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[bookmark: _Toc280628648]Responding to this paper 
ESMA invites comments on all matters in this paper and in particular on the specific questions in Annex I. Comments are most helpful if they:
- respond to the question stated;
- indicate the specific question to which the comment relates;
- contain a clear rationale; and
- describe any alternatives ESMA should consider.

ESMA will consider all comments received by 1 April 2019. 

All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 


Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· Please do not remove tags of the type <ESMA_QUESTION_LST_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_LST_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_LST_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open consultations”).
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise.  Please clearly and prominently indicate in your submission any part you do not wish to be publically disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.


Data protection
Information on data protection can be found at www.esma.europa.eu under the heading Legal Notice.

Who should read this paper?
The main stakeholders to whom these guidelines would apply are managers of UCITS and EU AIFMs as well as EU depositaries overseeing UCITS and EU AIFs. The paper will also be of interest to trade associations, investors and consumer groups relating to UCITS and EU AIFs. 



General information about respondent

	Name of the company / organisation
	The Investment Association
	Activity
	Investment Services

	Are you representing an association?
	☒
	Country/Region
	UK


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_LST_1>
The Investment Association (IA[footnoteRef:2]) welcomes the opportunity to respond to ESMA’s Consultation on Draft Guidelines on Liquidity Stress Testing for Investment Funds. [2:  The IA champions UK investment management, a world-leading industry which helps millions of households save for the future while supporting businesses and economic growth in the UK and abroad.  Our 250 members range from smaller, specialist UK firms to European and global investment managers with a UK base.  Collectively, they manage nearly £7.7 trillion for savers and institutions, such as pension schemes and insurance companies, in the UK and beyond.  More information can be viewed on our website.] 


The IA is of the opinion that Liquidity Stress Testing (LST) is an important risk management tool for fund managers to use to assess the impact of market stresses and to anticipate activity in stressed market conditions and make parties aware of how they are likely to behave, ultimately protecting investors and providing stability in the market.

LST, as part of liquidity management, is already a well-established concept within the area of fund management and most managers will already have a thorough LST policy and process in place, using historical, hypothetical and, in some cases, reverse stress testing.  Both the UCITS Directive and AIFMD require managers to perform period liquidity stress testing and NCAs supervise firms’ adherence to the requirements.  Any application of the proposed Guidelines would not lead to fundamental changes in process for managers.

We welcome the principles-based nature of the proposed Guidelines and the flexibility offered as to the frequency of stress testing and the ability to tailor testing according to the nature, scale and complexity of the funds.  The IA stresses that LST is part of a manager’s risk management process, but is not the only tool employed and managers should be able to take a proportionate approach to LST in their particular range of funds when applying the Guidelines, having regard to the redemption frequency and typical redemption profiles of the investors as well as the liquidity profile of the underlying assets.

It must also be borne in mind that the granularity of data available to fund managers can vary between asset classes, and in particular data on the underlying investors of a fund can be of limited usefulness, particularly where the ultimate investor invests through an intermediary.

However, in some cases, detailed in the answers to the specific questions, the Guidelines and the explanatory text can be seen as being overly-prescriptive.  In those cases, overly mandating firms’ processes could lead to herding behaviour, which could contribute to increasing rather than reducing risks across the market.

It must be noted that there are a number of methods of performing LST, for example time to liquidate or price impact.  In reality, the methods are not independent of each other, so it would be helpful if the guidance as to methodology is not too prescriptive and firms would be able to select the method(s) most appropriate to their funds.  ESMA has helpfully noted the wide variety of approaches that can be taken as regards the liabilities side of the balance sheet, and it would be useful if a similar approach could be taken on the assets side.

We hope that this consultation results in the setting of industry best practice, rather than mandating a prescribed methodology.

We note that the paper talks about time and cost interchangeably, sometimes talking about time and/or cost, sometimes talking about time and cost.  For clarity we recommend the final guidance refers consistently to time and/or cost.

