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INVESTMENT SERVICES RULES FOR RETAIL COLLECTIVE 

INVESTMENT SCHEMES 

 

PART B: STANDARD LICENCE CONDITIONS 

 
Appendix VIII 

Supplementary Licence Conditions Applicable to Self-Managed Schemes 
 

This Appendix includes the supplementary obligations which must be fulfilled by a Scheme 

which is set up as a self-managed Maltese UCITS. This Appendix is divided as follows: 

 

Section I includes the provisions regulating the conflict of interests policy which must be 

implemented on an ongoing basis by a Scheme; 

 

Section II includes the conduct of business rules which must be implemented on an ongoing 

basis by a Scheme; 

 

Section III includes the provisions regulating the establishment and the role of the Investment 

Committee which must be set up by a Scheme; 

 

Section IV stipulates the provisions regulating the risk management function which must be 

implemented on an ongoing basis by a Scheme. 

 

For the purposes of this Appendix, any reference to the term “Scheme” shall be understood 

as referring to a retail Collective Investment Scheme set up as a Self-Managed UCITS in 

Malta. 

 

The relevant requirements of SLC 2.02 (of Section I), 1A.01, 1A.02, 3.06 and 3.07 (of Section 

II), 2.18 (of Section III), 3.02 (of Section IV), transposing Commission Delegated Directive 

(EU) 2021/1270 amending Directive 2010/43/EU as regards the sustainability risks and 

sustainability factors to be taken into account for UCITS, shall apply from 1 August 2022.
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Section I 

Conflicts of Interest Policy 
 

1. Requirements on Conflict of Interests Applicable to Schemes 

 

1.01. For the proper implementation of the requirements specified in SLC 16.8 of Part BII of 

these Rules, a Scheme shall comply with the requirements prescribed in this Section. 

 

2. Criteria for the Identification of Conflicts of Interest 

 

2.01. For the purposes of identifying the types of conflict of interest that arise in the course 

of providing services and activities and whose existence may damage the interests of a 

Scheme, it must take into account, by way of minimum criteria, the question of whether 

it, or a relevant person, or a person directly or indirectly linked by way of control 

thereto, is in any of the following situations, whether as a result of providing collective 

portfolio management activities or otherwise: 

 

a. the Scheme or that person is likely to make a financial gain or avoid a financial 

loss at the expense of the Scheme, 

 

b. the Scheme, or that person has an interest in the outcome of a service or activity 

provided to the Scheme or another client or of a transaction carried out on behalf 

of the Scheme or another client, which is distinct from the Scheme’s interest in 

that outcome; 

 

c. the Scheme or that person has a financial or other incentive to favour the interest 
of another client or group of clients over the interests of the Scheme; 

 

d. the Scheme, or that person carried on the same activities for the Scheme and for 

another client or clients which are not the Scheme; 

 

e. the Scheme or that person receives or will receive from a person other than the 

Scheme, an inducement in relation to collective portfolio management activities 

provided to the Scheme, in the form of monies, goods or services other than the 

standard commission or fee for that service. 

 

2.02. When identifying the types of conflict of interest, the Scheme shall: 

 

a. take into account its interests, including those deriving from its belonging to a 

group or from the performance of services and activities, the interests of the 

clients and the duty of the Scheme; 

 

b. take into account the interests of two or more managed Schemes; and 

 

c. include those types of conflicts of interest that may arise as a result of the 

integration of sustainability risks in its processes, systems and internal controls. 

 

2.03 The Scheme shall, taking into account the size, nature, scale and complexity of the said 
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undertaking and on a best effort basis, refer to the Guidance on Technology 

Arrangements, ICT and Security Risk Management, and Outsourcing Arrangements.

https://www.mfsa.mt/wp-content/uploads/2020/06/Guidance-on-Technology-Arrangements-ICT-and-Security-Risk-Management-and-Outsourcing-Arrangements.pdf
https://www.mfsa.mt/wp-content/uploads/2020/06/Guidance-on-Technology-Arrangements-ICT-and-Security-Risk-Management-and-Outsourcing-Arrangements.pdf


Investment Services Rules for Retail Collective Investment Schemes 
Part B: Standard Licence Conditions 

Appendix VIII: Supplementary Licence Conditions Applicable to Self-Managed Schemes 

Date of last revision: 23 May 2022 Page 4 of 21 

 

 

 

 

3. Conflicts of Interest Policy 

 

3.01. A Scheme shall establish, implement and maintain an effective conflicts of interest 
policy. 

 

3.02. The conflicts of interest policy shall be set out in writing and shall be appropriate to the 

size and organisation of the Scheme and the nature, scale and complexity of its business. 

 

3.03. Where the Scheme is a member of a group, the conflicts of interest policy shall also 

take into account any circumstances of which the company is or should be aware which 

may give rise to a conflict of interest resulting from the structure and business activities 

of other members of the group. 

 

3.04. The conflicts of interest policy established in accordance with SLCs 3.01 to 3.03 shall 

include the following: 

 

a. the identification of, with reference to collective portfolio management activities 

carried out by or on behalf of the Scheme, the circumstances which constitute or 

may give rise to a conflict of interest entailing a material risk of damage to the 

interests of the Scheme or one or more other clients; 

 

b. procedures to be followed and measures to be adopted to manage such conflicts. 

