4,,) I Global

WASHINGTON, DC « BRUSSELS « LONDON » WWW.ICL.ORG

February 12,2024

Asset Management and Funds Policy Team
Wholesale Buy-side Division

Financial Conduct Authority

12 Endeavor Square
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Submitted electronically to: cp23-26@fca.org.uk

Re: Response to UK Financial Conduct Authority Consultation on Implementing the Overseas
Funds Regime (CP:23/26)

Dear Sir/Madam:

ICI Global' appreciates the opportunity to provide feedback to the Financial Conduct Authority
(ECA) on its Consultation Paper secking feedback on the implementation of the overseas funds
regime.? ICI’s mission is to strengthen the foundation of the asset management industry for the ultimate
benefit of the long-term individual investor. Our members invest on behalf of millions of retail investors
around the world choosing funds to save for retirement, education, and other important financial goals.
The Consultation Paper is, therefore, of great interest to our members, many of whom operate in the
United Kingdom (UK) and seck to offer funds and other investment products — both domiciled in the
UK and outside of the UK - to retail investors.

We support the Government’s efforts to create a new streamlined process to recognise overseas schemes,
to complement the existing process for overseas schemes set out in section 272 of the Financial Services
and Markets Act 2000. An appropriately calibrated and thoughtfully implemented Overseas Funds
Regime (OFR) will benefit investors in the UK and further bolster the UK’s reputation as one of the
leading global markets of choice.

' ICI Global carries out the international work of the Investment Company Institute, the leading association representing

regulated investment funds. With total assets of $41.7 trillion, ICI’s membership includes mutual funds, exchange-traded
funds (E'TFs), closed-end funds, and unit investment trusts (UITs) in the United States, and UCITS and similar funds
offered to investors in Europe, Asia and other jurisdictions. ICT’s mission is to strengthen the foundation of the asset
management industry for the ultimate benefit of the long-term individual investor. ICI Global has offices in Brussels,
London, Hong Kong, and Washington, DC.

? The consultation can be found at hteps://www.fca.org.uk/publication/consultation/cp23-26.pdf.
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To provide much-needed clarity and certainty to fund managers, investors, and other market
participants, we urge the Government to finalize the OFR framework as expeditiously as possible. We
were pleased that, in his January 30 statement,’ Economic Secretary to the Treasury Bim Afolami stated
that the Government has found the European Economic Area states, including the European Union
(EU) member states, equivalent under the OFR, and that the Government intends to extend the
Temporary Marketing Permission Regime (TMPR) for one year. We urge the Government to swiftly
adopt the necessary secondary legislation and to finalize any additional requirements that may be
imposed on overseas funds or managers. While we appreciate Mr. Alofami’s statement that “The
Government does not intend to require the funds assessed to comply with any additional UK
requirements as part of this equivalence determination at this time,” the prospect of the imposition of
additional requirements in the future, such as the sustainable disclosure requirements, remains a

concern.

We support the announced extension of the TMPR to the end of 2026. It is critical that a finalized OFR
framework be in place, including with respect to equivalence determinations and any additional
requirements, so that the market can smoothly transition to the OFR regime by that time. Fund
managers need ample time (e.g., at least18 months) to undertake efforts to comply with the OFR’s
requirements for recognition of an overseas scheme and to address any issues or concerns that may arise.
Investors in the UK will benefit from the ability of fund managers to continue to offer schemes currently
available under the TMPR, as well as other overseas funds, under the OFR, and from a seamless

transition from the TMPR to the OFR regime.
We provide below our views on certain of the questions raised in the Consultation Paper.