While firms have established stress testing programs in place, significant changes and recalibrations may be needed to these programs to adapt these to the Guidelines. The IA expects that firms would require at least 18 months to implement the Guidelines, particularly if a more prescriptive approach is adopted.
<ESMA_COMMENT_LST_1>

1. 
: What additional costs and benefits would compliance with the proposed Guidelines bring to the stakeholder(s) you represent? Please provide quantitative figures, where available.
<ESMA_QUESTION_LST_1>
Due to the fact that LST is already in place for most funds and managers, in line with the principles proposed by the draft Guidelines, we cannot identify any substantial additional costs and benefits brought by complying with the proposed Guidelines.  

Managers may need to refine their LST policy and procedures, but amendments should not be particularly onerous or costly.  

Were ESMA to adopt a more prescriptive approach to LST, this would likely not only incur additional cost for the industry but more importantly result in LSTs less suited to the specific characteristics of the fund, to the detriment of investor protection.  One possible increase in costs would be in relation to the provision of data.  It is not yet clear whether data vendors are able to provide comprehensive and reliable asset liquidity data across the full range of assets invested in.  It is unclear how much this could cost and how there would be any corresponding benefit for investors.  

We note that ESMA has not provided quantitative measurements of the costs and benefits of the proposed measures.  A discussion of the quantitative measures would be useful for managers.
<ESMA_QUESTION_LST_1>

1. : Do you agree with the scope of these Guidelines? Should certain types of funds be explicitly excluded from these Guidelines? Should MMFs remain in-scope of these Guidelines? 
<ESMA_QUESTION_LST_2>
As the Guidelines are principles-based and LST can be modified, depending on the nature, scale and complexity of the fund in question, it is appropriate to extend the Guidelines to all funds suggested, with the exception of MMFs.

The IA agrees that ETFs should be in scope, but the nature of ETF structures should be specifically taken into account when performing LST.

Specific stress testing guidelines for MMFs are already in place, and more detailed guidelines on stress test scenarios specific to MMFs are currently being developed.  Where managers are obliged to follow two sets of guidelines, with possible contradictions, this can be operationally difficult and confusing and not produce the desired outcome.  The IA recommends that MMFs are only subject to the specific MMF stress test guidelines designed for their particular characteristics and not the Guidelines proposed here.

It is also inappropriate to include closed-ended AIFs in the scope of the Guidelines, due to the lack of liquidity risk on the liabilities side, given that there are no on-demand redemptions.  The main risks for closed-ended AIFs stems from the over-use of leverage, which is not something to be taken into account in this context.
<ESMA_QUESTION_LST_2>

1. : Is additional clarity required regarding the scope of these Guidelines? Is additional clarity required regarding the meaning of ‘nature, scale and complexity’ of a fund? Are there circumstances in which it would, in your view, be inappropriate for a UCITS to undertake LST?
<ESMA_QUESTION_LST_3>
The IA finds the scope of the Guidelines sufficiently clear and does not require any additional clarity.  

There are circumstances where it would be inappropriate for a UCITS to undertake LST.  In addition to the point re MMFs and closed-ended AIFs in response to Question 2, it would be inappropriate to require UCITS and AIFs in liquidation to conduct LST once normal operations have been suspended.
<ESMA_QUESTION_LST_3>

1. : What are your views on when the Guidelines should become applicable? How much time would managers require to operationalise the requirements of these Guidelines?
<ESMA_QUESTION_LST_4>
Managers would require at least eighteen months to review their LST policies and procedures against the requirements of the Guidelines.  The exact length of time needed would depend on the final Guidelines and Explanatory Considerations and the scope of changes to current market practice.
<ESMA_QUESTION_LST_4>

1. : Do you agree with the proposed approach of setting out a list of Guidelines all funds should follow, and the provision of explanatory considerations to help managers comply with those overarching Guidelines? Do you see merit in including some of the explanatory considerations in the final Guidelines? 
<ESMA_QUESTION_LST_5>
Yes, we agree with the proposed principles-based approach, which allows managers to adapt the Guidelines according to the nature, scale and complexity of the particular fund in question.  

