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Liquidity and the Life Cycle of a UCITS Fund 

Establishment 
of the Fund

• Determining 
appropriate 
redemption 
frequency based 
on expected 
portfolio and 
investor base

During Life of 
Fund

• Liquidity 
analysis of each 
new asset prior 
to investment

Closure of the 
Fund

• Liquidity issues 
arising on 
closure of a 
Fund
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During Life of 

Fund
During Life of 

Fund

• Appropriate 

reporting and 

escalation 

framework

• Liquidity Stress

Testing

During Life of 

Fund

• Liquidity 

Management 

Tools 
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Central Bank Supervisory Framework of UCITS LRMs

Comments being raised 
by Funds Authorisation 

Team on liquidity profile of 
relevant UCITS at design 

phase 

Ongoing engagement by 
Supervision Team through 
themed inspections, on-
site inspections, Dear 

Chair Letters
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Timeline of Regulatory Engagement on Liquidity Risk Management

7 August 2019

CBI Brexit Liquidity Letter

30 January 2020

ESMA announces CSA on 
UCITS liquidity risk 

management (“LRM”)

March 2020

CBI initiates CSA for Irish 
UCITS management 

companies

30 April 2020

CBI COVID-19 Liquidity 
Letter

6 May 2020

ESRB requests EMSA to 
conduct analysis of liquidity of 

corporate bond funds and 
real estate funds

12 November 2020

ESMA publishes report on 
findings from analysis of 

corporate bond funds/real 
estate funds (ESMA ESRB 

Report) 

10 March 2021

CBI issues letter to certain 
UCITS managers in light of 

ESMA ESRB Report        
(“CBI CDRE Letter”)

24 March 2021

ESMA publishes findings 
under CSA on UCITS LRM 

(“ESMA Findings”)

18 May 2021

CBI issues letter to all UCITS 
Managers outlining its 

findings from CSA on LRM 
(“CBI LRM Letter”)
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What must UCITS Managers do now?

By end of Q4 2021 

 Review to be conducted by UCITS Managers, by reference to the CBI LRM Letter and the ESMA 

Findings, of their:

• Practices;

• Documentation;

• Systems and controls.

 Review must be documented;

 Review must include details of actions taken to address the CBI LRM Letter and the ESMA 

Findings;

 The action plan to address the ESMA Findings and the CBI LRM Letter should be discussed by the 

Board of the UCITS Manager; and

 The action plan should be approved by the Board of the UCITS Manager.
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Where to start on your action plan

The CBI LRM Letter is to be read in conjunction with:

 ESMA Findings;

 ESRB Recommendations; and

 CBI CDRE Letter.
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Findings under CBI LRM Letter and ESMA Findings

Findings from the CBI LRM Letter ESMA Findings

1. Instances of LRM frameworks that were not clearly defined, 

adaptable and/or independent 

(i) Documentation of LRM arrangements, processes and techniques

(ii) LRM procedures

2. A lack of formal documented pre-investment forecasting 

frameworks

3. Cases where no pre-investment forecasting performed 

(iii) Quality of LRM mechanisms and methodology

(v) Application of liquidity presumption to financial instrument which 

are not admitted to or dealt in on a regulated market

(vii) Data reliability and 

(ix) Governance

4.Over-reliance on the presumption of ongoing liquidity (iii) Quality of LRM mechanisms and methodology

(iv) Overreliance on liquidity presumption with regard to listed 

securities; and

(vii) Data reliability

5. A lack of formal liquidity escalation policies (ix) Governance

6. Oversight of delegates below expectations (vi) Delegation

7. Shortcomings in the role of the designated person for fund risk 

management 

N/A

8. Cases of no liquidity reporting to the board of the UCITS manager (ix) Governance

9. Shortcomings in internal control framework (x) Internal control framework

Dillon Eustace LLP 7



www.dilloneustace.com

“Instances of LRM frameworks that were not clearly defined, adaptable and/or independent”

CBI Findings:

 Single cohesive documented LRM framework that:

• Is comprehensive, practical and a live document;

• Accounts for all known dynamics relating to liquidity risk; 

 Forward looking and adaptable:

• Take into account experience and lessons from market and redemption activity in 2020.

• Consider and carry out documented detailed analysis of profile of investor base to 

understand potential risks and redemption patterns.

 Independent of unrelated external influence

• Not influenced by external commercial matters e.g. fund platforms and distributors.

• Driven by liquidity profile of the UCITS and profile of its investors. 
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“Instances of LRM frameworks that were not clearly defined, adaptable and/or independent”

ESMA Findings

 ESMA: LRM framework should cover all asset types and use of liquidity management tools 

(“LMTs”)

 ESMA: LRM framework to cover in detail, in addition to pre-investment liquidity analysis and 

forecasts, areas such as:

• Design phase;

• Escalation processes; and 

• Verification of data reliability. 