 

4. Independence in Conflicts Management 

 

4.01. The procedures and measures provided for in SLC 3.04(b) are designed to ensure that 

the relevant persons engaged in different business activities involving a conflict of 

interest carry on those activities at a level of independence appropriate to the size and 

activities of the Scheme and of the group to which it belongs and to the materiality of 

the risk of damage to the interests of clients. 

 

4.02. The procedures to be followed and measures to be adopted pursuant to SLC 3.04(b) 

shall include the following where necessary and appropriate for the Scheme to ensure 

the requisite degree of independence: 

 

a. effective procedures to prevent or control the exchange of information between 

relevant persons engaged in collective portfolio management activities involving 

a risk of a conflict of interest where the exchange of that information may harm 

the interests of one or more clients; 

 

b. the separate supervision of relevant persons whose principal functions involve 

carrying out collective portfolio management activities on behalf of, or providing 

services to, clients or to investors whose interests may conflict, or 
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who otherwise represent different interests that may conflict, including those of 

the Scheme; 

 

c. the removal of any direct link between the remuneration of relevant persons 

principally engaged in one activity and the remuneration of, or revenues generated 

by, different relevant persons principally engaged in another activity, where a 

conflict of interest may arise in relation to those activities; 

 

d. measures to prevent or limit any person from exercising inappropriate influence 
over the way in which a relevant person carries out collective portfolio 

management activities; 

 

e. measures to prevent or control the simultaneous or sequential involvement of a 

relevant person in separate collective portfolio management activities where such 

involvement may impair the proper management of conflicts of interest. 

 

4.03. Where the adoption or the practice of one or more of the aforementioned measures or 

procedures does not ensure the requisite degree of independence, the Scheme will adopt 

such alternative or additional measures and procedures as are necessary and appropriate 

for those purposes. 

 

5. Management of Activities Giving Rise to Detrimental Conflicts of Interest 

 

5.01. A Scheme shall keep and regularly update a record of the types of collective portfolio 

management activities undertaken by it in which a conflict of interest entailing a 

material risk of damage to its interests or other clients has arisen or, in the case of an 

ongoing collective portfolio management activity, may arise. 

 

5.02. A Scheme shall ensure that where the organisational or administrative arrangements 

made by same for the management of conflicts of interest are not sufficient to ensure, 

with reasonable confidence, that risks of damage to the interests of the Scheme or of its 

unit-holders will be prevented, the senior management or other competent internal body 

of the Scheme is promptly informed in order for them to take any necessary decision to 

ensure that in any case the Scheme acts in its best interests and of its unit- holders. 

 

5.03. The Scheme shall report situations referred to in SLC 5.02 to investors by any 

appropriate durable medium and give reasons for its decision. 

 

6. Strategies for the Exercise of Voting Rights 

 

6.01. A Scheme shall develop adequate and effective strategies for determining when and 

how voting rights attached to instruments held in the managed portfolios are to be 

exercised, to its exclusive benefit. 



Investment Services Rules for Retail Collective Investment Schemes 
Part B: Standard Licence Conditions 

Appendix VIII: Supplementary Licence Conditions Applicable to Self-Managed Schemes 

Date of last revision: 23 May 2022 Page 6 of 21 

 

 

 

 

6.02. The strategy referred to in SLC 6.01 shall determine measures and procedures for: 

 

a. monitoring relevant corporate events; 

 

b. ensuring that the exercise of voting rights is in accordance with the investment 
objectives and policy of the relevant Scheme; and 

 

c. preventing or managing any conflicts of interest arising from the exercise of 

voting rights. 
 

6.03. A summary description of the strategies referred to in SLC 6.01 shall be made available 

to investors. 

 

6.04. Details of the actions taken on the basis of the aforementioned strategies shall be made 
available to the unit-holders free of charge and on their request. 
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Section II 

Operational Arrangements of Schemes 
 

1. General Principles 

 

1.01 This Section stipulates the provisions regulating the conduct of business rules which 

must be implemented on an ongoing basis by a Scheme. 

 

1.02 For the proper implementation of the requirements prescribed in SLC 16.8 of Part BII 
of these Rules, a Scheme shall comply with the requirements specified in this Section. 

 

1A. Administrative Procedures and Internal Control Mechanisms 

 

1A.01 The Scheme shall:  

 

a. establish, implement and maintain decision-making procedures and an 

organisational structure which clearly and in a documented manner specifies 

reporting lines and allocates functions and responsibilities;  

 

b. ensure that its relevant persons are aware of the procedures which must be followed 

for the proper discharge of their responsibilities;  

 

c. establish, implement and maintain adequate internal control mechanisms designed 

to secure compliance with decisions and procedures at all levels of the Scheme;  

 

d. establish, implement and maintain effective internal reporting and communication 

of information at all relevant levels of the Scheme as well as effective information 

flows with any third party involved;  

 

e. maintain adequate and orderly records of its business and internal organisation;  

 

f. establish, implement and maintain systems and procedures that are adequate to 

safeguard the security, integrity and confidentiality of information, taking into 

account the nature of the information in question;  

 

g. establish, implement and maintain an adequate business continuity policy aimed 

at ensuring, in the case of an interruption to their systems and procedures, the 

preservation of essential data and functions, and the maintenance of services and 

activities, or where that is not possible, the timely recovery of such data and 

functions and the timely resumption of their services and activities;  

 

h. establish, implement and maintain accounting policies and procedures that enable 

it, at the request of the MFSA, to deliver in a timely manner to the MFSA financial 

reports which reflect a true and fair view of their financial position and which 

comply with all applicable accounting standards and rules;   

 

i. monitor and evaluate the adequacy and effectiveness of their systems, internal 

control mechanisms and arrangements on a regular basis in accordance with 
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indents (a) to (h) above and to take appropriate measures to address any 

deficiencies.  