We think that some explanatory considerations would be of use and could be contained in an Appendix to the Guidelines.  We do not agree with adding further granularity to the Guidelines themselves.

Over time, it would be operationally easier to expand or amend the explanatory considerations, rather than the Guidelines themselves.
<ESMA_QUESTION_LST_5>

1. : Do you agree with the proposed Guidelines? What amendments, if any, should ESMA make to its proposed Guidelines?   
<ESMA_QUESTION_LST_6>
The IA largely agrees with the proposed Guidelines and think they are sensible and in line with recognised good practices that firms already have in place with regards to LST.  We particularly welcome the principles-based nature of the Guidelines and the ability of managers to adapt them to the nature, scale and complexity of their funds.

The IA has reservations however surrounding the proposal that LST should be taken into account in decision-making in the investment process, as it can be difficult to implement, particularly in scenarios which are unlikely to happen. Such a requirement could also unnecessarily constrain the portfolio decisions of the investment manager to the detriment of investment performance and ultimately the returns experienced by investors. 

We note that Guideline 5d builds on Recital 61 of the AIFMD Level 2 Regulation when it talks about setting of limits regarding fund liquidity.  The IA does not agree with the setting of rigid limits and the wording in Guideline 5d appears to see the setting of limits as mandatory.  Firms should be free to set limits if they believe it appropriate for their funds, having regard to the redemption commitments of the fund and the requirements of investors, but should not be compelled to do so.

As regards Guideline 7b, the wording surrounding gross and net redemptions is overly prescriptive.  The decision of whether to analyse gross redemptions, net redemptions or both should be left to the discretion of the manager, particularly bearing in mind the lack of granular investor information available from intermediaries.

Guideline 7c insinuates that the more complex a fund’s investment strategy, the more complex the LST model should be.  This is not necessarily the case.  The LST model should take the complexity of a fund’s strategy into account, but should not automatically be a more complex model the more complex the fund.

Guideline 8 and paragraph 28 suggests that reverse stress testing is mandatory for all funds.  As detailed in the responses below, reverse stress testing should only occur where the manager possesses adequate information and such testing is appropriate for the fund.

In relation to Guidelines 11 and 12, access to information on the ultimate end investor can be difficult to obtain, particularly where the investor accesses a fund through a platform or other intermediary and often information obtained is not of the quality needed to manage anticipated investor activity.  Improvement of the information received by fund managers from intermediaries is a particularly significant improvement that could be made to liquidity management processes.

The IA would like to emphasise that we think that aggregation of funds, as detailed in Guideline 14, should only be undertaken in circumstances where the manager feels it appropriate, which could prove to be only in very limited cases.

It is important that funds are not prevented from purchasing less liquid assets, where this is consistent with the objective and investment policy of the fund.  There is often a performance premium associated with illiquidity, and such assets can form part of the investment strategy of the entire fund. The investment manager may balance less liquid assets with more liquid assets to deliver an optimal portfolio balancing performance with liquidity requirements.
<ESMA_QUESTION_LST_6>

1. : Do you agree with the proposed explanatory considerations regarding LST of fund assets?
<ESMA_QUESTION_LST_7>
The IA generally agrees with the explanatory considerations and thinks that they are sensible.

We note that paragraph 27 states that in stressed market conditions, “financial markets typically exhibit higher volatility and lower liquidity”.  This is not always the case, as in previous stressed conditions, liquid assets have actually displayed increased volumes and liquidity.

One particular point is in relation to the second bullet point of paragraph 23, which refers only to the interests of unitholders.  In this context, the stability of the market as a whole should also be taken into consideration.  In addition, we note that there may be occasions where investors will redeem their holdings in any case, being aware of a higher redemption cost, if the need to redeem at any cost is paramount. 

