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Key considerations for firms on each of the seven assessment criteria

Investment 
Association (IA)

Fitz Partners

The IA undertook a study based on public 
reports of almost 1,500 funds from 45 IA 
member firms that account for over £800bn 
in UK domiciled funds and represent 71% of 
total UK domiciled funds under management. 

The CFA did a study of 75% of a target list of 
145 UK investment firms representing £1.3 
trillion. They were unable to locate 25% of 
the targeted reports.

Fitz Partners, the specialist fee research firm, 
conducted a study which included an 
assessment of reduction in fees due to 
investors being moved to cheaper share 
classes.

CFA UK

✓ How firms approached the assessments: We have compiled 
statistics and observations from several studies by industry 
bodies and stakeholders on fund managers' published value 
assessments. We have also included our own observations 
based on our work with firms and the published reports.

✓ Feedback from the FCA: We have summarised the FCA’s 
comments on the process so far, including their multi-firm 
review findings released on 6 July 2021.

✓ Our views: We have set out our views on what good and poor 
practice looks like.

✓ Key questions for firms: Based on all of the above, we have 
suggested key questions for firms to consider. These will be 
particularly relevant for individuals who are responsible for 
firms' value assessments under the Senior Managers and 
Certification Regime.

Boring Money

Boring Money conducted a study on value 
assessment reports published by 26 leading 
asset managers which fed back on 968 
funds.
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Overview

Key Questions for Firms 

How firms approached the assessments

• Remedies: An analysis of 968 funds by Boring Money 
found that only 3% of funds were deemed poor value. A 
further 18% were being monitored or having some fee 
reductions implemented.

• Performance was the biggest contributor to poor value: 
In the IA study, poor performance was a concern in 85% 
of funds where issues regarding value were identified.

• Varied approaches to the reports: The reports vary 
significantly in length, content and presentation style, 
making them more difficult to compare across firms. 

• Accessibility of the reports: While some reports were 
displayed prominently on firms' websites, others were 
hard to find. In the CFA UK’s study of 145 firms, it could 
only locate reports for 75% of its target sample.

• Quantitative information: Some published reports 
contained few quantitative measures, including on 
performance, fund charges and quality of service.

Key questions for firms

• What constitutes poor value: At what point should we deem a fund poor value or apply remedies? Have we simply assumed that current fee and profit levels are acceptable? Have 
we assessed value against what investors can reasonably expect, given our fee levels and the way the fund has been marketed? Have we given due consideration to each indicator?

• Granularity: Is our assessment granular enough to provide robust conclusions?

• Published report: Are our report(s) displayed on our website where investors will see them? Have we included sufficient quantitative information in our published report to allow 
readers to make a judgement about value?

• Board challenge: Are our INEDs sufficiently knowledgeable and independent and are they providing robust challenge?

Feedback from FCA

• Existing fee and profit levels: Firms should not assume 
that current fee and profitability levels are acceptable, as 
the FCA has found a lack of competition in the industry.

• Granularity of analysis: Analysis lacking in granularity led 
to poorly evidenced conclusions. For example, some 
firms assessed value only at firm or fund level rather 
than at share class level.

• Value compared against low standards: For example, 
some active funds reported good performance even 
though they had underperformed the market, as they 
assessed performance against vague fund objectives.

• Weighting of indicators: Some firms over or under-
emphasized certain indicators (e.g. performance). This 
meant that their overall assessment was not fair.

• INED challenge: Some of the INEDs did not provide 
robust challenge and appeared to lack sufficient 
understanding of the rules.

Our views

• Deciding what constitutes poor value: Firms need to 
determine clear thresholds for poor value, for example, 
how long can a fund underperform for or by how much 
before it is deemed poor value?

• Explaining the assessment methodology: Firms need to 
be clear on how they have arrived at their conclusions, 
for example explaining how they have determined peer 
groups.

• Quantitative information: It is useful for firms to include 
quantitative information in their reports where relevant, 
so that it is easier for readers to judge value.

