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I ntroduc tion
Th e U K ’ s Asset M anag em ent sector is th e second l arg est in th e 
w orl d,  m anag ing  ap p roxim atel y £ 7  tril l ion of  assets.  W ith  th e 
recog nition th at asset m anag ers p rovide an im p ortant econom ic 
f unction,  th e F C A em b ark ed on a M ark et S tudy to discover if  
m ark ets w ork  w el l  and of f er val ue f or m oney to consum ers.  
I t p ub l ish ed an interim  study in N ovem b er 2 0 1 6  and,  af ter 
consultation with the industry, its final report on 28 June 2017.

The final report was broadly in line with the FCA’s interim 
findings and did not present any significant surprises to the 
industry.  Th e F C A study reinf orces oth er reg ul ations in m otion 
to improve investor protection, and will help firms benchmark 
th em sel ves ag ainst w h at th e F C A considers to b e g ood m ark et 
p ractice to sup p ort th eir b usiness m odel s as th ey aim  to p rovide 
g ood outcom es f or investors.  C om b ining  th ese reg ul atory 
ch ang es w ith  a review  of  b est p ractice al l ow s asset m anag ers 
to dem onstrate th eir cul ture and p ositions th e industry w el l  f or 
th e f uture.  Th ese rem edies,  coup l ed w ith  th e current reg ul atory 
l andscap e,  p rovide a road m ap  f or ch ang e and a b l uep rint f or th e 
industry of  th e reg ul ator’ s exp ectations f or g ood p ractice.
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T he FCA’ s c onsultation

1  ► R ecom m endation to th e Treasury to consider b ring ing  investm ent 
consul tants into its reg ul atory p erim eter

 ► R ecom m endation to th e D ep artm ent f or W ork  and P ensions ( D W P )  
to rem ove b arriers to p ension sch em e consol idation and p ool ing

 ► R ecom m endation to industry and investor rep resentatives to 
ag ree standardised discl osure of  costs and ch arg es to institutional  
investors

 ► M ark et S tudy into I nvestm ent P l atf orm s,  w h ich  w as rel eased b y th e 
FCA on 17 July 2017

N o further c onsultation

2  ► S treng th ening  th e duty of  f und m anag ers to act in th e b est 
interests of  investors

 ► Requiring fund managers to return any risk-free box profits to 
th e f und

 ► F acil itating  sw itch ing  investors to ch eap er sh are cl asses

 ► P rop osing  to rej ect undertak ing s in l ieu of  a m ark et investig ation 
b y th e C om p etition and M ark ets Auth ority ( C M A)  in rel ation to th e 
investm ent consul tancy industry

Consultation on CP 1 7 / 1 8 *

3  ► C osts and ch arg es discl osure to retail  investors to b e consul ted on 
in 2 0 1 7

 ► B ench m ark s and p erf orm ance rep orting  to b e consul ted on in 2 0 1 7

 ► C onvening  a w ork ing  g roup  on th e ob j ectives of  th e study and 
consul ting  on any rul e ch ang es at a l ater stag e,  sub j ect to th e 
outcom e of  th e w ork ing  g roup

Future c onsultation

*Responses due on 28 September 2017.
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Key findings, themes and remedies
Fees and c harges
Th e F C A h as p rop osed to h ave a sing l e al l - in f ee detail ing  al l  th e 
costs th at th e investor w il l  incur,  incl uding  transaction costs.  
Th is sing l e f ee w il l  al l ow  f or g reater transp arency f or investors 
and p rovides a ref erence p oint f or th em  w h en m ak ing  decisions.  
Th e F C A recog nises th at th is al ig ns w ith  th e req uirem ents of  
M iF I D  I I  and P R I I P s,  b ut did not p rovide a p rescrip tive ap p roach  or 
tem p l ate f or th ese ch arg ing  structures.  Th e F C A h as indicated th at 
it w il l  consul t f urth er on th is top ic.

Th e F C A is k een th at th e industry p rovides g reater transp arency on 
performance fees and, in particular, firms should only be permitted 
to ch arg e f ees w h ere th e f und h as p erf orm ed ab ove th e m ost 
am b itious targ et af ter ong oing  f ees h ave b een tak en into account.

There is recognition that dual pricing for funds can benefit 
investors and is exp ected to continue;  h ow ever,  risk - f ree b ox 
profits should accrue to the fund and not be for the benefit of 
th e m anag er.

V alue for money for inv estors
Th e f und m anag er needs to ensure th at th ey are eng ag ed w ith  
investors and cl ear ab out w h at investors can exp ect f rom  th e 
f und.  Th is w oul d incl ude,  am ong st oth er th ing s,  h aving  it as a 
m anag em ent ob j ective and m ak ing  it easier f or f und m anag ers to 
sw itch  investors to ch eap er sh are cl asses.

Th e F C A f ound th at,  on averag e,  b oth  activel y and p assivel y 
m anag ed f unds did not outp erf orm  th eir ow n b ench m ark s af ter 
f ees.  I t w ants to al l ow  investors to b e in a p osition to identif y 
h ow  th eir f und p erf orm s ag ainst th e stated ob j ectives;  th eref ore,  
m anag ers w il l  need to ensure th at th e b ench m ark s are cl ear,  
sh ow ing  p ast p erf orm ance ag ainst th e m ost am b itious targ et and 
th at p ersistent underp erf orm ance is addressed.

