IIFA Country Report – Ireland
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)

Bond market capitalisation (EUR billion)

Bond market capitalisation (% of GDP)

Household gross savings ratio (%)

Household financial wealth (EUR billion)

Average per capita financial wealth (EUR)
	4.13

152.091

4.7

2.5

4.2 

127.89

84.1

33.06*

21.7*

13.5

-

-
	4.24

165.047

6.0

4.0

4.4

151.92

92.0

 32.4*

 19.6*

  9.7


* Includes Government bonds only

2.
Data on funds under administration
Since its establishment in 1989, the international funds industry in Ireland has continually recorded high levels of growth and 2006 has been no exception to this. As of end June 2007, Irish domiciled investment funds were valued at €813 billion, up 12% for the first six months of the year. Growth in the value of non-domiciled funds administered in Ireland has been equally impressive. As of January 2007 the net asset value of non-domiciled investment funds was €700 billion, an increase of 25% on the previous year. (The administration of non-Irish alternative investment funds forms the largest part of the non-UCITS side of the industry in Ireland.) Combining the above figures, the total net asset value of funds administered in Ireland surpassed the €1 trillion mark in early 2006 and as of June 2007 is approximately €1.5 trillion.
The net assets of Irish UCITS funds have also grown by 12% in 2007 to €654 billion. UCITS funds account for 80% of the value of Irish registered collective investment schemes. Irish UCITS funds are predominantly set up for cross-border sales and strong growth in the asset size and number of UCITS is set to continue as UCITS evolve as a global brand and develop more sophisticated fund structures under UCITS III. Non-UCITS account for 20% of Irish-registered collective investment schemes, with an asset value of €159 billion in June 2007, and are comprised of retail non-UCITS, Professional Investor Funds (PIFs) and Qualified Investor Funds (QIFs). Alternative Investment funds including hedge funds, real estate, private equity etc are authorized in Ireland as Professional Investor Funds or Qualifying Investor Funds. Professional Investor Funds (PIF’s) are Irish regulated funds classified as non-UCITS funds with a minimum subscription requirement of €125,000. PIF’s are subject to some investment restrictions and are marketed solely to professional investors. Qualifying Investor Funds (QIF’s) are non-UCITS funds with a minimum subscription level of €250,000 or currency equivalent and investors are limited to individuals who must have a minimum net worth excluding their main residence and household in excess of €1,250,000 million and institutions which own or invest on a discretionary basis at least €25,000,000. For QIF’s IFSRA’s usual conditions with regard to borrowing, investment and techniques for efficient portfolio management are otherwise disapplied.

In recent years, Qualified Investor Funds (QIFs) have experienced particularly strong growth and their relative share of the domiciled non-UCITS segment grew from 27% to 65% between 2002 and June 2007. In 2006, the net asset value of QIFs grew by 37% to €92 billion, and as of June 2007 QIF net assets were €103 billion. Net assets of retail non-UCITS grew by 6% in 2006 to €31.8 billion. 

The funds industry in Ireland is focussed primarily on the servicing of international investment funds and many Irish-registered funds have been established by promoters solely for the purpose of selling into other jurisdictions. In 2006, 321 fund promoters had funds established in Ireland. In terms of geographical representation, the largest group of promoters came from the USA (44%), followed by the UK (37%).
3.
Key trends in flows and assets under administration

	Table 2: Net Assets of the Fund Industry in Ireland

(EUR billion)
	

