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1- BACKGROUND

As announced in its supervisory priorities® for 2025, the Autorité des Marchés Financiers (AMF) has conducted a
SPOT (Operational and Thematic Supervision of Practices) inspection campaign of the operational risk management
systems implemented within asset management companies (AMCs).

The regulations? define operational risk as the risk of loss, for a managed portfolio, resulting from inadequate
internal processes and failures relating to the AMC’s people and systems, or resulting from external events,
including legal and documentation risk, as well as the risk resulting from the trading, settlement and valuation
procedures applied on behalf of the managed portfolio.

AMCs must implement risk management policies and procedures that enable them to assess, periodically, the
exposure of each portfolio under management to an operational risk that is likely to be material. More generally,
they must identify, measure, manage and monitor operational risks, in particular by setting risk limits and ensuring
adherence to these.

In addition, when they outsource the performance of tasks or operational functions that are essential to or
important for the provision of a service or the exercise of activities, AMCs must take reasonable steps to avoid an
undue increase in operational risk.

AMCs subject to Directive 2011/61/EU of 8 June 2011 (AIFM Directive®) must in addition choose to cover their
professional liability risks, either by means of appropriate additional own funds or by professional indemnity
insurance (Pll) tailored to the risks covered.

In its Trends, Risks and Vulnerabilities Report No. 2 (2025)*%, ESMA?® classifies operational risk at the highest level®
of its concerns, alongside market risk, confirming the trend observed in 2024.

Risk categories

Category Previous Current
risk level risk level Outlook

Liquidity risks A
Market risks [ | || >
Credit risks >
Contagion risks || A
Operational risks [ ] [ | >
Environmental risks >

A robust operational risk management system is therefore essential for asset management companies to comply
with their professional obligations, regardless of their size. By helping to make internal processes more reliable
and improving business continuity capabilities, such a system aims to protect investors.

This document does not represent an opinion or recommendation. The practices identified as ‘good’ or ‘poor’
highlight the approaches observed during the inspections carried out, which are likely to encourage or
discourage compliance with the rules applicable to operational risk management. The regulatory reminders

in the boxes in section 3 correspond to breaches identified during the inspections of the AMCs on the panel.

https://www.amf-france.org/sites/institutionnel/files/private/2025-01/pa2024-priorites-de-supervision-va.pdf.

See "Regulatory framework" in section 2 below.

Alternative investment fund management.

https://www.esma.europa.eu/sites/default/files/2025-09/ESMA50-1949966494-3846 TRV 2 2025.pdf (latest version published on 18
November 2025).

European Securities and Markets Authority.

"Red" level (the two lower levels being, in descending order of significance, "orange" and "yellow").
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«



https://www.amf-france.org/fr/actualites-publications/publications/rapports-annuels-et-documents-institutionnels/priorites-de-supervision-de-lamf-pour-2025
https://www.esma.europa.eu/sites/default/files/2025-09/ESMA50-1949966494-3846_TRV_2_2025.pdf

2- SCOPE

» Presentation of the sample inspected

The inspection was carried out in parallel at five AMCs, whose main characteristics are set out in the table below.

Three of the five AMCs on the panel (1 to 3) belong to a group. All have full AIFM authorisation.

AMC 1 p) \ 3 4 5 |
. Traditional Traditional
. Stock picking management
Equity, bond, cash . . - management, based
. - R targeting small and through stock Private equity in the L
Main activities and multi-asset . . S . on a stock picking
. mid caps in the euro picking including healthcare sector
strategies approach (not
area unleveraged including AIFs)
structured funds g
. Professional and . Professional and . .
Clients . Professional . Professional Retail
retail retail
Workforce 200 < x 10<x<50 10<x<50 100 < x <200 10<x<50
(% managers) (14%) (34.7%) (26%) (7%) (47%)
Assets under collective management (as at 31 December 2024) €m ‘
Total (€bn) 50 < x 1<x<5 1<x<5 1<x<5 x<1
Number of 50 < x x< 10 5<x<30 5<x<30 5<x<30
funds

Only AMCs 1 and 5 delegate the management of part of their funds to an external AMC (accounting for 1.7% and

55.8% of their assets under management respectively).

>

Work themes and methodology applied

The inspections covered the period from 1 January 2022 to 31 December 2024 and encompassed:

»

the organisation and resources dedicated to identifying, monitoring and managing operational risks;

the set of procedures for identifying, monitoring and managing these risks;

the practical implementation of the system for recording, analysing and investigating operational
incidents;

the terms and conditions of the professional indemnity cover;

the reporting of operational incidents to senior management and the AMF;

the internal controls carried out on the operational risk management system.

Applicable regulations

The analyses carried out were based on:

the Monetary and Financial Code (MFC);

the AMF General Regulation (AMF GR);

Delegated Regulation (EU) No. 231/2013 of 19 December 2012 (AIFM DR);

Delegated Regulation (EU) No. 2017/565 of 25 April 2016 (MiFID Il DR);

European Regulation No. 2022/2554 of 14 December 2022 on digital operational resilience in the financial
sector (DORA);

AMF Position-Recommendation DOC-2012-19: Programme of activity guide for asset management
companies and self-managed collective investments;

AMF Position-Recommendation DOC-2014-06: Guide to the organisation of risk management, compliance
and control systems within portfolio asset management companies;

Instruction DOC-2012-01 entitled: Risk management organisation for collective investment undertaking
management activities and discretionary portfolio management investment services;

other relevant elements of AMF doctrine.



The box below lists the main sources of law on which the AMF has based its work.

REGULATORY FRAMEWORK

Organisation and resources dedicated to identifying, monitoring and managing operational risks:

Articles 321-23 of the AMF GR (UCITS), 318-1 of the AMF GR (AIFs), 22 of the AIFM DR (AlIFs) and 21 (1) of the
MIFID Il DR (discretionary management, DM) as regards the permanent use of appropriate and sufficient
resources, in particular material, financial and human resources;

Articles L. 533-10 (4°) of the MFC (DM), 321-93 to 321-96 of the AMF GR (UCITS), 318-58 to 318-61 of the AMF
GR (AIFs), 31 of the MiFID Il DR (DM), 4 of Instruction DOC-2012-01 and AMF Position-Recommendation DOC-
2012-19 (§ 3.2.8) as regards reasonable measures to avoid undue exacerbation of operational risk in the
context of outsourcing;

Articles 318-38 and 318-39 of the AMF GR (AIFs), 321-77 of the AMF GR (UCITS), 312-45 of the AMF GR (DM),
Articles 39 and 42 of the AIFM DR (AlIFs), 23 (2) of the MIFID Il DR (DM), and 2 and 3 of Instruction DOC-2012-
01 as regards putting an independent risk management role in place;

Articles 321-77 and 321-81 of the AMF GR (UCITS), 39 of the AIFM DR (AlFs), 312-45 of the AMF GR (DM) and
7 of Instruction DOC-2012-01 as regards risk measurement techniques and tools;

Instruction DOC-2012-01 as regards the organisation of the collective investment management business and
the investment service of portfolio management on behalf of third parties in terms of risk management.