Q4: Do you agree with the proposed set of data to be required from overseas schemes at the OFR
recognition stage? If not, please explain why not and indicate what alternative approach you would

suggest.
Scheme Names

We have concerns about the FCA’s explanatory language in Section 3.17 regarding the conditions under
which it will decline to recognise a scheme based on its name. The FCA states that (1) “We do not think
it is appropriate to have an OFR recognised scheme or sub-fund with a name that is identical to that of a
UK authorized scheme or sub-fund, as we believe that could give rise to unnecessary confusion, and (2)
“We also do not consider it appropriate to recognise a scheme with an inappropriate or misleading

name, and we will consider this aspect as part of our assessment.” Both of these statements raise

3 hetps://questions-statements.parliament.uk/written-statements/detail /2024-01-30 /hcws220.
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questions that require clarity for firms to understand the potential impact of this aspect of the FCA’s

assessment.

With respect to the first issue — declining to recognise a scheme with an identical name — we agree that
recognizing a scheme domiciled outside the UK with a name identical to a UK scheme could cause
investor confusion. In certain instances, schemes sponsored by the same adviser and domiciled in the
UK and another jurisdiction in the EU, respectively, may have names that are very similar to one
another because they have the same objective, policy, and strategy. For example, a fund manager may
offer a FTSE 100 tracker strategy as a UK OEIC, a Luxembourg-domiciled UCITS, and an ETFE,
reflecting the fact that different investors have a desire for the same investment strategy but in different
investment vehicles. Therefore, we urge the FCA to consider as identical, only those scheme names that
are exactly the same as, or identical to, the full, legal name of a UK authorized scheme, and not just
schemes whose names are substantially the same. Declining to authorize schemes with similar, but not
identical names, would cause confusion for both fund sponsors — because they would have uncertainty
regarding what name would or would not be acceptable — as well as investors — because schemes with
essentially the same profile but domiciled in a different jurisdiction would have different names. We
request the FCA to clarify the precise standard that will be applied, and recommend that it decline to
recognise a scheme on this basis only if it has a name that is completely identical to a UK-authorized

scheme.

With respect to declining to recognise a scheme with a misleading name, we are concerned about how
the FCA intends to apply this standard in practice, both in the context of the UK’s Sustainability
Disclosure Requirements (SDR) and more broadly. While the SDR currently applies only to UK
investment products, the FCA has stated its intention to consult on whether to broaden the scope of the
SDR to overseas schemes. Many questions arise regarding how this could potentially be applied: If UK
funds are only permitted to use the terms “sustainable” or “sustainability” in their names if they use a
label, will the FCA consider it misleading for an overseas scheme to have those words in its name, when
there’s no framework in place for an overseas scheme to qualify for/apply a label? If SDR for overseas
schemes is not yet in place, what standard will the FCA use to determine if using the term “sustainable”
in an overseas schemes name is misleading? We urge the Government and the FCA to provide clarity on
this matter as soon as possible. We similarly request the FCA to provide additional clarity on how it will
evaluate whether a schemes name is misleading, whether it is by reference to existing FCA standards or

guidance, or some other metric.

In addition to the two issues identified above regarding the content of a scheme’s name, we also have
concerns regarding the timing of a scheme’s transition from the TMPR to the OFR regime. The TMPR
is scheduled to cease to operate at the end of 2026, upon which time TMPR-recognised schemes will
lose their recognised status. We envision that the circumstance may arise in which a TMPR-recognised

scheme that had reason to believe it would be recognised under the OFR is declined by the FCA on the
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basis of having an identical or misleading name, or due to some other factor. Due to the timing of the
recognition process and rejection, it is possible that such scheme would be outside both the TMPR and
the OFR for some period of time until the FCA’s concern is resolved. For this reason, we recommend
that the FCA adopt a transition period or policy that will afford schemes whose names application is
initially rejected some time (a grace period) to work to overcome the FCA’s objection. Being outside of

the scope of both the TMPR and the OFR for schemes that are currently sold in the UK would be very

disruptive and problematic for investors.

Information About Fees and Charges

We have significant concerns regarding the FCA’s proposal on the collection of information about fees
and charges. The FCA is proposing to collect exhaustive, detailed information about fees and charges at
scheme and share class level, stating that understanding these costs will enable it to assess whether the
fees are “clear, transparent, and do not expose investors to harm from undue costs.” The required
information, which includes “any other relevant fee/charge related to the scheme” and how much of the
annual management charge the management company retains, requires granular detail on annual

management charges that goes beyond that which is currently required from UK-domiciled funds.