Although we do not have substantial comment on the explanatory considerations themselves, we urge ESMA to ensure that they remain considerations and are not imposed on firms from a regulatory standpoint.
<ESMA_QUESTION_LST_7>

1. : What are your views on the requirement to undertake reverse stress testing, and the use of this tool?
<ESMA_QUESTION_LST_8>
The IA agrees that there is a place for reverse stress testing in some situations, but the testing would need to be an appropriate tool for the particular fund and needs to be fit for purpose. Therefore the IA considers that reverse stress testing should be one of the methods available for managers to use as part of their LST program where it is appropriate given the risk characteristics of the fund, but not a requirement in all cases.  It could be the case that using larger than normal stressed situations would prove sufficient. 
<ESMA_QUESTION_LST_8>

1. : Do you see merit in providing further considerations for managers on the use of data relevant to asset liquidity, particularly in circumstances when data is scarce?
<ESMA_QUESTION_LST_9>
These considerations are highly subjective, although such data can be relevant in some circumstances.  It should remain the fund manager’s responsibility to adapt its LST programme to given circumstances, based on the principles of the Guidelines.

Modelling liquidity is much easier if there is transparency as to normal dealing volumes and prices.  Where there is limited data available to managers, assumptions must be made, which can lead to limited usefulness of LST modelling, increased costs and more time needed to implement.  It would be useful if transaction data reported to authorities and repositories could be made available to managers to permit useful application of LST.

Receipt of an increased number of sources of data does not always lead to improved quality of data, particularly in certain asset classes, such as corporate bonds.  It is necessary for mangers to recognise that LST for asset classes where data is poor cannot be relied upon in the same way as asset classes that have more granular data.

Firms have noticed increasing challenge from auditors on the pricing of assets in situations where data is scarce and note that assumptions must be sufficiently justified and documented.
<ESMA_QUESTION_LST_9>

1. : Do you agree with ESMA’s wording regarding the asset liquidation method used in the LST model?  How would you describe the asset liquidation method used by you or the managers you represent?
<ESMA_QUESTION_LST_10>
It can be difficult to accurately determine on an ex-ante basis exactly how you might deal with a particular situation.  Different stressed situations can require different and tailored responses.  Where a stressed situation occurs, managers will deal with it on a best endeavours basis in the interests of the investors according to the specific circumstances, no matter what has previously been modelled.

One important aspect is whether the situation can be anticipated and the manager can, for example, build up a liquid portion of the portfolio.  It would be useful if managers were allowed to make assumptions about how they would liquidate assets in a given situation, including liquidating assets on a pro rata basis.

It would be helpful if the wording in relation to asset liquidation method in paragraph 32 could be tempered.  For example, “The method of liquidating assets in an LST should always accurately reflect how a manager would liquidate assets during normal and stressed conditions…” is very rigid and should take account of the fact that other factors may lead to the method being modified in the actual event.
<ESMA_QUESTION_LST_10>

1. : Do you agree with ESMA’s wording regarding ‘second round effects’? What is your current practice regarding modelling ‘second round effects’?
<ESMA_QUESTION_LST_11>
The IA agrees with the wording, but notes that such a situation could actually increase the liquidity of more liquid assets due to a “flight to quality” often observed in stressed scenarios.   Spreads of high quality (high investment grade) bond issues may tighten.

Member firms have commented that they do consider second round effects and use historical scenarios for LST in this case.
<ESMA_QUESTION_LST_11>

1. : What are your views on the considerations on difficult to model parameters, such as price uncertainty? What is your current practice concerning this issue?
<ESMA_QUESTION_LST_12>
We agree with the wording proposed.

UK property funds experienced price uncertainty in 2016 after the referendum result and in that case it was one of several factors that went towards firms suspending some funds. 

Current practice for firms is that difficult to model parameters, such as price uncertainty, are factors taken into account as part of firms’ liquidity processes, but they will be considered in conjunction with all other relevant factors when determining which of the available liquidity tools to utilise.  The IA agrees that scenario testing is important for funds containing assets that are difficult to model.
<ESMA_QUESTION_LST_12>

1. : Do you agree with ESMA’s considerations on LST in funds investing in less liquid assets? What amendments should be made to the proposed wording? Do you think that ESMA should outline additional and/or specific Guidelines to be made in any other fund or asset types, such as ETFs?
<ESMA_QUESTION_LST_13>
The IA agrees with the considerations and the proposed wording, but is of the opinion that ESMA should be aware of the limitations as to the quality of data in these cases.