• Accessibility of the reports: It is helpful for firms to 
display their reports prominently on their website so 
that retail investors notice them.
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PERFORMANCE

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… the performance of the scheme, after
deduction of all payments out of the scheme property as set out in the prospectus... Performance should be considered over an

appropriate timescale having regard to the scheme’s investment objectives, policy and strategy.”
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Performance

Key Questions for Firms 

How firms approached the assessments

• Performance measures: Performance was assessed 
against a range of measures, including benchmarks, peer 
groups, absolute returns, risk measures, ESG factors, 
and/or how active a fund manager has been relative to 
the benchmark.

• Risk: 62% of reports in the CFA study did not consider 
risk, and minimal attention was given to fund liquidity.

• Quantitative measures: 58% of reports in the CFA study 
did not quantify over or under-performance.

• Objectives: 24% of reports in the CFA study did not 
clearly state objectives.

• Poor value: In the IA study, poor performance was a 
concern in 85% of funds where issues regarding value 
were identified.

• Remedies: These included changes to the IM team, 
changes in strategy and enhanced monitoring

Key questions for firms

• Share classes: Have we assessed net performance across all share classes?

• Performance measures: Are our performance measures tailored to the fund’s objectives (which should be specific)? Do they reflect what an investor would reasonably expect given 
the charges they pay and the way the fund has been marketed? Would a combination of measures in the published report provide more detail or confuse retail investors? Have we 
put the primary measures up front? 

• Risks: What risks has the fund taken to achieve its performance? How does this affect the value that the fund provides? Have the risks been clearly disclosed to investors?

• Underperformance: For how long and by how much would a fund need to underperform for it to be deemed “poor value” rather than suffering from poor market conditions?

Feedback from FCA

• Share classes: Some firms only assessed net performance 
for one share class, typically the cheapest.

• Fund objectives: Many active funds only assessed value 
against vague objectives such as “long-term capital 
growth”, while charging fees for active management and 
rewarding managers based on a comparator benchmark. 

• Communicating with investors: Some firms justified funds 
underperforming for some years on the basis that the 
investment style had under-performed the market, but 
had not clearly disclosed the risks of relative 
underperformance for long time periods to investors.

• MAFs and FoFs: Some multi-asset funds (MAFs) and 
funds of funds (FoFs) only assessed value against other 
MAFs or FoFs, even though investors typically pay higher 
fees for these types of fund with the aim of achieving 
better risk-adjusted returns. MAFs could compare 
performance against single asset class funds for example.

Our views

• Performance measures: It is interesting to consider a 
range of performance measures, but we think it is 
helpful for firms to set out up front what they consider 
to be their primary measure of performance. Where 
fund objectives are specific and well-written, this would 
typically be net returns against the fund’s objectives over 
the recommended holding period. 

• Overall score: Where firms use an “overall performance 
score” combining a range of performance measures 
across their fund range, it is important that the scoring 
methodology is appropriate for each fund’s objectives. 

• Underperformance: Where underperforming funds are 
not deemed poor value or actions have not been taken, 
firms need to be clear on at what point they would need 
to take remedial actions. A key question to consider is 
how long a fund can underperform for or by how much 
it can underperform before it is deemed “poor value”.
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ECONOMIES OF 
SCALE

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… whether the AFM is able to achieve savings 
and benefits from economies of scale, relating to the direct and indirect costs of managing the scheme property and taking into account 

the value of the scheme property and whether it has grown or contracted in size as a result of the sale and redemption of units.”



7

Economies of scale

Key Questions for Firms 

How firms approached the assessments

• Firm-level assessment: Many firms reported economies 
of scale at firm level rather than at fund level. Some 
stated that the firm’s large size gave them greater 
negotiating power which could drive down costs.

