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1. Traditional investment funds like mutual funds investing in 
stocks or bonds for example have characteristics that make 
them stable relative to single stocks and bonds in difficult 
market periods. However, downturns in stock or bond markets 
also affect funds.  
 
2. While investment funds aren’t immune against losses in 
value, they are protected from total failure thanks to 
diversification and their special legal status among 
investments. The fact that it’s more likely that some underlying 
instruments in the fund may lose their value rather than all of 
them highlights the importance of diversification. 

3. Investment funds are so-called “special assets” and not part 
of the bank's balance sheet, whereby investment funds are 
cheaper than direct investments due to the pooling of large 
assets, and they offer a high degree of diversification and 
professional management. 

In the following, we will discuss individual aspects and 
questions regarding the safety of traditional investment funds 
licensed in Switzerland. The basis is provided by the Federal 
Act on Collective Investment Schemes (CISA) and the Banking 
Act (BankA). 
 
A) Issues relating to investor protection 
 
What happens to an investment fund if the fund 
management company is insolvent? 
Basically nothing. Investment funds offer effective investor 
protection. The fund units (claims against the fund 
management company for participation in the assets and 
income of the investment fund or participations in the 
company) are secure, because investment funds are classed as 
“special assets” and not part of the balance sheet, therefore 
not part of the bankruptcy estate. The strict safekeeping of 
special assets by a custodian bank protects investors almost 
100 percent against losses of the capital management 
company, even in the event of insolvency. 
 
What happens to an investment fund if the custodian 
bank is insolvent? 
Should the custodian bank fall into bankruptcy, the Banking 
Act prescribes the segregation of all securities account assets 
(shares, bonds and all investment funds) and would therefore 

not be part of the bankruptcy estate. 
 
The only exception: investment funds must also hold cash and 
cash equivalents to a limited extent. The corresponding cash in 
accounts with the Fund's custodian bank would only be 
partially privileged in liquidation proceedings. Here there are 
differences between Swiss and foreign investment funds and 
the current law of the respective country would have to be 
applied (With a Swiss custodian bank, a maximum of CHF 
30,000 is privileged. The Luxembourg Deposit Guarantee Fund 
and the Deposit Guarantee Scheme in Ireland both foresee a 
EUR 100,000 cash protection for depositors). 
 
B) Fundamental risks associated with investment funds 
Similar to equities and bonds, funds are exposed to price 
fluctuations depending on their investment orientation.  
 
• A so-called issuer risk as with other forms of investment 

(e.g. bonds and structured products) usually does not 
exist with traditional investment funds.  

• Individual underlyings within a fund can go bankrupt and 
lose all their value. This, in turn, would reduce the fund’s 
NAV and negatively impact performance. 

• However, since the fund is diversified (there are clear rules 
on diversification by law), a total loss is theoretically 
possible, but only if all investments would become 
worthless. This would also be the case even if the fund 
management company itself remained solvent. 

 
Diversification 
With investment funds, investors do not put all their eggs in 
one basket. The fund’s assets are spread across a large 
number of securities (equities and/or bonds and other 
investment instruments) and – depending on the investment 
orientation of the fund – across different investment markets 
and currencies. This diversification reduces the overall risk of 
the investment.  
 
• The broad diversification of investments and thus the 

distribution of individual risks are a central characteristic 
of investment funds.  

• The Federal Act on Collective Investment Schemes (CISA) 
also stipulates a minimum distribution of risk. 
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Liquidity 
When investing with investment funds, there are no-to-very-
short waiting times (usually a maximum of 3 working days for 
traditional and open-ended investment funds).  
 
• The determination of the redemption value is basically 

simple and transparent. It is carried out at the respective 
intrinsic value – the above-mentioned net asset value.  

• The value of a fund unit is based solely on the 
performance of the underlying investments in which the 
fund is invested. 

• In order for the fund itself to be liquid, it is assumed that 
the securities and shares held are also liquid or tradable. 
Should trading in the underlying investments be 
suspended or restricted, the fund cannot sell the securities 
held and must restrict liquidity. 

 
Important: There are no reliable guarantees for financial 
investments. However, the Federal Act on Collective 
Investment Schemes (CISA) and the Swiss Financial Market 
Supervisory Authority (FINMA) ensure that fund investors are 
effectively protected against abuse and careless business 
conduct on the part of fund companies and fund providers. 
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Before investing in a product please read the latest prospectus and key information document carefully and thoroughly. 
Any decision to invest should take into account all the characteristics or objectives of the fund as described in its prospectus, or similar legal 
documentation. Investors are acquiring units or shares in a fund, and not in a given underlying asset such as building or shares of a company. The 
information and opinions contained in this document have been compiled or arrived at based upon information obtained from sources believed to be 
reliable and in good faith, but is not guaranteed as being accurate, nor is it a complete statement or summary of the securities, markets or developments 
referred to in the document. Members of the UBS Group may have a position in and may make a purchase and / or sale of any of the securities or other 
financial instruments mentioned in this document. Units of UBS funds mentioned herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors and may not be offered, sold or delivered in the United States. The information mentioned herein is not intended to be construed 
as a solicitation or an offer to buy or sell any securities or related financial instruments. Past performance is not a reliable indicator of future results. The 
performance shown does not take account of any commissions and costs charged when subscribing to and redeeming units. If whole or part of the total 
costs to be paid is different from your reference currency, the costs may increase or decrease as a result of currency and exchange rate fluctuations. 
Commissions and costs have a negative impact on the investment and on the expected returns. If the currency of a financial product or financial service is 
different from your reference currency, the return can increase or decrease as a result of currency and exchange rate fluctuations. This information pays no 
regard to the specific or future investment objectives, financial or tax situation or particular needs of any specific recipient. Future performance is subject to 
taxation which depends on the personal situation of each investor and which may change in the future. The details and opinions contained in this 
document are provided by UBS without any guarantee or warranty and are for the recipient's personal use and information purposes only. This document 
may not be reproduced, redistributed or republished for any purpose without the written permission of UBS Asset Management Switzerland AG or a local 
affiliated company. Source for all data and charts (if not indicated otherwise): UBS Asset Management 
 
This document contains statements that constitute “forward-looking statements”, including, but not limited to, statements relating to our future business 
development. While these forward-looking statements represent our judgments and future expectations concerning the development of our business, a 
number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from our expectations. 
 
A summary of investor rights in English can be found online at: ubs.com/funds. 
More explanations of financial terms can be found at ubs.com/glossary 
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