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Annex – Question 20. Table on eligible assets UCITS EAD. 
For the purposes of Question 20, please complete the table below with the requested information, taking into account the instructions provided in the footnotes. After having completed the form, please save the document (according to the following convention: “ESMA_Q20_nameofrespondent”) and upload it online at https://www.esma.europa.eu/press-news/consultations/call-evidence-review-ucits-eligible-assets-directive under the heading ‘Your input - Consultations’, as an Annex to the Reply Form. In case you upload a pdf file, please choose an editable form. 
	Asset class[footnoteRef:2] [2:  ESMA acknowledges that most of the asset classes listed below have not been clearly defined in EU legislation and this might be a source of divergent interpretations and misunderstandings. Where possible, ESMA invites stakeholders to specify their understanding or definition of the relevant asset classes under the “additional comments” box.] 

	Merits of allowing direct UCITS exposures
	Merits of allowing indirect UCITS exposures[footnoteRef:3] [3:  Where relevant, please distinguish between indirect exposures via instruments such as delta-one instruments, exchange-traded products, derivatives, or AIFs (EU or non-EU). ] 

	Extent/amount of existing UCITS exposures[footnoteRef:4]  [4:  Please share any available data or estimates that help to assess the amount or extent to which there are existing UCITS exposures (distinguishing between direct and indirect, where possible) to these asset classes. Where no reliable data is available, ESMA would appreciate receiving estimates in terms of numbers and/or percentages of UCITS exposed to these asset classes and what is the average proportion in the relevant portfolios. Any additional data and insights on strategies, techniques and instruments used to gain exposure to these asset classes would be also highly appreciated.] 

	Additional comments[footnoteRef:5] [5:  Please include under this column any other evidence or views that you would like to share. ] 


	1. Loans[footnoteRef:6] [6:  Where relevant, please distinguish between leveraged/structured loans, collateralised loan obligations (CLOs) and other types of loans or loan participations (please specify).] 

	Diversification of issuer types versus standard bonds, offering a complement to traditional credit exposure. Accessing an established market, in line with US 40-Act rules for standardised loans especially senior/leveraged loans.

Diversification of different types of credit exposure, e.g. senior secured.

Investing in large floating rate market (1,400 bn USD-market, 300 bn EUR-market)
	ABS, e.g. CLOs

Regulatory Support:

There is a high regulatory protection standard: AIFMD Level 2 and Regulation (EU) 2017/2402 contain a 5% risk retention requirement and risk transparency requirements.

Diversification:

CLOs invest in a broad range of loans (100-400) across various industries and geographies. Adding CLOs to a fund's investment universe expands its exposure to non-traditional credits, sectors, and regions, helping to reduce concentration risk and potentially enhance risk-adjusted returns.

Tranching:
CLOs are structured with different tranches of varying risk profiles. These tranches allow investors to choose their preferred level of risk exposure. UCITS can invest in tranches that align with their risk appetite, allowing for better risk management and the potential to optimise the risk-reward tradeoff within the portfolio.

Enhanced Liquidity:
CLOs can offer a degree of liquidity comparable to corporate bonds with corresponding rating.

Past Performance:
ABS/CLO have a much lower default rates than corporate bonds with comparable ratings over the last 25 years. Reasons are additional credit support through tranching and secured nature of loans.

Merits are also valid for funds, derivatives and indices investing in CLO/ABS
	
	Traditionally, as loans are not stricto sensu “transferable securities”, the fit to UCITS was technically limited. It is however possible to revert the status quo, as e.g., deposits with financial institutions, which are not transferable securities, are allowed, loans not yet.

Asset managers should be in a position to develop market understanding and risk assessment approaches (incl. transferability and liquidity) regarding the selection of loans.

	2. Catastrophe bonds (‘Cat bonds’)
	Natural disasters and the resulting damage are on the rise worldwide, leading to higher costs for traditional insurance solutions and creating insurance gaps. Cat bonds are an instrument that can address this problem. From an investor's perspective, Cat bonds offer a comparatively high return and at the same time diversification advantages, as the risks of Cat bonds have only a low correlation with traditional asset classes such as stocks or corporate bonds.
The Cat bonds market is liquid and transparent.

In addition, ESG investment strategies can also be pursued using Cat bonds.

Social impact:

Even the European Central Bank (ECB) together with the European Insurance and Occupational Pensions Authority (Eiopa) have recently pointed out the added value of Cat Bonds in relation social impact:
Policy options to reduce the climate insurance protection gap
Discussion Paper
	See left column
	
	Cat bonds provide insurance and support especially for developing countries or regions in need in dealing with natural disasters and reconstruction.