• Passing on economies of scale: Firms have explained how 
benefits have been passed to investors in a variety of 
ways. Some assessments pointed to fee reductions in 
previous years, specialist services being outsourced, 
better rates from third party suppliers and re-investment 
into high quality services such as trading platforms, 
compliance, investment teams and risk management.

• Tiers or break points: In the IA study, 16% of firms 
provided a view on tiers or break points. Half of these 
have used tiering and half are opposed to them. 

• Loss-making funds: Some firms cap fund charges at a 
competitive level for smaller funds. In some cases, these 
funds may be loss-making for the firm.

Key Questions for firms

• Scope: Have we considered potential savings related to management fees? Have we considered fund-level savings or only firm-level savings?

• Methodology: How developed is our methodology for assessing economies of scale? Are there any gaps? What assumptions have we made and are they reasonable?

• Quantifying savings: Are we able to quantify how much we have saved from economies of scale and show how these savings have been used?

• Break points or tiers: What is our view on break points or tiers – should we provide an explanation on whether we support them or are opposed to them in our reports?

• Tangible benefits: Where we re-invest savings into the business, what evidence do we have that these investments benefit investors?

• Loss-making funds: Have we considered the size of any cross-subsidies and satisfied ourselves that investors in profitable funds are not unfairly disadvantaged?

Feedback from FCA

• Lack of progress: Some firms have made very little 
progress in developing a methodology for measuring 
economies of scale. Where progress has been made, 
firms are often unable to demonstrate how this has fed 
into Board discussions.

• Management fees:  A lot of firms have looked for savings 
in back-office costs, such as administration and trustee 
fees, but firms have put less attention on savings relating 
to management fees.

• Assumptions: One firm assumed that if a fund charged 
no more than the market rate, it must have shared 
economies of scale appropriately. This incorrectly 
assumes that market rates are competitive.

• Fund size: One firm relied too heavily on allocating costs 
based on fund size rather than the actual costs of 
operating each fund. This obscured economies of scale 
in larger funds.

Our views

• Firm-level assessment: The rules imply that economies of 
scale should be considered at fund or share class level, 
although where firms are re-investing savings into 
business, this may produce benefits at firm level.

• Tiering: Some firms are concerned that if they introduce 
tiering and the value of the fund’s assets falls it could be 
hard to justify higher fund charges. They could consider 
lowering charges only if the assets under management 
stay above a threshold for a certain time period.

• Benefits: Where firms use the savings from economies of 
scale to reinvest in the business, they need to 
demonstrate that these investments provide tangible 
benefits for investors. 

• Loss-making funds:  Where funds are loss-making, this 
implies a cross-subsidy. Firms need to understand the 
size of any cross-subsidy and be satisfied that investors 
in profitable funds are not unfairly disadvantaged.
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QUALITY OF 
SERVICE

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… The range and quality of servicesprovided to 
unitholders”
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Quality of service

Key Questions for Firms 

How firms approached the assessments

• Firm-level assessment: Quality of service was generally 
presented at the firm level or with the same text used 
for all funds.

• Services assessed: There was little consistency on which 
services were being assessed. Areas discussed included 
complaints handling, investor communication, quality of 
IM teams, risk management, ESG, diversity and culture, 
checking and placing trades and fund administration.

• Quantifying quality: In the CFA study, 13% of reports 
quantified quality of service, 22% used independent 
external assessments and 22% used customer surveys. 

• Conclusion on quality: In the IA study, quality of service 
was the least likely criterion to be deemed poor value, 
with only eight funds out of almost 1,500 reporting 
issues with quality of service.

• Overall value: At times, overall good quality of service 
has been used to justify value despite poor performance.

Key Questions for firms

• Services considered: Have we considered quality across all our services (including the investment processes)?

• Granular assessment: If different funds and share classes are subject to different levels of service, have we done separate assessments of these in terms of quality of service?

• Quantifying quality: Are there any quantitative measures we can provide such as customer survey scores or third-party assessments to supplement our qualitative explanations?

• Poor value indicators: Have we used poor value indicators to deduct from positive service quality measures?

