East Capital
“Ucits IV opens up a range of opportunities to consolidate different product
groups under one jurisdiction and administration umbrella. In turn, this can
provide simplicity for investors and of course for us as promoters and managers
of these products. The reforms also encourage further harmonisation and
cooperation between the member states on passporting rules and regulations.
East Capital today manages Ucits fund structures in both Luxembourg and
Sweden. The two fund ranges are essentially mirroring each other and a possible
consolidation through either merger or master-feeder type arrangement are
natural options to consider. However, as the local interpretations of the new
directives are still somewhat uncertain there are no firm decisions made yet.

Choice of domicile is of key importance for all fund managers not only in
terms of cost and operational delivery, but crucially also that it will be embraced
by investors as an equal, if not improved, service.

It will be largely managers with international or pan-European businesses
and mirroring or similar funds in different jurisdictions that will use the
new opportunities.”
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Yves Perrier, CEO, Amundi
“Working with four French partner networks and numerous global external distributors,
Amundi will leverage on master-feeder opportunities to be introduced through Ucits IV, to
reduce the number of managed portfolios while still being able to provide clients with white-
labelled sub-funds.

Although the possibility of cross-border mergers between fund ranges might seem appealing,
we do not intend to use this option broadly because of the uncertain fiscal impact that this
could have on our customers.

As of today, cross-border mergers are subject to many fiscal uncertainties, making it difficult
to implement them in the short term. Subject to certain clarifications, however, we do believe
that cross-border mergers will benefit product ranges designed for institutional customers,
mainly because such clients do not need to invest in local ranges, but, in order to comply with
internal risk ratios policies, are required to invest in funds with large assets under management.

Going forward, this means that Ucits IV should, as such, accelerate the delocalisation of
Southern and Eastern Europe domiciled funds to renowned centres of expertise in the fund
industry, like France, Luxembourg and Ireland.”

Rupert Clarke, CEO, Hermes Fund Managers
“Hermes does not anticipate any significant impact on our fund range in
terms of fund mergers or consolidation as a result of Ucits IV. This is
because we have a relatively streamlined Irish-domiciled Ucits variable
capital company, which comprises of a number of sub-funds that have
been established for distinct strategies over the past 18 months.

The most likely benefits of Ucits IV for Hermes will be the creation
of the Key Investor Documents and the proposed simplified fund
notification procedure across the European jurisdictions to better
facilitate cross-border distribution – assuming local regulators do not
impede this in practice.

As the asset management industry continues to consolidate, and
competing product ranges are restructured and brought together, the
resultant economies of scale will be of benefit to fund investors across the
product spectrum. Traditional long-only and passive products are likely to
benefit most from this, with niche and complex strategies and those with
capacity constraints benefiting to a lesser extent.”

Jean-Baptiste de Franssu, CEO, Invesco Europe
“By removing the most pressing administrative and legal barriers for cross-
border mergers, Ucits IV will enable international asset managers like
Invesco to further rationalise their fund ranges at a pan-European level. The
most important change is the new capability to conduct cross-border
mergers involving ‘onshore’ funds, as ‘mergers’ of Irish and Luxembourg
funds on a cross-border basis were already possible through ‘schemes of
amalgamation’. A key concern remaining for our industry, however, is the
absence of a taxation principle for cross-border fund mergers, which may
overall limit their implementation.

European funds are characterised by their relatively small size – with
about €150m in assets under management on average – which is six times
less than in the US. Sizeable cost savings could be achieved through
economies of scale by merging smaller funds, and fund managers are likely
to see important benefits in those smaller funds’ product areas. At an
industry level, this is particularly true for the international equity and
balanced fund sectors.”


