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Key �gures for asset management in 2016 - Own funds of
asset management companies

Own funds is a key indicator of the �nancial health and sustainability of
asset management companies (AMCs). As at 31 December 2016, 28 AMCs,
represen�ng 4.8% of the French landscape(1), had a regulatory own funds
shor�all. As at the same date, 70.2% of French AMCs had a own funds
cushion of 30% or more above regulatory requirements. In this piece, we
take a look at the own funds status and �nancial health of AMCs as at 31
December 2016.

Focus on AMCs with a own funds shortfall

Table 1: Number of AMCs with a own funds shor�all

At any given moment, AMCs must have own funds equal to at least their minimum
regulatory threshold(3). As at 31 December 2016, 28 AMCs, represen�ng 4.8% of the French
landscape, had a regulatory own funds shor�all. The percentage of French AMCs with a
regulatory own funds shor�all has been broadly stable over the last three years, ranging
from 4.1% to 4.8%.

The main reasons for a own funds shor�all are:
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Immediate remedial measures have been demanded of AMCs with a own funds shor�all.
Most of them have carried out a capital increase, and some have introduced Tier 2 own
funds (e.g. a subordinated loan).

Fewer AIFM-authorised AMCs with a own funds shortfall

There was a considerable drop between 2014 and 2016 in the share of AMCs with a own
fund shor�all that are authorised to operate under the Alterna�ve Investment Fund
Managers (AIFM) Direc�ve. In 2016, nearly a third of AMCs with a shor�all were AIFM-
authorised, compared with 73.1% in 2014. These �gures re�ect how companies are now
more aware of their own funds requirements, compliance with the addi�onal own funds
requirements under the AIFM Direc�ve being one of the criteria for AIFM authorisa�on.

It should also be remembered that these AMCs are subject to addi�onal own funds
requirements in view of the unavoidable opera�onal risks associated with managing AIFs.
Indeed, ar�cle 317-2 of the AMF's General Regula�on states that AMCs' addi�onal own
funds must be "of an amount su�cient to cover poten�al liability risks arising from
professional negligence".

Own funds shortfall: a problem in particular for boutique �rms and

AMCs managing small amounts of assets

Table 2: Number of AMCs with a own funds shor�all in 2016 by AuM

In what is an extremely compe��ve environment, unavoidable fees result in some
companies struggling to a�ract in�ows, which in turn damages their net result and raises
their minimum regulatory threshold, thereby causing a own funds shor�all. As at 31
December 2016, 71.4% of AMCs with a own funds shor�all had less than €150m in AuM.

a small net pro�t or even a net loss registered by start-up AMCs and �nancially insecure
AMCs;

an increase in �xed overheads, and thus the minimum regulatory threshold, as a result
of changes in the ac�vi�es performed by the AMC and the related charges incurred.
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Table 3: Number of AMCs with a own funds shor�all in 2016 by ownership structure

Another recent trend of note is the prevalence of bou�que �rms among AMCs with a own
funds shor�all. Indeed, as at 31 December 2016, 78.6% of AMCs with a own funds shor�all
were bou�que �rms. On the contrary, there were no AMCs owned by a public en�ty, an
insurance company or a coopera�ve that had a own funds shor�all as at the same date.

We can also observe that there is no real correla�on between a own funds shor�all and the
life cycle of an AMC, except for a greater risk in the �rst three years of business. The lowest
percentage of AMCs with a own funds shor�all was among �rms aged between three and
ten years.

Focus on AMCs with a own funds surplus

Most AMCs have a signi�cant own funds cushion

Table 4: Number of AMCs by own funds cushion

The AMF encourages AMCs to have a own funds surplus in accordance with their ac�vi�es
and associated risks (par�cularly opera�onal/technical risk, legal and disciplinary risk, and
reputa�onal risk) in order to ensure �nancial stability. As at 31 December 2016, 70.2% of
French AMCs had a own funds surplus of 30% or more above the minimum regulatory
threshold. The majority of French AMCs therefore possess a robust �nancial structure that
is conducive to business con�nuity and development.

Link between Financial result and own funds cushion: how do AMCs

manage the investment of their own funds?
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Table 5: Breakdown of AMCs by �nancial result and own funds cushion

In 2016, the AMF's General Regula�on(5) and Posi�on - Recommenda�on 2012-19 speci�ed
the condi�ons dicta�ng how AMCs should invest their regulatory (i.e. corresponding to the
minimum regulatory threshold) and surplus (i.e. the amount in excess of said minimum
threshold) own funds. Own funds must be invested in liquid assets or assets that can easily
be converted into cash in the short term and that do not include specula�ve posi�ons.

However, an AMC may choose to invest some of its surplus own funds in assets that do not
meet the above criteria, subject to compliance with the following condi�ons:

As at 31 December 2016, of the AMCs that do not possess own funds greater than 130% of
the regulatory requirement, 59 recorded a signi�cantly nega�ve or posi�ve �nancial result,
hin�ng at a own funds investment policy that might not comply with the aforemen�oned
obliga�on to avoid specula�ve posi�ons.