Th e F C A w il l  l ook  at various areas to h el p  w ith  th e m easurem ent 
of  val ue f or m oney f or investors.  I n p articul ar,  it w il l  consul t on 
th e use of  b ench m ark s,  com p arators or num erical  targ et returns,  
w h ich  w il l  invol ve considering  w h y b ench m ark s h ave b een used 
or not.  I t w il l  al so l ook  at consistency across m ark eting  m aterial s,  
as w el l  as an exp l oration of  th e use of  l ang uag e,  to m ak e it m ore 
usef ul  f or investors and th eir understanding  of  p ast p erf orm ance 
p resentations.

R egulatory struc ture and impac t on 
business models
The FCA wants firms to strengthen the duty of asset managers 
to act in th e b est interests of  investors and is seek ing  to p rovide 
g reater p rotection f or th em .  To th is end,  th e F C A is aim ing  to 
increase accountab il ity th roug h  th e exp ansion of  th e S M & C R  
b y extending  it to auth orised f und m anag er ( AF M )  b oards and,  
in p articul ar,  req uiring  a consideration of  val ue f or m oney.  Th e 
p rop osal  to act in th e b est interest of  investors w oul d req uire an 
assessm ent on an ong oing  b asis and w il l  need to b e docum ented 
at l east annual l y to incl ude detail s on th e econom ies of  scal e,  f ees 
and ch arg es,  sh are cl asses,  q ual ity of  services and transp arency.

Th e F C A is al so p rop osing  to streng th en th e AF M  b oards b y h aving  
a m inim um  of  tw o indep endent directors on a b oard,  m ak ing  up  at 
l east 2 5 %  of  total  b oard m em b ersh ip .  Th ese indep endent directors 
need to have sufficient experience and expertise to fulfil their 
rol es ef f ectivel y.

I nv estment c onsultants
Th e F C A recom m ends b ring ing  institutional  advice under 
its reg ul atory scop e,  as th is is an im p ortant m eans b y w h ich  
consul tants im p act th e outcom es of  institutional  f unds.  Th e nature 
of  such  a reg ul ation w oul d consider th e outcom e of  any C M A 
review  of  com p etition in th e consul ting  industry.

Th e F C A considers th at testing  and review ing  th e ef f ectiveness of  
th e advice p rovided b y investm ent consul tants m ore f req uentl y 
w il l  im p rove com p etition f or investm ent consul tancy services.  Th is 
will benefit end clients from the perspective of lower costs and 
im p roved returns.  Th is is k ey,  g iven th e l arg e rel iance th at m any 
sch em es p l ace on th eir investm ent consul tants.  S im il arl y,  th e F C A 
recognises that further transparency on fiduciary management 
f ees and p erf orm ance is needed to h el p  assess val ue f or m oney.
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Fees and c harges
 ► Th e F C A p rop oses to introduce a 

sing l e al l - in f ee.

 ► I t p rop oses to incl ude costs th at 
w oul d b e req uired under M iF I D  I I  
and P R I I P s —  incl uding  transaction 
costs.

 ► I t is considering  consul ting  on 
rul es so th at p erf orm ance f ees 
sh oul d onl y b e p erm itted ab ove th e 
f und’ s m ost am b itious targ et af ter 
ong oing  f ees.

V alue for money for inv estors
 ► Th e F C A is consul ting  on p rop osal s to h el p  investors sw itch  to b etter val ue sh are 

cl asses b y sh are cl ass sw itch ing .

 ► I t recom m ends th at b oth  industry and investor rep resentatives ag ree a 
standardised tem p l ate f or costs and ch arg es.

R egulatory struc ture 
and impac t on 
business models

 ► Th e F C A is aim ing  to im p rove 
g overnance b y h aving  a m inim um  
of  tw o indep endent directors on 
AF M  b oards.

 ► I t is introducing  val ue f or m oney f or 
investors as a distinct req uirem ent 
f or AF M  b oards under th e p rop osed 
S M & C R  extension.

I nv estment c onsultants and platforms
 ► Th e F C A is recom m ending  th at th e of f ering  of  institutional  advice com es under 

reg ul atory scop e,  considering  th e outcom e of  th e C M A review  of  com p etition.

 ► I t is testing  and review ing  th e ef f ectiveness of  advice p rovided b y investm ent 
consul tants m ore f req uentl y w ith  th e intention of  im p roving  com p etition f or 
investment consultancy services to benefit end investors.

 ► I t is l aunch ing  a M ark et S tudy into I nvestm ent P l atf orm s due to th e concerns ab out 
val ue of  retail  interm ediaries.

K ey themes
 ► I nvestor p rotection

 ► Asset m anag er com p etition

 ► I nterm ediary ef f ectiveness
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B arometer of good market 
prac tic e
F irm s are at dif f erent stag es of  m aturity,  w ith  dif f erent b usiness m odel s and p roduct or 
fund offerings. With the key areas of focus outlined by the FCA, firms have an opportunity 
to benchmark themselves against good practice. A firm that still takes risk-free box 
profits, is not clear on benchmarks, has consistently poor-performing funds, is finding 
th e im p l em entation of  M iF I D  I I  and P R I I P s to b e p articul arl y ch al l eng ing  and is at risk  of  
not m eeting  f orth com ing  standards w il l  b e cum ul ativel y f al l ing  sh ort of  F C A exp ectations.  
Using our barometer, EY can help firms to identify their stage of maturity and guide them 
to estab l ish ing  or cem enting  g ood p ractice.