• Overall value: If we have used good quality of service to justify underperformance, do we have evidence that customers value quality of service more than returns?

Feedback from FCA

• Firm-level assessment: Quality has often been 
considered only at the firm level, even when variations in 
service levels between funds or share classes were likely.

• Quantifying quality: Firms went to varying lengths to 
create metrics to judge quality. Some firms emphasised 
intangible matters such as “trust in the brand” rather 
than quantifiable measures.

• Investment process: Firms should consider the quality of 
the investment process. However, some had judged it 
through the lens of performance only. 

• Poor service: The FCA thought that indicators of poor 
service (e.g. complaints, breaches) should be used to 
deduct from positive measures, rather than saying that 
low complaints volumes equates to good service.

• ESG: Where firms have integrated an ESG service, they 
need to explain why this justifies the additional fees. 

Our views

• Quantifying quality: Reports are stronger when they 
provide tangible evidence of good quality, including 
quantitative information such as such as the results of 
consumer surveys or third-party assessments. However, 
consumer surveys need to be well-crafted to capture 
actual service quality rather than only brand reputation. 
Where firms have used the same metrics to measure 
service quality over time, this also helps to establish 
evidence of consistently good service.

• Add-on services: Where firms provide add-on services, it 
might be helpful to track how often these are used to 
help justify their value to investors.

• Overall value: Where underperforming funds have been 
deemed as “good value” with the justification that the 
overall quality of service is very good, firms should 
consider whether they have good evidence for the 
quality of their service and how much investors value it.



10

AFM COSTS

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… in relation to each charge, the cost of 
providing the service to which the charge relates, and when money is paid directly to associates or external parties, the cost is the 

amount paid to that person.”
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AFM costs

Key Questions for Firms 

How firms approached the assessments

• Firm-level assessment: Reports often discussed AFM 
costs at firm level rather than at fund level.

• Fund charges: In the CFA study, 42% of reports did not 
state the ongoing charges figure (OCF) at the individual 
fund level, 27% disclosed the annual management 
charge (AMC) and 18% broke down the OCF costs.

• Transaction costs: In the IA study, 18% of firms reported 
that transaction costs have been included in their 
assessment of AFM costs.

• Good value: In the IA study, firms assessed 94% of funds 
as providing good value in relation to AFM costs.

Key Questions for firms

• Profitability assessment: Have we clearly assessed whether fund charges are justified when considering internal costs? What do we consider to be an acceptable profit margin on a 
fund? How might this vary for different types of funds (e.g. active vs passive)?

• Granular assessment: Have we assessed internal costs at fund or share class level? What is the best way to allocate fixed costs to individual funds?

• Fund charges: If we discuss fund charges in the published report, have we disclosed the fund’s OCF? If we have disclosed other figures (e.g. AMC), have we explained the difference 
between the different terms? 

Feedback from FCA

• Profitability analysis: Many firms did not compare their 
fund charges to internal costs (i.e. assess profitability) as 
required under this indicator. 

• Profit margins: When assessing profitability, some firms 
assumed that typical existing profit margins were 
justified, with changes only considered for material 
outliers. However, the FCA found in its asset 
management market study that typical industry profit 
margins were not consistent with competitive outcomes.

Our views

• Firm-level assessment: The rules imply an assessment at 
fund or share class level, so a purely firm-level 
assessment is not sufficient. 

• Fund charges: While firms are not required to show the 
fund’s OCF in the published report, it helpful for 
investors to consider fund charges. While some firms 
may disclose the annual management charge, it is 
helpful to put the OCF as the headline figure as it is more 
comprehensive and comparable across firms. 

• Fixed costs: It can be challenging for firms to allocate 
fixed costs down to the fund level. Firms need to find a 
consistent methodology to do this, for example based on 
assets under management. 