	
	2002
	2003
	2004
	2005
	2006
	         June 2007

	Home-domiciled UCITS

Home-domiciled non-UCITS
	238.501

65.38


	285.372

76.38


	343.308

91.28


	462.955

121.55


	582.747

146.806


	654.014

159.030



	Total AuM
	303.881
	361.760
	434.589
	584.509
	729.553
	813.044


	Table 3: Number of Funds
	

	
	2002
	2003
	2004
	2005
	2006
	June 2007

	Home-domiciled UCITS 
Home-domiciled non-UCITS

	       1,905

       1,395

	1,978  

1,529

	2,088

1,624

	2,127

1,671

	2,339

1,748

	2,475

1,865

	Total
	3,300
	3,507
	3,712
	3,798
	4,087
	4,340


4.
Regulatory and self regulatory developments (including tax)

Fast track approval for QIFs

The Irish Financial Regulator has approved a filing-only authorisation process for Qualifying Investor Funds (“QIFs”). The aim of this change in the authorisation process is greater speed to market of a fully regulated product. The change to the current system of authorisation for QIFs is that, subject to the parties to the fund (promoter, directors, service providers) being approved, the QIF fund product itself will be capable of being authorised by the Financial Regulator on a filing-only basis. This revised process also applies to the addition of new sub-funds and to revised Prospectus/Supplements for existing QIFs. All of the normal requirements of the Financial Regulator in relation to a QIF, including the contents of the Prospectus and the material contracts still have to be adhered to. A revised detailed Application Form and confirmation letter from the legal advisers have to be completed and filed. The element which was eliminated from the current process is the detailed review by the Financial Regulator of the Application Form, the Prospectus, Supplements and the Custodial/Trust documentation. The practical effect of this is that if the Financial Regulator receives a complete application for the authorisation of a QIF before 15.00 on a given day, a letter of authorisation for that QIF can be issued the following day.

Following the introduction of this new QIF authorisation regime the Industry is continuing to engage with the Financial Regulator with regard to the QIF product characteristics to further refine and enhance this product.

Valuation of OTC derivatives

Further to the industry engagement with the Financial Regulator with regard to the valuation of OTC Derivatives the Financial Regulator has amended its Guidance Note on such valuations. The main amendment is that the Financial Regulator has removed the primacy of the counterparty valuation and will also permit the use of an alternative valuation methodology i.e. a  model price or a price from an independent pricing vendor, provided the alternative valuation methodology is approved in advance by the trustee and reconciled to the counterparty on a monthly basis.

Simplification of cross-border notification process for UCITS

The UCITS Directive had always provided that there should be a notification process to allow for pan-European distribution. However, different Member States developed separate notification requirements resulting in a patchwork of different requirements and timescales.  In the summer of 2006, CESR (" the Committee of European Securities Regulators") issued guidelines to provide for a simple notification procedure. While there is no formal legal obligation imposed on Member States to implement the guidelines, in practice all EU regulators have agreed to commit to the process.  As a result, the Irish Financial Regulator amended UCITS Notice 15 to give effect to these CESR guidelines.

Investments in Unit-linked Life Insurance Products

The Financial Regulator has issued guidelines regarding investment by non-UCITS funds into unit linked life insurance products. Essentially, the investment can be made in accordance with the restrictions that apply to investment in unregulated schemes.

Annual Management Fees

Following a consultation process, the Financial Regulator now permits a retail fund to charge a management fee based on the initial issue price of the units in a fund, subject to the following requirements:-

· The fund is a structured product which either through investment in financial derivative instruments provides a specific return based on the performance of a particular index, or through an underlying basket of assets provides a pre-defined return to investors

· The fee is adjusted to take account of dealing activity within the fund

· The prospectus discloses this arrangement and clearly warns that the fee is fixed and not subject to the performance of the fund

Investment in Russia

The Financial Regulator has confirmed that retail funds may now invest in securities traded on the Russian regulated markets - the RTS Stock Exchange and the Moscow Interbank Currency Exchange.  The rules on custody of such securities have not been changed.

Financial Derivative Instruments

Throughout 2006, the Financial Regulator engaged in a detailed consultation process regarding the use of financial derivative instruments by UCITS. In December, Consultation Paper 24 issued which includes two draft guidance notes on the use of financial indices by UCITS and prospectus disclosure requirements for UCITS that are structured products or employ complex trading strategies.