Areas of foc us B asic E stablished Adv anc ed Actions for firms
B etter inv estor educ ation and 
c ommunic ation

 ► One-size-fits-all approach with 
l im ited investor f eedb ack  tak en 
into account and a l im ited view  of  
investor circum stances

 ► Ap p roach  tak es account of  dif f ering  
investm ent strateg ies

 ► P roviding  ad h oc com m unications,  
such  as p ortf ol io m anag er m ark et 
com m entary

 ► Tail ored com m unications ap p roach  
al ig ned to investor seg m ents and 
custom er typ es b ased on f actors,  such  
as dem og rap h ics and vul nerab il ity

 ► U se of  m ul tip l e com m unication 
ch annel s

 ► S up p orting  investor education 
p rog ram m es b y p roviding  cl ear 
ob j ectives and accuracy of  p roduct 
inf orm ation

 ► P roviding  investor com m unication,  
incl uding  tool s to h el p  investors 
identif y and understand f und 
p erf orm ance

Aligning inv estor req uirements w ith 
v alue for money

 ► L im ited ong oing  m onitoring  of  th e 
p roduct f rom  a val ue p ersp ective

 ► A suite of  p roducts m ay p rovide 
val ue,  b ut l im ited ab il ity to 
dem onstrate al ig nm ent

 ► Clarity at a firm level on what 
constitutes ‘ val ue f or m oney’

 ► M onitoring  is al ig ned to val ue f or 
m oney

 ► P roactivel y review  th e l ang uag e used 
and cl arity of  ob j ectives,  m ak ing  th em  
m ore usef ul  f or investors

 ► P rovide g ranul ar and transp arent 
p erf orm ance rep orting

 ► H ave a val ue f or m oney cul ture w ith in 
the firm

 ► R eview  of  p roduct of f ering  to 
ensure th at it p erf orm s in l ine 
w ith  investor exp ectations and 
ob j ectives

 ► R eview  l eg acy sh are cl asses f or 
‘ f und sw itch ing ’  w h ere ap p rop riate

T ransparenc y and av ailability of c ost 
information

 ► P roviding  th e req uisite inf orm ation 
w ith  l im ited assurance of  investor 
understanding

 ► P roactivel y g uide and encourag e 
th e investor to exam ine th e 
com m unication of  cost inf orm ation

 ► H ave an understanding  of  th e use 
of  th is inf orm ation b y th e investor

 ► E nsure investor understanding  
th roug h out th e p roduct l if e cycl e and 
b e ab l e to evidence th is

 ► Transp arency reg arding  al ternative 
sh are cl asses and l eg acy p roducts

 ► U nderstanding  and al ig nm ent w ith  
dif f erent distrib ution ch annel s,  and th e 
investor im p act

 ► C onsider im p act on b usiness 
m odel s w ith  up com ing  reg ul atory 
ch ang es

 ► R eview  th e cal cul ation eng ines and 
op erational  structure in sup p ort 
of  g reater transp arency and th e 
al l - in f ee

G ov ernanc e and ov ersight  ► L im ited dem onstration of  investor 
im p act anal ysis tak ing  p l ace

 ► L im ited dem onstration of  ch al l eng e

 ► O versig h t th roug h  th e p roduct l if e 
cycl e,  w ith  evidence of  ch al l eng e

 ► S trong  ‘ tone f rom  th e top ’

 ► L im ited or inconsistent investor 
im p act anal ysis at p roduct l evel

 ► O versig h t,  w ith  ap p rop riate 
rep resentation f rom  th e b usiness and 
ch al l eng e,  th roug h out th e p roduct l if e 
cycl e

 ► D em onstrating  a strong  investor-
centric cul ture,  w ith  al l  l evel s of  staf f  
articul ating  th ese val ues

 ► C onsider th e up com ing  S M & C R  in 
the context of the firms’ existing 
oversig h t and control  f ram ew ork

 ► Assess th e op tions avail ab l e f or 
AF M  b oards to ensure ong oing  
com p l iance f or al l  investors

E Y  v iew
Th e rep ort h as g iven a 
strong  indication of  w h at 
th e F C A considers to b e 
g ood m ark et p ractice and 
p rovided a view  of  th e 
direction of  travel  th at it 
is exp ecting  th e industry 
to tak e.  A num b er of  th e 
rem edies p rop osed w il l  
al m ost certainl y h ave an 
im p act in driving  a g reater 
l evel  of  standardisation 
w ith in th e industry,  and 
EY encourages firms to 
adop t th ese g ood p ractices.  
I n term s of  ensuring  b etter 
investor outcom es,  th e 
rep ort f ocused on:

 ► B etter investor 
education and 
com m unication

 ►Al ig ning  investor 
req uirem ents w ith  val ue 
f or m oney

 ► Transp arency and 
avail ab il ity of  cost 
inf orm ation

 ► G overnance and 
oversig h t
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Areas of foc us B asic E stablished Adv anc ed Actions for firms
B etter inv estor educ ation and 
c ommunic ation

 ► One-size-fits-all approach with 
l im ited investor f eedb ack  tak en 
into account and a l im ited view  of  
investor circum stances

 ► Ap p roach  tak es account of  dif f ering  
investm ent strateg ies

 ► P roviding  ad h oc com m unications,  
such  as p ortf ol io m anag er m ark et 
com m entary

 ► Tail ored com m unications ap p roach  
al ig ned to investor seg m ents and 
custom er typ es b ased on f actors,  such  
as dem og rap h ics and vul nerab il ity

 ► U se of  m ul tip l e com m unication 
ch annel s

 ► S up p orting  investor education 
p rog ram m es b y p roviding  cl ear 
ob j ectives and accuracy of  p roduct 
inf orm ation

 ► P roviding  investor com m unication,  
incl uding  tool s to h el p  investors 
identif y and understand f und 
p erf orm ance

Aligning inv estor req uirements w ith 
v alue for money

 ► L im ited ong oing  m onitoring  of  th e 
p roduct f rom  a val ue p ersp ective

