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1.
Economic and Financial Background

	Table 1: Key Economic and Financial Indicators

	
	2005
	2006

	Population (million)

GDP (EUR billion)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalisation (EUR billion)

Stock market capitalisation (% of GDP)


	60.2

1,747

1.8

2.0

4.8

2,599

149%


	-

1,796 (e)

2.8

2.3

5.3

2,994

167%




Overview of the UK Asset Management Market
• Assets managed by IMA members in the United Kingdom totalled an estimated £3.1 trillion (as at December 2006).

• Some 77% of assets managed in the UK are invested on behalf of institutional investors (primarily corporate pension funds and insurance companies). The retail market accounts for 21% of total assets, although the distinction between institutional and retail is becoming increasingly blurred.
•  The UK industry is highly international.  Assets managed globally by IMA member firms, or by the groups of which they are a part, totalled an estimated £13.9trn as at December 2006.  
• Assets managed in the United Kingdom on behalf of overseas clients represent some 27% of the total, a sizeable increase on last year.  There is a clear contrast between a large group of predominantly UK-client oriented firms and a smaller, but significant, number of firms whose client base is predominantly international
2.
Key Trends in the Global Funds Market 

Note: all figures for 2003-2006 are to year end while 2007 figures are to end June
	Table 2: Net assets by the fund industry in UK

(GBP billion)  

	
	2003
	2004
	2005
	2006
	2007

	Home-domiciled UCITS

Home-domiciled non-UCITS

** Funds domiciled  abroad and promoted by national providers
	226.6

14.5
	259.7

15.8


	331.0

16.4
	379.0

30.4

12.2
	441.2

21.5

16.2

	Total AuM
	241.1
	275.5
	347.4
	421.6
	478.9


** Overseas funds comprise open-ended investment funds which are domiciled outside the UK, FSA recognised and sold into the UK with distributor status.

	Table 2: Net Sales (GBP billion)

	
	2003
	2004
	2005
	2006
	2007

	Home-domiciled UCITS

Home-domiciled non-UCITS

** Funds domiciled abroad and promoted by national providers
	9,557

195
	6,175

-457
	13,845

-2,167
	18,888

1,780

329.9
	-1,317

3,290

1,296

	Foreign-domiciled funds promoted by foreign providers
	
	
	
	
	

	Total AuM
	9,752
	5,717
	11,678
	20,998
	3,269


** Overseas funds comprise open-ended investment funds which are domiciled outside the UK, FSA recognised and sold into the UK with distributor status.

Please note that this years figures are not directly comparable with previous years because of changes in the legislation whereby funds which were previously not UCITS compliant have become so.  

Home Domcilied Funds

Total funds under management of home-domiciled UCITS and non-UCITS funds increased by nearly 13% in 1H 2007 reaching £463bn.  However a proportion of this increase can be attributed to the collection and inclusion of additional institutional funds within IMA statistics from January 2007.  The total FUM for June 2007 excluding these funds would have been £433bn, an increase of 6% since end of December 2006.  

Total net investment into UCITS and non-UCITS funds in the first half of 2007 of just under £2bn was hampered by some large institutional outflows in the UCITS Equity sectors leaving the figure at only about a fifth of the value seen for 2H 2006 and less than this for the same period in 2006.  However net retail investment of £6.7bn over the period has remained relatively robust despite volatility in world markets during 1H 2007.  

In terms of net retail sales the Specialist sector remained the most popular sector attracting more than £2.5bn of new money in the first six months of 2007, this was driven by sales of property funds which were £2.3bn.  The second and third best selling net retail sectors were the UK Equity Income and Cautious Managed sectors.  The worst selling sectors were UK Corporate Bonds and UK Smaller Companies with outflows of £808m and £156m respectively.

Distribution channels

Intermediaries continue to increase their share of distribution from what is already a dominant position by making nearly 84% of fund sales in 1H 2007. The growing popularity and influence of fund supermarkets is undoubtledy one of the major reasons the market share of IFA has increased compared to other distribution channels as fund supermarket figures are reported by this channel. About 7% went direct with a similar amount going through the salesforce/tied agent channel.  The remaining minority of about 2.5% are fund inflows from private clients.

