REPORT ON INVESTMENT MANAGEMENT

Technical Committee
: of the
INTERNATIONAL ORGANIZATION OF SECURITIES COMMISSIONS

July 1985




"‘-— ——

FOREWORD

Part I of this Report was initially publicly released by the
Technical Committee of IOSCO during the XIX*® Annual Conference
of the Organization, which took place in Tokyo, Japan in
October 1994.

During the March 15, 1995 meeting of the Technical Committee it
was decided that this document should be completed by an
International Comparative Table and publicly released during the
XX*™ Annual Conference of IOSCO (Paris, July 1995).

The Internatiomnal Comparative Table is presented as Part II of
this Report.
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PART

PRINCIPLES

FOR THE REGULATION OF
COLLECTIVE INVESTMENT SCHEMES
and

EXPLANATORY MEMORANDUM



INTRODUCTION

In February 1993, at its meeting in Trinidad and Tobago, ¢the
Technical Committee created a Working Group with a mandate to
identify equivalence in the regulatory framework for collective
investment schemes, for the purpose of eliminating barriers to
cross-border distribution, and ways to enhance regulatory
cooperation in relation to collective investment schemes and
their operators.

This Report, which has been adopted by the Technical Committee,
is the Group’'s response to the first part of that mandate,
addressing the relevant issues in relation to collective
investment schemes investing primarily in securities. It does
not cover schemes investing in property / real estate or venture
capital, or closed end schemes, nor schemes that invest primarily
in derivatives.

In carrying out this part of its mandate the Group undertook an
analysis of the relevant international laws and practices. While
the analysis demonstrated that member countries take a variety
of approaches to regulating collective investment schemes, the
Group identified a number of fundamental regulatory concepts that
exist in each system. From these fundamental concepts the Group
developed a set of core Principles that are considered important
by member countries for the regulation of collective investment
schemes falling within the scope of the Group’s consideration.

In identifying the Principles it was recognised that, while there
are general concepts common to most regulatory systems, there may
be alternative approaches to the implementation of those concepts
in seeking to achieve comparable levels of investor protection.
The explanatory memorandum that accompanies the Principles
illustrates by reference to different jurisdictions that there
are a number of different ways of regulating collective
investment schemes to achieve investor protection.

Neither the Principles nor the memorandum is intended to endorse
the efficacy of any one system over another. Nothing in the
Principles is in any way binding on any member country.

The Principles should provide guidance to member countries in
their regulation of collective investment schemes, which is
particularly important in the context of the globalisation of
securities markets and investment advisory services. Development
of the Principles will enhance cooperation among member countries
in supervising and overseeing the increasingly internationalised
investment management industry. The Principles will alse provide
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guidance for industry participants on the standards to be
achieved by collective investment schemes seeking to access
international markets.

As well as providing for greater understanding of member
countries’ systems of regulation, the Principles provide a
foundation for the development of existing and future
relationships among members. To the extent permitted by their
legal and regulatory frameworks, member countries should be able
to take the Principles into account in any facilitation of the
marketing of foreign collective investment schemes in their
jurisdiction.

The Principles are considered to be an important first stage in
the facilitation and encouragement of international regulatory
cooperation.



GLOSSARY OF TERMS

In the Principles and the Explanatory Memorandum the following
terms are used with the following meanings:

Adminiscrator: A person, which may or may not be the operator,
who carries out all or part of the general administration of a
CIs.

Advertising: Any activity or notice (electronically communicated
or otherwise) which publicly calls or draws attention to a
collective investment scheme.

CIS: An open-end collective investment scheme that issues
redeemable units and invests primarily in transferable securities
or money market instruments. For the purposes of these

Principles, it excludes schemes investing in property / real
estate, mortgages or venture capital.

Custodian: Includes a trustee or depositary but not a sub
custodian.

Delegate: Means a third party engaged by the operator of a
collective investment scheme to carry out certain tasks for the
operator of the CIS, but does not include the custodian of the

CIs.

Investment Manager: A person, which may or may not be the
operator, who provides investment advice for the CIS.

Law: Means the law of a member country and includes any rules,
codes or regulations adopted under that law or imposed under the
power of the regulatory authority.

Money Market Instruments: Transferable securities that are
usually traded on a money market, which the regulatory authority
agrees are liquid assets and the value of which may be precisely
determined at any time according to a permanent valuation
methodology.

Operator: Means the legal entity that has overall responsibility
for management and performance of the functions of the CIS, which
may include investment advice and operational services.

Prospectus: A formal written offer document offering units or
shares in a collective investment scheme.
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Purchase: When applying to units or shares, is the purchase of
new units or shares, or existing units or shares, by an investor
from the CIS or the operator.

Redemption: When applying to units or shares, is the sale of
units either directly or indirectly by an investor to the CIS or
the coperator.

