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The Central Bank of Ireland (“Central Bank”) has continued to focus on compliance by fund management
companies (“FMCs”) with its FMC framework, which includes requirements and guidance regarding the
sound organisation and governance, effective management and appropriate oversight of FMCs. The Cen-
tral Bank has now issued a Dear Chair letter setting out its findings from an industry survey conducted
earlier this year.

The European Securities and Markets Authority (“ESMA”) has also published its report following a peer
review into national competent authorities’ (“NCAs”) handling of relocation to the EU in the context of the
UK’s withdrawal from the EU, which sets out recommendations for improving the authorisation process
going forward with a focus on governance and substance.

Central Bank Dear Chair Letter

Following the completion of a thematic review in 2020, the Central Bank conducted an industry survey
to assess how the governance, structure and resources available to FMCs had evolved as a result of the
actions arising from the Central Bank’s industry letter of October 2020, which set out the findings of the
thematic review. The Central Bank notes that the survey results do not constitute a review of the actions
taken to ensure full and effective compliance with all aspects of the guidance, but the results give an
indication of progress achieved in areas such as substance and resources.

The key findings of the survey, as set out in the Dear Chair letter, are set out below.

= Notable increase in the resources available to FMCs.
= Progress in areas such as:

. CEO appointments. The Central Bank reiterates its expectation that all but the smallest
FMCs have a CEO appointed.

. Director time commitments. The Central Bank will continue to monitor the number of di-
rectorships held by individual directors to ensure that this is sustainable, particularly in light
of the increased time committed to individual directorships.

= Resourcing of managerial functions. The Central Bank reiterates its expectation that the
level of FMC resourcing must be continuously monitored and should grow in line with the
nature, scale and complexity of the business.
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= Material change in the sector in terms of scale, structure and complexity has resulted in a shift in
the risk profile of the sector.

= Significant decrease in number of FMCs (including a 90% decrease in total number of self-managed
investment companies or SMICs) despite sizeable growth in assets under management (“AUM”).

= Third party FMCs must have capacity to take on the additional business represented by the sig-
nificant growth in AUM since 2019 without compromising the expected standards set out in the
framework or reducing investor protection. The Central Bank expects to see corresponding in-
creased resources and expertise as the nature, scale and complexity of third party FMCs grows.
This will be a continued area of focus for the Central Bank.

= Growth in the level and extent to which FMCs are providing MiFID services such as individual
portfolio management. FMCs must be fully aware of and understand their obligations under Mi-
FID and ensure that these obligations are integrated into their risk and compliance frameworks.

= |nrelation to the tenure of independent non-executive directors (“INEDs”), the Central Bank ex-
pects that tenure and independence be considered as part of the Organisational Effectiveness
Director’s review of board composition and forms part of related reporting to the board.

= A significant gender imbalance still exists at FMC board level. Diversity should continue to be
considered as part of the ongoing internal governance reviews.

ESMA Peer Review of Relocations Post Brexit

The day after the Dear Chair letter was issued, ESMA published its peer review into NCAs’ handling of
relocation to the EU in the context of the EU’s withdrawal from the EU, which focused on two key areas
that, in ESMA’s view, would benefit from further convergence work: governance and substance. The re-
view notes that, in the context of relocations to the EU from the UK, NCAs allowed for an extensive use of
outsourcing and delegation arrangements and in some cases for limited technical and human resources
to be relocated.

The review looked at: (a) MiFID firms; (b) trading venues; and (c) fund managers. The key findings and
recommendations related to fund managers are set out below. While the peer review was conducted in
the context of Brexit, the recommendations set out are aimed at strengthening the authorisation process
of NCAs, without being limited to the Brexit one-off event.

Governance

=  There was a lack of a thorough review of conflicts of interest management. It is recommend-
ed that all NCAs introduce a more systematic and thorough approach to reviewing potential and
actual conflicts of interest during the authorisation stage.

= Further work is required with respect to the application of the principle of proportionality to
ensure supervisory convergence and a level playing field. Both Ireland and Luxembourg should
review the current quantitative thresholds applied to determine proportionality.
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= NCAs should introduce a more systematic and thorough approach to reviewing the key policies
and procedures of applicant firms.

= NCAs should scale up efforts to review the establishment and strong role of internal control
functions.

Substance

= The review found that NCAs had authorised applicant firms for which the overall number of senior
managers and human and technical resources appeared insufficient. NCAs should introduce a
more thorough review of human and technical resources.

= None of the NCAs reviewed had performed a comprehensive review of delegation arrange-
ments, in particular the objective reasons for delegation and compliance with due diligence re-
quirements. NCAs should introduce a more systematic and thorough supervisory approach in
reviewing delegation arrangements.

A statement from the Central Bank published in the report noted that the “Peer Review findings for Fund
Management Companies do not accurately represent the high standards applied by the CBI or the positive
outcomes achieved by the rigorous and substance-focused authorisation process that evolved significantly
over the course of Brexit.” The Central Bank noted the limited number of sample cases per sector and that
the governance and resources of the two Central Bank-supervised FMC sample cases had already been
amended prior to the peer review.

Comment

Both the Central Bank’s Dear Chair letter and ESMA’s peer review report are indicative of a continued
regulatory focus on governance and substance, of which FMCs should take note. FMC boards should
consider the Dear Chair letter and consider any areas requiring improvement to ensure that robust and
appropriate governance arrangements are in place.
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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 update.

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 Matheson LLP (“Matheson”) material contains general information about Irish law and about our legal services. This material is not intended
to provide, and does not constitute or comprise, legal advice on any particular matter and is provided for general information purposes only.
You should not act or refrain from acting on the basis of any information contained in this material, without seeking appropriate legal or other

professional advice.

DUBLIN

70 Sir John Rogerson’s Quay,
Dublin 2
Ireland

T: +353 1 232 2000
E: dublin@matheson.com

CORK

Penrose One,
Renrose Dock,
Cork, T23KW81

T: +353 21 465 8200
E: cork@matheson.com

LONDON

Octagon Point,
5 Cheapside,
London EC2V 6AA

T: +44 20 7614 5670
E: london@matheson.com

NEW YORK

200 Park Avenue
New York, NY 10166
United States

T: +1 646 354 6582
E: newyork@matheson.com

PALO ALTO

530 Lytton Avenue
Palo Alto, CA 94301
United States

T: +1 650 617 3351
E: paloalto@matheson.com

SAN FRANCISCO

156 2nd Street
San Francisco CA 94105
United States

T: +1 650 617 3351
E: sf@matheson.com



	_GoBack