Non-UK Domiciled Funds

In March 2007 IMA launched monthly overseas investment fund statistics and has collected this data on foreign domiciled funds promoted by national providers going back to July 2006.  These funds comprise open-ended investment funds which are domiciled outside of the UK, FSA recognised and sold into the UK with distributor status.  At the end of June 2007 funds under management were £16.2bn compared to £12.3bn in December 2006, this figure was helped by £1.3bn of net sales over the period.

3.
Key Trends in the UCITS Market
	Table 4: UCITS Assets by Fund Type

(GBP billion)

	
	2003
	2004
	2005
	2006
	2007

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other 
	168.2

37.8

20.1

1.8

-

2.8
	193.3

41.5

24.6

2.2

-

4.4
	244.9

51.9

25.5

2.7

-

5.3
	279.4

57.9

30.3

3.7

-

7.4
	314.2

79.9

32.8

3.9

-

10.4

	Total

of which

· Guaranteed

· ETFs
	230.7

1.0

-
	266.0

1.0

-
	330.3

1.0

-
	378.7

0.583
	441.2

0.704


	Table 5: Net Sales of UCITS by Fund Type

(GBP million)

	
	2003
	2004
	2005
	2006
	2007

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other 
	2,861

6,129

984

66

-

-6
	4,111

2,327

1,629

-498

-

-170
	3,955

5,261

2,531

488

-

1,073
	7,259

5,884

2,667

1,009

-

2,066            
	    -3,879

         576

      1,330

         116

             -

539

	Total

of which

· Guaranteed

· ETFs
	10,034

-20

-
	7,399

-33

-
	13,308

-2,018

-
	18,885

0.001

-
	         -1,317

              97


    Table 4 & 5 Funds-of-funds are not included in the total

In the UCITS market, the asset mix continues to be dominated by equities which accounted for 71% of the total funds under management as at the end of June 2007.  UK equities account for the majority of assets at 41% of the total and 57% of equity assets.  Bonds remained the second major asset class with 18% of the asset mix with balanced funds representing just over 7% of the total.

In the first half of 2007 net sales by asset class have been driven by the balanced category at £1.3bn but large institutional redemptions within equity funds have resulted in total net sales of UCITS funds to be negative for the period as a whole. 
4.
Key Trends in Other Nationally Regulated Funds 
	Table 6: Assets of Other Nationally Regulated Funds

(GBP billion)

	
	2003
	2004
	2005
	2006
	2007

	Real estate

· Open-ended

· Listed closed-ended 

· Unlisted closed-ended

· REITS**
Alternative management

Special funds

Other *
	-

0.175

14.27

0.01
	-

0.145

15.62

0.01
	-

0.154

16.22

0.00
	12.9

12.3

0.20
	16.0

-

-



	Total
	14.45
	15.77
	16.37
	25.4
	16.0


NB: "In the UK, the terms REITS and closed ended property fund effectively mean the same thing.  They are listed companies whose shares are traded in the secondary market.  Only figures for open ended real estate funds are, therefore, available". 
Table is excluding investment trust funds, which are not represented by IMA.

	Table 7: Net Sales of Other Nationally Regulated Funds

(GBP million)

	
	2003
	2004
	2005
	2006
	2007

	Real estate

· Open-ended 

· Listed closed-ended 

· Unlisted closed-ended

· REITS
Alternative management

Special funds

Other *
	-

38

142

15.0
	-

-32

-425

0
	-

-0.531

-2,166

0
	5.078

0.35

-1.61


	3,159

                -

                 -



	Total
	195.0
	-457.0
	-2,166.5
	3,818
	3,159


NB: Funds of hedge funds - The FSA consulted in March 2006 on the introduction of funds in alternative investment funds.

NB: Funds previously included in ‘Alternative management’ section (futures and options funds and geared futures and options funds) are now included in appropriate the mainstream classifications and the same with special funds. 