Regulated Market: A market that is supervised by a public body
in charge of defining its organisation and functioning rules, its
operating and access conditions as well as contract specification
and issuing conditions.

Regulatory Authority: May mean either a single statutory or
government authority or a combination of authorities that derive
power from a single statutory or government authority.

Scheme Rules: Rules that govern the operation a collective
investment scheme as laid down in the constituting documents of
the CIS and, in the case of an investment company, includes
‘matters referred to in the investment company’s instruments of
incorporation, by-laws and any standing resolutions.

Transferable Securities: Any stocks, shares or other instruments
which provide direct or indirect access to the equity capital of
an issuer, or which provide a general debt right on its assets.

UCITS: Are vundertakings for collective investment in
transferable securities as recognised in the EC Directive 85/611.

Umbrella Funds: CIS that offer access to separate portfolios or
sub funds covering different types of investment and represented
by different classes of units with different issue and redemption
prices.

Unit: Refers to the proportionate holding that an investor has
in a collective investment scheme and any reference to a unit
shall include a share in an investment company.



1. LEGAL FORM AND STRUCTURE

The regulatory regime should have requirements as to the legal
form and structure of CIS which provide certainty to investors
in assessing their interest in a CIS and enable the pool of
investors’ funds to be distinguished from the assets of other
entities. This may be achieved either through the use of the
corporate form, a trust arrangement or other structure recognised
under the law of the home jurisdiction as an acceptable form of
collective investment scheme. The regime must place limits on
or regulate the use of different types of securities which have
differing claims on the assets of a CIS.

1.1 Umbrella Funds

1.1.1 The regulatory regime should reguire that the different
sub-funds of an umbrella fund together exclusively comprise a
single legal form with a common generic denomination and set of
constituting documents. The law or the CIS rules should further
make clear the nature of the relationship between the sub-funds
especially the liability of one sub-fund for the liability of
another sub-fund.

1.1.2 The regulatory regime applicable to individual CIS should
apply equally to all sub-funds of an unbrella fund.
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2. CUSTQDIAN, DEPOSITARY OR TRUSTEE

The regulatory regime must seek to protect the physical and legal
integrity of the assets of a CIS by separation of the assets from
the assets of management, its related entities and other schemes,
as well as from the assets of the custodian itself.

2.1 appointment of Custodian

A custodian must be appointed to hold the assets or be in a
position to ensure their safekeeping. The liability of a
custodian for any losses suffered by the investors as a result
of its unjustifiable failure to perform its obligations or its
improper performance of them cannot be affected by the fact that
it has entrusted to a third party all or some of the assets in
its safekeeping.

2.2 Financial and Other Resources of the Custodian

The regulatory regime must impose qualifying requirements on
custodians in relation to their financial and other resources,
which either rely on the status of the custodian (for example,
as a bank) or its ability to carry out the tasks required as
judged by the regulatory authority under an individual approval
regime.

2.3 Independence

A custodian should be functionally independent of the operator
of a CIS and must always act in the best interests of investors.



3. ELIGIBILITY TO ACT AS AN OPERATOR

The regulatory regime should impose standards of conduct and
minimum eligibility standards that reguire approval by the
regulatory authority prior to commencement of marketing of a CIS.
The degree of restrictions imposed on eligibility will be likely
to vary according to the overall context of collective investment
regulation, including the extent of ongoing regulation of
CIS transactions and the existence of independent monitoring
systems. To the extent that a regulatory regime imposes specific
requirements, they should include the following.

3.1 Honesty and Fairness

An operator should observe high standards of integrity and
fair dealing while acting in the best interest of a CIsS. High
standards of market conduct should be maintained. In addition
to its investment responsibilities, the operator should also
ensure that the assets of a CIS are adequately protected and
segregated.

3.2 Capability

An operator should have sufficient human and technical
resources to ensure that it is capable of carrying out the
necessary functions of fund management.

3.3 Capital Adequacy

An operator should at all times maintain adequate financial
resources to meet its investment business commitments and to
withstand the risks to which its business is subject.

3.4 Diligence and Effectiveness

An operator should act with due skill, care and diligence and
employ effectively the resources and procedures which are needed
for the proper performance of the schemes. An operator must
organise and control its internal affairs in a responsible
manner, with proper records and adequate arrangements for
ensuring that employees are suitable, adequately trained and
properly supervised. There should be well defined procedures in
place to ensure compliance with regulations and all operators
should deal with regulators in an open and cooperative manner.
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3.5 Operator Specific Powers and Duties

An operator has a duty to make decisions as to the investment
portfolio structure and administrative procedures of the CIS so
as to secure its objectives. The operator must not exceed the
powers conferred on it by the CIS’'s constituting documents or
particulars.