We are concerned that, based on the specificity of the data being required, it is unclear whether schemes
will need to meet certain minimum requirements, known internally only by the FCA, in order to be
recognised and not terminated and/or — even more worryingly — whether the provision of this
information will, in effect, lead to price intervention. Will the information that is being requested be
merely a data point to be used in the FCA’s evaluation, or is certain data determinative and the scheme
must meet specific fees and charges requirements in order to be recognised? Further, it is unclear how

this disclosure will relate to any additional disclosure requirements that may be imposed on overseas

funds.

Our secondary concern is that some of the information that is proposed to be collected upon
authorization may be difficult to collect from a practical perspective and may change over time. For
example, calculating the net revenues after all costs are paid for all funds and share classes would be a

significant exercise and the amount will vary over time as funds scale up or down.

We therefore request that the FCA reconsider the necessity for each of the items proposed and provide

further clarity regarding how the FCA intends to use this information.
Q6: Do you have any comments on our approach to setting fee rates?

We support the FCA’s proposed approach to setting fee rates as it makes consistent the fee rates that will
be paid by overseas funds with those of UK-authorized funds. We further welcome the FCA’s



February 12, 2024
Page S of 13

clarification that, even if prices increase in July 2024, schemes that are in the TMPR will be exempted,
so that all TMPR schemes pay the same application fee.

Q7: Do you agree with our proposal to be notified of ad-hoc changes to OFR recognised schemes,

including ETFs? If not, please explain your reason.
Please see our response to Question 8.

Q8: Do you agree with our proposal for the timing of notifications? If not, please explain your

reason.

Proposed Notification of Changes

Subsequent to initial recognition of a scheme, the FCA proposes to require operators of OFR
recognised schemes to notify the FCA of specified information or changes before such change takes
effect in the UK, so that the FCA may verify that the scheme continues to meet the conditions for
recognition. While we appreciate the necessity of scheme operators notifying the FCA of material
changes in a timely manner, so that the FCA may evaluate whether such changes impact its recognition

assessment, we have several questions and concerns regarding the FCA’s proposal.
q g g prop

The FCA has proposed to required notification of various items, including those specified in Section
4.10, “30 days before it could take effect in the UK.” For certain of the enumerated items, adhering to
this proposed timeline is simply not possible because it contradicts existing notification requirements
under UCITS rules, the scheme operator itself is not aware of the change or occurrence that permits it
to notify the FCA within the designated time frame, or it is otherwise prohibited from notifying the
FCA of this information within the time frame. This is the case, for example, with notification of (1)
termination of a scheme (which may occur at short notice), (2) suspension of dealings (prior
notification prohibited by UCITS rules), and (3) imposition of supervisory sanctions (the operator
does not know of the imposition ahead of time). We recommend that the FCA revise the proposal to
require recognised schemes to notify the FCA of the specified events as soon as practicable or
regulatorily permissible prior to their occurrence, or as soon as possible upon their occurrence if ex ante
notification is not possible. Alternatively, we recommend that each item be treated separately, with a
more speciﬁc and appropriate notification requirement (e.g, suspension upon occurrence, sanctions as
soon as reasonably practicable following their occurrence.) Based on members’ experience with other
third country regimes, this regime cannot properly function if the local regulator interposes itself on

matters where they do not have authority (i.e., supervisory sanctions or suspension of dealings).

We further request that the FCA make clear that this provision is a requirement to notify the FCA
regarding an occurrence or event and that, upon such notification, the scheme operator may proceed as

desired. If this is not the case, we request the FCA to clearly outline its expectations.
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In addition, it is our understanding that the notification required shall be directed to the FCA, and that
additional investor notification beyond what is required by the home state regulator of the overseas

fund is not required.