Table is excluding investment trust funds, which are not represented by IMA.

5.
Trends in the Number of Funds

	Table 8: Number of Funds

	
	2003
	2004
	2005
	           2006

	           2007



	Home-domiciled UCITS

· Funds

· Units

· Classes

Home-domiciled non-UCITS

** Foreign funds registered for sales 
	1,865
-

-
-

64

-
	1,910
-

-
-

60

-
	1,947
-

-
-

56

-
	1,882
-

-
-

181

493
	1,966
-

-
-

115

590

	Fund launches

Fund liquidations (defined as closed funds) Fund mergers (defined as closed funds)
	186

341


	178

192


	140

230


	144

148
	76
67

	Average fund size (median)

· Equity

· Bond

· Balanced

· Money market

· Real estate

· Special
	
	
	
	
	97
101.9

49.5

21.4

-

130.8


Table is excluding investment trust funds, which are not represented by IMA.

** overseas funds comprise open-ended investment funds which are domiciled outside the UK, FSA recognised and sold into the UK with distributor status.

7.
Regulatory and taxation issues

7.1
Capital Requirements Directive:

Following implementation on 1 January 2007, firms have been permitted a transitional year during which pillars 2 and 3 do not need to be complied with. Most firms have taken advantage of this transitional year. 

Requirements for those firms acting only as agent (categorized as limited licence firms) as all asset management firms do, are lessened in comparison to other firms to which the CRD applies. Capital resources requirements for asset management firms amount to one quarter of a years fixed expenditure, and these firms are able to use a waiver in the directive exempting them from consolidated supervision requirements. 

The FSA continues to develop policy regarding the practical application of pillars 2 and 3. With the majority of firms implementing CRD requirements in 2008, this policy will continue to develop over the course of the next year. 
7.2
Pensions
Major state pension reforms completed their passage through Parliament at the end of July.  With the Government also intending to introduce funded ‘Personal Accounts’ in 2012 for those not currently saving for retirement, the preparatory process is stepping up a gear.  Legislation fleshing out the broad detail of the policy is expected in late autumn 2007, and key appointments are gradually being made to the organisation responsible for implementing the scheme, the Personal Accounts Delivery Authority (PADA).

The main task for PADA is to develop an infrastructure that is capable of operating Personal Accounts for the 6-8 million people expected to participate in the new scheme.  Particularly challenging will be the enrolment and collection mechanisms, which will require sophisticated monitoring and enforcement mechanisms alongside an efficient method of reaching the hundreds of thousands of small and medium sized employers likely to be involved in Personal Accounts.   With respect to the investment side of the scheme, key issues will be fund structure and the design of the default fund.  The IMA continues to participate actively in the debate.

7.3     
Other regulatory developments: 

In 2006/7 a major call on IMA resources was dealing with the implementation of the EU Markets in Financial Instruments Directive (MiFID). This involved simultaneously working on influencing the negotiations taking place in Brussels, inputting to work conducted by the Committee of European Securities Regulators (CESR), commenting on how the FSA proposed to implement in the UK and helping members consider how to bring themselves in line with the new requirements in the short time available.
We have succeeded in achieving optimal outcomes on many proposals put forward by the FSA. During FSA implementation of the Capital Requirements Directive the proposed super-equivalence for investment fund managers with other investment mandates, which would have resulted in a requirement to hold additional and inappropriate capital, was dropped. In the debate on UCITS eligible assets, instruments such as money market funds and credit derivatives were deemed eligible under the UCITS umbrella. Non-UCITS funds such as funds of funds and property funds were deemed eligible for inclusion in ISAs, PEPs and Child Trust Funds. On a practical level there is now no requirement to publish prices daily in a national newspaper, AGMs for OEICs are no longer mandatory, authorised CIS can choose whether to single or dual price and legislative amendments to allow paperless renunciation of fund units are imminent.
Following the introduction of revised guidance from the Joint Money Laundering Steering Group (JMLSG) last year attention has since been focused on the UK’s implementation of the 3rd EU Money Laundering Directive, coupled with the significant distraction of a mutual evaluation inspection of the UK’s anti-money laundering/terrorist financing regime by the Financial Action Task Force. The IMA has been fully involved throughout and continues to play a key role within the JMLSG.