Set of procedures for identifying, monitoring and managing operational risks:

The

Articles 321-76 of the AMF GR (UCITS), 12 of the AIFM DR (AIFs) and 312-44 (84) of the AMF GR (DM) as
regards the definition of operational risk;

Articles L. 532-9 of the MFC, 321-4 of the AMF GR (UCITS) and 316-5 of the AMF GR (AIFs) as regards
compliance of the set of procedures with the programme of activity;

Articles 321-30 of the AMF GR (UCITS), 61 (1) of the AIFM DR (AIFs) and 22 (1) of the MiFID Il DR (DM) as
regards the establishment and maintenance of appropriate policies, procedures and measures to detect any
risk of non-compliance with professional obligations;

Articles 321-78 and 321-79 of the AMF GR (UCITS), 312-46 and 312-48 () of the AMF GR, 13 (1) and 40 of the
AIFM DR (AIFs) and 23 (1) (a) of the MIFID Il DR (DM) on the risk management policy;

Articles 321-35 (f) of the AMF GR (UCITS), 60 (2) (g) of the AIFM DR (AIFs) and 25 (1) of the MiFID Il DR (DM)
on the periodic review of the risk management policy by senior management;

Articles 321-81 (UCITS) and 312-48 (ll) (DM) of the AMF GR, 45 (3) of the AIFM DR (AlFs) and Article 5 of
Instruction DOC-2012-01 on risk mapping;

Articles 321-81 (1) (a) (UCITS) and 312-48 (I) (DM) of the AMF GR, 40 (2) of the AIFM DR (AlFs) and 5 of
Instruction DOC-2012-01 on the procedure for measuring the risks to which funds are exposed;

Articles 321-24 of the AMF GR (UCITS), 57 (2) of the AIFM DR and 21 (2) of the MiFID Il DR (DM) on the systems
and procedures that are adequate to safeguard the security, integrity and confidentiality of information;
Articles 321-25 of the AMF GR (UCITS), 57 (3) of the AIFM DR (AIFs) and 21 (3) of the MiFID Il DR (DM) on the
business continuity plan;

Article 321-26 of the AMF GR (UCITS), 57 (4) of the AIFM DR (AlFs) and 21 (4) of the MiFID Il DR (DM) on the
establishment of accounting policies and procedures.

process put in place for managing operational risks:

Articles 321-80 of the AMF GR (UCITS), 312-47 and 312-48 (ll) of the AMF GR (DM), 13 (5), (6), 41 and 60 (2)
of the AIFM DR (AlFs), 23 (1) (c) of the MiFID Il DR (DM), and 6 of Instruction DOC-2012-01 on the evaluation,
control and periodic review of the risk management policy;

Articles 321-23 (VII) of the AMF GR (UCITS), 57 (1) (e) of the AIFM DR (AlFs) and 21 (1) (f) of the MiFID Il DR
(DM) on the maintenance of adequate and orderly records of AMCs’ business and internal organisation;




The

Article 13 (2), (3) and (4) of the AIFM DR on the recording and monitoring of operational failures, loss and
damage;

Articles 321-40, 321-41 of the AMF GR (UCITS), 318-10 and 318-10-1 of the AMF GR (AlFs), and AMF
Instruction-Recommendation DOC 2012-07 on complaint handling;

Position-Recommendation AMF-DOC-2011-25 (section 4) on the amicable compensation of holders;

Articles 317-2 (1V) of the AMF GR, 12 (3), 14 and 15 of the AIFM DR (AIFs) on additional own funds and PII
insurance;

Articles 321-97 (UCITS), 318-62 (1) (4) (5) (AIFs) of the AMF GR, 75 (f) of the AIFM DR (AlFs) and 31 (2) (e) of
the MIFID Il DR (DM) on the appropriate management of risks arising from delegation;

AMF Position-Recommendation DOC-2012-19 (section 6.2) on the preparation of the programme of activity
for asset management companies and self-managed collective investments;

system for reporting operational incidents to senior management and the AMF:

The

Articles 321-23 (VI) of the AMF GR (UCITS), 57 (1) (d) of the AIFM DR (AIFs) and 21 (1) (e) of the MiFID Il DR
on establishing an effective system for internal reporting and communication of information at all relevant
levels;

Articles 321-77 (lll) (d) and (e) of the AMF GR (UCITS), 312-45 (lll) (d) and (e) of the AMF GR (DM), and 39 (1)
(d) and (e) of the AIFM DR on reporting to the board of directors and the supervisory function;

Articles 318-6 of the AMF GR (AlFs) and 321-35 (g) (UCITS) of the AMF GR on reporting operational incidents
to the AMF;

Articles 321-75-1 (UCITS) and 318-37-1 of the AMF GR (AlFs) on reporting on compensation and instances of
non-compliance with fund investment rules;

Article 110 and Annex IV of the AIFM DR on AIFM reporting.

internal control system used for the identification, monitoring and management of operational risks:

Articles 321-86 (UCITS) and 318-51 (AlFs) of the AMF GR, 61 (3) (c) of the AIFM DR (AlIFs) and 22 (3) (d) of the
MIFID Il DR (DM) on the difference between internal control and first level control;

Articles 321-23 (IV), 321-27, 321-31 and 321-32 of the AMF GR (UCITS), 57 (1) (c), (6) and 61 (2) (3) of the
AIFM DR (AlFs), and 21 (1) (c), (5) and 22 (2) (3) (4) of the MIFID Il DR (DM) on the existence of an effective
compliance function and internal control;

Articles 321-83 of the AMF GR (UCITS), 62 of the AIFM DR (AIFs) and 24 of the MIFID Il DR (DM) on the
existence of a periodic control function;

Articles 321-32 (2) and 321-36 of the AMF GR (UCITS), 60 (4) and 61 (3) (b) of the AIFM DR (AIFs) and 22 (2)
(c) of the MIFID Il DR on reports to management on compliance, internal audit and risk management.




3- FINDINGS AND ANALYSIS

3.1. ORGANISATION AND RESOURCES DEDICATED TO OPERATIONAL RISK MANAGEMENT

At the panel of AMCs inspected, the operational risk management function appears to have sufficient resources to
deal with the volume of incidents observed. The senior managers responsible for these AMCs are regularly
informed of the detection of these incidents and of the progress of their investigation through existing committees.

3.1.1. Human resources

The operational risk management function is responsible for mapping operational risks and for collecting,
investigating, monitoring and reporting operational incidents.

At most of the AMCs on the panel (1 to 4), this function is performed by the chief compliance and internal control
officer (RCCI). At AMC 5 on the other hand, it is the responsibility of the head of risk control. At all the AMCs
analysed, this function reports directly to a senior manager’. At AMC 5, a senior manager dedicates 20% of his
working time to this function.

The person responsible for operational risk management is supported by a team of one to three people at AMCs 2
to 5. This team numbers around forty at AMC 1 (which has significantly more staff), who are divided into two
teams, one dedicated to non-IT operational risks and the other to technological risks® and business continuity
disruption. The average level of experience of these resources in operational risk management in the asset
management sector is over five years. The five AMCs on the panel do not outsource any of their activities in this
area.

Only three of the five AMCs on the panel (1, 2 and 4) organised operational risk management training for all their
staff over the period analysed. These training sessions focused on preventing external and internal fraud (at AMC
1,in 2022 and 2024) and a presentation of the operational incident management system in terms of identification,
recording and escalation (at AMCs 2 and 4). This second training course takes place every six months at AMC 2. It
was given for the first time in April 2025 by AMC 4.

On the other hand, all the AMCs on the panel have offered their staff cyber risk awareness training. This took the
form of phishing tests® at AMCs 2 and 4.

3.1.2. Technical resources

Only AMC 1 has deployed two specific IT tools dedicated to recording operational incidents (internal register) and
cyber incidents (external application). The other four AMCs use conventional office tools for this. The remediation
plans decided on following operational incidents are monitored using a collaborative standard market solution.

AMC 2 planned to migrate to its parent group's computerised register of operational incidents before the end of
the 2025 financial year.

7 Within the meaning of Article L. 532-9 Il 4° of the MFC and Article 317-5 of the AMF GR.
8  These are IT risks (such as a breakdown) and cybersecurity risks (different from the above in that they imply an intention to cause harm).
S Atest designed to check employees' level of vigilance in dealing with emails that may contain malicious links.

7



3.1.3. Governance

The five AMCs on the panel provide for the operational risk management system to be overseen by a committee
within their governance system. The role of this committee is to monitor risk indicators vis-a-vis the limits defined
as acceptable. Operational incidents that have occurred in the past period are set out, together with their
consequences, and the progress of remediation plans is compared.

