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Fund working group: challenges 

Building the business case  

Improving legislative environment 

– Implementation of EU regulations 

– Competitive advantage compared to neighbouring markets 

No local capital 

– Creation of business interest to conquer the market 

– Bringing in departments of international players 

Targeting foreign markets 
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Fund working group: activities for 2013 

Positioning Estonia within the fund services market 

– specific niche service providers for European market (middle office, risk, compliance) 

– regional full scale service providers   

– higher complexity  / small scale service centres for international managers / service providers 

Identifying local (potential) service providers and coordination of evolution for aggregated 

offer  

Analysis and proposals for implementing limited partnership structure into the fund legislation 

Initiating project for promoting Estonian environment on neighbouring countries  

– Trip to Moscow 

Working out possible operational models 

Setting the targets and defining next year activities  



FE fund area working framework 
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Policy setting 

Consolidating intellectual 

capital 

Working out operational 

models 

Targeting foreign markets 

Identifying individuals 

Formulating ideas 

 

 
capital vs services 

Front vs middle vs back office 

 

Improving legislative 

environment 

EU directives 

Taxation, corporate law 

Sourcing contacts 

Presenting the environment / players 

Role of fund services in Estonia 

Positioning Estonia  

 



Fund working group: plans for 2014 

Finalising the analysis of implementing LP structure into the Estonian fund legislation 

Participate in the implementation of new investment fund legislation 

Work out marketing material for promoting Estonian fund industry legislation and 

environment 

Promote Estonian fund industry environment in Finland and Sweden 

Coordinate the evolution of full scale (aggregated) offer 

Project for bringing into Estonia the back-office of one major Scandinavian player 

Organise the regional forum promoting Estonia as a fund centre 



Fund area goals 
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5 years / end 2018 

 

10 billion of AUM under servising 

 

End 2014 
Improve regulatory environment to bring to 

comparable level with international fund centres like 

Luxembourg 

Increase asset servicing business administered from 

Estonia.  Win an operations outsourcing contract from 

at least one international fund manager. 

Time horizon Goal 



Setting Focus Areas 
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 Front office 

 Legislative environment 

 

 

 Policy Setting 

 Consolidation of 
intellectual resources 

 Developing human 
resources 

 

 Middle and back office 

 Operational model 

 Offering 

 Target markets 

Asset Management Asset Servicing 



Forces @ work: global 
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Clear segregation of value 

chain 

EU directives providing 

base for pan-European 

development 

Increased post-crisis 

pressure on industry 

Luxembourg gaining as 

European / global fund 

centre 

Adoption of UCITS IV 

Introduction of AIFMD 

Europe as a favoured hub for global business (Asia) 

 
Regulation  

Efficiency 

Restructuring of administration 

Investment 

Management 
Administration Distribution 

Consolidation and 

globalisation of industry 

 

Automotive, Aviation, Pharmacy @ t-10 

 

Competing with Ireland, Netherlands, Malta 



Structure of the European Fund Industry 

10 

The pool of professionally managed assets in Europe 

remains centered around a small number of financial 

centers in larger countries 

UK, FRA, GER represent of two-thirds of European AUM 

Other countries, notably Nordics, have increased AUM 

3200 asset management companies, average AUM 4.3bln 

 



Fund Industry – Where is the money? 
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The numbers game... 
– FIN: AUM  €73 

– SWE: AUM €269 

 

10bln target of 

€342bln means 2.9% 

market share 

 



What do the fees pay for? 

TER allocations: fund managers retain 42% of 

TER. Through retrocessions, distributors are paid 

41% of the total expense ratio. The balance of 

17% is used for operating services such as 

custody, administration, transfer agency, etc. 

What is the cost structure in FIN, SWE asset 

managers? 

European Funds: Total Expense Ratio Deconstructed 
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What services could we provide? 
Fund Administration Puzzle 
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Asset servising business models 
Outsourcing – key definitions 
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 Shifting the processing or 
servicing of a product or 
process to a third party. 
While the location of the 
third party is the outsourcing 
provider’s choice, they 
typically favour very low cost 
countries. The people 
performing the work are 
employees of the outsourcing 
company, and can be 
permanently employed or 
work for a single contracting 
company. 

 

Outsourcing 

 Shifting the processing or 
servicing of a product or 
process to a lower cost 
location, typically India or 
China. The people performing 
the work are employees of 
the company for whom the 
work is being performed. The 
group performing the work is 
at times referred to in this 
survey as “captive”. 