From an international perspective, IMA was well placed to feed into a range of consultations by the International Organisation of Securities Commissions, particularly on soft commission given our extensive involvement in the development of a market solution for the UK, on fund governance and on international disclosure principles for cross border offerings and listings of debt securities by foreign issuers.

The range of European legislation and initiatives in which IMA and its members has an interest remains diverse. In formal negotiations of EU legislation we achieved recognition of the particular nature of asset management in the context of the Transparency Obligations Directive, ensured that the Shareholder Rights Directive was amended to make a distinction between the calling period for AGMs and EGMs and achieved a workable outcome for asset managers in the context of the proposed Directive on Mergers and Acquisitions of financial institutions. We also ensured that our views were clearly understood in the continuing discussions on auditor liability and accounting standards. CESR have also worked on UCITS related issues and, although disappointingly timid in a number of ways, their guidance on cross-border notification requirements contained a number of important statements about the limited role of the host Member State and some improvements are already evident.

We will continue to engage with the FSA as it develops and implements its policy for more principles-based regulation and Treating Customers Fairly, contributing to debates about the status and role of industry guidance in this area.

7.4
Tax issues:

In terms of domestic funds, we have been working with HM Treasury on a number of issues.  A new regime for property funds has been outlined this year, coming out of our discussions with HMT.  We are also talking to them about the problem of Trading versus Investing, a case of tax uncertainty in the UK, the special Stamp Tax regime for UK funds, the issue of a possible UK Tax Exempt Fund regime, as well as how we can all improve and maintain links between government and industry going forward.  We have also been involved in discussions with the FSA on Funds of Alternative Investment Funds (i.e. UK vehicles which will include Funds of Hedge Funds), in order to resolve the tax issues which could hinder the development of these vehicles.

On non-UK funds, we have been involved in discussions with HMT on the shape of a new Offshore Funds regime (which allows non-domestic funds to be distributed in the UK without tax disadvantages for investors) and with HM Revenue and Customs on the Investment Manager Exemption (which allows non-domestic funds to use UK investment managers without tax disadvantages for the funds).
On more operational tax issues, we successfully obtained a deferral of new regulations to require gross payment of interest distributions to investors.  We are involved in ongoing discussions to develop a workable and flexible gross payment regime, but this will only be implemented once industry has had time to perform the necessary systems work.  We continue to work with HMRC and the accounting profession on a number of tax issues arising from the adoption of effective yield accounting for recognition of interest income (“AG8” adjustments, the impact on distribution of income from funds, the impact on index-linked funds, the possible impact for UK Money-Market Funds).  We continue to liaise with HM Treasury and other interested parties from Industry on developments in the European Savings Directive and take the view that some stability is preferable in this area.
We have provided comment to the UK on current Double Tax Treaty issues and input into the current project to include provisions in the OECD Model Double Tax Treaty in order to provide improved terms for the recovery of Withholding Tax for funds.  We are also providing input into HM Revenue and Customs’ consultation on the taxation of foreign dividends in order to ensure that UK funds are not disadvantaged by any changes.
There are a number of VAT issues which are impacting on the industry.  Most of the effects of the Abbey case now seem to have been clarified, but a recent case in the European Court of Justice ( the JP Morgan case) has both called into question the VAT treatment of investment management services to closed-ended funds, Investment Trust Companies (subject to the final view from the UK VAT Tribunal) and stimulated speculation that the exemption might be applied more widely.  Quite separately, the European Commission’s review of the entire VAT system for Financial Services may change the scope of application of the VAT exemption, and we have been commenting on draft documentation on this as it appears.