3.6 Compliance

Operators and schemes must meet strictly defined standards as
set by the regulatory authority, for both initial approval and
continuing operation. '



4. DELEGATION

The regulatory regime should ensure that the level of protection
afforded to investors in CIS is maintained at all times. Where
the management of CIS activities is provided externally to the
operational management of the CIS through the engagement of third
parties (delegates) to carry out certain tasks for the operator,
the Principles which govern eligibility and conduct of the
operator should also apply to such delegates. The following
sub-principles apply to those jurisdictions that provide for
external management.

4.1 Responsibility

An operator should take responsibility for the actions or
omissions, as though they were its own, of any person to whom it
delegates any part of the provision of services to a CIS.

4.2 Ongoing Monitoring

An operator should ensure that procedures are in place,
designed to monitor the behaviour of delegates.

4.3 The Delegate

An operator must be able to show that a delegate is and
remains competent to undertake the function in question. The
operator must have a sufficiently detailed knowledge of the
operating procedures of a delegate to be able to meet its
regulatory responsibilities in a full and thorough manner.

4.4 Ongoing Cooperation

An operator should provide all reascnable means to permit a
delegate to fulfil its obligations and should ensure that the
contractual relationship between the operator and its delegate
is unambiguous.

4.5 Level Plaving Field

The use of delegates should not, in any way, diminish the
effectiveness of the primary regulation of a CIS. The regulation
of the business undertaken by a delegate should embody similar
Principles of regulation to those relating to the regulation of
schemes generally.
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4.6 Compliance

A delegate should comply with all regulatory requirements
applicable to the conduct of its business activities.



5. SUPERVISION

The regulatory regime must provide for a regulatory authority to
take overall responsibility for the supervision of CIS authorised
within its jurisdiction.

5.1 Registration and Authorisgation

A CIS must be registered with or authorised by the regulatory
authority prior to commencement of marketing of its units. That
process may take the form of document filing, CIS registration
or approval of the parties to the CIS (such as the operator and
custodian) as appropriate to the overall regulatory system.

5.2 Inspections and Investigations

The regulatory authority should have the means to investigate
conduct relating to CIS, including the power to conduct on-site
inspections. These inspections may be carried out by the
authority itself or its delegate (which may be the
CIS‘'s auditor).

5.3 Powers of the Regulatory Aunthority

The regulatory authority should have adequate powers to
protect investors’ interests, including but not limited to
revoking an operator’s licence, freezing CIS assets or the
operator’s assets, taking action to withdraw the
CIS's authorisation or stop the use of a prospectus, instituting
administrative or civil proceedings, and recommending criminal
action where appropriate.

5.4 Third Party Supervision

The regulatory regime may provide for an independent third
party or parties (in addition to the regulatory authority) to
supervise the activities of the operator and any other parties
invelved in CIS activities.
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6. CONFLICTS OF INTEREST

The regulatory regime should recognise that an operator of a CIS
may have interests that if exercised without restraint would
conflict in a material way with the interests of investors.
Regulatory authorities should respond to this risk by ensuring
that a regime provides for the exercise of management
responsibilities with full regard to the best interests of
investors. Such a regime may be general in nature, relying on
the concept of “"fiduciary responsibility" as interpreted
domestically. Bgually the establishment of detailed regulations
designed to monitor potential conflicts between operator and
investors is recognised as an acceptable regulatory method.

6.1 Possible Conflict of Interest Situations

Whether the concept of overall fiduciary responsibility is
utilised, or provisions exist for detailed rules to monitor
potential conflicts, a regulatory regime must be capable of
dealing with certain situations which may give rise to conflicts
of interest. They include (but may not be limited to):

(a) principal transactions between a CIS and its affiliates
(including affiliates of the operator and custodian);

{(b) transactions where a CIS and its affiliates jointly
participate;

(c) soft commissions;

(d) 1lending or borrowing to or from affiliates;

(e) purchase of affiliate’s securities;

() purchase of securities underwritten by affiliates;
{g) wuse of affiliated brokers; and

{h) employees’ transactions for their own account.

6.2 Caeneral Duties and Obligations



(b} the power of the regulatory authority to impose sanctions
for self-dealing, such as revoking the operator’s licence, taking
action to withdraw a CIS‘s authorisation or stop the use of a
CIS's prospectus, freezing the assets of the operator,
instituting administrative or civil proceedings, and recommending
criminal action where appropriate.

6.3 Specific Regulatorvy Response

In addition to general duties and obligations, the means
available to control conflict of interest situatiomns (to the
extent that they may arise within the regulatory framework of a
particular jurisdiction) include all or a combination of some of
the following:

{a) direct prohibition under the law;

(b) a precise code of business conduct either established by
the regulatory authority, or a code established by a
practitioner’s organisation, which is approved and enforced by
the regulatory authority;

(c¢) review and / or approval of certain transactions and
activities by the regulatory authority;

(d) surveillance of operators by the regulatory authority;
{e) disclosure by the operator:;

(f) record keeping by the operator;

(g) 1limitation of the activities of the operator; or

(h) independent review by a third party.
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7. ASSET VALUATION AND PRICING

The regulatory regime must provide a system for valuation of
CIS assets, pricing of interests and procedures for entry to and
exit from a collective investment which are fair to existing
investors as well as to investors seeking to purchase or redeem
interests. It is a .fundamental principle that the price of
interests in a CIS be calculated according to the net asset value
of the CIS which must be determined on a regular basis in
accordance with accepted accounting practices used on a
consistent basis.