AMC 1 2 3 4 5
Group risk committee
Body Operatlopal risk Executive committee Risk committee Control a.nd risk Risk committee
committee committee
of the AMC
Frequency H':::;g:ﬁy Weekly Monthly Twice a year Quarterly
Senior manager, chief Senior manager, Senior managers, Senior managers, Senior managers
risk officer, RCCI, Secretary general, Management teams, RCClI, chief risk (including the chief risk
. internal audit director Head of Risk manager, RCCI officer officer), deputy CEOs,
Selective : "
composition Operational risk management, . RCCI
manager, Head of middle office,
Middle office manager, Risk manager, RCCI
risk manager, RCCI

Only AMC 1 has set up two bodies for this scope, one at group level and the other at subsidiary (AMC) level. Within
this framework, the group risk committee delegates to the AMC's operational risk committee the monitoring of
incidents resulting from the failure of the AMC's operational processes, as well as the monitoring of the
implementation of measures to strengthen these processes. The materials from the meetings of this second
committee provide a breakdown of the operational incidents that took place during the past quarter by
department. They also tracks recent updates to the risk map and the set of procedures.

In addition, this AMC (1) monitors IT, cyber and business interruption risks through a dedicated committee that
meets at least four times a year, with a membership equivalent to that of the group risk committee (indicated in
the table above), supplemented by a director dedicated to this type of risk. As part of the entry into application of
the DORA Regulation® on 17 January 2025, this AMC has also set up a committee dedicated to managing its major
or sensitive external information and communication technology (ICT) service providers. This committee meets
every fortnight under the chairship of the information systems security officer (I1SSO).

Good practices:

- Providing annual training for all staff on how to identify, record and escalate operational incidents.

- Including a focus on the significant updates made to both the mapping of these risks and the set of
procedures in the materials for the periodic operational risk monitoring committee meetings.

3.2. SET OF PROCEDURES DEDICATED TO OPERATIONAL RISK MANAGEMENT

The majority of the sets of procedures consulted set out the risk assessment and operational incident investigation
process clearly, as well as its link with the complaints handling process. On the other hand, the procedures for
recognising (and verifying a posteriori) the losses associated with these incidents are less well covered, as are the
rules for calculating the additional own funds that can be used (under the regulation) to cover the risks of liability
for professional negligence.

10 See the "Regulatory framework" in section 2 above.



3.2.1. Definition of fundamental concepts

» Operational risk
The five AMCs on the panel have formalised their definition of operational risk in their set of procedures and this

is consistent with the regulatory definition.

» Operational incident
Four of the five AMCs on the panel (1 to 4) have formalised a definition of an operational incident in this set of

procedures. These definitions converge on an unexpected event, causing an operational risk, and resulting from
an anomaly, a failure, an inadequacy or an external event. Three AMCs (1 to 3) include the notion of financial
impact (positive, negative or zero), and also non-financial impact at AMC 2. However, the set of procedures of AMC
5 does not define the concept of an operational incident.

» Operational risk appetite
This is the maximum level of impact, in terms of operational risk, the AMC believes it can bear in the conduct of its

business (including post-incident remediation costs). Only three of the five AMCs on the panel (1, 2 and 5) have
formalised this within their set of procedures:
- AMC 1 has quantified this and had it approved by its governing body at €3.5m;
- AMC 2 has adopted its group's threshold, which is zero for operational risks;
- AMC 5 defines the threshold for financial year N+1 (a posteriori) as equal to the total amount of losses
due to operational incidents recorded in financial year N (i.e. €10.5k for 2024).

In terms of IT risks, AMC 1 has defined its appetite for risk in terms of a number of indicators, including the
percentage of workstations with enhanced anti-virus protection (minimum threshold: 95%), the availability rate of
the production environment (minimum threshold: 98%) and the proportion of obsolete infrastructure (maximum
threshold: 5%).

3.2.2. Operational risk mapping

The five AMCs on the panel have a formal risk map that is regularly updated and approved by the management
body.

For AMCs 1 to 4, operational risks are monitored as part of the overall risk map, either under a specific heading or
by monitoring more granular risks (e.g. fraud, erroneous transactions, computer backup failure).

AMC 5, for its part, has set up a mapping system specifically dedicated to operational risks, which it categorises
into seven families: “1. Internal fraud"; "2. External fraud"; "3. Employment and safety practices in the workplace";
"4, Clients, products and commercial practices"; "5. Damage to tangible assets"; "6. Business interruptions and
system malfunctions" and "7. Execution, delivery and process management".

Cyber risk is taken into account by the five AMCs on the panel in their respective risk maps, for example under the
name "business interruptions and systems malfunctions" at AMCs 1 and 5.

At all five AMCs on the panel, the risk maps consulted distinguish between "gross" and "net" risk. The AMCs
inspected include, in the assessment of net risk, an analysis of the operational incidents that have occurred and
the results of the internal control work carried out, process by process.

Four of the five AMCs (1, 2, 3 and 4) have drawn up a formal assessment grid for the operational risks defined in
the risk map. AMCs 1, 2 and 4 carry out this assessment for both financial and non-financial impacts (e.g. regulatory,



reputational and legal impact) using several levels of severity (e.g. low, medium, high). With regard to cyber risks,
AMC 1 uses its group's assessment grid, which classifies as "significant", for example, a mass leak of confidential
data or an attack affecting an external supplier and impacting — by rebound — the AMC's business.

AMC 3 does the same, but only for financial impacts. It therefore considers a loss of more than €300k to be major,
moderate if it is between €150k and €300k, and minor if it is less than €150k.

AMC 5, on the other hand, has not formalised such a method, as the impact of operational incidents is assessed on
a case-by-case basis by the risk manager.

3.2.3. Set of procedures for managing operational risks and incidents

At the five AMCs on the panel, the procedural documents examined define the organisation and governance of the
operational risk management system (analysed in section 3.1 above), the procedures for identifying, investigating

and escalating incidents, the mechanisms for reporting to senior management and the applicable internal control
system. At AMC 3, this set of procedures includes a decision tree illustrating the process for handling operational
incidents, the interactions between the stakeholders and the tools used. On the other hand, the AMC has only
recently (October 2023) formalised the procedural management rules for operational risks, which are still very
terse with regard to the handling of any incidents that arise.

Two of the AMCs on the panel (1 and 3) have procedures for recognising the losses caused by operational incidents,

as well as for the a posteriori reconciliation of the accounting data with the incident database. However, these
rules are not the subject of a formal procedure at AMCs 4 and 5. There are still gaps in AMC 2's accounting
procedure, which was, moreover, implemented late'?.

In addition, only three of the five AMCs on the panel (2, 4 and 5) have a procedure for calculating regulatory own

funds. Furthermore, the rules for calculating the additional own funds that may be used by AMCs — authorised
under the AIFM Directive — to cover professional liability risks are not set out in the procedure of AMC 4.

In addition, four of the AMCs on the panel (1, 3, 4 and 5) have dedicated procedures defining how complaints are
identified, recorded and handled, which is not the case at AMC 2. AMCs 4 and 5 explicitly provide, in their
respective procedures, for complaints received to be analysed in the light of the operational incidents suffered, in
order to identify any shared causes.

Finally, the five AMCs inspected have a procedure for managing relations with major or sensitive external service

providers. These procedures indicate that the operational risks associated with the service provided are taken into
account during the selection?? and monitoring stages for these service providers, as well as during the contract
negotiation phase'3. However, in the absence of precise criteria for assessing service quality, AMC 5’s procedure
is not very operational.

The management of operational risks related to management delegated to a third-party AMC is covered by a
dedicated procedure at AMC 1, but not at AMC 5 (this does not apply to the other three).

11 December 2024.

12 This is based on criteria such as the existence of an operational risk management procedure, a business continuity plan and a robust system
for managing cyber risks and handling confidential data.

13 The agreement includes clauses such as the AMC's duty to report any event likely to have a significant impact on the quality and continuity
of the outsourcing, the provider's obligation to have insurance, the AMC's right to carry out audits (for essential services only) and the
AMF's right of inspection.