 ► A suite of  p roducts m ay p rovide 
val ue,  b ut l im ited ab il ity to 
dem onstrate al ig nm ent

 ► Clarity at a firm level on what 
constitutes ‘ val ue f or m oney’

 ► M onitoring  is al ig ned to val ue f or 
m oney

 ► P roactivel y review  th e l ang uag e used 
and cl arity of  ob j ectives,  m ak ing  th em  
m ore usef ul  f or investors

 ► P rovide g ranul ar and transp arent 
p erf orm ance rep orting

 ► H ave a val ue f or m oney cul ture w ith in 
the firm

 ► R eview  of  p roduct of f ering  to 
ensure th at it p erf orm s in l ine 
w ith  investor exp ectations and 
ob j ectives

 ► R eview  l eg acy sh are cl asses f or 
‘ f und sw itch ing ’  w h ere ap p rop riate

T ransparenc y and av ailability of c ost 
information

 ► P roviding  th e req uisite inf orm ation 
w ith  l im ited assurance of  investor 
understanding

 ► P roactivel y g uide and encourag e 
th e investor to exam ine th e 
com m unication of  cost inf orm ation

 ► H ave an understanding  of  th e use 
of  th is inf orm ation b y th e investor

 ► E nsure investor understanding  
th roug h out th e p roduct l if e cycl e and 
b e ab l e to evidence th is

 ► Transp arency reg arding  al ternative 
sh are cl asses and l eg acy p roducts

 ► U nderstanding  and al ig nm ent w ith  
dif f erent distrib ution ch annel s,  and th e 
investor im p act

 ► C onsider im p act on b usiness 
m odel s w ith  up com ing  reg ul atory 
ch ang es

 ► R eview  th e cal cul ation eng ines and 
op erational  structure in sup p ort 
of  g reater transp arency and th e 
al l - in f ee

G ov ernanc e and ov ersight  ► L im ited dem onstration of  investor 
im p act anal ysis tak ing  p l ace

 ► L im ited dem onstration of  ch al l eng e

 ► O versig h t th roug h  th e p roduct l if e 
cycl e,  w ith  evidence of  ch al l eng e

 ► S trong  ‘ tone f rom  th e top ’

 ► L im ited or inconsistent investor 
im p act anal ysis at p roduct l evel

 ► O versig h t,  w ith  ap p rop riate 
rep resentation f rom  th e b usiness and 
ch al l eng e,  th roug h out th e p roduct l if e 
cycl e

 ► D em onstrating  a strong  investor-
centric cul ture,  w ith  al l  l evel s of  staf f  
articul ating  th ese val ues

 ► C onsider th e up com ing  S M & C R  in 
the context of the firms’ existing 
oversig h t and control  f ram ew ork

 ► Assess th e op tions avail ab l e f or 
AF M  b oards to ensure ong oing  
com p l iance f or al l  investors
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B etter inv estor educ ation and c ommunic ation
I nv estor educ ation
W h il st recog nising  th at th ere is a m ove b y th e F C A to im p rove 
transp arency and increase val ue f or m oney f or investors,  it is al so 
im p ortant f or investors to h ave an understanding  and education 
of  th e w ider investm ent w orl d.  F or th e F C A,  investor education 
is part of the wider concept of ‘financial capability’. In reaching 
its conclusions, the FCA acknowledged the benefits of improving 
financial literacy, but singled out three key areas for focus. These 
incl ude concerns around th e cl arity of  ob j ectives,  th e cl arity and 
accuracy of  w h at investors are b eing  sol d,  as w el l  as any rep orting .  
I m p rovem ents in th ese areas w il l  al l ow  investors to com p are 
p roducts b etter and th ereb y aid in im p roving  investor outcom es.

I n reach ing  th e concl usions and p rop osed rem edies,  th e F C A 
conducted extensive investor research which found significant 
dif f erences in th e w ay direct retail  investors m ak e th eir 
investm ent decision,  w ith  th e l evel  of  overal l  investor education 
and aw areness im p acting  th e w eig h t th ey p l ace on th e various 
factors influencing investing. A significant number of investors 
w ere f ound to b e unaw are of  th e dif f erence b etw een active and 
p assive m anag em ent,  w ere not ab l e to understand th e rel evance 
of  b ench m ark s,  coul d not disting uish  b etw een dif f erent typ es of  
f ee structures to sel ect th e b est val ue p rop osition f or th em ,  and 
w ere unaw are of  th eir ab il ity to sw itch .  Al th oug h  th ere m ay b e 
information that firms are providing to investors in various forms, 
it m ay b e too com p l icated and,  coup l ed w ith  th e use of  industry 
vernacul ar,  it can b e h ard f or th e investor to interp ret.  O n th is l ast 
point, the FCA has confirmed that it will examine whether it can 
im p rove th e l ang uag e used and cl arity of  ob j ectives in order to 
m ak e th em  m ore usef ul  f or investors at th e p oint of  sal e as w el l  as 
on an ong oing  b asis.

The ability of firms to meet any new regulatory requirements in 
th is sp ace w il l  need to tak e account of  th e k now l edg e l evel  of  th e 
investor. For example, the ongoing charges figure (OCF) is already 
p roduced w ith in th e K ey I nvestor I nf orm ation D ocum ent ( K I I D )  
and,  th eref ore,  extending  th e use of  th is m etric into oth er cl ient 

communications may not be difficult for firms, but ensuring and 
evidencing  cl ient understanding  is a g reater ch al l eng e th at w il l  
need to b e tack l ed.  As investors m ove aw ay f rom  traditional  f ace-
to- f ace advice tow ards conducting  th eir investm ent b usiness in a 
dig ital  setting  —  f or exam p l e,  b y m ak ing  use of  p l atf orm s —  f und 
p roviders and asset m anag ers w il l  need to ensure th at th ey can 
sup p ort investors in m ak ing  th eir investm ent decisions.