 

j. on a best effort basis refer to the Guidance on Technology Arrangements, ICT and 

Security Risk Management, and Outsourcing Arrangements. 

 

1A.02. The requirements prescribed in indents (a) to (e) shall take into account sustainability 

risks. 

 

1A.03. The requirements prescribed in indents (a) to (j) shall apply depending on the nature, 

scale and complexity of the Scheme’s business, and the nature and range of services and 

activities undertaken in the course of that business.  

 

1A.04 The Scheme shall:   

 

a. employ personnel with the skills, knowledge and expertise necessary for the 

discharge of the responsibilities allocated to them;  

 

b. retain the necessary resources and expertise so as to effectively monitor the 

activities carried out by third parties on the basis of an arrangement with the 

Scheme, especially with regard to the management of the risk associated with those 

arrangements;   

 

c. ensure that the performance of multiple functions by relevant persons does not and 

is not likely to prevent those relevant persons from discharging any particular 

function soundly, honestly and professionally.  

 

1A.05 The Licence Holder shall retain the necessary resources and expertise for the effective 
integration of sustainability risks for the purposes of indents (a) to (c). 

 
1A.06 The requirements prescribed in indents (a) to (c), shall apply depending on the nature, 

scale and complexity of a Licence Holder’s business, and the nature and range of 
services and activities undertaken in the course of that business.  

 

 

2. Duty to Act in the Best Interests of the Scheme and its Unit-Holders 

 

2.01. A Scheme shall ensure that unit-holders are treated fairly. 

 

2.02. A Scheme shall refrain from placing the interests of any group of unit-holders above 

the interests of any other group of unit-holders. 

 

2.03. A Scheme shall apply appropriate policies and procedures for preventing malpractices 

that might reasonably be expected to affect the stability and integrity of the market. 

 

2.04. A Scheme shall ensure that fair, correct and transparent pricing models and valuation 

systems are used, in order to comply with the duty to act in the best interests of the unit-

holders. 

 

https://www.mfsa.mt/wp-content/uploads/2020/06/Guidance-on-Technology-Arrangements-ICT-and-Security-Risk-Management-and-Outsourcing-Arrangements.pdf
https://www.mfsa.mt/wp-content/uploads/2020/06/Guidance-on-Technology-Arrangements-ICT-and-Security-Risk-Management-and-Outsourcing-Arrangements.pdf
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2.05. A Scheme must be able to demonstrate that its portfolios have been accurately valued. 

 

2.06. A Scheme shall act in such a way as to prevent undue costs being charged thereto and 

its unit-holders. 

 

3. Due Diligence Requirements 

 

3.01. A Scheme shall ensure a high level of diligence in the selection and ongoing monitoring 

of investments, in its best interests and in the interest of the integrity of the market. 

 

3.02. A Scheme shall ensure it has adequate knowledge and understanding of the assets in 

which it invests. 

 

3.03. A Scheme shall establish written policies and procedures on due diligence and 

implement effective arrangements for ensuring that its investment decisions are carried 

out in compliance with the objectives, investment strategy and risk limits of the 

Scheme. 
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3.04. When implementing its risk management policy, and where it is appropriate after taking 

into account the nature of a foreseen investment, a Scheme shall formulate forecasts 

and perform analysis concerning the investment’s contribution to the Scheme’s 

portfolio composition, liquidity and risk and reward profile before carrying out the 

investment. 

 

Provided that the analysis must only be carried out on the basis of reliable and up-to- 

date information, both in quantitative and qualitative terms. 

 

3.05. A Scheme shall exercise due skill, care and diligence when entering into, managing or 

terminating any arrangements with third parties in relation to the performance of risk 

management activities. Before entering into such arrangements, a Scheme shall take 

the necessary steps in order to verify that the third party has the ability and capacity to 

perform the risk management activities reliably, professionally and effectively. The 

Scheme shall establish methods for the on-going assessment of the standard of 

performance of the third party. 

 

3.06. The Scheme shall take into account sustainability risks when complying with the 

requirements set out in SLC 3.01 to 3.05. 

 

3.07. Where the Scheme considers principal adverse impacts of investment decisions on 
sustainability factors as described in Article 4(1), point (a), of Regulation (EU) 

2019/2088, or as required by paragraphs 3 or 4 of Article 4 of that Regulation, the 

Licence Holder shall take into account such principal adverse impacts when complying 
with the requirements set out in paragraphs SLC 3.01 to 3.05. 

 

4. Handling of Subscription and Redemption Order: Reporting Obligations in 

Respect of Execution of Subscription and Redemption Orders 

 

4.01. Where a Scheme has carried out a subscription or redemption order from a unit- holder, 

it must notify the unit-holder, by means of a durable medium, confirming execution of 

the order as soon as possible, and no later than the first business day following 

execution or, where the confirmation is received by the Scheme from a third party, no 

later than the first business day following receipt of the confirmation from the third 

party. 

 

4.02. SLC 4.01 shall not apply where the notice would contain the same information as a 
confirmation that is to be promptly dispatched to the unit-holder by another person. 

