BREXIT: OUTSOURCING

TIME FOR A CHANGE?

FUNDS EUROPE DISCUSSES OUTSOURCER OVERSIGHT IN A POST-BREXIT MARKET WITH
PAUL ROBERTS OF MILESTONE GROUP, BASED ON THE RESULTS OF A MILESTONE SURVEY.

More surprising were firms’ responses
when asked if they were re-evaluating
their fund operating model in light of
Brexit (see Fig 1). In addition to an even
split between those that were and those
that were not re-evaluating, there was
also an even split in representation
between those based in the EU and
those based in the UK that were
reviewing their operations.

“This shows that Brexit is an issue that
goes far beyond UK firms,” says Roberts.
In fact, it could be argued that firms in
the EU could be more concerned about
the impact of Brexit than those in the UK
given the responses to the survey. For
example, the majority of firms that plan
to review and upgrade oversight of their
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rationale, says Paul Roberts, regional

managing director of Milestone, was to FIG 1: ARE YOU RE-EVALUATING YOUR FUND OPERATING MODEL IN

. LIGHT OF BREXIT?
see how prepared market participants

are for Brexit just over a year ahead of
the start of the transition period.
“More specifically, we wanted to see
what role Brexit is playing in leading
firms to reconsider their operating
model and to revisit their oversight
strategy in what will be a more
distributed funds market,” says Roberts.
The issue is complicated by the
level of uncertainty that permeates
Brexit. For example, when asked if
the UK will secure a deal to retain full
EU passporting rights, only 30% of
respondents are confident it will. This
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The survey also revealed that a
number of respondents are waiting
for greater clarity on the Brexit deal
before making any plans to review their
processes and operating models. “This
may become a risky strategy with time
ticking away,” says Roberts.

Should firms have to make changes to
their model or set up a new office inside
or outside the UK, it will take time to set
up new infrastructure, hire and to house
people, says Roberts. And while those
decisions may turn out to be irreversible
in practice, they will have to be made
sooner rather than later, especially for
larger firms.

Other game-changing legislative
impacts to the market have tended to
focus solely on the financial services

sector, giving market participants the
chance to lobby for their interests and
to push for deferments or delays to
deadlines in the face of uncertainty or
a lack of clarity. But such is the scope
of Brexit that even the largest banking

clarity of the situation, says Roberts.

Oversight becomes a core process
When asked more specifically

about outsourcing and oversight
arrangements (see Fig 2, the majority
of firms are satisfied with their current
governance, people and with their
choice of service providers. However,
the majority have also reviewed their
processes and are less satisfied with
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. Not yet but we will
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FIG 3: HOW MUCH DO YOU AGREE WITH THIS STATEMENT: ‘IT’S
IMPORTANT THAT | DEMONSTRATE INDEPENDENT OVERSIGHT OF MY
OUTSOURCED SERVICE PROVIDER(S)'?

Answer Choices To regulators To clients

Agree 30% 30%
Disagree 3% 3%
Strongly Disagree 0% 0%
I don't think it matters 9% 6%

Source: Milestone Group
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players will have to act, regardless of the

the technology supporting the oversight

FIG 2: HAVE YOU UPGRADED YOUR OVERSIGHT PROCESSING/
INFORMATION TECHNOLOGY SYSTEMS AS A RESULT OF THE REVIEW?

process, with over 5% intending to
make changes to their supporting
technology.

This shows that operational oversight
has become a much greater priority
for firms in recent years, says Roberts.
“The findings support the trends that
we have witnessed - with oversight
increasingly recognised as a core
operational process.”

It also shows that more needs to be
done to ensure the process is fit for
purpose, says Roberts.

“As with other core processes, it is
necessary to industrialise and automate
the process to achieve scale, efficiency
and control operational risk. These
responses are a strong endorsement of
this message.”

The survey responses also show that
while Brexit is important, it is not the
only factor inspiring a greater focus on
the review of outsourced activities - in
fact, it accounts for less than 20% of
organisations’ concerns, alongside
regulatory pressure (at both a local and
headquarters level), pressure from fund
boards and operating model reviews.

“Brexit is driving additional focus at
this time but it is just one of a number
of factors,” says Roberts. “It has brought
additional attention to the review of
outsourced activities, but the survey
results indicate that many of these
reviews would have occurred anyway.”

The influence of fund boards and
clients as a catalyst for fund managers
to demonstrate independent oversight
of their outsourced activities is also
a notable change and a shift from
attitudes five years ago when regulatory
attention was clearly the main influence,
says Roberts (see Fig 3).

“The voice of the investor has become
more prominent. We are observing asset
managers responding to due diligence
enquiries by including reference to an
industrialised oversight process as part
of their broader credentials.”