Together with the London Stock Exchange, Corporation of London and the Association of British Insurers we have published research into the effects of stamp duty on share trading.  We were pleased with the reforms to the ISA regime which confirmed the permanence of the ISA and simplified the regime for investors and product providers. We also secured changes to legislation to enable IMA members to manage Self Invested Personal Pensions.
8. 
Corporate governance and markets
IMA's latest annual survey on fund manager engagement with companies shows that the level of transparency is increasing.  The survey is the most comprehensive of its kind covering 33 firms, managing £640 billion of UK equities, representing 68% of the market.  The trend is increasingly for engagement to be integrated into the investment process, complemented by regular dialogue with senior management and monitoring which allow firms to vote and engage objectively on an informed basis.  
All 33 firms in the survey have a policy to vote all their UK shares.  All now report to clients providing explanations of their decisions - especially when they have voted against the Board - together with details of engagement other than voting. 
Firms are also increasingly making details of voting and engagement public by putting them on their websites with 16 currently doing so (representing 53% of the sample in terms of ownership of UK equities), and others planning to do so in the future.  
The amended Companies Act gives the Treasury power to require institutional investors to disclose how they vote. IMA and others secured Government agreement that the power would not be used if the existing voluntary approach could be seen to be working. The Institutional Shareholders Committee (ISC), of which IMA is a member, is currently examining whether “comply or explain” guidance could be incorporated into the ISC’s Statement of Principles.
IMA continues to provide the secretariat for the Shareholder Voting Working Group which plans to issue a further report on impediments to voting UK shares, demonstrating that while voting levels continue to increase there are still areas where further action is required. 

On share ownership, we engaged successfully with issuers in drafting guidance on non-statutory pre-emption rights. The drafting group, of which we were members, successfully agreed a statement of principles which provide clear guidance to issuers in circumstances where they wish to dis-apply the statutory provisions relating to pre-emptions.

Together with a number of other trade bodies and the Corporation of London we published independent research on fixed income markets in advance of a European Commission review of non-equity market transparency required under MiFID. The three publications covered, respectively, the markets in European government debt, European investment grade debt and European high yield debt, providing the only empirical research ever conducted in the European corporate debt markets.
A continuing theme has been to analyse legislative, regulatory and other changes that affect markets, with a view to assessing the impact of change on the quality of markets. The focus has principally been on primary market activity. We and the Association of British Insurers have had constructive discussions with the FSA. IMA has also joined the newly created City Fixed Income Forum with a view to pursuing issues of joint interest and concern with other bodies representing both investor and broker interest. This work will continue throughout 2007

9.
Fund Standards and Distribution

Our 2006 programme of workshops and seminars was well attended by members and included events on prudential requirements, money laundering and fraud, outsourcing, Treating Customers Fairly and MiFID. Good practice, training and briefing materials to help members understand and implement MiFID have been well received by members. The help-desk facility remains a key benefit to members. 
Following publication last year of our Fund Processing Principles we continue to work with third parties on implementation in the interests of increasing industry efficiency and client service. We ran our first forum for Heads of Operations on middle and back office issues for investment managers. 
We published good practice on Derivative Risk Management Process and Calculation and Distribution of Bond Income, revised model documentation on Terms for Discretionary Fund Management and guidance for members on various matters including effective yield, prudential requirements and integrated regulatory report.
We have an ambitious programme in place to update our funds data with the aim of reflecting the substantial changes that the industry has seen in distribution mechanisms over the past three years. We are also investigating the introduction of data-sharing services, to be made available specifically to members. With regard to fund sectors, we are considering changes to the bond sector classifications, in part consequent on the introduction of UCITS III. We have opened a dialogue with the ABI, and prospectively the European Fund Categorisation Forum, to establish whether there is scope to bring the sector definitions together.
10.
Trends in product development and level playing field issues

10.1
Real Estate Funds

Open-ended real estate funds can exist in the form of Open-Ended Investment Companies and Authorised Unit Trusts, although for historic reasons most (or possibly all) of these are the latter. These may be funds with direct investment into real estate assets, or funds which invest in the shares of property companies or REITs. As of 1 January 2007, the UK also has a REITs regime.  These are not “funds” as such, but are listed, closed-ended property companies which are eligible for a special tax regime.