• Transaction costs: Firms are not required to consider 
transaction costs but in view of the regulatory focus on 
best execution firms may find it helpful to consider 
whether dealing commission rates offer good value. 
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COMPARABLE 
MARKET RATES

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… in relation to each service, the market rate 
for any comparable service provided: (a) by the AFM; or (b) to the AFM or on its behalf, including by a person to which any aspect of 

the scheme’s management has been delegated.”
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Comparable market rates

Key Questions for Firms 

How firms approached the assessments

• Peer groups: In the IA study, 58% of firms explicitly 
referenced the peer group against which the fund’s fees 
were compared in the public report. Some firms have 
used recognised peer groups such as IA sectors or 
Morningstar categories, while others have constructed 
their own using external advice.

• Quantitative information: Some reports have provided 
charts, while others have a few lines stating “we are in 
line with competitors”. In the IA study, 64% of firms 
provided fee data for some or all of their fund range, 
while 40% provided fee data for the peer group.

• Transaction costs: Some firms have considered 
transaction costs (which is not required under the rules) 
while other firms have said that transaction costs are 
difficult to compare between peers.

• Good value: In the IA study, 88% of funds reported good 
value for comparable market rates.

Key Questions for firms

• Share classes: Have we assessed comparable market rates for each share class?

• Information in the published report: Have we provided quantitative comparisons of fund charges against peer groups in the report? What would be the best format to illustrate this 
information? Would a chart be useful for retail investors?

• Peer groups: Are our peer groups comparable? Have we made clear how our peer groups have been constructed and, if appropriate, where they are sourced from?

• Data limitations: Are there any data limitations that could have affected the construction of our peer group or the accuracy of the comparison?

Feedback from FCA

• Share classes: Some firms did not assess comparable 
market rates for each share class as required by the rules. 
Higher-charging share classes, costing investors 
significantly more than the peer group median, were 
sometimes excluded from firms’ assessments.

• Remedies: One firm was planning to switch a fund from 
an active to a passive strategy (reducing fees 
accordingly) following a comparison of the value 
provided by the active fund relative to another fund in 
the firm’s range. This is an example of a firm proposing a 
remedy involving more than a cut to fees.

Our views

• Quantitative information: It is helpful for firms to provide 
quantitative information in their reports about how their 
fund’s charges compare to the peer group. Charts can be 
a useful way to present the information. 

• Comparable peer groups: In some cases, the peer groups 
chosen were very large and diverse groups, so the 
comparison was less informative. For example, a global 
equity fund peer group could contain over 200 funds 
with different objectives and investment processes. 

• How peer groups are chosen: In some cases, it is unclear 
how peer groups have been selected or constructed so it 
is hard to assess whether the comparisons are fair. It is 
helpful for firms to explain what criteria they have used.  

• Data limitations: For some types of fund it can be 
challenging to find exactly the right data to do a fair 
comparison. It is helpful for firms to provide a brief 
explanation of any limitations in the data they have used. 
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COMPARABLE 
SERVICES

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… in relation to each separate charge, the 
AFM’s charges and those of its associates for comparable services provided to clients, including for institutional mandates of a

comparable size and having similar investment objectives and policies”
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Comparable services

Key Questions for Firms 

How firms approached the assessments

• Light on detail: This section was generally short and light 
on detail.

• Comparisons:  Some reports compared funds to 
institutional mandates and other reports compared 
them to overseas funds. Some reports specify exactly 
which services or funds are being compared whilst 
others do not. Many firms did not explain why it might 
cost more to service a retail fund than a comparable 
institutional mandate.

• Good value: In the IA study, 97% of funds reported good 
value in this area.

Key Questions for firms

• Break points: Have we considered implementing fee break points so that fund fees are cut in line with the terms for similar, segregated mandates? 

• Light on detail: Does the commentary in the published report provide enough information to enable retail investors to understand what is being compared and how?

• Quantification: While some comparative data might be confidential, is there any quantitative information that we can provide in the report to make the commentary more 
meaningful?