7.1 valuations

7.1.1 Assets of the CIS must be valued according to their
market price unless otherwise permitted by Law in particular
circumstances. *Market price" means the price at which
significant transactions have recently been concluded and
disclosed to the market, or the best price available from a
market maker. Should the market price not be available for any
reason, the asset price should be calculated in good faith
according to a permanent and reliable valuation procedure
approved by the regulatory authority.

7.1.2 The net asset wvalue per unit must be calculated in
accordance with applicable accounting standards by dividing a
CIS’'s assets less its liabilities by the number of units.

7.1.3 The net asset value per unit should be published at the
operator’'s or at the custodian’'s offices or through the
appropriate media.

7.1.4 The rules for asset valuation and for calculating the
price of units must be laid down in the law or a CIS's rules or
its public disclosure documents.

7.1.5 Information on the system for pricing, valuation and
associated procedures must be made available to investors on
requests.

7.2 Purchasing and Redemption of Units



7.2.2 Redemption of units may only be suspended on a temporary
basis. Any such suspension must be in accordance with the
procedures provided for by the law or the CIS rules and must be
in the interests of investors. A CIS must inform the regulatory
authority of a suspension. In accordance with the laws of its
jurisdiction, a regulatory authority may permit a CIS to suspend
the right of redemption for the protection of investors.

7 2.3 purchase of units may be done in cash, or in certain
circumstances an investor may be allowed to use securities to
purchase units. Redemption of units may be paid in cash, except
when .the CIS is 1licquidated and this possibility has been
disclosed in the prospectus, or in certain circumstances when
redemption may be by way of securities.

7. 2.4 Purchase and redemption orders are to be settled as soon
as possible, in accordance with the law, the CIS rules and the
prospectus.

7.3 Unit Pricing

7.3.1 A CIS must calculate the purchase and redemption price of
its units on a regular basis in accordance with the law and the
CIS rules.

7.3.2 Purchase and redemption orders must be executed at the
net asset value calculation price as defined in Principle 7.1.2,
excluding any subscription or redemption fees disclosed in the
prospectus. The amount received by the CIS on the issue of its
securities must equal the net asset value calculation price as
defined in Principle 7.1.2. Any redemption fees disclosed in the
prospectus may be deducted from the net asset value calculation
price otherwise payable to the investor.

7.3.3 Any purchase or redemption fee applicable to units in a
CIS (as well as any management fee) must be clearly indicated in
the CIS rules or the prospectus, and actual rates disclosed in
the prospectus.

7.3.4 The distribution or reinvestment of the income of a CIS
must be effected in accordance with the law and the CIS rules.
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8. INVESTMENT AND BORROWING LIMITATIONS

There should be investment restrictions, portfolio
diversification and borrowing limitations that address the
investment goals, the risk profile and the degree of liquidity
required for a CIS to meet redemption in all market conditions.
The need for ligquidity typically contemplates a CIS investing
primarily in transferable securities, money market instruments
and derivatives incidental to the management of a securities
portfolio.

8.1 Investments

Limitations imposed on CIS should indicate the extent of
investment inter alia in the following:

(a) transferable securities not listed on a regulated market;
(b) transferable securities issued by the same issuer;
{c) derivative instruments; and
(d) other CIS.
8.2 Borrowing
Limitations imposed on CIS should also prescribe the extent of
borrowing permitted, other than on a temporary basis, and the

extent to which securities lending transactions may be entered
into by the CIS.



9. INVESTOR RIGHTS

The regulatory regime should provide investors with certain
rights in relation to a CIS, which are appropriate to the overall
context of CIS regulation. A fundamental right of an investor
in a CIS is the right to withdraw funds from the CIS within a
reasonable period. The regime should also enable investors to
participate in significant decisions concerning the CIS to the
extent applicable under the structure of the CIS, or for the
regulatory authority or another third party to have the capacity
to act in the interests of investors.

9.1 Redemption Conditions

9.1.1. At the outset of the participation investors in a CIS
must be fully informed through the prospectus of the charging of
redemption and management fees.

9.1.2 Units of CIS must be repurchased or redeemed at the
request of any unit holder, in a manner which does not give an
unfair advantage to one investor in the CIS over any other
investor. The regulatory regime should ensure that investor
rights are maintained in the event of a major change in the
activities of the CIS.