Th e l evel  of  transp arency and discl osure is l ik el y to aid investors 
in m ak ing  ap p rop riate ch oices.  I m p rovem ents in discl osures of  
b ench m ark s,  investm ent ob j ectives,  and f ees and ch arg es aids in 
reducing the moral hazard by drawing a line between the firm’s 
resp onsib il ity f or th e p rovision of  inf orm ation and th e investors’  
resp onsib il ity to m ak e decisions b ased on th at inf orm ation.  S im p l y 
m eeting  any new  req uirem ents in th is area m ay not b e enoug h .  
B eh avioural  econom ics m ay p l ay a rol e in steering  investors 
tow ards h eadl ine rates or discounting  risk  f actors,  f or exam p l e,  
and as such firms must be alive to this reality. 

I nv estor c ommunic ation
Th e F C A’ s recom m endations around g reater discl osure and 
descrip tion of  f und investm ents f or retail  investors are w el com ed.  
Th is w oul d incl ude a g reater cl arity of  f und ob j ectives and g reater 
transp arency of  p ast p erf orm ance,  coup l ed w ith  a w ider rang e 
of  investm ent inf orm ation to drive b etter investor ch oices.  Th e 
f ocus on consistentl y underp erf orm ing  f unds and p roviding  tool s 
f or investors to identif y th ose f unds,  w h il e w el com ed,  m ay b e a 
ch al l eng e.  F or exam p l e,  as ack now l edg ed b y th e reg ul ator,  th e 
evidence sup p orting  th e concl usion th at f unds w h ich  consistentl y 
underp erf orm  w il l  continue to do so into th e f uture is not cl ear,  
g iven th e im p act of  f und m erg ers and cl osures.  F urth er,  th e rep ort 
al so p oints out th e com m on use of  discretionary b onuses w ith in 
th e sector,  and a l ack  of  cl aw b ack s or p enal ties f or consistent 
underp erf orm ance.  W h il st th e F C A is not p rop osing  any rem edies 
to do w ith  p ay and p erf orm ance,  it is f ocused on ensuring  th at 
th ere is a g ood cul ture w ith in th e org anisation.
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Aligning inv estor req uirements w ith v alue 
for money
Th e F C A h as op ined on val ue f or m oney rel ating  to th ree k ey 
areas and, although it has not been prescriptive on defining value 
f or m oney,  w e encourag e th e industry to p articip ate in ob taining  
cl arity in order to avoid unintended conseq uences.

P roduc t offering
Th e F C A is k een th at asset m anag ers dem onstrate p rop er p roduct 
g overnance and suitab il ity assessm ents f or th eir investors,  and 
h as noted th at ‘ cl oset track ers’  rep resent p oor val ue f or m oney.  
The FCA has confirmed that it will consult further on profitability in 
December 2017, but this is not expected to address specifically the 
area of  ‘ index h ug g ing ’ .

We encourage firms to review products regularly to ensure that 
th ey continue to p erf orm  in l ine w ith  exp ectations and th e f und 
ob j ective,  essential l y ensuring  investors are ach ieving  val ue f or 
m oney and th e rig h t outcom es.  W ith  th e dem and f or innovation 
rising, as firms launch new products, they should take account 
of  investor f eedb ack  in th e p roduct devel op m ent stag e and 
ensure that activities are evidenced sufficiently. Firms should also 
consider th e b ench m ark  b eing  used in any f und docum entation 
and assess w h eth er it is ap p rop riate f or th e f und.

Fund sw itc hing
Th e F C A f ound th at a l ack  of  sw itch ing  indicated th at investors 
do not p roactivel y sw itch  aw ay f rom  f unds of f ering  p oor val ue 
f or m oney.  F or th e F C A,  th ere is a distinction h ere b etw een 
advised and non- advised,  w ith  th e F C A indicating  m ore concern 
f or th e l atter g roup  of  investors w h o ap p ear to f ace b arriers to 
sw itch ing .  Th e F C A is th eref ore p rop osing  to consul t on rem oving  
barriers for firms to move investors to cheaper share classes 
w ith out exp ressed consent,  w h ere th at is in th e b est interests 
of  th e investor.  F irm s m ay f ace l eg acy ch al l eng es in th is reg ard,  

such  as l ack  of  investor contact data and dorm ant accounts,  and 
p otential l y oth er inconsistencies in investor treatm ent w h ich  
w oul d need to b e addressed in an ap p rop riate m anner.  W e 
would encourage firms to review these legacy products actively. 
F urth er,  th e F C A is consul ting  as to w h eth er l eg acy trail  on 
p re- R etail  D istrib ution R eview  ( R D R )  investm ents sh oul d h ave a 
sunset clause. This could have a significant impact on advisers and 
w eal th  m anag ers w h o are stil l  receiving  th is com m ission.  F irm s 
sh oul d consider th e com m ercial  im p act any sunset cl ause on trail  
com m ission w il l  h ave on th eir b usiness m odel .