New Guidance Note 3/07 – structured products and complex trading strategies – prospectus disclosure requirements (UCITS) 

This Guidance Note deals with prospectus disclosures that need to be made in order to afford UCITS retail investors the opportunity to make an informed decision in relation to schemes employing complex trading strategies. 
Revised Guidance Note 3/99 – hedging against exchange rate movements 

Following a consultation process, the Financial Regulator has now issued revised guidance in relation to the treatment of currency hedged share classes and the applicable regulatory limits. The most significant change is in relation to the treatment of over-hedged positions and additional flexibility is now afforded hedging policy. The Financial Regulator has now accepted that factors outside the control of a scheme may cause a hedged class to be over hedged. In the case of UCITS funds and non-UCITS retail and professional investor funds, a hedged share class may now be hedged up to a limit of 105% of net asset value. Hedged positions should be subject to ongoing review and any positions in excess of 100% of net asset value cannot be carried from month to month.
Tax developments

Re-domiciling of funds to Ireland
Typically where an offshore fund changes its domicile, the offshore fund transfers its assets and liabilities to the new/existing Irish fund, in return for the issue of shares/units to investors in the offshore fund. The Finance Act 2006 permits such transfers freely without causing a stamp duty exposure. Previously the transfer of the offshore fund's assets could potentially be liable to stamp duty (as it relates to something to be done in Ireland, i.e. the issue of shares/units in an Irish Fund). 

Common Contractual Funds (CCF)
The Finance Act 2006 provides for the reconstruction or amalgamation of two or more CCFs without giving rise to a chargeable event for tax purposes.

Encashment tax
Encashment tax relates to payments to Irish residents of foreign dividends and interest in respect of stock, shares or securities. Such payments result in tax liability in Ireland. Where the payments are collected for a taxpayer by a third party, such as a bank or custodian, the bank/custodian is obliged to withhold tax at the standard rate of income tax (20%) and forward the tax deducted to the Revenue.

As investment funds operate on a gross roll up basis they have to reclaim the encashment tax deducted. While it is possible to obtain agreement from Revenue to relieve the bank or custodian from the obligation to deduct tax in certain circumstances, the funds industry had sought a specific exemption in relation to investment funds. The Finance Act 2006 provides this exemption. This positive amendment has lifted the administrative burden from funds service providers with respect to the reclaim procedures applicable to encashment tax.
Capital Gains Tax (CGT)
The Finance Act 2006 Act confirms that non-Irish investors (i.e. individuals who are not resident or ordinarily resident, or non resident companies) in Irish funds do not have a CGT exposure in relation to any payments made out of Irish funds. 

5.
Corporate governance – major developments

Investment management activity of Irish funds takes place almost exclusively outside the jurisdiction. Therefore, there is nothing to note in this section.
6.
Fund governance
Organisation of UCITS management companies

For some time the Industry has been engaging with the Financial Regulator with regard to the regulatory requirements for the organisation of UCITS Management Companies and self-managed investment companies. In an effort to conclude the discussions, the Financial Regulator has issued the revised UCITS Notices; UCITS 2.1 - General supervisory and reporting requirements for UCITS authorised by the Financial Regulator and certain firms providing services to such UCITS, and UCITS 16.0 - Code of conduct in relation to collective portfolio management, together with a revised Guidance Note -/07 Undertakings for Collective Investment in Transferable Securities (UCITS) Organisation of Management Companies.  