 ESRB Recommendation 2 - Ongoing supervision of liquidity risk assessment.
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Pre-Investment Liquidity Risk Assessment

 ESMA Findings reference that some UCITS managers “placed an overreliance on the presumption 

of liquidity […..] where they invested in listed securities”

 CBI LRM letter provides that “the CBI UCITS Regulations set out granular provisions in relation to 

the assessment of liquidity risk when investing in any transferable security”

 Indicates that the CBI expects that some level of liquidity assessment needs to be carried out for all 

transferable securities (whether listed and un-listed securities)

 Also indicates that this liquidity assessment should be carried out having regard to the requirements 

of Regulation 4 of the CBI UCITS Regulations 
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Pre-Investment Forecasting: Listed Securities 

 Available information on securities which are listed or traded on a “regulated market” may show that there 

is very little volume in the trading of the security;

 Per ESMA UCITS Q&A, if a UCITS proposes to invest in an instrument listed /traded on MTF, it should 

actively seek and review information regarding the liquidity and negotiability of that instrument in order to 

be satisfied that that the presumptions of liquidity and negotiability are well-founded;

 Per UCITS Regulations, UCITS ManCos when implementing their RMP, “and where it is appropriate after 

taking into account the nature of a foreseen investment, shall formulate forecasts and perform analyses 

concerning the investment's contribution to the UCITS portfolio composition, liquidity and risk and reward 

profile before carrying out the investment. The analyses shall only be carried out on the basis of reliable 

and up-to-date information, both in quantitative and qualitative terms”;

 Where risk measurement arrangements include model-based forecasts and estimates, UCITS ManCos

must conduct, where appropriate, periodic back-tests in order to review the validity of such arrangements;
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Pre-Investment Forecasting: Unlisted Securities 

 CBI/ESMA expectation is that pre-investment forecasting must be carried out on all 

unlisted securities: 

• CBI: “In particular, given the nature of securities which are not admitted to trading 

on a regulated market and their heightened liquidity risk, failure to perform pre-

investment forecasting for such investments is not fully compliance with the 

relevant regulations”

• ESMA: “Performing no pre-investment liquidity analyses and forecasts for these 

financial instruments is not compliant with the UCITS framework and should 

therefore be further investigated”
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"Pre-Investment Forecasting: Documented Framework” 

 Pre-investment forecasting framework should include:

• Clear, defined and documented methodology overseeing how pre-investment forecasting is to be carried out;

• Expectations and required actions in respect of pre-investment forecasting; and

• Assessment of an investment’s contribution to the portfolio composition of the UCITS as well the risk and reward 

profile before carrying out the investment.

 Ensure pre-investment forecasting is incorporated into UCITS Managers’ risk management policies and procedures.

 In recent risk mitigation programmes issued by the CBI on LRM, the CBI indicated that the UCITS Manager should have a 

pre-investment forecasting policy which each delegate should adhere to addressing

- Thresholds and parameters that the delegate must adhere to prior to investing; 

- Escalation steps in the event of proposed investment outside of thresholds and parameters 

- Any additional measures for determining the impact of proposed investments on the UCITS portfolio composition, 

liquidity and risk and reward profile
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“Over-reliance on the presumption of ongoing liquidity”

CBI Findings

 Over-reliance on historical performance data (which may no longer be accurate) is especially concerning considering the events of 

2020

 ESMA Guidelines on liquidity stress testing in UCITS and AIFs should also be referred to for granular guidance on stress testing for 

future hypothetical scenarios, including exceptional liquidity events e.g. rising interest rates, credit spread widening, or political 

events.

ESMA Findings

 ESMA: Ongoing liquidity monitoring includes:

• analyses of all liabilities;

• as well investor behaviour modelling; and

• forward looking estimates and verification of data quality needs to be considered.

 ESMA: Dedicated follow ups by the UCITS Manager on the securities presumed liquid.

 ESMA: Reliance on reliable data including in respect of past performance volumes, number of brokers and trading size. 

 ESMA: The lack of any data on volumes should be considered as possible evidence of the lack of sufficient liquidity and would 

require further investigations. Carry out checks on data quality provided and no overreliance on data providers e.g. carry out cross-

checks and back testing to ensure sound and reliable data.
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“A lack of formal liquidity escalation policies”

ESMA Findings:

 Insufficient reporting - in terms of frequency, granularity and clarity.

 A lack of formal criteria for escalation procedures.

CBI Findings: 

 Documented escalation procedures which are also consistent with the business plan of the UCITS Manager.

 Escalation policies and procedures should identify:

• Those responsible for identifying liquidity issues in both the delegate and the UCITS Manager

• The specific liquidity escalation thresholds and/or alerts from the delegate to the UCITS Manager

• Those responsible for escalating liquidity issues to the Board of the UCITS Manager.

• The specific liquidity escalation thresholds and/or alerts to the Board of the UCITS Manager.

• The quantitative escalation measures (outlined above) must be supported by qualitative judgments

 Any decisions, resolutions or outcomes of an escalated matter should be documented in order to demonstrate 

that the escalation procedures have been implemented.
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“Oversight of delegates below expectations”

ESMA Findings:

 Insufficient delegation monitoring and due diligence.