In Germany UCITS are not allowed to invest in Cat bonds (No. 15 BaFin FAQ Eligible Assets), whereas in Luxembourg Cat bonds are eligible for UCITS.


	3. Contingent Convertible bonds (‘CoCo bonds’)
	Diversifying seniority exposures, very liquid, attractive relative value along the capital structure. While a disclosure seems to be appropriate, CoCo investments can be very beneficial and as such in the best interest of investors.
	Provides access to a broadly diversified universe and selection expertise if not provided internally. CoCos are a “different type of financial instrument” and require multi factor analysis to properly analyse and value associated risk.
	
	In our view, a 100% allocation to a diversified portfolio of Cocos should be permissible without investor restriction in our view. As there are already UCITS ETFs tracking Coco indices, a level playing field should be established. Different discretionary conversion/write-down rights are now common practice for domestic and foreign bonds. A common definition of CoCo would bring more clarification

	4. Unrated bonds
	Risk diversification and additional source of performance. Access to undervalued investment opportunities:

Unrated bonds can provide UCITS with access to investment opportunities that may be overlooked by traditional investors due to the absence of a credit rating.

Diversification:

Unrated bonds often represent a different risk profile and credit exposure compared to rated bonds.

Lower reliance on rating agencies: The inclusion of unrated bonds in UCITS reduces the reliance on credit rating agencies as the sole source of credit analysis. UCITS managers can conduct their own thorough due diligence and credit assessment to evaluate the creditworthiness of issuers. This allows for a more independent and nuanced evaluation of credit risks, potentially reducing reliance on external rating agencies.
	See left column
	
	

	5. Distressed securities
	Frequently equity like risk/return profile with limited downside and significant upside if company and bondholder find a proper restructuring solution. Also, if company or bond surprisingly gets into distress, only keeping those assets (selectively) will allow for a partial recovery. Lastly, as there is no official definition of distressed investments, normal High Yield benchmarks and ETFs do have exposure to distressed names (defined as rated below CCC-). As such, UCITS have to have distressed investments simply by benchmark universes.
	see left column (potentially unavoidable if other UCITS funds have little distressed exposure).
	
	Distressed securities defined by rating are not necessarily trading illiquid or at distressed prices. Main problem is that distress per se is not a bad thing for investors and return potential can be significantly positive.

We are not aware of any legal definition of “distressed”

	6. Unlisted equities[footnoteRef:7] [7:  Where relevant, please distinguish between equity instruments issued by (1) private companies and (2) shares in public companies that that are not listed.] 

	Exposure to unlisted equity can created passively through a corporate debt restructuring involving debt-for-equity swaps. As this will always provide positive optionality, there is a potential strong incentive to keep those assets in the best interest of the investors

Unlisted equities allow an investment before listing.

Potential for higher return:

These investments can allow UCITS to access private companies at an early stage of development, where the potential for growth and higher returns can be significant.

Diversification: Unlisted equities can provide diversification to a UCITS portfolio, as they often have different risk and return characteristics compared to listed equities
	See left column
	
	Especially pre-IPO investments are crucial.

	7. Crypto assets[footnoteRef:8] [8:  Where relevant, please specify what type of crypto assets and whether the implementation of MICA will change anything in terms of your assessment. With respect to indirect exposures, ESMA is particularly interested in stakeholder input on exchange-traded products including ETFs with crypto assets as an underlying. ] 

	Diversification: Including crypto assets in a UCITS fund can offer a new asset class that is has low correlation with traditional financial markets.

Innovation and access to new markets: Crypto assets represent an innovation in finance, and including them in UCITS funds could enable investors to participate in the growth and development of this emerging sector. It allows for the inclusion of innovative technologies and access to new investment opportunities.

Increased investor diversity: The inclusion of crypto assets in UCITS funds could attract a new segment of investors who are interested in this asset class.

Direct exposure to crypto assets via on-chain investing is the most secure, least expensive and transparent way to gain crypto exposure

Is the most technological advanced solution

Gives future on-chain opportunities such as staking, trading, lending and borrowing on decentralised market places (if regulatory approved)

tracks and monitors risk and return in real-time
	See questions 13 and 21. Indirect crypto asset exposure enables UCITS managers to conveniently gain exposure via traditional wrappers while abstracting certain challenges of direct investments, such as specialised crypto asset custody setup and access to crypto asset-specific liquidity venues:

Derivatives with cash settlement on single crypto assets should be allowed as well. This would be in the interest of investors because it would be more cost efficient than the current repackaging into investable instruments via an investment bank. Furthermore, it would give the possibility to hedge exposure in highly liquid instruments.
	