9.2 Access to Remedies

In addition to the normal access to legal procedures in the
courts, investors should be able to refer matters to the
regulatory authority for consideration. The regulatory authority
must have proper powers of investigation, means to review
investment managers and should have adequate powers (as noted in
Principle 5.3) to enforce its decisions on the operator and on
the custodian in order to protect investor’s interests.

9.3 Investment Companies Only - Shareholder Powers

When a CIS is an investment company, investors should have the
ability to participate in the affairs of the company through the
exercise of a right to vote at periodic or special meetings of
the shareholders.
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10. MARKETING AND DISCLOSURE

The regulatory regime must impose a disclosure requirement to
ensure that there is full, accurate and timely disclosure to
prospective investors providing all the information necessary for
an investor to make an informed investment decision in relation
to a CIS. Financial data and other information relating to the
management and operations of a CIS must be provided on a regular
{annual or semi annual) basis for the benefit of existing and
prospective investors in the CIS. These reqguirements must be
monitored by the regulatory authority to ensure that information
provided meets the standards required.

10.1 Progpectuses

10.1.1 There must be a prospectus which complies with the
standards applicable in the home jurisdiction of a CIS. No
additional documents may be used for marketing a CIS, except for
permitted advertisements or other literature which comply with
applicable regquirements.

10.1.2 A CIS prospectus must include all material information
which investors would reasonably reguire and reasonably expect
to find to make an informed investment decision. A prospectus
must not contain information that is false or misleading. &
prospectus must be in one of the recognised languages of the
country of circulation, although a CIS may also provide
advertisements and prospectuses in additional languages.

10.1.3 To the extent applicable under the relevant regulatory
regime, minimum contents that would be expected to be addressed
in the offering documentation include (but are not limited to):
(a) the date of issue of the prospectus;
{(b) information concerning the legal constitution of the CIS,
the rights of investors in the CIS and any pending material legal
proceedings involving the CIS;

(c) information on the operator and its principals;



(g) the investment policy of the CIS, indicating the markets
and instruments in which investments are made;

(h) information on the risks involved in achieving investment
objectives;

(i) the appointment of any external administrators or
investment managers or advisers who have a significant and
independent role in relation to the CIS;

{(j) fees and charges relating to the CIS;

(k) the regulatory authority, auditors and other independent
third parties and their responsibilities in relation to the CIS.

10.1.4 Prospective investors must be offered (free of charge)} a
copy of the prospectus before the completion of an application
form or the conclusion of a contract to purchase units.

10.1.5 The prospectus distributed to investors must be kept
up-to-date to take account of any material changes affecting the
CIS. In addition, prospectuses must either be revised on a
periodic basis (such as annually or semi annually), or be
accompanied by the most recent annual report and any subsequent
semi annual report. Any material changes to information in a
prospectus must be notified to the regulatory authority and by
amendment to the prospectus, if necessary.

10.1.6 Circulation of a CIS prospectus to prospective investors
should be conditional on filing of the prospectus with the
regulatory authority. The regulatory authority must have the
power to review all CIS prospectuses and suitable arrangements
should be made for the review of their content, although it is
not necessary for every prospectus to be reviewed. The
regulatory authority must have the power to enforce withdrawal
of a prospectus or take action if it does not meet applicable
standards. Such review or approval of a prospectus should not
be taken as endorsement of a CIS or as a guarantee to investors.

10.2 Regqular Reporting

10.2.1 A report must be prepared in respect of a
CIS’'s activities either on an annual or semi annual basis. The
report must be filed with the regulator and made freely available
to investors. The annual report of the CIS must be reviewed by
an independent third party.

10.2.2 The annual and semi annual (if any) reports must contain
accounting information relevant to the CIS and a statement
concerning the interests in the CIS that have been redeemed or
repurchased over the relevant period. The accounts of a CIS
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included in these reports must be prepared in accordance with
applicable accounting standards.

10.3 Advertising

10.3.1 Advertising must normally be undertaken after all the
necessary authorisations have been granted to permit the CIS to
market to the investing public. Advertising must not contain
information which is false or misleading or presented in a manner
which is deceptive.

10.3.2 Advertising (except where only the prices of authorised
schemes are quoted) should refer to the prospectus applicable to
the CIS. There must be nothing in advertising of a CIS which is
inconsistent with the prospectus. The regulator must have the
power to enforce withdrawal of advertising or take appropriate
action against non compliance.



EXPLANATORY MEMORANDUM

This Explanatory Memorandum is intended as an aid to
understanding the core Principles of regulating CIS which have
been developed by IOSCO Working Group 5. The explanatory text
provides a guide concerning the scope of each of the Principles
and their interpretation. It also provides examples of how the
range of regulatory systems reviewed give effect to the investor
protection Principles.

The Explanatory Memorandum is not intended to provide a
comprehensive guide to the regulatory systems of all
jurisdictions considered by the Working Group; it provides an
overview of the range of regulatory approaches and in some cases
specific examples are used to illustrate their effect.