10



3.2.4. Ability to carry out operational risk control in a degraded situation

Only the business continuity plan (BCP) put in place by AMC 1 satisfactorily covers the resources required to
manage operational risks. It refers to the DORA Regulation and sets out the procedures for resuming activity in the
light of the various crisis scenarios envisaged (e.g. unavailability of the local work environment).

On the other hand, the BCP of the other four AMCs on the panel (2 to 5) only partially covers the operational risk
management system. AMC 2's plan fails to stipulate a backup for the RCCI, despite the latter's central role in the
system. AMCs 3, 4 and 5 do not identify the AMC's critical activities (e.g. order transmission, valuation), nor do
they establish a clear hierarchy for the resumption of business.

Furthermore, only AMC 1 tested its BCP satisfactorily during the period under review. The exercises carried out
(and duly formalised) focused on the ability of staff to work remotely and on the switchover of the main IT facilities
(datacentre) to the backup datacentre. AMCs 2, 3 and 5 did not carry out any tests of this kind. AMC 4 has not
jointly tested, on an annual basis, its ability to restore its sensitive data or to have all its staff working remotely, in
contradiction with the requirements of its BCP.

3.2.5. Compliance of the set of procedures analysed with the programme of activity

The set of procedures analysed is consistent with the programmes of activity of two of the five AMCs on the panel
(1 and 2). Minor discrepancies were noted for AMCs 3 (with regard to the AMC taking out Pll insurance), 4 and 5
(with regard to the indicated frequency for updating the operational risk policy and map).

Regulatory reminders relating to the regulatory breaches observed during the inspections

Compliance of the set of procedures with the programme of activity:
- Article L. 532-9 of the MFC: “[...] (ll) [...] Asset management companies must, at all times, fulfil the
conditions of their authorisation. [...]”.

Set of procedures dedicated to the operational risk management system:

- Article 321-30 of the AMF GR (UCITS): "Asset management companies shall establish and maintain
appropriate operational policies, procedures and measures to detect any risk of non-compliance with the
professional obligations referred to in Il of Article L. 621-15 of the Monetary and Financial Code and the
subsequent risks and to attenuate those risks [...]" (and Article 61(1) of the AIFM DR (AIFs) and 22 (1) of
the MiFID Il DR);

- Article 321-78 of the AMF GR (UCITS): " I. - Asset management companies shall establish, implement and
maintain an adequate and documented risk management policy which identifies the risks to which the UCITS
they manage are or might be exposed to. [...]

Il. - The risk management policy shall comprise such procedures as are necessary to enable the asset
management company to assess for each UCITS it manages the exposure of that UCITS to market risk,
liquidity risk, sustainability risk and counterparty risk, as well as to all other risks, including operational risks,
which may be material for each UCITS portfolio it manages.

lll. - The risk management policy shall address at least the following: a) the techniques, tools and
arrangements that enable them to comply with the obligations set out in Articles 321-81, 411-72 and 411-
73; b) the allocation of responsibilities within the asset management company pertaining to risk
management. [...]” (and Articles 13 (1), 40 (1) (3) and 45 of the AIFM DR, and 312-46 (I) (I1) (1l1) (a) and (b)
of the AMF GR (DM));

- Article 321-79 of the AMF GR (UCITS): “Asset management companies shall establish, implement and
maintain a risk management policy and procedures that are efficient, appropriate and documented, making
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it possible to identify the risks relating to their business, processes and systems, and, where needed, to
determine the level of risk they can tolerate." (and Articles 13 (5), 40 (2) of the AIFM DR, 23 (1) (a) of the
MIiFID 1l DR and 312-46 of the AMF GR (DM)).

Set of procedures relating to additional own funds:

Article 12 (3) of the AIFM DR: “3. Professional liability risks shall be covered at all times either through
appropriate additional own funds determined in accordance with Article 14 or through appropriate coverage
of professional indemnity insurance determined in accordance with Article 15";

Article 14 of the AIFM DR (AIFs): "[...] (2) The AIFM shall provide additional own funds for covering liability
risks arising from professional negligence at least equal to 0.01 % of the value of the portfolios of AlFs

managed. The value of the portfolios of AIFs managed shall be the sum of the absolute value of all assets of
all AIFs managed by the AIFM, including assets acquired through use of leverage, whereby derivative
instruments shall be valued at their market value. 3. The additional own funds requirement referred to in
paragraph 2 shall be recalculated at the end of each financial year and the amount of additional own funds
shall be adjusted accordingly. The AIFM shall establish, implement and apply procedures to monitor on an
ongoing basis the value of the portfolios of AIFs managed, calculated in accordance with the second
subparagraph of paragraph 2. Where, before the annual recalculation referred to in the first subparagraph,
the value of the portfolios of AIFs managed increases significantly, the AIFM shall without undue delay
recalculate the additional own funds requirement and shall adjust the additional own funds accordingly.
[Eeoll"s

AMF Position-Recommendation DOC-2012-19, paragraph 6.2.1: “ [...] the rate of 0.01% referred to in
Article 14 (2) of Commission Delegated Regulation (EU) No. 231/2013 of 19 December 2012 is a minimum
rate. In accordance with the aforementioned provisions, the rate used by the asset management company
must be the result of a reqular analysis carried out by the latter of the risks it bears and their quantification.
The amount thus defined must correspond to the risks borne and be sufficient to enable the necessary
remedial measures to be taken (e.g. to cover at least the legal and procedural costs). The analysis must be

formalised, the assumptions justified and the history saved”.

Existence of an accounting procedure:

Article 321-26 of the AMF GR (UCITS): "Asset management companies shall establish and maintain effective
accounting policies and procedures that enable them, at the request of the AMF, to deliver in a timely
manner financial reports which reflect a true and fair view of their financial position and which comply with
all applicable accounting standards and rules.” (and Articles 57 (4) of the AIFM DR (AlFs) and 21(4) of the
MIFID Il DR (DM)).

Existence of a procedure for handling complaints:

Article 321-40 of the AMF GR (UCITS): "I. - Asset management companies shall establish and maintain an
effective and transparent procedure for reasonable and prompt handling of complaints received from
holders of units or shares in a UCITS [...]. Information on the complaint handling procedure shall be made
available to unitholders and shareholders free of charge. The complaint handling procedure shall be
proportionate to the size and structure of the asset management company." (and Articles 318-10 of the
AMEF GR (AlFs) and 26 (1) of the MiFID Il DR);

Article 321-41 of the AMF GR (UCITS): "Asset management companies shall take measures in accordance
with Article 411-138 and establish appropriate procedures and arrangements to ensure that they deal
properly with complaints from all holders of units or shares in a UCITS and that there are no restrictions on
these persons exercising their rights if they reside in another European Union Member State or State party
to the European Economic Area agreement. These measures shall allow holders of units or shares in a UCITS
to send a complaint in the official language or one of the official languages of the Member State in which
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the UCITS is sold and to receive a response in the same language. Asset management companies shall also
establish appropriate procedures and arrangements to supply information, at the request of the public or,
where the asset management company manages a UCITS established in another European Union Member
State or State party to the European Economic Area agreement, of the competent authorities of the home

Member State of that UCITS. These provisions apply if no investment service is provided upon subscription.
(and Articles 318-10-1 of the AMF GR (AIFs) and 26 (2) et seq. of the MiFID Il DR).

Management of outsourced activities:

Article 321-93 of the AMF GR (UCITS): “If asset management companies outsource the execution of critical
operational tasks and functions or tasks and functions that are important for the provision of a service or
the conduct of business, they shall take reasonable measures to prevent an undue exacerbation of operating
risk.” (and Articles 318-58 of the AMF GR (AlFs) and 31 (1) of the MIFID Il DR).

Ability to carry out operational risk control in a deteriorated operational situation

Article 321-25 of the AMF GR (UCITS): “Asset management companies shall establish and maintain
effective business continuity plans aimed to ensure, in the case of an interruption to their systems and
procedures, the preservation of essential data and functions, and the maintenance of their UCITS
management activity, or, where that is not possible, the timely recovery of such data and functions and the
timely resumption of their activities.” (and Articles 57 (3) of the AIFM DR (AlFs) and 21 (3) of the MiIFID II
DR (DM)).