Box profits
While the OCF figures provide the granularity of detail as to the 
revenue tak en b y asset m anag ers,  th e F C A h as exp ressed concern 
that risk-free box profits are opaque and are not passed through 
to investors. Therefore, the FCA is proposing that firms must pass 
risk-free box profits back to the fund. Firms that undertake this 
p ractice w il l  need to review  th eir existing  p rocedures to ensure 
th at th ey are ab l e to ch ang e th is ap p roach .  W e b el ieve th at th ere 
w il l  b e an el em ent of  sel f - correction arising  in th e m ark etp l ace as 
a resul t.
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T ransparenc y and av ailability of 
c ost information
U pc oming regulations
The findings and proposed remedies that the FCA has identified align very closely to 
th e up com ing  reg ul atory ch ang es.  Asset m anag ers w il l  need to caref ul l y consider th e 
im p act of  th ese ch ang es on th eir b usiness m odel s at th e sam e tim e as h aving  to m aintain 
com p l iance w ith  num erous oth er ong oing  reg ul atory initiatives,  such  as P R I I P s,  S M & C R ,  
U ndertak ing s f or th e C ol l ective I nvestm ent in Transf erab l e S ecurities ( U C I TS  V )  and 
M iF I D  I I .

U nder M iF I D  I I ,  th ere are enh anced discl osure req uirem ents f or costs and ch arg es and,  in 
p articul ar,  th e need f or costs and ch arg es discl osures to incl ude item s,  such  as transaction 
costs and research  f ees,  w h ich  w il l  need to b e unb undl ed f rom  com m ission ch arg es.  Al l  
of  th is im p l ies a l evel  of  consistency b etw een th e E U  M iF I D  req uirem ents and th e F C A 
proposals. We recognise that firms have regulatory change programmes underway but 
th at ch al l eng es stil l  rem ain w ith  th e im p l em entation and,  in p articul ar,  th e cal cul ation of  
th e al l - in f ee.  W h il st th e F C A M ark et S tudy w as not p rescrip tive,  it is encourag ing  to see 
th at it is al ig ning  its p rop osal s w ith  th e up com ing  reg ul ation.  W e w oul d sug g est a l evel  of  
standardisation,  as w el l  as encourag e th e Asset M anag em ent industry to l ook  to oth er 
sectors f or exam p l es of  g ood p ractice of  identif ying  val ue- added service com p onents,  
p rovided th at any new  ap p roach es do not contravene th e rul es under current reg ul ations 
( e. g . ,  R D R )  and p rop osed up com ing  reg ul ations ( e. g . ,  M iF I D  I I  and P R I I P s) .

P erformanc e and c osts
Th e F C A h as seen l ittl e im p rovem ent in th e avail ab il ity of  transaction cost inf orm ation to 
investors;  in p articul ar,  th e O C F  does not currentl y incl ude im p l icit or exp l icit transaction 
costs. While firms may be able to derive the various inputs to the costs and charges figure, 
as they cannot be crystallised until the future, firms will need to consider carefully how 
th ese estim ates are b est p resented to investors.  W h il e th ere is currentl y no ob l ig ation 
f or f und m anag ers to disp l ay ch arg es in m onetary am ounts,  th is w il l  ch ang e under th e 
upcoming MiFID II and PRIIPs requirements. Consideration of the inclusion of this figure 
in oth er p re- sal es docum ents ap p ears p rudent in ensuring  th at th e investor h as a m ore 
h ol istic ch arg ing  p icture.

W ith  th e up com ing  b ench m ark  and p erf orm ance rep orting  review  exp ected l ater th is 
year, we again would recommend that the industry participates in helping to define how 
b est to create standardisation f or b ench m ark s,  w ith  a view  to p roviding  g reater cl arity to 
investors.  F or seg reg ated m andates,  discl osure req uirem ents are l ess reg ul ated,  b ut w ith  
the move towards greater transparency, firms should consider how best to achieve this. 
F or exam p l e,  th roug h  carrying  out internal  f und and p roduct review s on a reg ul ar b asis 
across new ,  existing  and l eg acy f unds.
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G ov ernanc e and 
ov ersight
SM& CR
Th e im p act of  th e introduction of  th e S M & C R  is arg uab l y onl y 
just beginning to become apparent for firms within the Financial 
S ervices sector,  w h ere th e rul es ap p l y.  Th e intention of  th e 
S M & C R  is to im p rove g overnance b y increasing  accountab il ity of  
senior material risk decision-makers within the firm. Whilst this 
req uirem ent does not currentl y ap p l y to th e Asset M anag em ent 
sector, we would encourage firms to consider the SM&CR in the 
context of  th eir existing  oversig h t and control  f ram ew ork ,  g iven its 
f orth com ing  extension.  Th e m essag e f rom  th e study is to ensure 
th at investors are at th e centre of  th e decision- m ak ing  p rocess 
and th at m anag ers w il l  need to ensure th at th ey h ave tak en 
reasonab l e step s to act in th e b est interests of  investors.  W h il st 
the metrics and measures for defining value for money was not 
set out in the study, we would encourage firms to consider their 
p roduct devel op m ent l if e cycl e,  th eir sal es ap p roach  and cl ient 
docum entation.  H aving  an ap p rop riate tone f rom  th e top  w il l  
assist with improving the firm’s culture and assist the industry with 
reb uil ding  trust.