 

4.03. The notice referred to in SLCs 4.01 and 4.02 shall, where applicable, include the 

following information: 

 

a. the investment company’s /the Scheme’s identification; 

 

b. the name or other designation of the unit-holder; 

 

c. the date and time of receipt of the order and method of payment; 
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d. the date of execution; 

 

e. the nature of the order (subscription or redemption); 

 

f. the number of units involved; 
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g. the unit value at which the units were subscribed or redeemed; 

 

h. the reference value date; 

 

i. the gross value of the order including charges for subscription or net amount after 
charges for redemptions; and 

 

j. a total sum of the commissions and expenses charged and, where the investor so 

requests, an itemised breakdown. 
 

4.04. Where orders for a unit-holder are executed periodically, a Scheme shall either take the 

action specified in SLC 4.01 and 4.02 or provide the unit-holder, at least once every 6 

months, with the information provided in SLC 4.03 above in respect of those 

transactions. 

 

4.05. A Scheme shall provide the unit-holder, upon request, with information about the status 

of his order. 

 

5. Execution of Decisions to Deal on Behalf of the Scheme 

 

5.01. A Scheme shall act in its best interests when executing decisions to deal in the context 

of the management of its portfolios. 

 

5.02. For the purposes of SLC 5.01 above, a Scheme shall take all reasonable steps to obtain 

the best possible result, taking into account price, costs, speed, likelihood of execution 

and settlement, order size and nature, or any other consideration relevant to the 

execution of the order. 

 

5.03. The relative importance of such factors as referred to in SLC 5.02 above shall be 

determined by reference to the following criteria: 

 

a. the objectives, investment policy and risks specific to the Scheme, as indicated in 

the prospectus or as the case may be in the fund rules or instruments of 

incorporation; 

 

b. the characteristics of the order; 

 

c. the characteristics of the financial instruments that are the subject of that order; 

and 

 

d. the characteristics of the execution venues to which that order can be directed. 

 

5.04. A Scheme shall establish and implement effective arrangements for complying with 

the obligation referred to in SLCs 5.02 and 5.03. In particular, a Scheme shall establish 

and implement a policy to allow it to obtain, for its orders, the best possible 
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result in accordance with SLC 5.02 and 5.03 taking into account price, costs, speed, 

likelihood of execution and settlement, order size and nature, or any other consideration 

relevant to the execution of the order. 

 

5.05. A Scheme shall make available appropriate information on the execution policy to unit-

holders in accordance with these Rules and on any material changes to their policy. 

 

5.06. A Scheme shall monitor on a regular basis the effectiveness of its arrangements and 
policy for the execution of orders in order to identify and, where appropriate, correct 

any deficiencies. 

 

5.07. A Scheme shall review the execution policy on an annual basis. A review shall also be 

carried out whenever a material change occurs that affects the Scheme’s ability to 

continue to obtain the best possible result. 

 

5.08. A Scheme shall be able to demonstrate that it has executed orders in accordance with 

its execution policy. 

 

Placing Orders to Deal on Behalf of the Scheme with Other Entities for Execution 

 

5.09. A Scheme shall act in its best interests when placing orders to deal with other entities 

for execution, in the context of the management of its portfolios. 

 

5.10. A Scheme shall take all reasonable steps to obtain the best possible result taking into 

account price, costs, speed, likelihood of execution and settlement, size, nature or any 

other consideration relevant to the execution of the order. The relative importance of 

such factors shall be determined by reference to SLCs 5.02 and 5.03. 

 

5.11. For those purposes, a Scheme shall establish and implement a policy to enable it to 

comply with the obligation referred to in SLC 5.10. The policy shall identify, in respect 

of each class of instruments, the entities with which the orders may be placed. The 

Scheme shall only enter into arrangements for execution where such arrangements are 

consistent with obligations laid down in this Section. 

 

5.12. A Scheme shall make available to unit-holders appropriate information on the policy 

established in accordance with these Rules and on any material changes to this policy. 

 

5.13. A Scheme shall monitor on a regular basis the effectiveness of the policy established 

in accordance with SLCs 5.10 to 5.12 and, in particular, the execution quality of the 

entities identified in that policy and, where appropriate, correct any deficiencies. 

 

5.14. A Scheme shall review the policy on an annual basis. 
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5.15. Such a review shall also be carried out whenever a material change occurs that affects 

the ability of the Scheme to continue to obtain the best possible result. 

 

5.16. A Scheme shall be able to demonstrate that it has placed orders in accordance with  the 

policy established in accordance with SLCs 5.10 to 5.12. 

 

6. Handling of Orders - General Principles 

 

6.01. A Scheme shall establish and implement procedures and arrangements which provide 

for the prompt, fair and expeditious execution of portfolio transactions. 

 

6.02. These procedures and arrangements as referred to in SLC 6.01 shall satisfy the 

following conditions: 

 

a. ensure that orders executed are promptly and accurately recorded and allocated; 

and 

 

b. execute otherwise comparable Scheme orders sequentially and promptly unless 

the characteristics of the order or prevailing market conditions make this 

impracticable, or the interests of the Scheme require otherwise. 

 

6.03. Financial instruments or sums of money, received in settlement of the executed orders 

shall be promptly and correctly delivered to the account of the Scheme. 

 

6.04. A Scheme shall not misuse information relating to its pending orders, and shall take all 

reasonable steps to prevent the misuse of such information by any of its relevant 

persons. 

