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CBI Enhances Asset Suitability Review
for New UCITS Applications

On 29 January 2020, the Central Bank of Ireland
(the "Central Bank") published its latest UCITS
Q&A which gives guidance on the asset
suitability review process for new UCITS
applications. The new question added asks
whether a UCITS can invest in contracts for
difference ("CFDs"), collateralised loan
obligations ("CLOs"), contingent convertible
securities ("CoCos") or binary options. In its
response, the Central Bank elaborates on the
additional scrutiny it will apply for these types of
assets, and recaps the information that UCITS
management companies' should produce.

Background

The UCITS regime contains various
requirements designed to support investor
protection, including rules around eligible assets,
diversification, liquidity, valuation, risk
management, compliance and oversight and
safekeeping of assets.

In particular, when formulating a UCITS'
investment objective and strategy, the UCITS
Regulations® require UCITS management
companies to "employ a risk-management
process which enables [them] to monitor and
measure at any time the risk of the UCITS’
positions and their contribution to the overall risk
profile of the portfolio of assets of the UCITS.”
This risk-management process must take
account of Schedule 9 of the UCITS
Regulations, including that UCITS management
companies must:

e Employ an appropriate liquidity risk
management process in order to ensure that
the UCITS is able to redeem or repurchase
units at the request of unitholders;

! Including self-managed investment companies for
these purposes.

% The European Communities (Undertakings for
Collective Investment in Transferable Securities)
Regulations 2011.

e Have a risk management policy that enable
the assessment of the exposure to market,
liquidity and counterparty risks, and all other
risks, including operational risks for the
UCITS;

e Conduct stress tests which enable
assessment of the liquidity risk of the UCITS
under exceptional circumstances; and

e Conduct, where appropriate, periodic stress
tests and scenario analyses to address risks
arising from potential changes in market
conditions that might adversely impact the
UCITS.

In addition, as set out in Schedule 5 of the UCITS
Regulations, UCITS management companies
must “formulate forecasts and perform analyses
concerning [a foreseen] investment’s contribution
to the UCITS portfolio composition, liquidity and
risk and reward profile before carrying out the
investment. The analyses shall only be carried
out on the basis of reliable and up-to-date
information, both in quantitative and qualitative
terms.”

Additional information and scrutiny

During the UCITS authorisation process, in
addition to the standard suite of documentation,
the Central Bank has stated that it may request
additional information in the context of reviewing
a specific application.

For example, where a UCITS proposes to invest
in CFDs, CLOs, CoCos or binary options that
UCITS may be subject to enhanced scrutiny at
the authorisation phase with a view to ensuring
that the proposal is appropriate taking into
account the overall portfolio of assets proposed.

Such enhanced scrutiny may include the review
of (i) model portfolio information; (ii) the due


https://www.centralbank.ie/docs/default-source/regulation/industry-market-sectors/funds/ucits/guidance/200129_ucits-qa-28-edition.pdf?sfvrsn=2
https://www.centralbank.ie/docs/default-source/regulation/industry-market-sectors/funds/ucits/guidance/200129_ucits-qa-28-edition.pdf?sfvrsn=2

diligence carried out in respect of the proposed
underlying portfolio; and (iii) evidence to support
the view that the proposed investment portfolio is
suitable taking into account the above-mentioned
requirements. Information provided must be
sufficiently detailed to enable the Central Bank to
make an informed judgement on the particular
application involved.

This guidance is welcome as it provides some
more clarity on the Central Bank's expectations
for the UCITS authorisation process.

Further Information

If you would like further information, please liaise
with your usual Maples Group contact or any of
the contacts listed below:

Dublin

Peter Stapleton
+353 1619 2024
peter.stapleton@maples.com

Stephen Carty
+353 1619 2023
stephen.carty@maples.com

lan Conlon
+353 16192714
ian.conlon@maples.com

John Gallagher
+353 1619 2073
john.gallagher@maples.com

Philip Keegan
+353 16192122
philip.keegan@maples.com

Deirdre Mcllvenna
+353 1 619 2064
deirdre.mcilvenna@maples.com
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Aaron Mulcahy
+353 1619 2104
aaron.mulcahy@maples.com

Eimear O'Dwyer
+353 1 619 2065
eimear.o'dwyer@maples.com

Emma Conaty
+353 1 619 2708
emma.conaty@maples.com

London

Adam Donoghue
+44 207 466 1711
adam.donoghue@maples.com

Cayman Islands

Padraig Brosnhan
+1 345 814 5441
padraig.brosnan@maples.com

Hong Kong

Michelle Lloyd
+852 3690 7504
michelle.lloyd@maples.com

The Maples Group's Irish legal services team is
independently ranked first among legal service
providers in Ireland in terms of total number of funds
aavised (based on the most recent Monterey Insight
Ireland Fund Report, as at 30 June 2018).
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This update is intended to provide only general
information for the clients and professional contacts of the
Maples Group. It does not purport to be comprehensive or
to render legal advice.
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