The IA recommends that ESMA awaits the current work being undertaken by IOSCO before issuing any guidance or considerations for ETFs.
<ESMA_QUESTION_LST_13>

1. : Do you agree with the considerations regarding LST on items on the liabilities side of a fund’s balance sheet?
<ESMA_QUESTION_LST_14>
The considerations are sensible in principle.  The list is not exhaustive, but provides a useful starting point for firms to consider their LST modelling on the liabilities side.

Two other possible considerations to include in the table are:
· The fund’s ability to borrow.  Where a fund can borrow, the line of credit could be removed.
· Corporate actions and the possible need to commit capital.

It should be noted that investor behaviour modelling can be a useful tool, but, other than for the purposes of investor concentration, can be very difficult to model in practice, as firms may not have detailed information on the fund’s ultimate investor base, particularly where the investor has come into the fund through an intermediary.  Fund managers would only be able to incorporate such behavioural analysis where they receive the relevant information from intermediaries on the ultimate investors.  Other than investor concentration and the possibility of large investors exiting the fund, it can be difficult to model and analyse investor behaviour, unless the manager has a full suite of information on the investor base and their history.
<ESMA_QUESTION_LST_14>

1. : Do you agree with the considerations specifying the LST of redemptions and other types of liabilities may need to be considered distinctly, given a fund could potentially limit redemptions but not other sources of liquidity drain? 
<ESMA_QUESTION_LST_15>
We agree that considerations may, in some cases, need to be considered distinctly and would like the wording of the considerations to remain flexible enough to allow managers to apply as they deem these to be appropriate to the nature and characteristics of the fund.  For example, borrowing should be considered an additional “other type of liability”.
<ESMA_QUESTION_LST_15>

1. : Do you agree with the requirement to reverse stress test items on the liabilities side of the fund balance sheet?
<ESMA_QUESTION_LST_16>
As per our answer to Q8 above, the IA agrees that there is a place for reverse stress testing in some situations, but the testing would need to be an appropriate tool for the particular fund and suitably adapted for the specific risk characteristics of the fund. Therefore although stress testing should be listed as one possible methodology that could be used, the IA does not agree this should be a requirement for all funds.
<ESMA_QUESTION_LST_16>

1. : Do you agree with the requirement to incorporate investor behaviour considerations into the LST model ‘where appropriate’? Are there cases which you believe it would not be appropriate, and should these be detailed in these Guidelines?
<ESMA_QUESTION_LST_17>
The IA would like to draw ESMA’s attention to our comments on investment behaviour modelling in the response to Q14.

Projecting investor behaviour is in almost all cases assumption-driven.  The drafting of the Guideline assumes a sense of precision with regards to predictability.  Investor type and investor concentration would be considered in these cases, but it would not necessarily follow that investor origin or strategy and the resulting behaviour can be modelled.

Investor behaviour modelling can be useful where a firm is in possession of detailed information on the investors, but such information is not normally in the firm’s possession, particularly where sales are through intermediaries.  Firms can and will use the information they have in their possession, but limited information can be of limited use.  It would be helpful if ESMA allowed managers to use historic fund flows as a proxy when modelling.

One situation where investor behaviour modelling may be used is for advised investors.  Where a firm is aware that a fund has fallen out of favour with a particular adviser, it can be deduced that clients of that adviser are likely to redeem from the fund.
<ESMA_QUESTION_LST_17>

1. : What do you think about ESMA’s Guideline stating that managers should combine LST results on both sides of the balance sheet?
<ESMA_QUESTION_LST_18>
We agree that this is a sensible approach and it is already good practice for managers to combine LST results when looking at a “worst-case scenario”.  It should be noted that the usefulness of combining results would depend on the liquidity of the fund’s assets.