 

Aggregation and Allocation of Trading Orders 

 

6.05. A Scheme shall not be permitted to carry out an order in aggregate with an order of 

another Scheme or another client or with an order on its own account, unless the 

following conditions are met: 

 

a. it must be unlikely that the aggregation of orders will work overall to the 

disadvantage of any Scheme or clients whose order is to be aggregated; and 

 

b. an order allocation policy must be established and implemented, providing in 

sufficiently precise terms for the fair allocation of aggregated orders, including 

how the volume and price of orders determines allocations and the treatment of 

partial executions. 

 

6.06. Where a Scheme aggregates an order with one or more orders of other Schemes or other 

clients and the aggregated order is partially executed, it allocates the related trades in 

accordance with its order allocation policy. 
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6.07. A Scheme which has aggregated transactions for own account with one or more 

Schemes or other clients’ orders, shall not allocate the related trades in a way that is 

detrimental to the Scheme or another client. 

 

6.08. Where a Scheme aggregates an order of a Scheme or other clients with a transaction 

for own account and the aggregated order is partially executed, it shall allocate the 

related trades to the Scheme or other client in priority over those for own account. 

 

6.09. If the Scheme is able to demonstrate to the Scheme or its other client on reasonable 

grounds that it would not have been able to carry out the order on such advantageous 

terms without aggregation, or at all, it may allocate the transaction for own account 

proportionally, in accordance with the policy as referred to in SLC 6.05(b). 

 

7. Inducements - Safeguarding the Best Interests of the Scheme 

 

7.01. A Scheme shall not be regarded as acting honestly, fairly and professionally in 

accordance with its best interests if, in relation to the activities of investment 

management and administration thereof, it pays or is paid any fee or commission, or 

provides or is provided with any non-monetary benefit, other than the following: 

 

a. a fee, commission or non-monetary benefit paid or provided to or by the Scheme 

or a person on behalf of the Scheme; 

 

b. a fee, commission or non-monetary benefit paid or provided to or by a third party 

or a person acting on behalf of a third party, where the following conditions are 

satisfied: 

 

i. the existence, nature and amount of the fee, commission or benefit, or, where 

the amount cannot be ascertained, the method of calculating that amount, must 

be clearly disclosed to the Scheme in a manner that is comprehensive, accurate 

and understandable, prior to the provision of the relevant service; 

 

ii. the payment of the fee or commission, or the provision of the non-monetary 

benefit must be designed to enhance the quality of the relevant service and not 

impair compliance with its duty to act in its best interests; 

 

c. proper fees which enable or are necessary for the provision of the relevant service, 

including custody costs, settlement and exchange fees, regulatory levies or legal 

fees, and which, by their nature, cannot give rise to conflicts with the duties of the 

Scheme to act honestly, fairly and professionally in accordance  with the best 

interests of the Scheme. 



Investment Services Rules for Retail Collective Investment Schemes 
Part B: Standard Licence Conditions 

Appendix VIII: Supplementary Licence Conditions Applicable to Self-Managed Schemes 

Date of last revision: 23 May 2022 Page 16 of 21 

 

 

 

 

7.02. For the purposes of SLC 7.01 (b)(i), a Scheme shall be able to disclose the essential 

terms of the arrangements relating to the fee, commission or non-monetary benefit in 

summary form, provided that the Scheme undertakes to disclose further details at the 

request of the unit-holder and provided that it honours that undertaking. 

 

8. Remuneration Policies and Practices 

 

8.01. The Scheme shall establish and apply remuneration policies and practices that are 

consistent with, and promote sound and effective risk management and that neither 

encourage risk taking which is inconsistent with its risk profile, rules or instruments of 

incorporation. 

 

8.02. The remuneration policies and practices shall include fixed and variable components 

and salaries and discretionary pension benefits. 

8.03. The remuneration policies and practices shall apply to those categories of staff, 

including senior management, risk takers, control functions and any employee 

receiving total remuneration that falls within the remuneration bracket of senior 

management and risk takers whose professional activities have a material impact on 

the risk profiles of the Scheme. 
 

8.04. The Scheme shall further refer to and comply with the provisions of the ESMA 

 Guidelines on sound remuneration policies and practices under the UCITS Directive 

 and the AIFMD and the Guidance Notes on the application of the proportionality 
principle issued by the Authority. 

 

8.05. When establishing and applying the remuneration policies referred to in SLCs 8.01 to 

8.04, the Scheme shall comply with the following principles in a way and to the extent 

that is appropriate to its size, internal organisation and the nature, scope and complexity 

of its activities: 

 

(a) the remuneration policy is consistent with and promotes sound and effective 

risk management and does not encourage risk taking which is inconsistent with 

the risk profile, rules or instruments of incorporation of the Scheme; 

 

(b) the remuneration policy is in line with the business strategy, objectives, values 

and interests of the Scheme and of the Scheme’s investors, and includes 

measures to avoid conflicts of interest; 

 

(c) the remuneration policy is adopted by the management body of the Scheme in 

its supervisory function, and that body adopts, and reviews at least annually, the 

general principles of the remuneration policy and is responsible for, and 

oversees their implementation: 
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Provided that the tasks referred to in paragraph (c) shall be undertaken only by 

the members of the management body who do not perform any executive 

functions in the Scheme and who have expertise in risk management and 

remuneration; 

 