Good practices:

Defining ex ante, formally and in figures, the AMC's appetite for operational risk in relation to the level of
losses (and remediation expenses) that it deems bearable in terms of its risk control system and its own
funds.

Defining an appetite for IT risk, based on practical indicators, such as the percentage of workstations with
enhanced antivirus protection or the availability rate of the production environment.

Formalising a dedicated operational risk map, separate from the general risk map.

When mapping operational risks, separating 'gross' risk from 'net' risk by including, in the assessment of
the latter, an analysis of operational incidents that have taken place and the results of the internal control
work carried out, process by process.

Putting in place, within the set of procedures, a decision tree clearly outlining the process for handling an
operational incident and the associated escalation rules according to its severity level.

Defining, within the set of procedures, precise criteria for selecting service providers and drawing up a list
of minimum clauses to be included in outsourcing contracts, in order to safeguard the relationship and
manage associated operational risks.

Defining the appetite for operational risk a posteriori and solely on the basis of the operational incidents
that took place during the past financial year.

Not including in the operational risk map a table for the gradual assessment of the financial and non-
financial impact of these risks.
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3.3. OPERATIONAL RISK MANAGEMENT PROCESS IN PLACE

All the AMCs on the panel have put in place a computerised register for recording operational incidents. Although
the registers in place enable satisfactory monitoring of the level of operational risk to which these AMCs were
exposed during the period under review, there is room for improvement, particularly in terms of systematically
assessing the severity of the events observed and monitoring the remedial plans decided upon.

The volume of operational incidents observed appears to be consistent with the size and management strategies
of the AMCs inspected. The majority of these relate to the process for placing and executing orders.

3.3.1. Operational incident register

The five AMCs on the panel have set up a computerised register of operational incidents, which is fed by the
function responsible!* for incident management. For example, AMC 3's register takes the form of an Excel table
with nine headings: "(1) Risk type", "(2) Incident type", "(3) Date of event", "(4) Date of identification", "(5)

Instrument”,

(6) Description of facts", "(7) Causes", "(8) Impacts" and "(9) Action plan".

On the other hand, AMCs 4 and 5 did not set up this register until later (specifically in 2023). In addition, the method
used to assess incident impact was changed between 2022 and 2023 at AMC 2, however this was not made explicit.
This entailed a change from 3 to 4 levels of assessment®® without it being specified how the new system maps onto
the old one.

Finally, AMC 1 provided two registers, one for identified operational incidents and the other for the action plans
implemented in relation to these. However, it turned out that the first register omits significant incidents (e.g.
physical intrusion into the premises), even though these were cited by AMC's operational risk committee®. Nor
does it identify incidents that have been recorded by an external third party (e.g. the depositary), even though this
information appears in a dedicated field in the incident investigation forms ("incident form").

As regards the register, this covers only 30% of the operational incidents for which remediation actions are
requested in the first database. AMC 1 explained this discrepancy by stating that the second register only contained
the action plans monitored directly by the head of operational risk, to the exclusion of the plans assigned to the
business lines.

The inspection team then carried out a comparative analysis of the content of the registers for the three financial
years under review.

F";ae';cr'a' AMC1 ‘ AMC 2 AMC3 AMC4 ‘ AMC5
Number of 2022 218 19 11 No register No register
incidents 2023 245 19 3 13 1
recorded 2024 179 18 5 13 11
A ti 1 "serious", 4
ssessn.wen n 2022 Not carried out | "unfortunate"and Not carried out No register No register
the register of " "
X 14 "acceptable
the severity All classified as 9 “major” and 4
levels of the 2023 Not carried out " N ” Not carried out “ J, ” Not carried out
. not significant’ minor
incidents —
. All classified as . . .
recorded 2024 Not carried out " Lo " Not carried out Not carried out Not carried out
not significant’
Total recorded 2022 3,800 none 6.6 No register No register
loss 2023 8,100 none <1 none <1
(€k) 2024 5,000 none 5.3 4.6 10.5

4 See section 3.1.1 above.
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The assessment method was changed from {"acceptable",
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unfortunate" and "serious"} to {1- low, 2- moderate, 3- high and 4- very high}.




F";ae';cr'a' AMC 1 ‘ AMC 2 AMC 3 AMC 4 ‘ AMC5
Renewal
2022 (automatic but
unwanted) of a
research contract Booking errors
Examples of Ex.ecution, . . . . Stock market
noteworthy delivery and Failed transaction Fee configuration Ur.1rec<')rded error
incidents process due to non- errors invoices
2023 management referencing by the NAV incident
depositary Execution errors
Active investment
2024 ratio overruns

Focus on significant operational incidents noted during the period under review

At AMC 2,in 2022:

The incident described as "serious" during the 2022 financial year was the placing of a sell order for a quantity of
shares greater than the actual number held by the funds, followed by the suspension of the order (short sale). The
order was quickly suspended and the securities sold short were bought back. The software used to place orders
has been upgraded to reduce the risk of such an incident occurring again.

This “serious” incident resulted in a loss of revenue, rather than a recognised loss. It did not give rise to any
additional expense for the funds concerned, or the AMC (therefore it was not recognised into the accounts). Its
impact is also lower than the materiality threshold set for the funds in terms of compensation, as specified in the
AMC's set of procedures, i.e. 0.2% of the fund’s net assets.

The four incidents described as “unfortunate” in this same financial year involved three errors in calculating the
net asset value (NAV) of funds, and an unwanted interruption in the sending of transactions entered in the order
placement tool to the group's trading desk (with no impact on the NAV of the funds).

At AMC4, in 2023:

The nine operational incidents described as significant relate to errors made by the service provider responsible
for the outsourced middle-office function. These anomalies concerned the processing of corporate actions and
fund calls, fund accounting and delays in calculating fund NAVs.

» Dedicated monitoring of cyber incidents

These incidents are clearly identifiable in the monitoring tools of four of the five AMCs on the panel. This
identification is possible as they are either monitored in a separate register (at AMCs 1 and 4), or in a dedicated
field in the general register (at AMCs 2 and 5).

Financial Number and nature of cyber incidents
year
AMC 4
concerned
. 2 (detection of a
2022 (includin9‘;27 critical) 2 (ab(;rttteeﬂ pthslshmg Not monitored malicious file on the None
g P network and data leak)
681 1 (aborted) phishing . 1 (exposure of personal
2023 (including 74 critical) attempt Not monitored addresses) None
724 18 (phishing attempts,
2024 . . - None Not monitored suspicious network 1 identity theft
(including 74 critical) .
connection)
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The cyber incidents observed by AMC 1 mainly targeted the code of certain applications (21.6%), external IT service
providers (13.3%) and the IT infrastructure (11.6%). However, cyber (and IT) incidents are not recorded by AMC 3,
but only by its parent group (which is responsible for maintaining the overall information system).

In addition, the inspection found that AMC 4 was using four non-harmonised registers to monitor operational

incidents. These cover, respectively, operational incidents (excluding IT and cyber incidents), cyber incidents, IT

incidents and incidents specific to the (recent) roll-out of the client relationship management tool. This

fragmentation of incident databases makes the overall management of the system more complex and threatens

the quality of the associated reporting (to senior management and the AMF).

» Consolidated analysis of the causes of the operational incidents

Such an analysis is carried out a posteriori by three of the AMCs on the panel (1, 2 and 4). AMC 1 formalises this

analysis in the form of a "risks dashboard" that is regularly sent to its senior managers. At AMC 4, recurring

incidents relating to the middle office services provided by an external service provider?’ led it to terminate the

associated contract in December 2024.

AMCs 2 and 4, on the other hand, have not formalised this monitoring within the framework of a specific document,

but rather have initiated concrete actions relating mainly to the management of their relationship with their service

providers.