For more detailed information on the regulation in various member

countries an International Comparative Analysis will be published
later.
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1. LEGAL FORM AND STRUCTURE

There is a wide range of legal forms and associated structural
requirements imposed on CIS under the regulatory regimes of
member countries. The lack of compatibility of these structures
has contributed significantly to the barriers to CIS entering
foreign jurisdictions and marketing internationally. This
variability in legal form and structure seems to have resulted
from the unigue cultural and legal settings of each member
country. The legal form and structure of CIS have also
influenced the way in which individual jurisdictions address
their regulatory responsibilities.

The Principles recognise that a number of structures can be
utilised to achieve the same investor protection objectives;
there is no single structure which is considered appropriate for
effective regulation of CIS. For example, company structures are
commonly used in the USA, as well as in several European
jurisdictions. Contract and trust based structures are also
established under legislation in many European jurisdictions
including the United Kingdom, as well as in Hong Kong, Japan,
Canada and Australia. In a smaller number of jurisdictions,
partnership and other structures may be used to establish CIS.

The main investor protection issues arising from the adoption of
a particular structure are reflected in the Principles. These
are that the structure should ensure that the assets of the CIS
are clearly separated from other assets and that it should not
create an unfair disadvantage for investors, such as might arise
from the issuing of separate classes of interests.

Umbrella funds have been addressed in this Principle because of
the particular regulatory issues that they give rise to. While
the Principles refer to umbrella funds as comprising a single
legal form, in some countries sub-funds are recognised as
separate legal entities for tax purposes. In the U.S. such funds
are called "series funds", although they are generally treated
as separate investment companies, and therefore do not raise many
of the issues presented by umbrella funds.

The relationship between sub-funds of umbrella funds and their



with creditors has been made, in others there may be complete
segregation of liabilities. Furthermore, in some jurisdictions,
such as Australia, the exact legal position under the common law
of trusts is not clear.

Consequently the key Principle in relation to umbrella funds is
that, where there is not complete segregation of liabilities, the
relationships between sub-funds and their effect on investors are
clearly disclosed, in particular the potential risks faced by
investors depending on the segregation of liabilities. Although
not required in all jurisdictions, there may also be a common
administrator, operator, custodian and auditor of each sub-fund
of an umbrella fund.

(23)



2. CUSTODIAN, DEPOSITARY OR TRUSTEE

The requirement for separation of assets (usually by an
independent custodian, trustee or depositary) is a feature common
to all regulatory regimes. The primary role of the custodian is
to hold the assets of the CIS in safe custody and to keep them
separate from any other assets, in particular the assets of
management . In some jurisdictions additional functions and
duties are carried out by the custodian.

Appointment of Custodian

A custodian is appointed to be responsible for the safekeeping
of CIS assets and is held accountable for those assets even
though it may entrust the physical deposit of all or part of the
assets to a third party. For example, in most jurisdictions the
appointment of a sub-custodian does not remove the ultimate
responsibility of the appointed custodian.

An alternative to the appointment of a formal custodian, but
which meets the objective of separation of assets, is the concept
of "self-custody" as it operates in the USA under the Investment
Company Act and also in Canada. Under these arrangements a CIS
may maintain custody or otherwise have access to CIS assets if
certain additional protective conditions are met. It regquires
the assets to be deposited in the saf2ekeeping of, or a vault
maintained by, a bank or other company whose functions and
physical facilities are supervised by federal or state
authorities. In the United States these arrangements must be
examined by an independent public accountant three times each
vear.

In Canada, the custodian of a CIS is often different from the
trustee who carries out additional responsibilities.

Financial and Other Resources of the Custodian

Because of the importance of the custodian’s role in protecting
the assets of investors, all regulatory regimes impose certain
minimum standards as to who may qualify as a custodian. In some
Surisdictions a custodian mayv be required to be a bank and the



Independence

The independence of the custodian is considered critical to
meeting its obligations. In many cases this means that a
custodian must be legally independent of and totally unconnected
with the operator of a collective investment scheme.

The concept of "independence" varies between jurisdictions, with
some insisting upon there being no share holding relationship
with the operator of a collective investment scheme, while others
allow cross-share holdings between the operator and custodian.
Instead of restricting share holding relationships, some
regulacory systems achieve the required degree of independence
by the establishment of a separate corporate structure for the
custodian, an independent board and separate lines of reporting
to the management of the custodian.

In terms of performance of custodial functions, all regimes seek
to ensure that the custodian is independent in the way it
performs its obligations. In the Principles this is referred to
as “"functional independence", so as to distinguish it £from
absolute, structural independence. "Functional independence® may
be achieved in a variety of ways (as described) provided each is
appropriate to the broader regulatory framework.