However, we do not agree with the proposal on comparing LST results for more than one fund if this would be required across the whole universe of funds.  Comparing LST results for more than one fund should only take place in cases where funds share similar strategies and profiles.
<ESMA_QUESTION_LST_18>

1. : What are your views on ESMA’s Guideline that aggregated LST should be undertaken where deemed appropriate by the manager? 
<ESMA_QUESTION_LST_19>
Most firms will use aggregated LST and a “worst-case scenario” as a starting point for LST.  

Aggregation needs to be applied only where appropriate, e.g. funds have the same strategy, exposure and risk profile.  The IA asks that the Guideline be amended to emphasise that aggregation should only occur where appropriate, in line with the explanatory wording in paragraphs 56 and 57 and should be at the discretion of the manager.  It is important that the wording in the explanatory consideration remains as proposed.
<ESMA_QUESTION_LST_19>

1. : What is your experience of performing aggregated LST and how useful are the results? 
<ESMA_QUESTION_LST_20>
The results of aggregated LST can be very useful, particularly where the same or similar assets are held by more than one fund that employs the same strategy.  It is important to be able to look at funds in aggregate where there are similarities amongst funds.  However, it is equally important to recognise that funds may hold similar assets for different investment reasons for funds with differing profiles.  In these cases, the particular circumstances of each fund would need to be looked at in isolation.

Where appropriate, managers must consider various scenarios that could impact funds’ liquidity and the number of redemptions to the fund(s) and scenarios and funds should be aggregated as necessary.  Again, we emphasise that aggregation should not be mandatory for all funds and should only occur where appropriate, e.g. funds hold similar assets and have similar strategies.
<ESMA_QUESTION_LST_20>

1. : What are your views on ESMA’s considerations concerning the use of LST during a fund’s lifecycle?
<ESMA_QUESTION_LST_21>
 The IA’s view is that LST should be, and is used at most stages of a fund’s lifecycle.

LST is important at the time of a fund’s launch.  It is crucial to consider the potential size of the fund relative to the market.  However, as the characteristics of the fund, and more crucially the investor base are unlikely to be fully understood at this stage, there will be some limitations as to the usefulness of LST.

One factor not mentioned by ESMA is the need to review the size of the fund at various points during its lifecycle.

LST is rarely used during a fund’s closure process and is of little value once the fund has ceased trading.  Managers will plan an orderly closure and may use one or more of the available liquidity tools, without the need for LST.  Managers will consider what will be a fair outcome for remaining investors, including the possibility of suspending a fund when considering how to liquidate a fund.
<ESMA_QUESTION_LST_21>

1. : What is your experience of the use of LST in determining appropriate investments of a fund?
<ESMA_QUESTION_LST_22>
In the UK, the Financial Conduct Authority, in its Product Governance Sourcebook (PROD) requires managers to use product testing in determining appropriate investments of a fund.  Member firms have reported that LST is an integral part of product design processes.  

One member firm reported identifying unacceptable levels of asset liquidity compared to the target market at the design stage and requiring the fund’s design to be reviewed before launch and also have reported making changes to a fund’s target market in light of the results of LST.
<ESMA_QUESTION_LST_22>

1. : In your view, has ESMA omitted any key uses of LST?
<ESMA_QUESTION_LST_23>
We refer ESMA to our response to Q21 and the need to consider the size of a fund relative to the market at various stages in a fund’s lifecycle.

LST should also inform risk reviews with fund managers and relationship conversations with investors.
<ESMA_QUESTION_LST_23>

1. : Do you agree with ESMA’s Guideline that LST should be undertaken in all cases annually, but that it is recommended to undertake it at least quarterly, unless a different frequency can be justified? What is the range of frequency of LST applied on funds managed by stakeholder(s) you represent?
<ESMA_QUESTION_LST_24>
We agree that quarterly LST should be the starting point for determining the frequency of LST within funds,

Member firms have reported that they will undertake monthly LST in cases where they deem that appropriate, but would require the flexibility to change the frequency of testing as the market demands.  For example, changes in markets such as a change in liquidity of a particular asset class would be one factor that would impact on the frequency of the performance of LST.