Q9: Do you agree that our rules for financial promotions for OFR recognised schemes should
require a statement about the scope of the FOS and FSCS in relation to the scheme? If so, does the
proposed disclosure contain the right information for investors? Please explain any alternative

disclosure proposal.

We agree with the FCA that it should be clear to consumers whether they can access the Financial
Ombudsman Service (FOS) and the Financial Services Compensation Scheme (FSCS) in relation to an
investment in an OFR recognised scheme. We also agree that, where the FOS and FSCS are not
available to investors, they should be informed about whether they can access redress arrangements
outside the UK (e.g., in the home jurisdiction of the OFR recognised fund). However, we do not agree
with the proposal that this information be included in financial promotions. Rather, we believe this
information is best provided as a supplement to the OFR recognised scheme’s prospectus and point of
sale disclosures as this would align with current requirements for UK-authorised schemes. Financial
promotions should direct (prospective) investors to such documents for information on their rights in

respect of an investment in the OFR recognised scheme.

In addition, as we previously expressed to the FCA,* we continue to believe that the FCA’s “look-
through” approach under the FSCS, which brings into scope of the levy overseas funds for which a UK-
authorized firm acts as delegate manager, is disproportionate, uncompetitive, and potentially damaging
to the UK’s reputation as an international portfolio management hub. Our concerns regarding the

FCA’s position, and proposed revisions to the FCA’s rules, are described more fully in Appendix A.

The FCA's “look-through” approach is inconsistent with the principle outlined by the Government, and
reiterated in paragraph 5.4 of the Consultation Paper, in which it proposes that overseas schemes
recognised under the OFR should be outside the scope of the FSCS. The Government came to this
conclusion on the basis that there are “no examples of investors in the UK requesting compensation
from overseas compensation schemes” and “respondents to the OFR consultation were not aware of any

examples of loss or harm to UK investors in passporting funds as a result of lack of access to a financial

4 See letter from Jennifer S. Choi to Nikhil Rathi, dated April 7,2021, available at
heeps://www.ici.org/system/files/private/2021-04/33442a.pdf.
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compensation scheme.” Based on similar rationale, the activities of a UK firm that provides investment

services to an overseas fund should be outside the scope of FSCS.

Q10: Do you agree that the prospectus of an OFR recognised scheme should include statements
about the scope of the FOS and FSCS in relation to the scheme, and the possible availability of
alternative redress options? If so, does the proposed disclosure contain the right information for

investors? Please explain any alternative disclosure proposal.

We do not agree with the FCA’s proposal to include statements about the scope of the FOC and FSCS
in relation to the scheme and the possible availability of alternative redress options in the prospectus.
We believe that this type of information is better included in other documents that retail consumers are
more likely to read, such as a supplementary information document or document as prescribed under

the future retail disclosure regime.

QI12: Do you agree that we should carry out further work to develop proposals for enhanced
digital disclosure of redress arrangements for OFR recognised schemes? If so, do you have any
views on the content and format of information to be communicated to investors and how the

disclosure could be effectively integrated into digital interactions with consumers?

As stated in our response to Question 9, we agree with the FCA that it should be clear to consumers
whether they can access the FOS and FSCS in relation to an investment in an OFR recognised scheme.
We also agree that, where the FOS and FSCS are not available to investors, they should be informed
about whether they can access redress arrangements outside the UK (e.g., in the home jurisdiction of the
OFR recognised fund). This information is best provided as a supplement to the OFR recognised
scheme’s prospectus and point of sale disclosures as this would align with current requirements for UK
authorised schemes. Given that the prospectus and point of sale disclosure documents, as well as
relevant supplements, are expected to be made available to consumers as part of their pre-investment
‘journey, whether advised or execution-only, consumers should be sufficiently appraised of their rights in
respect of the FOS and FSCS in relation to an investment in an OFR recognised scheme through such

documents. It is not clear that an additional pop-up risk warning is necessary.