3.3.2. Operational risk management process test

The inspection team set out to check the robustness of the operational incident investigation process by means of

a sample of operational incidents selected from the registers provided (excluding cyber incidents). For each of

them, the team asked the AMC to provide the corresponding investigation forms. The aim of the test was to check
that each incident selected had been the subject of a formalised and structured form, dated and signed, setting

out the problem encountered, estimating its severity and proposing remedial action.

AMC
o )
.Sar.nple analysed (% of total operational 1.5% 12.5% 100%
incidents recorded)
Test results EFFECTIVE INEFFECTIVE EFFECTIVE

The inspection team noted a number of shortcomings in the processing of these forms at AMCs 2 and 3, such as

the occasional absence of the signature of the person validating the form. However, it notes that none of the

incidents tested had been formally documented by AMC 4.

» Accounting entries for losses arising from operational incidents

Three of the five AMCs on the panel (1, 2 and 5) have set up an "error account" dedicated to recording this type of

loss. At AMC 3, the financial impact of an operational incident (if it exceeds the procedural materiality threshold) is

borne either (option 1) by the AMC itself (from its own financial resources), or (option 2) by deduction from the

management fee provision for the fund concerned. AMC 4, which specialises in private equity, applies only option 1.

The three AMCs that have set up the "error account" have also set up a periodic accounting reconciliation exercise

between the movements recorded in this account and the contents of the operational incident register. However,
this exercise proved to be insufficient at AMCs 1 and 5, as the inspection mission identified a (small) proportion of

incidents that had a financial impact that had not been entered in the "error account".

17 See box above.
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» Management of operational risks related to outsourcing or delegation

The five AMCs on the panel have formally mapped their major or sensitive service providers (and delegates). The
inspection team selected a sample (between 5 and 6 providers per AMC) in order to analyse the measures taken
to avoid an undue increase in operational risk in the context of outsourcing or delegation. For example, the sample
covers accounting services, risk reporting, IT services, ESG data provision and portfolio monitoring.

The inspection team noted that none of the five AMCs on the panel had taken into account, at the stage of selecting
the external service providers tested, the latter's ability to effectively manage the operational risks associated with

the services provided.

However, this capacity is formally addressed in the contracts signed by AMCs 2 and 4. This is only partially true of the
contracts examined, signed by AMCs 1 and 3. It is not addressed at all in the consulted contracts signed by AMC 5.

Finally, in terms of monitoring the quality of the services provided, only AMCs 1 and 2 take formal account of

operational incidents.

» Link between the complaints handling system and operational risk management

All the AMCs inspected have a complaints register. AMCs 2 to 5 recorded no complaints during the period under
review.

At AMC 1, in the absence of a common identifier used in both the complaints and incidents registers, it was not
possible for the inspection team to verify any links between complaints received and operational incidents that
had taken place. Moreover, the operational incident investigation forms used by this AMC do not include a field
allowing reference to be made to any associated complaint.

Regulatory reminders relating to the breaches observed during the inspections:

Operational incident recording:
- Article 321-23 (V1), (VIl) of the AMF GR (UCITS): “[The AMC] [...] VI. [...] — shall establish and maintain
effective internal reporting and communication of information at all relevant levels. VII. — [...] shall maintain

adequate and orderly records of their business and internal organisation.” (and Articles 57 (1) (d) and (e) of
the AIFM DR (AIFs) and 21 (1) (e) and (f) of the MiIFID 1l DR (DM));

- Article 321-81 (1), (a) of the AMF GR (UCITS): “I. - Asset management companies shall adopt adequate and
effective arrangements, processes and techniques in order to: a) measure and manage at any time the risks
which the UCITS they manage are or might be exposed to; b) ensure compliance with limits applicable to
UCITS concerning global exposure and counterparty risk, in accordance with Articles 411-72 and 411-73 and
Articles 411-82 to 411-83.” (and Article 39 (1) (a) (b) of the AIFM DR and 23 (1) (a) (b) of the MiFID Il DR);

- Article 13 (2) of the AIFM DR: “2. An AIFM shall set up a historical loss database, in which any operational
failures, loss and damage experience shall be recorded. This database shall record, without being limited to,

any professional liability risks [...] that have materialised”.

Incident recognition:
- Article 321-26 of the AMF GR (UCITS): "Asset management companies shall establish and maintain effective
accounting policies and procedures that enable them, at the request of the AMF, to deliver in a timely

manner financial reports which reflect a true and fair view of their financial position and which comply with
all applicable accounting standards and rules.” (and Articles 57 (4) of the AIFM DR (AlFs) and 21 (4) of the
MIFID Il DR (DM)).
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Measures taken to avoid an undue increase in operational risk in the context of outsourcing or delegation:
- Article 321-96 (1), (I1) (1), (2), (3), (5), (6), (10) and (lll) of the AMF GR (UCITS): "I. - Asset management
companies that outsource an operational task or function shall remain fully responsible for complying with

all their professional obligations referred to in Il of Article L. 621-15 of the Monetary and Financial Code and
complying, in particular, with the following conditions: (1) Outsourcing must not result in the delegation by
senior management of its responsibility; (2) The relationship and obligations of the asset management
company towards its clients must not be altered; (3) The conditions or commitments with which the
company must comply in order to be authorised must not be undermined. (ll) - Asset management
companies shall exercise due skill, care and diligence when entering into, managing or terminating an
outsourcing contract for critical or important operational tasks or functions. In particular, asset
management companies must take the necessary steps to ensure that the following conditions are satisfied:
(1) The service provider must have the ability, capacity, and any authorisation required to perform the
outsourced tasks or functions reliably and professionally; (2) The service provider must carry out the
outsourced services effectively. To this end, the asset management company must establish methods for
assessing the standard of performance of the service provider; (3) The service provider must properly
supervise the carrying out of the outsourced tasks or functions, and adequately manage the risks stemming
from outsourcing; (5) Asset management companies must retain the necessary expertise to supervise the
outsourced tasks or functions effectively and manage the risks stemming from outsourcing and must
supervise those tasks and manage those risks. For the purposes of this provision, the asset management
company shall maintain the resources and expertise necessary to effectively integrate sustainability risks;
(6) The service provider must disclose to the asset management company any development that may have
a material impact on its ability to carry out the outsourced tasks or functions effectively and in compliance
with the professional obligations referred to in Il of Article L. 621-15 of the Monetary and Financial Code
applying to them; (10) The service provider must protect any confidential information relating to the asset
management company and its clients. (lll) - The respective rights and obligations of asset management
companies and service providers shall be clearly defined in a contract.” (and Articles 318-61 (1), (I1) (1), (2),
(3), (6), (10) and (111) of the AMF GR (AIFs), and 31 (1) (2) (a) (b) (c) (f) (j) and (3) of the MIFID Il DR (DM)).

Good practices:
- Having, in the operational incident register, a typology for identifying cyber incidents'®, an assessment of

the severity level of the events identified and a field dedicated to the entity (internal or external) that
identified the problem.

- Putting in place a consolidated a posteriori analysis of the causes of the operational incidents that have
occurred, in order to identify the causes of recurring events and to manage the services provided by external
service providers.

- Formalising the investigation of operational incidents in structured, dated and signed forms, setting out the
event that took place, assessing its severity, its probable causes and proposing remedial actions.

- Regularly reconciling the financial impact of the operational incidents recorded in the accounts with the
amounts stated in the incident register.

- Failing to explain, in the incident register, any changes in the impact assessment method that may occur
from one financial year to the next.
- Separating the monitoring of operational incidents and associated remediation plans.

18 Good practice already identified in part in the summary of SPOT inspections on "cybersecurity" No. 2 published on 7 April 2021 on the
AMF website worded as follows: "Setting up and keeping up-to
date a database of cyber incidents or, at least, identifying such incidents unambiguously when they are compiled in the database of opera
ting incidents" (https://www.amf-france.org/sites/institutionnel/files/private/2021-04/synthese-spot-cyber-2020-va_0.pdf).
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- Failing to monitor IT and cyber incidents affecting business processes on the grounds that the information
system used is maintained by a third party.