AFM boards
Th e F C A h as recog nised th at ch ang es reg arding  investor 
inf orm ation needs to b e coup l ed w ith  im p roved g overnance.  
Regardless of asset classes that firms specialise in, be it active, 
p assive or al ternative investm ent strateg ies,  th e p rop osed 
changes to AFM models mean that firms will need to consider 
if the existing structure and arrangements are fit for purpose, 
and assess th e op tions avail ab l e to ensure ong oing  com p l iance 
f or al l  investors.  Th is w il l  b e a p articul ar ch al l eng e w ith  resp ect 
to th e p rop osed req uirem ent f or at l east tw o indep endent 
directors with sufficient knowledge and experience, as there will 
b e g reater dem and f or individual s w ith  th e req uired sk il l  sets.  
W h il e no doub t im p roving  f und g overnance and oversig h t,  th ese 
req uirem ents m ay p resent th eir ow n set of  ch al l eng es in areas 
such  as recruitm ent and ong oing  m onitoring .  F irm s th at op erate 
investment trusts, unit-linked funds and with-profits businesses, 
incl uding  insurance com p anies,  w il l  need to consider th e F C A’ s 
p rop osal  to extend th e indep endence and val ue f or m oney 
req uirem ents of  AF M s to th e g overnance of  th ese oth er typ es of  
investm ent veh icl es.
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I mplementing good market prac tic e —  a produc t 
life c yc le c ase study
A continual  cycl e of  review  and f eedb ack ,  w ith  th e custom er at th e centre of  th e p roduct devel op m ent p rocess,  w il l  not onl y b e an 
important step for firms to address the points arising in the Market Study, but will also support them in the implementation of MiFID II.

The diagram below articulates the steps that firms can take along the stages of the product development life cycle.

C l ear articul ation of  strateg y to 
sup p ort th e custom er seg m ent,  w h ich  
is al ig ned to p roduct desig n

P ricing ,  structure 
and reg ul atory 
considerations;  
articul ating  
resp onsib il ities of  
th e m anuf acturer 
and distrib utor

P roduct m ark eting  
and a descrip tion 
of  risk  and rew ard 
sh oul d b e cl ear;  
m ark eting  m aterial  
sh oul d al so b e 
consistent b etw een 
th e m anuf acturer 
and th e distrib utor

F eedb ack  ob tained 
in order to cl earl y 
understand w h at th e 
custom er is receiving  
and f rom  w h ere -  th is 
w il l  incl ude directl y 
f rom  custom ers and 
via distrib utors 

D etail ed reg ister 
identif ying  typ e of  
com p l iant and root 
cause anal ysis

E val uation of  advice ( i. e. ,  
indep endent vs.  non- indep endent)  
w ith  cl earl y articul ated p ol icies,  
p rocedures and g uidel ines

P roduc t 
design

Marketing

Sales and 
adv ic e

P ost sales

Complaints

Market 
segmentation

G ov ernanc e and 
ov ersight
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Spotlight on fees and c harges —  impac t for 
Alternativ e Funds
W h il st recog nising  th at th ere is currentl y no standard industry 
ap p roach  f or detail ing  al l  th e rel evant costs and ch arg es,  th e F C A 
intends to do som e f urth er w ork  to al ig n M iF I D  I I ,  P R I I P s and its ow n 
g uidance on cost discl osures.  H aving  an indep endent b ody m ade up  
of  industry rep resentatives to sup p ort a ‘ discl osure code’  th at w oul d 
ap p l y to al l  p articip ants in th e industry,  incl uding  al ternative asset 
m anag ers,  w oul d g o a l ong  w ay to sup p orting  th e industry.

Al th oug h  certain Al ternative F unds w oul d not b e directl y im p acted b y 
M iF I D  I I  or P R I I P s,  th e F C A m ay req uire al ternative asset m anag ers to 
m eet th e new  transp arency g uidel ines.  Th is coul d p otential l y incl ude 
details on estimated aggregated costs and charges figures on a 
p re- trade b asis,  w h il st req uiring  actual  costs and ch arg es discl osures 
at th e end of  th e year.  Th is ef f ort on al ig nm ent w ith in th e industry 
is w el com e,  and E Y  w oul d encourag e al ternative asset m anag ers to 
w ork  w ith  th e F C A on th is consul tation.  I n th e m eantim e,  w e w oul d 
encourag e b oth  al ternative and traditional  asset m anag ers to w ork  
on th eir cal cul ation eng ines and op erational  inf rastructure,  as w el l  as 
p articip ate in w ider industry discussions w ith  a view  to sup p ort th e 
establishment of a standard template. This effort will help firms with 
th e dem and f or g reater transp arency f or investors and sup p ort th em  
in p roviding  an al l - in f ee.

Spotlight on P latforms
On 17 July 2017, the FCA announced the launch of a 
M ark et S tudy into I nvestm ent P l atf orm s to exam ine 
h ow  com p etition is w ork ing  w ith in th is m ark et.  I t 
h as indicated th at it w il l  l ook  at w h eth er P l atf orm s 
p rovide cl ear com m unication of  costs,  ensure th at 
the benefits of economies of scale are passed onto 
th e investor and w il l  eval uate th e vertical  integ ration 
of  advice and f und m anag em ent.  I n ef f ect,  it seem s 
th e F C A is assessing  w h eth er p l atf orm s are m erel y 
adm inistrative tool s to f acil itate decisions m ade b y 
individual  investors ( or th eir advisors)  or w h eth er 
p l atf orm s can determ ine w h at p roducts investors 
b uy and at w h at cost.  I f  th e l atter case is correct,  th e 
F C A m ig h t revisit top ics such  as conduct of  b usiness 
standards regarding conflicts of interest and duties 
to secure val ue.  C onsideration m ay al so b e g iven to 
al l ow ing  or req uiring  P l atf orm s to identif y p oor-
p erf orm ing  f unds.  Th is w oul d al ig n to th e th em es 
th at h ave b een consistent th roug h out th e rep ort 
ab out m ak ing  th e end investors’  interests central  
to th e b usinesses of  al l  p articip ants in th e asset 
m anag em ent industry.