• Justifications: Have we justified with enough clarity any reasons for significant differences in the fees for comparable services?

Feedback from FCA

• Break points: A few firms performed a thorough 
comparison of the rates charged by affiliates for asset 
management services and implemented fee break points 
so fund fees were cut in line with the terms agreed for 
similar, segregated mandates.

• Different service levels: Some firms did not consider 
whether the additional fees paid by the authorised funds 
relative to those paid by segregated mandates could be 
justified by the complexity of the additional service levels.

• No assessment: Some firms misapplied this consideration. 
They had not compared fund charges with those of 
segregated mandates, despite appearing to manage 
similar-sized mandates with similar investment 
objectives and policies.

Our views

• Comparisons: It is useful for firms to state in their 
published report what type(s) of fund or mandate they 
are using as a comparison and briefly outline how the 
comparison has been carried out.

• Justifications: Where funds are compared to institutional 
mandates, it is helpful for firms to explain why it costs 
the firm more to service a retail fund. Where retail 
clients invest directly, there may be more justification for 
a higher fee than when they invest through a nominee 
account via a platform.
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SHARE CLASSES

The Rule: “the AFM must, separately for each class of units in a scheme, consider at least… whether it is appropriate for unitholders to 
hold units in classes subject to higher charges than those applying to other classes of the same scheme with substantially similar rights.”
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Share classes

Key Questions for Firms 

How firms approached the assessments

• Information in the published report: In the CFA study, 
34% of reports stated the fees for all share classes. In the 
IA study, 40% of firms reported at firm level, and a 
further 30% used the same text across all funds.

• Appropriate share class: In the IA study, 10% of funds 
found that some investors may not be in the right share 
class. The IA reported that firms have taken actions to 
ensure investors are in the right class going forward.

• Moving investors: Research from Fitz Partners found that 
51% of funds that still had higher charging legacy retail 
share class have moved investors to lower charging 
classes, with fees typically being cut in half.

• Previous action: Several reports pointed to previous 
reviews which had led to share class closures or mergers.

• Other remedies: The IA reported that some firms have 
reduced fees or increased minimum investment 
amounts on some share classes.

Key Questions for firms

• Differences in fees: Have we provided a justification for differences in fees across share classes where there are substantially similar rights?

• Appropriate share classes: Have we considered whether investors are in the share class that offers them the best value? If we are considering moving investors to cheaper share 
classes, have we considered whether there could be any unintended adverse impacts?

• Clarity in report: Have we clearly explained our different share classes in the published report? Would it be obvious to a retail investor which share class they are invested in?

• Details in the report: Should we provide fund by fund information for all funds or only for those that have issues which need to be addressed?

Feedback from FCA

• Good progress: The FCA has seen good progress in this 
area, with many firms switching investors in bulk to 
cheaper share classes where there was no obvious 
reason for them paying more to be in the existing class.

• Incorrect implementation: The FCA found in some cases 
that this rule was not implemented correctly. The rules 
require firms to justify fees at share class level, taking 
into consideration whether it is appropriate for investors 
to pay more than is charged by other classes with 
substantially similar rights.  Instead, some firms checked 
whether investors are in the cheapest share class given 
the size of their investment and the distribution channel 
used to sell the fund to them. 

Our views

• Variation in share classes: It is helpful to set out in the 
published report the range of share classes, the different 
characteristics, attributable to each, price differences, 
and the rationale for any such differences.

• Unintended consequences: Before moving investors to 
cheaper share classes, firms should consider whether 
there may be any unintended consequences such as 
increased distribution costs or tax liabilities

• Previous action: If the firm has undertaken past reviews 
to move investors to cheaper share classes or to merge 
share classes, it can be helpful to provide details of this. 
However, firms still need to do a current assessment of 
the value provided to investors in each share class.

• Information in the published report: The assessment 
needs to be carried out at share class level for each fund 
and firms should at least report any issues they have 
identified in relation to poor value at share class level. 
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