The primary responsibility of a custodian is to ensure
safekeeping of CIS assets. In some jurisdictions custodians are
fiduciaries wunder the law and, as such, have direct
responsibilities to investors. In other cases, such as the USA,
the custodian‘s responsibilities are under a contract with the
operator.

Additional Supervisorv Responsibilities

Under some regulatory systems the custodian has additional
supervisory responsibilities, although the extent cf these
responsibilities varies. They include supervision of the
purchase and redemption of units in the CIS (including price
calculation and settlement), review of the allocation of income
and expenses, valuation of CIS assets, the keeping of proper
accounts and general oversight of compliance with applicable laws
and CIS rules.

While these additional supervisory responsibilities are key
features of many regulatory systems, it is not essential that the
supervisory role be carried out by the custodian. Instead, this
supervision may be carried out by other third parties, such as
auditors as is appropriate to the overall framework of regulation
in individual jurisdictions. 1In the USA, for example, while not
necessarily having the same role as a supervisory custodian an
independent board of directors of an investment company
supervises the activities of the operator.
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3. ELIGIBILITY TO ACT AS AN OPERATOR

There is a wide range of regulatory systems and a variety of
mechanisms for ensuring the suitability and proficiency of
CIS operators. The Glossary of Terms defines an operator of a
collective investment scheme.

In all Jjurisdictions operators of CIS are subject to
authorisation either prior to, or as part of, authorisation of
the CIS. *Authorisation* in this context may mean that an
approval process is instituted by the regulatory authority {which
assesses the suitability of the operator), or it may simply mean
that the authority requires registration of the operator in order
for the CIS to market its securities.

In some jurisdictions both the operator and the CIS itself must
be registered with the regulators. In the US, for example, CIS
are generally operated under an investment company structure
(with its own board of directors) and the operator is a separate
entity (usually called the investment manager) which is under
contract to the investment company. The result is that the
operator is licensed as an investment adviser and the CIS as an
investment company.

This Principle recognises that eligibility requirements imposed
as part of this authorisation process will vary according to the
overall context of regulation, in particular where other factors
effectively monitor operator conduct. In many European
jurisdictions, the regulatory authority reviews the suitability
of a CIS manager before authorisation. However, such a detailed
review at the point of entry may not be required in the context
of a rigorous inspections program and where there is prescriptive
regulation of transactions undertaken by the operator.

Under the US system as described, the focus is not upon entry
requirements for investment advisers (operators) or investment
companies but instead upon prohibitions and other provisions
designed to maintain standards of operator conduct on an ongoing
basis. In this context, the imposition of substantive
eligibility reguirements is not necessary.



ke2y attributes of operators and the objectives of those
regulatory systems that use specific criteria applicable to CIS,
at the point of authorisation and as part of a monitoring
program.

A range of suitability criteria are imposed by regulatory systems
on CIS operators including (but not limited to) the following:

- minimum net capital;

- sufficient human and technical resources;
- "fit and proper" test;

- educational reguirements.

In the case of minimum capital requirements, many operators of
CIS are subject to specific minimum amounts (such as HK$1 m in
Hong Kong, DM5M in Germany) and in many other there is a general
requirement to show capital adequacy.

In drafting the Principles, it is acknowledged that not all of
these requirements will necessarily be set out in the laws of
member countries; instead the Principles express objectives
which should be embodied in the overall regulatory framework.
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4. DELEGATION

CIS operators often engage third party investment managers Or
administrators to whom some or all of the functions and duties
of the operator (but not overall responsibility) may be
delegated. This Principle is concerned with the maintenance of
investor protection in the event that delegation occurs.

Although sometimes described as "external management”, this
situation is different from the concept of "external management”
which exists in the USA under the Investment Company Act. In the
USA, CIS are legal entities operated by their officers subject
to the oversight of a board of directors or trustees. Typically,
US investment companies enter into agreements with parties for
the provision of all necessary services including operational

management and advice. Thus US funds generally do not
contemplate delegation of investment authority from a manager to
a third party investment adviser. 1In that regard many of the

requirements of this Principle will not apply in the context of
the US regulatory system.

There are other jurisdictions, such as Mexico, where delegatlon
of functions by the operator is not permitted.

It is acknowledged that there are limits to the direct control
that regulators have over delegates of CIS cperators in the
current regulatory framework. The Principles recognise these
limits and focus on the effect that the use of delegates has on
the protection of investors in a collective investment scheme.
In some member countries specific approval is required for the
use of delegates, while in others there is only a requirement to
disclose material information concerning delegates. Where the
delegate is an investment manager, generally the same rules will
apply to the conduct of its business as an investment manager.