There is no current special legislation for existing open-ended real estate funds, but HM Treasury has recently issued an outline proposal (on which the government and industry will be working in the coming months) which is aimed at tackling the existing tax issue with these funds.  The issue concerns the tax position of UK tax-exempt investors, who effectively suffer 20% tax on any rental income when they invest in property via such a vehicle.  Existing open-ended property funds are regulated so would be subject to similar rules as other funds regarding asset valuation, pricing etcetera.
We are working with HM Treasury on this regime and hope that it will available for use by funds by some time in 2008.

As regards REITs, the new tax regime exempts their real estate income from corporation tax.  They distribute a dividend divided into two components, namely a “Property Income Dividend” (PID) from their exempt income (which is effectively deemed to be rental income in the hands of UK investors) and a normal corporate dividend paid out of residual income (which is taxable in the REIT, normally at 30%).  There is a 90% distribution requirement for the exempt income.  REITs must invest in “land and buildings”, rather than shares in other property companies. Open-ended property funds may also invest in property company shares, but in effect these are simply a species of equity funds which invest in a specific sector.  That having been said, where these open-ended funds hold shares in property companies which convert to REIT status, the PID dividends will represent rental income (taxable at 20% for the fund) rather than UK dividend income (tax-exempt for the fund).

10.2 
Funds of Alternative Investment Funds
The FSA consulted in March 2007 on the introduction in the UK of authorised funds of alternative investment funds (FAIFs).This will allow such funds to be offered to retail investors. The FSA propose a due diligence approach on the part of the manager in deciding the type of funds in which investment is to be made.  We await the FSA’s reaction to the responses to the consultation.   There are a number of tax issues to be resolved, as noted above.
10.3 Stable Net Asset Value Money Market Funds

The FSA has also recently consulted on allowing the introduction of stable net asset value money market funds which allow valuation on an amortised accounting basis.  In Europe these have until now been permitted in Ireland and Luxembourg but not in the UK.  Again, we await their response to reaction to the responses to the consultation.  As noted above, there is a tax issue to resolve.
11. 
Other activities of the association
Our Asset Management Survey is now by far the most comprehensive study that is produced of the UK asset management industry. The 2006 survey covers 69 groups representing 90% of assets under management in the UK, and also draws on interviews with 18 firms. We have continued to work to improve our monthly statistics with the monthly publication of sales of offshore funds into the UK.

We have been prominent in Parliament during 2006, largely because of our work on pension reform and the Companies Act. We have submitted written evidence and also given oral evidence twice to the Work and Pensions Select Committee as well as producing parliamentary briefings. We actively lobbied on the Companies Bill, putting forward amendments and briefing the Opposition. At each of the annual conferences of the three main political parties we held fringe meetings, two on pension reform and one on the competitiveness of the UK. 
In 2006 we ran four seminars on current industry developments for staff at the FSA, HMRC and the Treasury. These seminars covered Institutional Business, Treating Customers Fairly, Risk Management Processes as applied to Funds/Product Development and The Role of Fund Supermarkets in the Investment Funds Sector.National and trade press interest in the IMA’s activities remained at a high level and we continued our sustained programme of engagement and activity with the press.
Our two day introductory training courses on retail and institutional business remain popular. We supported the Personal Finance Society with a case study on Asset Allocation and Retirement Planning, attended by investment advisers across the UK, and entered into a partnership with the Securities and Investment Institute to develop more relevant qualifications for our sector. 
IMA has been closely involved in the increased activity of the FSA’s National Financial Capability Strategy including chairing the Families Working Group. We remain supporters of the Personal Finance Education Group (pfeg). IMA will contribute to the Thoresen Review of Generic Financial Advice and plans to develop further its work designed to help consumers understand risk and reward more readily.   We continue to produce investor fact sheets and maintain the investors’ area of the website, forging links with the consumer websites of the FSA, HMRC and others. 

PAGE  