- Having multiple operational incident monitoring databases without ensuring that these are regularly
reconciled or that they are kept in a consistent manner.

- Not taking into account the operational risks associated with the services to be outsourced or delegated
from the selection phase for major or sensitive external service providers (or delegates).

- Not performing cross-analyses of the complaints received with regards to operational incidents that took
place in order to facilitate the identification of shared causes.

3.4. TERMS AND CONDITIONS OF PROFESSIONAL INDEMNITY COVER

Most of the AMCs on the panel have double cover against operational risks, combining an additional own funds
cushion with having taken out professional indemnity insurance. However, the justifications for the calculations
used to arrive at this cushion remain insufficiently formalised.

» Coverage of operational risks using additional own funds
All the AMCs on the panel have an additional own funds cushion, including AMC 5, which does not manage AlFs
(despite its full AIFM authorisation). This AMC has an additional own funds pocket of €15k.

The other four AMCs on the panel calculate this cushion using the formula: "Additional own funds: 0.01% x
[Absolute value of the AlIFs managed]". However, none of these four AMCs was able to provide the information
justifying the choice of this rate of 0.01%, even though it is (under the regulations) a minimum. AMC 1 explained,
at the end of the investigations, that the above calculation formula was only used on condition that it resulted in
an amount greater than the cumulative amount of compensation paid over the past three years (otherwise the
cumulative amount of the compensation paid over these three years would apply).

» Supplementary cover under an insurance policy
Four of the AMCs on the panel (1, 3, 4 and 5) have taken out a Pll policy to cover the pecuniary consequences of

operational incidents and associated defence costs (e.g. in connection with complaints lodged by third-parties), in
addition to creating an additional capital cushion. AMC 2 has not taken out any insurance of this type, relying
instead on the aforementioned cushion to cover the operational risks associated with its business.

AMCs 1 to 4 have also taken out insurance against cyber risks.

Neither of these two types of insurance was claimed on during the period under review.

AMC 1 I S R

Professional indemnity insurance

Level of policy cover (€m) 90 N/A 30 50 2.5
Policy excess (per claim, €m) 40 N/A 0.25 0.1 Not
v P ! ) ) communicated
Cyber risk insurance
Level of policy cover (€m) 235 35 15 5 N/A
Policy excess (per claim, €m) 40 1 0.1 0.07 N/A
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Regulatory reminders relating to the breaches observed during the inspections:

Additional own funds to cover professional indemnity risks:
- Article 13 (3) of the AIFM DR (AIFs): “3. Within the risk management framework the AIFM shall make use
of its internal historical loss data and where appropriate of external data, scenario analysis and factors

reflecting the business environment and internal control systems.";

- Article 14 of the AIFM DR (AIFs): “1. This Article shall apply to AIFMs that choose to cover professional
liability risks through additional own funds. 2. The AIFM shall provide additional own funds for covering
liability risks arising from professional negligence at least equal to 0,01 % of the value of the portfolios of
AlIFs managed. The value of the portfolios of AIFs managed shall be the sum of the absolute value of all
assets of all AIFs managed by the AIFM, including assets acquired through use of leverage, whereby
derivative instruments shall be valued at their market value. 3. The additional own funds requirement
referred to in paragraph 2 shall be recalculated at the end of each financial year and the amount of
additional own funds shall be adjusted accordingly. The AIFM shall establish, implement and apply
procedures to monitor on an ongoing basis the value of the portfolios of AIFs managed, calculated in
accordance with the second subparagraph of paragraph 2. Where, before the annual recalculation referred
to in the first subparagraph, the value of the portfolios of AIFs managed increases significantly, the AIFM
shall without undue delay recalculate the additional own funds requirement and shall adjust the additional
own funds accordingly. [...] ";

- AMF Position-Recommendation DOC-2012-19, section 6.2.1, page 57: cited above.

In light of these regulatory and doctrine considerations, the AMF expected to see the following good practice:

- basing the calculation of additional own funds on an analysis that takes into account both the amount of
these own funds held during the previous financial year, operational losses linked to the incidents that took
place, potential losses linked to avoided incidents (near misses) and the results of work carried out by
internal control on the risk management system.

3.5. REPORTING SYSTEM FOR OPERATIONAL INCIDENTS

The AMCs on the panel have implemented formal reporting on the volume and impact of operational incidents to
their senior managers and — in the case of the three AMCs concerned — to their parent company. However, the
rules for excluding certain incidents from these reports (on the grounds of them not being significant, for example)
have not been formalised by one of the AMCs on the panel.

The information sent to the AMF in FRA-RACs on the operational risk management system proved to be
significantly inaccurate for the largest AMC on the panel (1) in terms of the amount of losses reported, due to a
methodological error. As was pointed out on 24 October 2023°, when the summary of SPOT inspections regarding
the process for producing, checking and transmitting regulatory reports (including the FRA-RAC) to the AMF was
published: "[sjuch a high level of error is incompatible with the critical importance of the data submitted to the
Authority as part of its supervisory role. The AMF calls for a significant and prompt strengthening of the existing
internal control framework regarding the operational production of these reports”.

3.5.1. For the attention of senior managers

For three of the five AMCs (1, 2 and 3), the reporting sent to senior management is deemed to be of good quality
over the whole of the period inspected. It takes the form of dashboards at AMC 1, supplemented by a focus on

19 https://www.amf-france.org/en/news-publications/news-releases/amf-news-releases/regulatory-reporting-asset-management-

companies-amf-calls-greater-diligence
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operational incidents in the annual compliance and internal control report (this latter practice has also been
adopted by AMC 5).

At AMCs 2 and 3 (which had a limited number of incidents over the period analysed), this reporting is exhaustive
and carried out on an ongoing basis.

The completeness and accuracy of the reporting carried out by AMCs 4 and 5 are questionable. AMC 4's reporting
suffers as a result of the fragmentation of the incident registers noted above?. In the case of AMC 5, the inspection
team found that the compensation paid in respect of CSDR penalties?! during the period under review had not
been reported to the company's senior management. When questioned about this finding, the AMC justified it on
the grounds that the amounts involved were not considered material?2. However, this exclusionary rule does not
appear in its set of procedures.

On the other hand, the five AMCs on the panel have introduced an expedited process for reporting operational
incidents assessed as particularly serious to senior management. This exceptional reporting is:
e  Structural, at AMCs 2 and 5, insofar as the senior manager is directly involved in the chain for handling all
the operational incidents that take place;
e Oral, at AMCs 3 and 4, on account of the direct physical proximity between the RCCI and the senior
manager;
e Based on the operational risk appetite validated annually by the governance of AMC 1 (if this appetite is
exceeded by a single incident or several incidents combined, senior management is immediately
informed).

3.5.2. For the attention of the parent group

Of the three AMCs belonging to a group, two (AMCs 1 and 2) have implemented formal reporting of material
operational incidents to their parent company. However, this reporting is not formalised at AMC 3.

3.5.3. For the attention of the AMF

The inspection team analysed the information provided to the AMF by the 5 AMCs on the panel about their
operational risk management systems in the FRA-RACs issued during the period under review.

In these FRA-RACs, the AMC reports the main incidents recorded and the metrics monitored in terms of operational
risk management. These include (but are not limited to):

- the number of incidents, classified by severity and type;

- the number of anomalies found for critical service providers;

- the number of action plans subject to delays;

- the number of IT system failures identified;

- the number of active investment ratios overruns;

- the number of NAVs that had to be recalculated after publication;

- the number of procedures not updated.

0 Seesection 3.3.1.

21 Amounts charged by the depositary or custodian-account keeper in application of Regulation (EU) No. 909/2014 (Central Securities
Depositories Regulation or "CSDR") and its Delegated Regulation (EU) 2017/389. The purpose of these penalties is to punish delays to the
settlement-delivery of financial instruments, whether resulting from a failure to deliver or a delay in receipt, attributable to the AMC.