An additional risk warning of this nature, which intentionally creates friction in the consumer journey,
could disproportionately disadvantage OFR-recognised schemes in comparison to UK-authorised
schemes. The FCA would also have to consider the relevant FOS look through requirements as these
capture UK portfolio managers of overseas schemes. This may create additional complexity and cost in
the process for platforms monitoring and updating such warnings on an ongoing basis, and would

potentially create a two-tier system for distributing OFR-recognised schemes. This seems unnecessary

> Overseas Funds Regime: Summary of Responses (November 2020), available at
hetps://assets.publishing.service.gov.uk/media/5fa975138£a8t578915¢571d/_FINAL__ OFR_Consultation_Response.pdf
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given consumers would already have access to such information through the prospectus and point of sale

disclosure documents, and relevant supplements.

Q19: Please provide any other feedback you wish to provide on this Consultation Paper.

Lack of Details Regarding Operationalization of Landing Slots

The Consultation Paper provides that, pending an equivalence decision from the UK Government,
operators of schemes will be given landing slots in which to apply for recognition under OFR and that
more information about landing slots will be published on the FCA website. How landing slots will be
assigned and operationalization of the landing process, however, is a significant concern for managers of
overseas schemes, because — depending on the size and complexity of a fund complex — the process of
applying for recognition may require a significant expenditure of time and financial resources. Some
fund complexes, for example, have dozens of schemes currently in the TMPR regime. In particular,
neither in the Consultation Paper nor elsewhere has the FCA specified whether all schemes from a
complex will be allocated the same landing slot, or whether landing slots will be staggered for managers

with multiple schemes.

Because of the potential strain on resources that would be caused by allocating all schemes from a
complex to the same landing slot, we recommend that, for those fund complexes that have multiple
schemes that may transition from the TMPR, the FCA should provide fund complexes the option of
being allocated multiple landing slots so that the transition burden is staggered or receiving one landing
slot for all of the complex’s funds. This approach would be consistent with how landing slots have been
operationalized under the TMPR, under which firms with complex businesses have been permitted to

select a landing slot.

Treatment of Umbrella Funds

Certain fund complexes have umbrella funds for which only certain sub-funds participate in the
TMPR. Because it is unclear to us how the transition from the TMPR and the allocation of landing
slots would apply to such umbrella funds, we request that the FCA provide additional clarity regarding

the transition process for such funds.

Additionally, we request clarity that, in the case of an umbrella fund that consists of both money market
funds (MMF) and non-MMFs that are under the TMPR, the non-MMFs will be permitted to be
recognised under the OFR while the MMFs are awaiting recognition. We believe that this should be
possible as COLL 9.5.4 allows the FCA is able to recognise one or more sub-funds in an umbrella,

without requiring simultaneous recognition of all of the funds.
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OFR-Recognized Scheme Prospectus Requirements

In the proposed amendments to the Collective Investment Schemes sourcebook (COLL), para 9.5.5.R
provides, with respect to the preparation and maintenance of a prospectus relating to an OFR-
recognized scheme, that the operation of an OFR-recognized scheme must ensure that the prospectus of
the scheme contains all of the information required to be included in a UK-authorized fund’s
prospectus as specified in COLL 4.2.R (Table: contents of the prospectus). Applying directly the
COLL 4.2.R prospectus requirements to OFR-recognized schemes raises with us significant concerns
regarding potential conflicts with the regulations of the home jurisdiction and regulatory overreach. An
OFR-recognized scheme must comply with the prospectus requirements of its home jurisdiction; the
imposition of an additional requirement to comply, line-by-line, with the UK prospectus requirements
introduces additional compliance burdens and costs, as well as potential inconsistencies or conflicts in
disclosure requirements. Requiring such adherence to the UK requirements seems incongruent with an
OFR regime that is premised on a finding of equivalence on an outcomes’ basis. We therefore

recommend that para 9.5.5.R (a) be deleted.

ICI Global and its members appreciate the opportunity to provide feedback on this issue. If you have
any questions regarding our response, please contact Michael N. Pedroni at +1-202-876-5352 or
michael.pedroni@ici.org or Eva Mykolenko at +1-202-657-7926 or emykolenko@ici.org.