Tier 2 own funds accounts for only a tiny proportion of AMCs' total own

funds

Tier 2 own funds is equatable to subordinated debt, such as a subordinated loan for
example, provided it meets the eligibility criteria laid down in the Capital Requirements
Regula�on (CRR). In 2016, only 23 AMCs (just 3.9% of the French landscape) had Tier 2 own
funds.

the AMC has a own funds cushion of at least 30% above the minimum regulatory
threshold that is invested in liquid assets or assets that can easily be converted into cash
in the short term and that do not include specula�ve posi�ons;

any excess own funds above this cushion is invested in assets that do not create a
material risk for the company's regulatory own funds.
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The cumula�ve amount of Tier 2 own funds declared by AMCs as at 31 December 2016
accounted for just 0.68% of their total own funds. AMF Posi�on - Recommenda�on 2012-19
states that Tier 2 own funds cannot be more than one third of Tier own funds.

Factoring discretionnary variable pay and bonuses into the calculation

of �xed overheads

Table 6: Breakdown of AMCs by share of payroll expenses represented by variable pay and bonuses
deducted when calcula�ng �xed overheads

In 2016, 314 AMCs (or 53.5% of the French landscape) said they had deducted discre�onary
variable pay and bonuses when calcula�ng �xed overheads in accordance with the CRR.
These variable pay components and bonuses deducted from �xed overheads accounted for
less than 30% of total 2016 payroll expense for 82% of AMCs.

New concept and methods

In April 2016, the AMF amended its General Regula�on and Posi�on - Recommenda�on
2012-19 to incorporate the new own funds requirements arising from the CRR, harmonise
all applicable principles and specify the condi�ons under which AMCs can invest their own
funds.

The presenta�on of the annual FRA and RAC reports for 2016 has evolved in order to adapt
to these regulatory changes. However, analysis of the data provided by AMCs has revealed
several misunderstandings on their part, rela�ng not only to the new requirements under
the CRR but also some older requirements.

Calculating own funds

The CRR makes provision for an extremely prudent own funds calcula�on method, which
should be kept separate from the accoun�ng calcula�on. Based on the accoun�ng data in
the �nancial statements, the CRR provides for the following adjustments:
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Calculating �xed overheads

The CRR outlines the method for calcula�ng �xed overheads for the purpose of determining
the minimum own funds requirement for AMCs.

In 2016, the method used to calculate �xed overheads changed from an addi�ve approach
(involving the addi�on of certain income statement items) to a deduc�ve approach,
whereby discre�onary variable charges are deducted from total opera�ng expenses so that
only �xed and recurring costs are retained from one year to the next, thereby arriving at
�xed overheads.

However, the list of items that can be deducted from total opera�ng expenses under the
CRR is somewhat vague, meaning that AMCs should conduct their own analysis on the
income statement items that can be deducted in this way. If AMCs are uncertain as to
whether an expense item is deduc�ble, they should retain the item in the calcula�on of �xed
overheads in line with the prudent approach advocated by the CRR.

Additional own funds requirements Under the AIFM Directive

 AMCs subject to full applica�on of the AIFM Direc�ve must either have addi�onal own
funds equal to at least 0.01% of AIF AuM or take out professional indemnity insurance in
accordance with the strict criteria laid down in the EU's Delegated Regula�on of 19
December 2012. At present, insurance policies tend not to cover all the wide-ranging risks
that should be covered under the terms of the aforemen�oned regula�on. As such, a
customised level of addi�onal own funds has been adopted.

All dividends and charges, even if they are yet to be paid out, must be immediately
deducted from the calcula�on of Tier 1 own funds;

Intangible assets and the AMC's relevant holdings in �nancial sector en��es must be
deducted from the calcula�on of Tier 1 own funds;

No treasury shares can be included in the calcula�on of Tier 1 own funds;

Any net loss for the �nancial year must be immediately incorporated into the calcula�on
of Tier 1 own funds;

On the contrary, any interim pro�t can be included in the calcula�on of Tier 1 own funds
only if it has been veri�ed by the AMC's statutory auditor.
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Since certain risks that the AMC is supposed to cover are unavoidable, if the value of the
managed AIFs is small, a lump sum of at least €15,000 should be put aside for the AIFM
Direc�ve's addi�onal own funds requirement. It should also be remembered that an AMC's
addi�onal own funds requirement under the AIFM Direc�ve must be tailored and based on a
formal analysis to be made available to the AMF.

Source
As part of its monitoring of the asset management sector, the AMF collects annual
informa�on forms from asset management companies (AMCs). These forms contain
quan�ta�ve informa�on about the assets managed and about the revenue and expenses
associated with asset management in France. This informa�on enables the Authorisa�on
and Monitoring Department of the AMF's Asset Management Directorate to perform
analyses. Although every care is taken when compiling and processing the data, due to the
late receipt of some of the forms and possible data entry errors, the analyses may
nevertheless contain inaccuracies.

(1) This landscape consists of 587 AMCs as at 31 December 2016.
(2) UCITS and AIFM below thresholds.
(3) The minimum regulatory threshold is set out in ar�cles 312-3 and 317-2 of the AMF's
General Regula�on.
(4) A �nancial result is deemed to be insigni�cant if it is between -2% and +2% of own funds.
(5) Ar�cles 312-4 and 317-3
(6) Payroll expenses consist of wages, salaries and social security charges as well as the
variable component of employees' pay.
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Legal informa�on: 
Head of publica�ons: The Execu�ve Director of AMF Communica�on Directorate. Contact:
Communica�on Directorate – Autorité des marches �nanciers 17 place de la Bourse – 75082 Paris
cedex 02
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