For some funds, particularly closed ended AIFs with no or limited redemption opportunities, such as private equity AIFs, less frequent, e.g. annual LST would be appropriate, as they have very little or no liquidity and may have other features, e.g. lock-in periods, which would make more frequent LST inappropriate.
<ESMA_QUESTION_LST_24>

1. : Should ESMA provide more prescriptive Guidelines on the circumstances which can justify a more/less frequent employment of LST?
<ESMA_QUESTION_LST_25>
The IA does not agree that the Guidelines should be more prescriptive.  The wording of the Guidelines should allow managers flexibility to determine the frequency of LST, having regard to the nature, scale and complexity of the fund itself.
<ESMA_QUESTION_LST_25>

1. : Do you agree that LST should be employed outside its scheduled frequency (ad-hoc) where justified by an emerging/imminent risk to fund liquidity?
<ESMA_QUESTION_LST_26>
Yes, we agree that this is appropriate. The determination of when more frequent LST should be employed should be made by the manager, who will have the most information on how external factors are affecting the liquidity profile of the fund.
<ESMA_QUESTION_LST_26>

1. : What are your views on the governance requirements regarding LST? 
<ESMA_QUESTION_LST_27>
The IA considers that the governance requirements are fair and provide a solid basis for managers.
<ESMA_QUESTION_LST_27>

1. : Should more information be included in the UCITS RMP and AIF RMP? 
<ESMA_QUESTION_LST_28>
The IA considers that the information to be included in the UCITS RMP and AIF RMP should be appropriate for the particular UCITS or AIF in question and that extra information should be included if, and only if, it is deemed appropriate for that particular fund and range of funds.  We do not believe it is necessary for any further information to be mandated.
<ESMA_QUESTION_LST_28>

1. : Do you have any views on how managers which delegate portfolio management can undertake robust LST, independently of the portfolio manager, particularly when the manager does not face the market?  
<ESMA_QUESTION_LST_29>
Even if delegating portfolio management, managers should retain the necessary expertise within their firms and access to information on the portfolio and its composition and should therefore be able to perform their own LST and challenge the portfolio manager, where appropriate.
<ESMA_QUESTION_LST_29>

1. : Do you agree with the proposed Guideline for depositaries on carrying out their duties regarding LST?
<ESMA_QUESTION_LST_30>
We agree that the depositaries’ function is that of oversight and that they should not be performing LST themselves. The depositary can usefully ensure that a LST program is in place for the fund, but as liquidity management is the role and competency of the manager rather than the depositary, depositaries may not always retain the necessary capabilities to provide detailed challenge to managers on the specifics of their LST programs and should not be expected to. There should certainly be no expectation that depositaries should re-perform the LSTs themselves, perform their own LSTs or challenge the results of the fund manager’s LSTs.  
<ESMA_QUESTION_LST_30>

1. : In your experience do depositaries review the UCITS RMP and AIF RMP as a matter of course?
<ESMA_QUESTION_LST_31>
In the experience of IA member firms, depositaries require the UCITS RMP and AIF RMP annually and where there has been a significant update.

Depositaries in the UK regularly comment on the content of RMPs from a perspective of oversight. Often questions are based on certain actual events that have occurred since the last review, why the manager behaved as they did and how they challenged portfolio managers.
<ESMA_QUESTION_LST_31>

1. : Do you see merit in ESMA publishing further guidance on the reporting of results of liquidity stress tests? If so, in your view how should ESMA require that results be reported?
<ESMA_QUESTION_LST_32>
Overall we believe the principles-based guidance proposed by ESMA is the right approach to achieve harmonisation of LST practices across Member States and we do not see that there is merit in ESMA publishing further guidance at this point.  The IA considers that the reporting of results and its methodology would be best determined by individual National Competent Authorities.
<ESMA_QUESTION_LST_32>
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