7.
Product developments

Property Funds

The IFIA is currently in discussion with the Financial Regulator to improve the current Irish property fund product. While a new guidance note has yet to issue, the following changes have been agreed:

· There will be a much broader definition of "property" and "property related assets"

· Subject to conditions, a property fund will be able to establish multi-layered SPVs

· Assets of the fund will no longer have to be registered in the custodian's name and, subject to conditions, can be registered in the fund or the SPV's name

· In certain circumstances, it may be possible to have an unregulated promoter and investment manager

· The appointment or resignation of an independent valuer need no longer be notified to the Financial Regulator

· The properties of the fund will need to be valued twice a year, once on a full valuation and once on a "desk top" basis. The valuations will change from "open market value" to "market value".
UCITS financial indices - New Guidance Note 2/07  

The Financial Regulator has issued Guidance Note 2/07 setting out the procedure for deciding whether a UCITS must obtain approval from the Financial Regulator before using a particular index. It also clarifies the position in relation to indices comprising ineligible assets and sets out the prospectus disclosure requirements in these cases. In general, the responsibility for deciding whether an index should be submitted to the Financial Regulator for approval rests with the UCITS. The regulatory requirements apply to all financial indices, whether comprised of ineligible or eligible UCITS investments, used for investment or efficient portfolio management and whether exposure to an index is obtained directly or via financial derivative instruments. 
8.
Other major issues and developments

Third Money Laundering Directive

The Third Anti-Money Laundering Directive, Directive 2005/60/EC of the European Parliament and of the Council of 26 October 2005 on the prevention of the use of the financial system for the purpose of money laundering and terrorist financing, entered into force on 15 December 2005 and is required to be transposed into domestic legislation across all EU member states by 15 December 2007. Directive 2005/60/EC, the Third Anti-Money Laundering Directive, will replace and update the existing Directive i.e. the 1991 Directive as amended by the 2001 Directive.

In Ireland, the Criminal Justice Act (1994) (CJA) implemented the requirements of the first EU Money Laundering Directive, the 1991 Directive, and applied standard Anti-Money Laundering provisions of customer identification, reporting of suspicious transactions, record keeping and other procedures to a specified financial sector. The Second EU Money Laundering Directive, the 2001 Directive, was implemented into Irish law in 2003 through a statutory instrument and amongst other things designated the professions of accountant, auditor, estate agent, tax advisor and solicitor for the purposes of the CJA.
The Third Anti-Money Laundering Directive is required to be transposed into domestic legislation across all EU member states by 15 December 2007. Similar to that for the transposition of the previous Directives, the domestic transposition of the required and relevant legislation including the provision of Guidance Notes is being governed, managed and facilitated by the Money Laundering Steering Committee (MLSC). The MLSC is chaired by the Department of Finance and includes representatives from all the relevant Government Departments, the Financial Regulator, the Stock Exchange, the Garda Siochána and representatives from the financial sector including the Funds Industry. It is intended that the new Guidance Notes will contain core guidance in one section and sectoral specific guidance in the other sections. The sectoral guidance for the funds industry is currently being drafted.
MiFID

As part of the preparation for the implementation of MiFID, the Financial Regulator invited industry representatives to participate on a working group dealing with Conduct of Business requirements. The purpose of the working group was to consider issues other than those already being considered by CESR in its consultation process. The Conduct of Business working group considered issues in relation to client categorisation, the provision of information to clients, suitability and appropriateness, reporting to clients, best execution and client order handling, inducements, investment research, conflicts of interest, complaints handling and personal transactions. The group's feedback in relation to the issues discussed was issued in July 2007, in a questions and answers format, under the following headings: Client categorisation, Suitability and appropriateness, Provision of information to clients, Reporting to clients, Investment research. The working group's conclusions will be published later in the year. 

Fund processing automation

Acknowledging the challenges associated with manual intervention in trade processing of funds of funds, the industry in Ireland has been engaging with SWIFT to explore ways in which some of the manual form filling/instructions might be automated through a SWIFT message. SWIFT have now established a project management structure to bring the automation initiative forward, with a number of working groups established to consider different areas of the project e.g. a message group charged with IT issues, a business standards group to consider fees etc and a steering group. It is expected that testing of messages would commence by the end of the year.
The Industry continues to participate in the Funds Processing Standardisation Group (FPSG) within the framework of EFAMA. The objective of the group is to define, approve and develop pan-European standards relevant to the investment fund transactions in Europe.
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