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The European Securities and Markets Authority (“ESMA”) has issued consultations on draft guidelines and
technical standards under the revised Alternative Investment Fund Managers Directive (“AIFMD”) and the
Undertakings Collective Investment in Transferable Securities (“UCITS”) Directive. Recent amendments to
these directives aim, inter alia, to mitigate potential financial stability risks and promote harmonisation in
liquidity risk management in the investment funds sector. The revised provisions are due to apply from 16
April 2026.

The amended AIFMD and UCITS Directive require AIFMs of open-endes AlFs and UCITS to select at least two'
appropriate liquidity management tools (“LMTs”) from those set out in points 2 to 8 of Annex V of the AIFMD
and Annex IlA of the UCITS Directive, having assessed that suitability of those tools in relation to the pursued
investment strategy, the liquidity profile and the redemption policy of the fund. These LMTs are as follows:

Redemption gates Dual pricing
Extension of notice periods Anti-dilution levies
Redemption fees Redemptions in kind
Swing pricing

The LMTs are defined in the AIFMD and the UCITS Directive. The potential to use these LMTs must be disclosed
in the fund documentation. It is not possible to select only dual pricing and swing pricing. It is provided that
suspensions of subscriptions, repurchases and redemptions and side pockets may always be activated in
exceptional circumstances and where justified having regards to the interests of investors, without the need
for the AIFM / UCITS to “pre-select” these tools.

AlFMs and UCITS must implement detailed policies and procedures for the activation and deactivation of any
selected LMT and the operational and administrative arrangements for the use of such tool. These policies,
procedures and arrangements must be communicated to the home state regulator of the AIFM / UCITS.

In the draft regulatory technical standards (“RTS”) on the characteristics of LMTs, ESMA defines the constituting
elements of each LMT, such as calculation methodologies and activation mechanisms. The draft guidelines

1. Money market funds may decide to select only one LMT.
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https://www.esma.europa.eu/sites/default/files/2024-07/ESMA34-1985693317-1095_CP_on_RTS_on_LMTs_under_AIFMD_and_UCITS_Directive.pdf
https://www.esma.europa.eu/sites/default/files/2024-07/ESMA34-1985693317-1097_CP_on_LMTs_of_UCITS_and_open-ended_AIFs.pdf

provide guidance on how managers should select and calibrate LMTs, in light of their investment strategy, their
liquidity profile and the redemption policy of the fund. The Commission’s mandate requires the guidelines
to recognise that the primary responsibility for liquidity risk management remains with the UCITS and AIFM.
They must also include indications as to the circumstances in which side pockets can be activated and allow
adequate time for adaptation before they apply, in particular in existing UCITS and open-ended AlFs.

While the mandate to ESMA in respect of the guidelines refers to the activation of side pockets only, ESMA has
deemed it important to set minimum expectations, as well as examples, in order to identify instances that may
lead to the activation of all LMTs.

ESMA also emphasises that managers should not solely rely on LMTs to manage a funds’ liquidity risk. LMTs
should be considered an essential element of the fund’s overall liquidity management framework, which should
incorporate relevant provisions related to the fund’s structure, investment strategy and operational processes
and procedures to manage liquidity.

Responses to the consultations are welcomed by 8 October 2024. ESMA expects to publish the final RTS and
guidelines by 16 April 2025.

Please get in touch with your usual Asset Management and Investment Funds Department contact or any of the
contacts listed in this publication should you require further information in relation to the material referred to in
this briefing note.

Full details of the Asset Management and Investment Funds Department, together with further updates, articles
and briefing notes written by members of the Asset Management and Investment Funds team, can be accessed

at www.matheson.com.
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This material is provided for general information purposes only and does not purport to cover every aspect of the themes and
subject matter discussed, nor is it intended to provide, and does not constitute, legal or any other advice on any particular
matter. The information in this document is provided subject to the Legal Terms and Liability Disclaimer contained on the
Matheson website.
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