Spotlight on inv estment c onsultants
Th e F C A’ s review  sug g ests th at l ow er concentration of  th e 
investm ent consul tancy m ark et and h ig h er sw itch ing  rates 
w il l  drive f ees l ow er and test th e q ual ity of  advice,  p articul arl y 
around m anag er sel ection;  th e overal l  im p act sh oul d b e b etter 
risk - adj usted returns ( net of  f ees)  f or investors.  I n p rincip l e,  a 
p otential  review  b y th e C M A sh oul d drive consul tants to sh ow  
cl earl y th e val ue th ey add.  W ith  an increase in th e com p l exity 
of  investm ent,  w e al so encourag e consul tants to il l ustrate th e 
val ue of  th eir advice rel ative to a m uch  sim p l er investm ent 
strateg y th at an investor coul d tak e.  I t is im p ortant to consider 
th at decision- m ak ing  f or p ension sch em es is m ade b y trustees 
rath er th an investm ent p rof essional s.  As such ,  decision- m ak ing  
on th e ch oice of  investm ent consul tant and asset m anag ers is 
of ten driven b y rel ationsh ip s and q ual ity of  p resentations rath er 
than investment issues specifically. Unless there is a meaningful 
ch ang e in th e ab il ity of  trustees to m ak e decisions m ore 
rational l y,  th e ef f ectiveness of  f orced review s of  investm ent 
consul tants m ay not ach ieve m uch .

Conflicts of interest relating to the provision of fiduciary 
management businesses is also on the FCA’s radar. A fiduciary 
m odel  covers a l arg er rang e of  activities,  w h ich  sh oul d resul t 
in h ig h er f ees.  I f  th is resul ts in b etter outcom es ( net of  f ees)  

for investors, then perhaps there is no conflict — it would 
just be a higher price for a better service. Clearly, if fiduciary 
m anag em ent resul ts in w orse outcom es f or an investor and 
higher fees paid to the fiduciary firm, then there is a conflict. 
The FCA review does not suggest that fiduciary management 
resul ts in w eak er outcom es;  it is indeed considered as a m eans 
of  p ool ing  assets to ach ieve l ow er costs and im p l em ent a w ider 
rang e of  investm ent strateg ies.

Conflicts or not, the key for investors using fiduciary 
management is to be able to test the quality of a fiduciary 
m anag em ent service and com p are dif f erent p roviders 
objectively. With a wide range of fiduciary management 
m odel s and services,  and th eref ore f ee structures,  it can 
be difficult for many institutional investors to differentiate 
b etw een p roviders —  th e h eterog eneity of  services of f ered 
m eans th at,  even if  w e do h ave a l ot of  p ub l ical l y avail ab l e 
p erf orm ance data,  identif ying  rel evant data m ay not b e 
straig h tf orw ard.  Th e use of  indep endent advisers to ach ieve 
th e req uired transp arency is al ready com m on,  and m ay b ecom e 
even m ore com m on f ol l ow ing  th e F C A review .  O f  course,  th e 
word ‘independent’ is key here — a firm that provides one 
of investment consulting, fiduciary management or asset 
management services is likely to be conflicted in some way — an 
issue th at is al ready at th e core of  th e F C A’ s concerns.
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Conc lusion
EY w e l c o m e s  t h e  F C A ’ s  A s s e t  M a n a g e m e n t  
M a r k e t  S t u d y  —  t h e  l a r g e s t  o f  i t s  k i n d .  
T h i s  i s  n o t  a  ‘ d o  n o t h i n g ’  r e p o r t ;  w h a t  w e  
s e e  i s  a  p a c k a g e  o f  r e m e d i e s ,  i n c l u d i n g  
a  r e i n f o r c e m e n t  o f  o t h e r  r e g u l a t i o n s  i n  
m o t i o n ,  t o  i m p r o v e  i n v e s t o r  p r o t e c t i o n .

T h i s  r e p o r t  c o m e s  a t  a  p i v o t a l  t i m e  f o r  t h e  
A s s e t  M a n a g e m e n t  i n d u s t r y .  T h e r e  a r e  
p r e s s u r e s  o n  t w o  f r o n t s :

1 .  C o s t  p r e s s u r e s  i n  g i v i n g  c u s t o m e r s  v a l u e  
f o r  m o n e y

2 .  R e g u l a t o r y  p r e s s u r e s  a s  a s s e t  m a n a g e r s  
c o n t i n u e  t o  d e m o n s t r a t e  a  c u l t u r e  t h a t  
goes beyond compliance to specific rules

T h i s  d e m o n s t r a t e s  t h a t  t h e  e n d  i n v e s t o r  
s h o u l d  b e  a t  t h e  h e a r t  o f  w h a t  t h e  a s s e t  
m a n a g e r  d o e s .  T h i s  M a r k e t  S t u d y  r e p o r t  
s h o u l d  b e  w e l c o m e d  b y  t h e  i n d u s t r y ,  g i v e n  
t h e  o v e r a l l  o b j e c t i v e  o f  i n c r e a s i n g  i n v e s t o r  
confidence and, ultimately, supporting the 
i n c r e a s e  o f  l o n g - t e r m  s a v i n g s  i n  t h e  U K .

I t  i s  i m p e r a t i v e  t h a t  t h e  c u l t u r e  a n d  t h e  t o n e  
f r o m  t h e  t o p  i s  c o n s i d e r e d  b y  i n d i v i d u a l  
firms. Whilst many Asset Management 
firms will be on a path to addressing most 
of the findings contained within the report, 
b a s e d  o n  e x i s t i n g  p r o g r a m m e s  o f  w o r k ,  
there will be some firms in the industry for 
w h o m  t h i s  r e p o r t  i s  a  c a l l  t o  a c t i o n  t o  g e t  
t h e i r  h o u s e s  i n  o r d e r .

FCA Asset Management Market Study: a blueprint for the industry
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