CBI Findings: 

 UCITS Manager should exercise skill, care and diligence in its continuing oversight of 

delegates.

 Liquidity reporting needs to be provided by delegate investment managers to the UCITS 

Manager.

 The information provided in respect of LRM should be interrogated and challenged and if there 

are any issues raised they should be followed through to ensure they are concluded 

satisfactorily.

 Designated person should record and be able to evidence their engagement on reports 

received in respect of LRM.

Dillon Eustace LLP 16



www.dilloneustace.com

“Shortcomings in the role of the Designated Person for fund risk management”

CBI Findings

 Information provided by delegate to Designated Persons needs to be approached with healthy 

scepticism.

 Investigate information provided and do not accept it at face value.

 Evidence of constructive challenge, analysis or commentary of the information received via the 

LRM reporting to be documented by the Designated Person.

 This documented evidence should be included in the reports provided by the Designated 

Person to the Board of the UCITS Manager where appropriate.

 The information provided in respect of LRM should be interrogated and challenged by 

Designated Persons and if there are any issues raised they should be followed to ensure they 

are concluded satisfactorily.
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“No liquidity reporting to the Board of the UCITS Manager”

ESMA Findings:

 Insufficient or lack of reporting to senior management.

CBI Findings:

 The Board of the UCITS Manager are required to keep their risk management framework, and its constituent 

elements, under periodic review. Reporting on liquidity risk management to the Board of the UCITS Manager 

should be carried out appropriately and in accordance with the risk management policy. 

 Risk management reports provided to the Board of the UCITS Manager should contain information on the risks to 

which their UCITS under management are exposed and how those risks are to be monitored and measured. 

Liquidity risk should be included in these risk management reports.

 Monitoring of the identified liquidity risk vis-à-vis UCITS’ positions and those positions’ contribution to the overall 

risk profile of the UCITS.

 UCITS Manager should go back and review their risk management policy to ensure that each element outlined 

above of is clearly and sufficiently covered, with a particular focus on liquidity risk.
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“Shortcoming in the internal control framework”

ESMA Findings:

 Need to strengthen overall framework – no regular second (compliance) or third level (internal audit 

controls)

CBI FIndings:

 Internal controls of LRM policies and procedures need to be in place at second and third level and these 

levels needs to have sufficient input into and oversight of the LRM framework to ensure they are operating 

effectively.

• Second level – compliance function

• Third level – internal audit function (where appropriate and proportionate)

• ESMA: Internal controls should be in a position to have already identified most of the shortcomings and 

regulatory breaches identified by the CBI in the course of the ESMA CSA.
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Valuation procedures

Not directly addressed by CBI Letter from May 2021 or ESMA Findings

Identified as an area of concern in the ESMA Report on ESRB Recommendations

Supervision of valuation processes in a context of valuation uncertainty

 Ensure that UCITS Manager’s valuation procedures cover all market situations including valuation 

approaches for stressed market conditions. 

 The team in charge of the valuation must have sufficient expertise and access to information to 

analyse the reliability of the valuation sources it uses and establish a fair valuation of the portfolio.

ESMA reported that during the Covid-19 period of market stress, only a small proportion of funds  adapted their 

valuation models and procedures which included;

- increased engagement between the investment and valuation team, 

- organisation of a price challenge process, 

- collection of data to implement an adjustment in the pricing process
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ESMA Finding: Disclosure

 ESMA: disclosures on liquidity risks were missing, inaccurate, or unclear 

 UCITS Manager to review UCITS KIIDs and Prospectuses of UCITS under management to ensure that:

• Liquidity risk is appropriately disclosed; and

• LMTs such as the following are incorporated into the prospectus (where permitted to be used in the 

constitutional document of the UCITS):

(a) Redemptions gates – receipt of redemption requests worth 10% or more of the NAV of the fund 

or total number of shares in the fund;

(b) Temporary suspension of redemptions;

(c) In-specie redemptions;

(d) Application of anti-dilution levy, swing pricing or redemption fee; and

(e) Borrowing – cannot exceed 10% of the NAV of the fund.

Notifications to Shareholders, the CBI and any relevant stock exchanges that the UCITS is listed on will need 

to be considered in advance of any LMTs being utilised.
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2022 and onwards

LRM will continue to be an area of supervisory focus. 

The CBI will have regard to the consideration given by a UCITS Manager of the 

matters raised in the CBI LRM Letter and the ESMA Findings as part of any 

future engagement on LRM, including in:

 Future supervisory engagement;

 Exercising its supervisory powers – this could be in other contexts outside of simply review of 

LRM e.g. Prospectuses of UCITS, KIIDs, reports of delegates etc.; and

 Enforcement.
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Questions?

Any questions?
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Contacts
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Brian Higgins

Partner, Asset Management and Investment Funds

+ 353 1 673 1891

brian.higgins@dilloneustace.ie
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