Sincerely,

/s/ Michael N. Pedroni

Michael N. Pedroni
Chief of ICI Global
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Appendix A

Ensuring the Financial Services Compensation Scheme ‘look-through’ doesn’t discourage investment

management in the United Kingdom

Summary

The introduction of the Financial Services Compensation Scheme (FSCS) ‘look-through’ in 2018 arguably brought
within the scope of the FSCS, and therefore within the scope of the FSCS levy, non-UK funds whose fund manager has
delegated portfolio management to a UK-based investment manager (UK delegate manager). Given the UK’s role as a
hub for managing portfolio assets of non-UK-domiciled funds, this creates very large potential FSCS liabilities for
managers captured by this interpretation.

This note explains the look-through and why it is deeply uncompetitive and damaging to the UK’s reputation as an
international portfolio management hub. It then outlines a targeted change that the Financial Conduct Authority
(FCA) could make to address its shortcomings without impacting the original intention of the 2018 rule change.

Detail

1.

Background. The FSCS protects customers when authorised financial services firms fail. This protection is funded
by the FSCS levy, paid by UK financial services firms. Before 2018, in respect of asset management services, the
FSCS covered UK funds (and predominantly therefore UK investors) meaning only fund managers of UK funds paid
into the FSCS levy (see example 1 in the Annex). FCA rules explicitly carved out fund managers of non-UK funds
from the scope of FSCS (see example 2).

Introduction of the ‘look through’. In 2018, the FCA extended the scope of the FSCS to capture UK delegate
managers. This was designed to allow UK retail investors to ook through’ a fund manager (who in many instances
has the relationship with the investor) and bring an FSCS claim directly against the UK delegate manager, who
often has responsibility for investment decisions. This is shown in example 3.

Impact on non-UK funds. When creating the look-through, the FCA did not provide an equivalent territorial
restriction like that described in paragraph 1 with regards to non-UK funds (i.e., UK delegate managers of non-UK
funds were not excluded). In practice, this means that non-UK funds for which a proportion of the portfolio
management of the assets has been delegated to a UK delegate manager are arguably brought within the scope
of the FSCS (see example 4).6 Crucially, these assets count towards FSCS levy contributions.

Issues: There are several principles-based objections to defining the look-through in this way.

¢ Inconsistency. UK-based fund managers of non-UK funds are excluded from FSCS coverage. There appears
to be no logical explanation for why UK delegate managers for a non-UK fund should not also be exempt.
Put another way, the rules create the perverse possibility that a UK delegate manager that is managing
part of a non-UK fund’s assets is required to contribute to the FSCS, but a UK-based fund manager of that
same fund would not. Examples 2 and 4 show this inconsistency.

¢ No or limited consumer benefit. Retail investors in non-UK funds are very unlikely to know about the FSCS
or whether their fund is being sub-managed by a UK delegate manager, let alone that such funds could
potentially be subject to FSCS coverage. They are also unlikely to have the expectation that the non-UK
fund is subject to FSCS coverage. Instead, investors generally expect access to consumer compensation
schemes under the rules of the fund’s jurisdiction of domicile.

e Disproportionate. About half the AUM managed in the UK is for non-UK funds and other overseas
investors. By bringing non-UK funds within the scope of the FSCS, UK delegate managers are saddled with
large levies that dwarf any consumer benefit (which, as outlined above, is minimal/non-existent). This

6 Portfolio management may be delegated by an overseas fund manager to an affiliated or non-affiliated UK manager. In practice it is
often an international investment manager that delegates a proportion of its portfolio management activity to an affiliate in the UK.
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expansion is inconsistent with the legislation that created the FSCS, which states that levies imposed on a
group of firms should reflect the amount of claims made, or are likely to be made.

e Anti-competitive: The look-through provision is deeply uncompetitive and damaging to the UK’s
reputation as an international portfolio management hub, particularly when you consider that no other
jurisdiction has such an expansive compensation scheme.