(d) the implementation of the remuneration policy is, at least annually, subject to 

central and independent internal review for compliance with policies and 

procedures for remuneration adopted by the management body in its 

supervisory function; 

 

(e) staff engaged in control functions are compensated in accordance with the 

achievement of the objectives linked to their functions, independently of the 

performance of the business areas that they control; 

 

(f) the remuneration of the senior officers in the risk management and compliance 

functions is overseen directly by the remuneration committee, where such a 

committee exists; 

 

(g) where remuneration is performance-related, the total amount of remuneration is 

based on a combination of the assessment as to the performance of the 

individual and of the business unit or Scheme concerned and as to their risks 

and of the overall results of the Scheme when assessing individual performance, 

taking into account financial and non-financial criteria; 

 

(h) the assessment of performance is set in a multi-year framework appropriate to 

the holding period recommended to the investors of the Scheme in order to 

ensure that the assessment process is based on the longer-term performance of 

the Scheme and its investment risks and that the actual payment of performance 

based components of remuneration is spread over the same period; 

 

(i) guaranteed variable remuneration is exceptional, occurs only in the context of 

hiring new staff and is limited to the first year of engagement; 

 

(j) fixed and variable components of total remuneration are appropriately balanced 

and the fixed component represents a sufficiently high proportion of the total 

remuneration to allow the operation of a fully flexible policy on variable 

remuneration components, including the possibility to pay no variable 

remuneration component; 

 

(k) payments relating to the early termination of a contract reflect performance 

achieved over time and are designed in a way that does not reward failure; 

 

(l) the measurement of performance used to calculate variable remuneration 

components or pools of variable remuneration components includes a 
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comprehensive adjustment mechanism to integrate all relevant types of current 

and future risks; 

 

(m) subject to the legal structure of the Scheme and its fund rules or instruments of 

incorporation, a substantial portion, and in any event at least 50% of any 

variable remuneration component consists of units of the Scheme concerned, 

equivalent ownership interests, or share-linked instruments or equivalent non- 

cash instruments with equally effective incentives as any of the instruments 

referred to in this paragraph: 

 

Provided that the instruments referred to in this paragraph shall be subject to an 

appropriate retention policy designed to align incentives with the interests of 

the Scheme and the Scheme’s investors; 

 

Provided further that the MFSA may place restrictions on the types and designs 

of those instruments or ban certain instruments as appropriate; 

 

Paragraph (m) shall apply to both the portion of the variable remuneration 

component deferred in line with paragraph (n) and the portion of the variable 

remuneration component not deferred; 

 

(n) a substantial portion, and in any event at least 40% of the variable remuneration 

component, is deferred over a period of at least three years, which is appropriate 

in view of the holding period recommended to the investors of the Scheme 

concerned and is correctly aligned with the nature of the risks of the Scheme in 

question: 

 

Provided that remuneration payable under deferral arrangements vests no faster 

than on a pro-rata basis; in the case of a variable remuneration component of a 

particularly high amount, at least 60% of the amount shall be deferred. 

 

(o) the variable remuneration, including the deferred portion, is paid or vests only 

if it is sustainable according to the financial situation of the Scheme as a whole, 

and justified according to the performance of the business unit, the Scheme and 

the individual concerned: 

 

Provided that the total variable remuneration shall generally be considerably 

contracted where subdued or negative financial performance of the Scheme 

concerned occurs, taking into account both current compensation and 

reductions in payouts of amounts previously earned, including through malus 

or clawback arrangements. 

 

(p) the pension policy is in line with the business strategy, objectives, values and 
long-term interests of the Scheme: 
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Provided that if the employee terminates employment with the Scheme before 

retirement, discretionary pension benefits shall be held by the management 

company for a period of five years in the form of instruments referred to in 

paragraph (m). In the case of an employee reaching retirement, discretionary 

pension benefits shall be paid to the employee in the form of instruments 

referred to in paragraph (m) subject to a five-year retention period; 

 

(q) staff are required to undertake not to use personal hedging strategies or 
remuneration- and liability-related insurance to undermine the risk alignment 

effects embedded in their remuneration arrangements; 

 

(r) variable remuneration is not paid their vehicles or methods that facilitate the 

avoidance of the requirements prescribed in these Rules. 

 

8.06. The principles outlined in SLC 8.05 shall apply to any benefit of any type paid by the 

Scheme, to any amount paid directly by the Scheme itself, including performance fees, 

and to any transfer of units or shares of the Scheme, made for the benefit of those 

categories of staff, including senior management, risk takers, control functions and any 

employee receiving total remuneration that falls into the remuneration bracket of senior 

management and risk takers, whose professional activities have a material impact on 

the risk profile of the Scheme. 

 

8.07. A Scheme that is significant in terms of its size, its internal organisation and the nature 

scope and complexity of its activities shall establish a remuneration committee. The 

remuneration committee shall be constituted in a way that enables it to exercise 

competent and independent judgement on remuneration policies and practices and the 

incentives created for managing risk. 

 

8.08. The remuneration committee that is, where appropriate, established in accordance with 

the ESMA Guidelines referred to in SLC 8.04 shall be responsible for the preparation 

of decisions regarding remuneration, including those which have implications for the 

risk and risk management of the Scheme concerned and which  are to be taken by the 

management body in its supervisory function. The  remuneration committee shall be 

chaired by a member of the management body who does not perform any executive 

functions in the Scheme. The members of the remuneration committee shall be 

members of the management body who do not perform any executive functions in the 

Scheme concerned. 