	A new asset class with growing importance. Especially indirect investments are becoming more and more popular.

It is important to differentiate between MiCAR crypto assets and tokenised traditional instruments (“MiFID crypto assets”). Regarding the latter category please also see our comment to Q25 below.

	8. Commodities and precious metals[footnoteRef:9] [9:  With respect to indirect exposures, ESMA is particularly interested in stakeholder input on ETFs with commodities/precious metals as underlying. Please note that under the current UCITS rules, precious metals and certificates representing them are not eligible (Article 50(2)(b) of the UCITS Directive).] 

	Diversification:
Commodity investments can provide liquid diversification benefits to a UCITS portfolio. Commodities tend to have low correlation with traditional asset classes like stocks and bonds, which can help reduce overall portfolio volatility and enhance diversification.

Inflation hedge:
Commodities, such as precious metals, have historically acted as an inflation hedge. As commodity prices tend to rise with inflation, including them in a UCITS fund can help protect against the erosion of purchasing power during inflationary periods.


However, UCITS, as the name already suggests, are intended to invest in securities, which distinguishes them from AIFs, which is why we do not consider an extension to include direct exposure to be necessary.
	Risk diversification and additional source of performance

Commodities and precious metals, as an underlying, have low or no correlation with traditional asset classes, diversifying the portfolio and reducing risk, while also providing a good hedge against inflation.

Indirect exposures may be achieved through

(i) derivatives, such as ETCs and commodity-linked derivatives like futures, options, swaps linked to the performance of commodities or commodity indices;

Delta-one instruments are necessary to invest into commodity benchmarks or indices Derivatives with cash settlement on single commodities should be allowed as well. This would be in the interest of investors because it would be more cost efficient than the current repackaging into investable instruments via an investment bank

(ii) equities related to commodities, such as shares in mining companies or ETFs which hold such shares or which trade commodity indices;
(iii) structured products, such as commodity-linked notes.

Generally, good to high liquidity.
	
	

	9. Exchange-traded commodities (‘ETCs’)
	Risk diversification and additional source of performance

Description: ETCs are financial instruments which are traded on a stock exchange and which track the price of a commodity or commodity indices. ETCs can be physically backed or synthetic.
(1) Commodities have low or no correlation to traditional securities, diversifying the portfolio and reducing risk, while also providing a good hedge against inflation.

(2) ETCs permit indirect exposure to the performance of commodities without direct physical ownership.

ETCs are standard instruments for commodity investments (see answer to no. 8 re commodities and precious metals).

	Risk diversification and additional source of performance

ETCs are standard instruments for commodity investments (see answer to no. 8 re commodities and precious metals).

	
	Liquidity: as ETCs are listed on major stock exchanges, they are highly liquid in nature.

Reliable Valuation: valuation of ETCs is typically based on its market price, which is readily available. The fund manage obtains the latest available close price of the instrument on the exchange which is the primary market for the instrument or that on which the trade occurred.

	10. Real estate
	
	
	
	Indirect exposure via e.g. liquid German, Austrian or French real estate funds would give multi asset funds more diversification and attractive risk/return Profiles

	11. Real Estate Investment Trusts (‘REITs’)
	Risk diversification and additional source of performance

REITs provide the possibility of receiving a stream of income through dividends paid out by the REIT, with the income being generated through rent. They also allow for risk mitigation through diversification across different sectors and locations of real estate via a tax transparent vehicle, without requiring a direct ownership of the underlying real estate. The REIT structure exists in a number of EU and third country jurisdictions, and the regulation applicable to them provides safeguards for investor protection which is consistent with requirements for UCITS investing in transferable securities.
	
	
	Exchange traded REITs should be allowed in any case:

In practice it is difficult to distinguish whether shares in REITs should be treated as securities or as AIFs. The reason is that it is not always easy to separate an investment strategy and a corporate strategy.

Solution for this difficulty: Exchange-traded REITs should be allowed as securities if they meet the securities criteria of the Eligible Assets Directive. In the case of non-exchange-traded REITs, it is still advisable to examine each case on a case-by-case basis.

Liquidity: REITs are listed and traded on stock exchanges, providing high liquidity.

Reliable Valuation: as REITs are publicly traded, obtaining a valuation is similar to valuing listed equities – i.e., by referencing the market price of the shares. A valuation may also be obtained by reference to the NAV of the REIT, which will typically be periodically assessed internally within the REIT or by a third party

	12. Special Purpose Acquisition Companies (‘SPACs’)
	Risk diversification and additional source of performance
	
	
	From time to time an attractive opportunity for some equity funds

Combination of eligible assets (stock and warrant)

	13. EU AIFs[footnoteRef:10] [10:  Where relevant, please distinguish between different types of AIFs (e.g. open-ended, closed-ended) and investment strategies (e.g. real estate, private equity, hedge funds). ] 

	Diversification: Private equity and infrastructure investments provide

Investing in an AIF permits exposure to a diversified portfolio of underlying to which the UCITs may not be able to obtain direct exposure. This can bring diversification benefits and a higher return potential.