5. Solution: The issues described above can be resolved while retaining the look-through for the reason it was
conceived. To do this the FCA can simply replicate the territorial carve-out explained in paragraph 1 to include
delegate managers. This is outlined on the following page.


https://www.legislation.gov.uk/ukpga/2000/8/section/213/enacted
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Annex 1: Drafting to address the FSCS look-through issue

The red text below outlines the changes that would need to be made to FCA rules to address the issues outlined
above. If implemented, the change would clarify that non-UK funds managed by delegate managers would be outside
the scope of the FSCS. This would equalise treatment between UK managers and UK delegate managers.

COMP 5.5 Protected Investment business

COMP 5.5.1

Protected investment business is:

1)
2)
3)
4)

5)
6)

7)

designated investment business carried on by the relevant person with, or for the benefit of, the claimant
(so long as that claimant has a claim), or as agent on the claimant's behalf;

the activities of the manager or trustee of an AUT, provided that the claim is made by a holder;
the activities of the ACD or depositary of an ICVC, provided that the claim is made by a holder;

the activities of the authorised contractual scheme manager or depositary of an ACS, provided that
the claim is made by a holder;

the activities of the manager or depositary of an LTIF, provided that the claim is made by a holder;

the activities by a recognised investment exchange of operating a multilateral trading facility or operating
an organised trading facility,

the intermediation of structured deposits,

provided that the territorial scope condition in COMP 5.5.2 R is satisfied and, for a firm acting as the manager, a
delegate (or sub-delegate) of a manager or depositary of a fund, one of the conditions in COMP 5.5.3 R is

satisfied.

COMP 5.5.3 — Managers and depositaries of funds

The conditions referred to in COMP 5.5.1 R for a manager, a delegate (or sub-delegate) of a manager
or depositary of a fund are:

1. forthe activities of managing investments, managing an AIF, managing a UK UCITS or establishing,

operating or winding up a collective investment scheme, the claim is in respect of an investment in:
1. an authorised fund; or

2. any other fund which has its registered office or head office in the UK or is otherwise
domiciled in the UK unless it is an AlF that is a body corporate and not a collective
investment scheme;
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Annex 2: Examples of FSCS coverage

The following diagrams show how FSCS coverage in respect of asset management services has evolved in recent years.

Note, where there is FSCS coverage, managers have to contribute to the levy amounts proportionate to those assets that are within scope.

The operation of the FSCS before 2018 was relatively

simple...

Example 1: UK fund, UK
manager

Before 2018, in respect of
asset management services
the FSCS covered UK funds,
and therefore UK investors.

UK fund, UK

manager

* FSCS

|
« coverage

Example 2: Non-UK fund,
UK manager

No FSCS coverage — FCA
provide carve-out for UK
managers of non-UK
funds.

Non-UK fund, UK

manager

A

Non-UK investors

No FSCS
coverage

Key
|:| Delegate fund manager

. Fund/Fund manager

. Retail investors

The introduction of the ‘look-through’ made the operation of the FSCS much

more complicated...

Example 3: UK manager, UK
delegate

The look-through means if the UK
delegate manager were to fail,
investors can ‘look through’ the
management company, and bring
a claim directly against the UK
delegate manager.

The look-
through
v\
\
\
\\
Portfolio \\
delegation \
\\
\
UK fund, UK Manager v

(responsible for
administration of fund)

Client /
relationship /

Example 4: Non-UK manager, UK
delegate

e.g. US based fund, with proportion of
assets managed by UK delegate manager
The look-through means if the UK
delegate manager were to fail, the
underlying U.S. investors in the U.S
domiciled fund would have supposed
recourse to the FSCS.

The look-
through
A 3
\
\
\
\
\
\\
Portfolio \\
delegation ll
|
Non-UK fund, non-UK manager e.g. !
US based global equity fund i
l/
T Client relationship //
/

Non-UK investors

(US investors in this example)