 

8.09. If employee representation on the management body is provided for by Maltese law, 

the remuneration committee shall include one or more employee representatives. When 

preparing its decisions, the remuneration committee shall take into account the long-

term interest of investors and other stakeholders and the public interest. 
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Section III 

Establishment and Role of the Investment Committee 
 

1. General 

 

1.01. This Section stipulates the provisions regulating the establishment and role of the 

Investment Committee which must be set-up by a Scheme. 

 

1.02. For the proper implementation of the requirements set out in SLC 16.11 of Part BII of 
these Rules, a Scheme shall comply with the requirements prescribed in this Section. 

 

2. Establishment of the Investment Committee 

 

2.01. The Board of Directors of a Scheme shall establish an in-house Investment Committee. 

 

2.02. The Investment Committee shall be made up of at least three members and may also 

include members of the Board of Directors of the Scheme. 

 

2.03. The Terms of Reference of the Investment Committee and any changes thereto shall 

be subject to a notification to the MFSA. 

 

2.04. The role of the Investment Committee will be that of: 

 

a. monitoring and reviewing the investment policy of the Scheme; 

 

b. establishing and reviewing guidelines for investment by the Scheme; 

 

c. issuing rules for stock selection; 

 

d. setting up the portfolio structure and asset allocation; and 

 

e. making recommendations to the Board of Directors of the Scheme. 

 

2.05. The majority of Investment Committee meetings – the required frequency of which 

should depend on the nature of the Scheme’s investment policy, but which should be at 

least quarterly – are to be physically held in Malta. 

 

Provided that Investment Committee meetings are deemed to be physically held in 

Malta if the minimum number of members that form a quorum necessary for a meeting 

are physically present in Malta. 

 

2.06. The minutes of the Investment Committee meetings should be available in Malta for 

review during MFSA’s compliance visits. 
 

2.07. Where the Scheme has not appointed an Investment Committee, the functions referred 

to in SLC 2.01 shall be undertaken by the Directors of the Scheme. 
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2.08. The Investment Committee may delegate the day-to-day investment management of 

the assets of the Scheme to at least two officials of the Scheme (hereinafter referred to 

as the ‘Portfolio Managers’). For the purpose of 2.11 to 2.16 below, ‘Portfolio 

Managers’ should be interpreted as being the persons in charge of the day-to-day 

investment management of the Scheme, whether he/she is also a member of the 

Investment Committee or otherwise. Provided that, when the Investment Committee is 

to be considered as being collectively responsible for the day-to-day investment 

management of the assets of the Scheme, the term ‘Portfolio Managers’ refers to the 

entire Investment Committee. 

 

2.09. The Portfolio Managers will effect day-to-day transactions within the investment 

guidelines set by the Investment Committee and in accordance with the investment 

objectives, policy and restrictions described in the Prospectus. 

 

2.10. The Scheme may also delegate the day-to-day investment management of its assets to 
a third party Manager appointed by the Scheme. 

 

2.11. The Scheme shall obtain the written consent of the MFSA before the appointment or 

replacement of a Portfolio Manager. The request for consent of the appointment or 

replacement of a member of the Portfolio Manager, where applicable shall be 

transmitted to the MFSA at least twenty one business days prior to the proposed date 

of appointment. 

 

2.12. The MFSA reserves the right to object to the proposed replacement or appointment and 

to require such additional information as it considers appropriate. 

 

2.13. The MFSA shall be satisfied, on a continuing basis, of the fitness and properness, 

including competence, of the Portfolio Managers. 

 

2.14. The request for consent of the appointment or replacement of a Portfolio Manager shall 

be accompanied by the required documentation as prescribed in the Investment 

Services Rules. 

 

2.15. The Scheme shall notify the MFSA in writing: 

 

i. of the departure of a member of the Investment Committee and/or Portfolio 

Manager within 14 days from the departure; 
ii. of the appointment of Investment Committee members who are not in charge 

of the day-to-day investment management of the assets of the Scheme (i.e. 
those persons who do not fall under the meaning of ‘Portfolio Manager(s)’ 

set out in 2.08 above) and of any official engaged in the provision of risk 
management and valuation activities whose role does not require MFSA 

approval. Such notification should be submitted by the Scheme upon 

engagement of the official, and shall be accompanied by a declaration 
confirming that: 

 
a. The Licence Holder has carried out a due diligence assessment on the 
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appointed individual and is satisfied that he/ she complies with the 

standards of fitness and properness required by the MFSA, and that 
the Licence Holder shall notify the MFSA should such individual 

cease to comply with the mentioned standards; 
b. the due diligence exercise undertaken has been fully documented, 

held at the registered office, and is available upon request by the 

MFSA; and  
c. the due diligence exercise carried out will be updated at periodical 

intervals as applicable and the updates will be documented and will 
be made available upon request by the MFSA. 

 

2.16. The Scheme shall also request the Portfolio Manager, to confirm that his/her departure 

has no regulatory implications or otherwise provide any relevant details as appropriate. 

A copy of such request shall be provided to the MFSA. 

 

2.17. The Scheme shall have adequate arrangements, in agreement with and subject to the 

approval of the MFSA, to ensure the adequate monitoring of the activities of 

Portfolio Managers and the Investment Committee. 