Closed-ended:
private equity and infrastructure investments provide exposure to a distinct asset class with the potential for higher returns and low correlation with traditional asset classes Including closed-ended funds in a UCITS portfolio can enhance diversification and reduce portfolio risk.

Higher returns may also be generated by virtue of the flexibility of AIF managers in their investment approaches (e.g. leverage and short selling strategies) as well as the expertise of AIF managers in this domain.
	See left column
	
	

	14. Non-EU AIFs
	(1) Investing in an AIF permits exposure to a diversified portfolio of underlying to which the UCITs may not be able to obtain direct exposure. This can bring diversification benefits and a higher return potential.

Higher returns may also be generated by virtue of the flexibility of AIF managers in their investment approaches (e.g. leverage and short selling strategies) as well as the expertise of AIF managers in this domain.
	
	
	Should be allowed if UCITS requirements are fulfilled

	15. Emission allowances
	Description: these are tradable certificates/permits issued by a government permitting an entity to emit a set quantity of emissions



Regulatory Support: Governments and regulatory bodies worldwide are increasingly implementing policies to regulate and control carbon emissions. These regulations create a stable and transparent market for emission allowances.

Low correlation to traditional securities, diversifying the portfolio. It can also represent a hedge where the UCITS is exposed to sectors which are sensitive to, e.g., carbon pricing or regulation.

Possibility for capital appreciation, as the value of these assets can fluctuate based on factors such as regulatory changes and supply and demand. However, governments and regulatory bodies worldwide are increasingly implementing policies to regulate and control carbon emissions. These regulations create a stable and transparent market for emission allowances.

	See left column



Indirect exposure can avoid the potentially significant operational and regulatory hurdles to direct exposure due to the requirement to have a Union Registry account (an electronic system used to track the issue, transfer and cancellation of emission allowances under the EU Emissions Trading System) and the operational expertise required to manage the account. Additionally, the purchase and sale of emission allowances may require specific regulatory permissions.
	
	Asset with growing importance as the EU emission allowances market will grow over the coming years.

These assets are traded on established markets, so they are liquid and market prices are available.



	16. Delta-one instruments
	See above the arguments on the merits of indirect exposure to a range of different underlying assets.

Delta-one is an easy, cost efficient and flexible way to invest into defined assets.

Diversification:
Delta-one instruments aim to closely track the performance of an underlying asset or index, providing investors with a way to gain exposure to different markets or sectors.

Avoiding disadvantages of direct investments:

e.g. physical delivery and storage of oil and precious metals and crypto
	See left column

	
	Very important instrument for UCITS

	17. Exchange-traded notes (‘ETNs’)
	Risk diversification and additional source of performance

Liquidity and trade Execution: these instruments are typically traded on regulated exchanges with high liquidity.
	See left column

	
	

	18. Asset-backed securities (‘ABS’) including mortgage-backed securities (‘MBS’)
	Description: an instrument issued by an SPV which references a pool of underlying assets (typically for ABS/RMBS:

>1,000, for CLO: 100-400; across various industries and geographies) held by the SPV

The underlying assets generate cash flows paid to investors as interest and which also serve as collateral for the securities. ABS are often structured into tranches (senior, mezzanine and junior) which each carry a different degree of risk and return.

Exposure to a wide, diversified range of underlying assets (including non-traditional credits, sectors, and regions) in a cost-effective manager, helping to reduce concentration risk and potentially enhance risk-adjusted returns.

Consistent receipt of income through interest and principal payments.

Potential for higher yields than other fixed-income securities, depending on the tranche selected. These tranches allow investors to choose their preferred level of risk exposure. UCITS can invest in tranches that align with their risk appetite, allowing for better risk management and the potential to optimise the risk-reward tradeoff within the portfolio.

ABS can offer an enhanced liquidity comparable to corporate bonds with corresponding ratings

Past Performance:
Securitisations like ABS and CLO have a much lower default rates than corporate bonds with comparable ratings over the last 25 years. Reasons are additional credit support through tranching and secured nature of loans.
	All merits of the left column are also valid for derivatives and indices investing in securitisations like CLO and ABS
	
	Very important investment for short duration fixed income funds with better credit quality (compared to only a few corporate bond issuers AAA ratings)

	19. Other relevant asset classes (please specify)
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