2 In the region of a few euros.
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In these FRA-RACs, the AMCs also assess the level of operational risk associated with the management activity.
This level is assessed as "low" by three AMCs out of the five (1, 2 and 3) or "medium" for AMCs 4 and 5. According
to the AMCs, this assessment is justified by various criteria, such as the financial impact seen over the past financial
year, the set of procedures and the internal control system in place.

Finally, in the FRA-RACs consulted, each AMC on the panel stated that it was in a position to assess the amount of
operating losses over the past year. The amount declared is in line with the amount assessed by the inspection
mission on the basis of the incident registers for three out of five of the AMCs (2, 3 and 4). On the other hand,
discrepancies were noted for AMCs 1 and 5.

In the case of AMC 5, the amount of the loss reported to the AMF is greater than that recorded in the register for
the 2022 financial year (in the order of a few hundred euros). However, it is €7.2k lower than the figure for 2024
(i.e. 68% of the losses incurred in connection with operational incidents during the year).

In the case of AMC 1, the amount of losses due to operational incidents declared in the FRA-RAC is overstated
compared with the amount calculated on the basis of the register, at €4.4m for the 2022 financial year and €5.2m
for the 2023 financial year. However, the losses reported to the AMF are understated by €0.5m for 2024. The AMC
explained that the amount included in the FRA-RACs corresponded to an annual a priori estimate of the "cost of
risk", admittedly validated by the internal bodies, but almost systematically different from the losses actually
recorded a posteriori in the light of the incidents that took place?. It is this second item that FRA-RAC question
"T2-B-2.1" ("What is the amount?") refers in reference to the previous question "T2-B-2" ("Is the AMC in a position
to assess the amount of operating losses over the past year?"). By significantly distorting the actual level of loss
incurred, this approach is likely to impair the AMF's ability to supervise the level of operational risk borne over
time by this market participant.

Regulatory reminders relating to the breaches observed during the inspections:

Reporting operational incidents to senior management and the AMF:

- Article 321-23 (VI) and (V1) of the AMF GR (UCITS): cited above (and Articles 57 (1) (d) and (e) of the AIFM
DR (AIFs), and 21 (1) (e) and (f) of the MIFID Il DR (DM));

- Article 321-75-1 of the AMF GR (UCITS): “Pursuant to Article L. 621-8-4 of the Monetary and Financial Code,
asset management companies shall provide the AMF, at the latest one calendar month after the end of each

quarter of the calendar year: (1) information relating to compensation paid by the asset management
company to shareholders or unitholders of the UCITS that it manages, including by delegation, and to clients
to which the asset management company provides one or more investment or ancillary services. The asset
management company shall also inform the AMF if it has not paid any compensation during the period
covered; (2) Information relating to the non-compliance by the asset management company with
investment and asset structure rules laid down by legal and regulatory provisions and the investor disclosure
documents for the UCITS that it manages, including by delegation, with the exception of cases of non-
compliance with these rules occurring beyond the control of the asset management company and not
resulting from the maturity of a financial instrument held by the UCITS. This article shall not apply to asset
management companies that manage a UCITS by delegation when asset management the investment
management company or the said UCITS is already subject to the disclosure requirements under this article.”
(and Article 318-37-1 of the AMF GR (AIFs));

23 |In this case the Operational Risk Committee and the Group Risk Committee (see section 3.1.3 above).
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Good practices:

- Providing for an expedited process for reporting operational incidents assessed as particularly serious to
senior management.

- Including, in the annual compliance and internal control report, a focus on the main operational incidents
identified during the past financial year, as well as on the progress of the agreed remediation plans for
incidents whose impact has exceeded the agreed materiality threshold.

- Failing to formalise, in the set of procedures, the materiality thresholds below which operational incidents
are not reported to senior management.
- Reducing the reporting of material operational incidents to the group to simple informal exchanges.

3.6. INTERNAL CONTROL SYSTEM APPLIED TO OPERATIONAL RISK MANAGEMENT

At the five AMCs on the panel, the control system for managing operational risks is supervised by the internal
committees responsible for internal control, compliance and risk management. Periodic controls are either carried
out by the group or delegated to external service providers?*.

As a result of the work carried out by internal control, AMC 1 has launched a project to remediate the work
processes of the middle office in response to the recurrence of operational incidents affecting this area. On the
other hand, AMC 4 has not implemented a formal investigation report on the operational incidents suffered,
despite a recommendation to this effect from its permanent control function in 2023.

3.6.1. Work carried out by permanent control

The permanent control function is fulfilled by an in-house team at the five AMCs on the panel, without delegation
to an external service provider. The RCCI of each of these AMCs reports to a senior manager.

The operational risk management system was subject to at least one permanent control exercise during the three
financial years under review. Depending on the AMC, this work has focused on the quality of incident investigation,
the calculation of the additional own funds cushion or the monitoring of outsourced services.

In light of the increase in operational incidents affecting the middle office in Q1 2023, AMC 1 decided to launch a
task force dedicated to improving the processes concerned, involving management, IT and the functions
responsible for risk management.

The recommendations made as a result of the permanent control work carried out have been followed up
satisfactorily, except at AMCs 2 and 4. In the case of AMC 2, the lack of a complete test of the BCP, noted by the
inspection team?°, was the subject of three successive recommendations issued to senior management during the
period under review. These recommendations were issued by the RCCI (in November 2022 and again in December
2023) and by the group's permanent control function in December 2024. At AMC 4, although the work of
permanent control led to the recommendation, in 2023, to “systematically collect incident reports and record them
in the database", the systematic formalisation of incident forms was still not in place at the time of the AMF
inspection.

2 At the rate of six person-days per year at AMC 2, 24 person-days per year at AMC 4 and 5 person-days per year at AMC 5.

% See section 3.2.4 above.
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3.6.2. Work carried out by the periodic inspection

The periodic control function is carried out by a group team at AMCs 1, 2 and 3. It is delegated to an external service
provider by the independent AMCs on the panel (4 and 5).

As noted above, at least one periodic inspection of the operational risk management system was carried out during
the period under review for the five AMCs on the panel. This topic was either targeted directly by such a mission
(as is the case, for example, for AMCs 4 and 5), or included in the work carried out on a broader topic (for example,
AMC 1, which proceeded in this way as part of the audits carried out on the middle office or IT production).

The recommendations resulting from these audits were dealt with satisfactorily, except for AMC 3, which closed,
without having taken any action, the recommendation to share information with the group concerning cyber
incidents involving the shared IT infrastructure.

Finally, the work carried out by the internal control department is shared with senior management within the
framework of a dedicated committee by all the AMCs on the panel.

Regulatory reminders relating to the breaches observed during the inspections:

- Article 321-23 (IV) of the AMF GR (UCITS) “/The AMC] shall establish and maintain effective and adequate
internal control mechanisms designed to secure compliance with decisions and procedures at all levels of
the asset management company” (and Articles 57 (1) (c) of the AIFM DR (AlFs), and 21 (1) (c) of the MiFID
Il DR (DM));

- Article 321-27 of the AMF GR (UCITS): “6. AIFMs shall monitor and, on a regular basis, evaluate the
adequacy and effectiveness of their systems, internal control mechanisms and arrangements established in

accordance with paragraphs 1 to 5, and take appropriate measures to address any deficiencies.” (and
Articles 57 (6) of the AIFM DR (AlFs) and 21 (5) of the MiFID Il DR (DM));

- Article 321-31 (1) (1) of the AMF GR (UCITS): “2. An AIFM shall establish and maintain a permanent and
effective compliance function which operates independently and has the following responsibilities: (a)
monitoring and, on a regular basis, evaluating the adequacy and effectiveness of the measures, policies and
procedures put in place in accordance with paragraph 1 and the actions taken to address any deficiencies in
the AIFM’s compliance with its obligations” (and Articles 61 (2) (a) of the AIFM DR (AIFs) and 22 (2) (a) of
the MiFID Il DR (DM)).

Good practice:
- Setting up cross-departmental working groups tasked with identifying and remedying the causes of

recurring operational incidents.
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