 

2.18. The Scheme shall on a continuing basis ensure that it has sufficient management 
resources and expertise to effectively conduct its business including the effective 

integration of sustainability risks in the management of the Scheme, taking into account 
the nature, scale and complexity of the Scheme’s business. 
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Section IV 

Risk Management Function 
 

1. General 

 

1.01. This Section stipulates the provisions regulating the risk management function which 

must be implemented on an ongoing basis by a Scheme. 

 

1.02. For the proper implementation of the requirements set out in SLC 16.12 of Part BII of 
these Rules a Scheme shall comply with the requirements prescribed in this Section. 

 

2. Permanent Risk Management Function 

 

2.01. A Scheme shall establish and maintain a permanent risk management function which 

shall be hierarchically and functionally independent from the operating units. 

 

2.02. Without prejudice to SLC 2.01, the MFSA may allow the Scheme to derogate from the 

obligation referred to in SLC 2.01, where the derogation is appropriate and 

proportionate in view of the nature, scale and complexity of the Scheme’s business. 

 

Provided that the Scheme must be able to demonstrate that appropriate safeguards 

against conflicts of interest have been adopted so as to allow an independent 

performance of risk management activities and that its risk management process 

satisfies the requirements prescribed in Appendix VI of these Rules. 

 

2.03. The permanent risk management function shall: 

 

a. implement the risk management policy and procedures; 

 

b. ensure compliance with the Scheme’s risk limit system, including statutory limits 

concerning global exposure and counterparty risk in accordance with Part BII of 

these Rules stipulating risk management processes, counterparty risk exposure 

and issuer concentration; 

 

c. provide advice to the board of directors as regards the identification of the risk 
profile of the Scheme; 

 

d. provide regular reports to the Board of Directors and, where possible, the 

supervisory function, on: 

 

i. the consistency between the current levels of risk incurred by the Scheme 
and the risk profile agreed for that Scheme; 

 

ii. the compliance of the Scheme with relevant risk limit systems; 
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iii. the adequacy and effectiveness of the risk management process, indicating in 

particular whether appropriate remedial measures have been taken in the event 

of any deficiencies; 

iv. the liquidity stress testing being undertaken together with a description of the 

salient findings and remedial measures to be taken in the event of any 

deficiencies. 

 

e. provide regular reports to the senior management outlining the current level of 

risk incurred by the Scheme and any actual or foreseeable breaches to their limits, 

so as to ensure that prompt and appropriate action can be taken; 

 

f. review and support where appropriate, the arrangement and procedures for the 

valuation of OTC derivatives as referred to in Appendix VI stipulating risk 
management processes, counterparty risk exposure and issuer concentration. 

 

g. undertake liquidity stress testing at least annually and, where appropriate, employ 

such testing at all stages in a fund’s lifecycle. The Licence Holder shall abide by 
ESMA’s Guidelines on Liquidity Stress Testing in accordance with the nature, 

scale and complexity of the funds managed. 

 

2.04. The permanent risk management function shall have the necessary authority and access 

to all the relevant information necessary to fulfil the tasks set out in SLC 2.03. 

 

3. Risk Management Policy 

 

3.01. A Scheme shall establish, implement and maintain an adequate and documented risk 
management policy which identifies the risks the Scheme is or might be exposed to. 

 

3.02. The risk management policy shall comprise such procedures as are necessary to enable 

a Scheme to assess the exposure of that Scheme to market, liquidity, sustainability and 

counterparty risks, and the exposure of the Scheme to all other risks, including 

operational risks, which may be material for the Scheme. 

 

3.03. A Scheme shall address at least the following elements in the risk management policy: 

 

a. the techniques, tools and arrangements that enable them to comply with the 

obligations stipulated in Appendix VI. 

 

b. the allocation of responsibilities within a Scheme pertaining to risk management. 

 

c. the liquidity stress testing policy in accordance with ESMA’s Guidelines on 
Liquidity Stress Testing. 

 

3.04. A Scheme shall ensure that the risk management policy referred to in SLC 3.01 to 

3.03 above states the terms, contents and frequency of reporting of the risk management 

function set out in SLC 2.01 to 2.04 above to the board of directors and to senior 

management and, where appropriate, to the supervisory function. 

https://www.esma.europa.eu/sites/default/files/library/esma34-39-882_final_report_guidelines_on_lst_in_ucits_and_aifs.pdf
https://www.esma.europa.eu/sites/default/files/library/esma34-39-882_final_report_guidelines_on_lst_in_ucits_and_aifs.pdf
https://www.esma.europa.eu/sites/default/files/library/esma34-39-882_final_report_guidelines_on_lst_in_ucits_and_aifs.pdf
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3.05. For the purposes of SLCs 3.01 to 3.04, a Scheme shall take into account the nature, 

scale and complexity of its business. 
 

 

4. Assessment, Monitoring and Review of the Risk Management Policy 

 

4.01. A Scheme shall assess, monitor and periodically review 
 

a. the adequacy and effectiveness of the risk management policy and of the 

arrangements, processes and techniques set out in Appendix VI; 

 

b. the level of compliance by the Scheme with the risk management policy and with 
arrangements, processes and techniques set out in Appendix VI; 

 

c. the adequacy and effectiveness of measures taken to address any deficiencies in 

the performance of the risk management process. 
 

4.02. A Scheme shall notify the MFSA of any material changes to the risk management 

process. 

 

4.03. The requirements prescribed in SLC 4.01 above shall be subject to review by the MFSA 
on an on-going basis and accordingly when granting a licence. 