Offshoring 

 Work which has been moved 
away from a high-cost 
location but which remains in 
the same geographic region. 
This is most appropriate 
where common language or 
complex processes and 
customer care are at a 
premium. Nearshored work 
can be either performed by a 
captive, or a third party 
outsource service provider. 

Nearshoring 



Asset Managers 
Key Drivers to Outperform 
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Performance is key and outsourcing allows fund managers to 
concentrate on their central goal of providing returns. 



Fund manager efficiency and 

productivity 
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Opportunities for Service Providers 
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Deployment and use 
of advanced systems 

Tailoring 

Scalability 

Compliance and 
regulations 

 it is often not cost effective for fund managers to invest heavily in back 
office systems, so they look to service providers with the internal 
economies of scale necessary to purchase and maintain state of the art 
information technology (IT). 

 there is a potential ongoing conflict here with service providers seeking to 
run generic systems for all of their clients to keep costs low, but fund 
managers are also demanding a degree of systems tailoring to meet local 
needs or product specifications. 

 fund managers wish to grow, and, in seeking new funds, they do not want 
to be concerned with building new back office infrastructure. This is seen as 
the job of their service providers. 

 outsourcing service providers have a role to play in helping fund managers 
meet the demands of regulators. These demands range from risk 
management to compliance, to valuation methodologies and operational 
risk.. 

Business model preferences for Estonia? 



Do we have a competitive edge? 
Motivations to Outsource Services 
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Low cost is crucial, but providing low cost is only the first step to being considered 

as a service provider. Flexibility, scalability, a proven track record and access to 

the latest technologies all drive ultimate choice. 

Initial cost reduction and business improvement targets have often not been met, 

but they are usually achieved in the medium term. 



What cost savings should we deliver? 
Planned and realized gains from outsourcing 
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What risks should we address? 
Concerns with Outsourcing 
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Boxes to tick... 
Key Criteria for Choosing an Outsourcing Partner 
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Monthly labor cost 
Financial Intermediation 
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Voices from the industry 
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If looking for a proven global provider the key criteria is that they have genuine global credentials within the services 
that you are looking to procure. If you are looking for specific markets or geographies, in terms of the functions that 
you are looking for your provider to undertake, you can actually assess how they are providing the services. Whether 
it be items such as fund accounting, performance measurement, client reporting or middle office services, you can 
carry out a genuine functional assessment of the third party providing these services to multiple clients. It’s about 
being able to see, touch and feel services that are already in play and provided to other organisations 
Keith Waudby, Head of Operations, Hermes Fund Managers 

Selection criteria includes the functional fit, supplier 
credentials and things like financial strength, their investment 
into the platform, the track record and maturity of the 
platform but equally, the number of clients using the service. 
Mike Tumilty,Director of Operations,Standard Life 
Investments 

The rationale for outsourcing has evolved 
from being a mainly cost-driven exercise, 
with clients now needing to enhance their  
operations to accommodate expansion into 
new markets, asset classes and investment 
strategies 
Terri Van Praagh, Head of Investment 
Operations Outsourcing,EMEA, Northern 
Trust 
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Positioning 

Small country 

Cost level 

Simple and transparent 

tax system 

At border of current EU 

and former SU 

Favorable cost level compared to neighboring EU 

countries 

EURO 

Well defined corporate tax system supporting business 

development 

Predictable, low need for advisory 

 

Strong IT, open and 

transparent public sector 

Implementation of UCITS and AIMFD framework 

(historical) linguistic and cultural proximity of Russian 

speaking market 

Flexibility, swiftness, easy access  

Limited workforce, limited capital 

Openness to modern solutions 

Easy access 
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Target business profiles for Estonia 

Base for regional 

cross-border 

business 

development 

For fund managers in neighboring EU countries when opening 

up their value chain for cross-border business development 

Consolidating full or part of the administration function in 

Estonia 

Existing business models: SAS, Finnair, StoraEnso, PK Cables 

Base for building 

UCITS structures for 

Non-EU businesses 

For fund managers in neighboring non-EU members targeting 

to launch a UCITS structure  

Estonia can be used as a base for UCITS compliant fund 

structure 

Existing business models: Turkey 

Transfer destination 

for specific / small 

scale administration 

functions  

Small scale businesses transferring their (full) administration 

into Estonia.  

For bigger organisations transferring specific services outside 

of daily core operations (required by AIMFD / UCITS ) 

Example: Alpcot 



Thank You! 
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