The aim of the Principle is to ensure that a CIS operator has
primary and overall responsibility for the proper management of
the CIS, and that the operator’s accountability is not diminished
by the appointment of delegates. Because of the limits on direct
regulation of delegates, the Principles are concerned mostly with
the abilityv of the operator to ensure that the functions of the



Under the US system, the board of directors must ensure that
procedures are in place designed to monitor the behaviour of the
investment manager (also called an adviser). That manager has
a fiduciary duty with respect to and must always act in the best
interests of the fund. CIS may also enter into a separate
contract with a sub-adviser to manage some Or all of the
CIS's portfolio. Like the manager any sub-adviser has a
fiduciary relationship to the CIS and is liable for misconduct
or breach of its fiduciary duties. A manager must reasonably
supervise the activities of persons acting on its behalf and may
remain responsible for the conduct of a sub-adviser, depending
on the facts and circumstances in each case.
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5. SUPERVISION

The regulator’s responsibilities in supervising the activities
of CIS does not vary greatly, under the law of member countries.
Analysis of different regulatory systems indicates that the role
of the regulator is paramount and that it holds ultimate
regulatory responsibility for CIS. This is reflected in the
Principles. The manner in which individual regulatory
authorities carry out their responsibilities does, however, vary
according to the overall regulatory framework.

Key aspects of a regulator’s role as reflected in the Principles
are:

- registrations and authorisation;
- inspections and investigations; and
- enforcement powers.

It is recognised that in carrying out their responsibilities
regulators may place a different emphasis upon their various
powers and activities, and this is something that is likely to
change over time depending on the policies of the various
regulatory authorities. The role and activities of regulatory
authorities is a matter for more detailed consideration by the
Working Group in relation to international cooperation issues.

Registration and Authorisation

The activities of member countries in the area of "registration"
ranges from the requirement for document filing to undertaking
a detailed review of CIS documentation for compliance with the
applicable law. The nature of documents lodged may include
constituting documents, fund rules, prospectuses and so on. The
common element among the various systems is that the regulator
has a role in the process of CIS entering the market for the
first time, although the level of active involvement of the
regulatory authority varies from one jurisdiction to another.
In some cases this will depend on the degree of prescription in
the applicable law. 2Another common element is that regulatory
authorities, even those that undertake a detailed review prior
to CIS approval, do not endorse CIS nor guarantee their



effect to their inspection responsibilities in a variety of ways.
For example. some aspects of inspections may be delegated to a
third party (e.g. an auditor) even though the regulatory
authority has the power to conduct its own inspection. This is
considered to provide an appropriate level of investor
protection, provided the regulatory authority maintains

overriding control and responsibility for CIS supervision.

Powers of the Regulatorv Authoritv

It is fundamental that a regulatory authority have the powexrs to
take action to enforce the obligations relevant to CIS. This
Principle recognises that the nature of enforcement powers and
penalties will vary from one jurisdiction to another, and that
there are a variety of means to achieve adequate enforcement.
The Principles identify the range of powers which might be
available to enforce CIS requirements although thev may not be
exhaustive. The Principles do not imply that an individual
regulatory authority must take action in any particular
circumstances.

Third Party Supervision

As indicated previously, some systems rely on a third party (such
as a custodian or auditor) to carry out some of these supervisory
functions. While the regulatory authorities of some member
countries rely on the role of third party supervisors, this does
not make the regulator‘s role any less important. Examples of
third party supervisors include trustees (with responsibilities
additional to that of custedian), auditors, as well as
independent directors on the board of an investment company (see
Principle 2).
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6. CONFLICTS OF INTEREST

There are wide ranging approaches by member countries to
regulation of conflicts of interest. In all regulatory systems
there is an overriding responsibility for CIS to be managed in
the best interests of investors. This duty is variously
expressed as:

(a) acting exclusively in the interests of investors with the
"diligence of an orderly businessman";

(b) the duty to exercise good faith in the interest of investors
when giving directions relating to a CIS;

(c) exercising powers and duties honestly, in good faith and in
the best interests of the CIS;

(d) the duty to act for the sole benefit of the
CIS’'s subscribers.

In some jurisdictions the obligation of an operator to act in the
best interests of investors is implicit in their role as a
fiduciary under the applicable law, although it may also be an
explicit reguirement of CIS regulation.

In addition to this general duty of CIS operators, it is
essential that all regulators have adequate powers of
investigation and enforcement to ensure that where specific
circumstances give rise to a conflict of interest the regulator
may take appropriate action. These issues are addressed in
Principle 5 regarding Supervision.

Beyond these broad principles, the approaches of member countries
to conflict of interest situations varies quite significantly.
The existence of a general obligation to act in the best interest
of investors will often mean that a CIS operator must eansure that
CIS transactions are at arms’ length and on a commercial basis,
that they achieve best execution for the interests of the CIS and
that the operator act independently of any other affiliations.

As well as a general obligation, some jurisdictions have adopted



Other regulatory systems (such as those in Mexico, Australia and
many of the European jurisdictions) rely largely on the general
obligations to investors. combined with close supervision of
activities by the regulatory authorities and other third party
Supervisors. Another example of how conflict of interest
situations may be addressed is by prohibiting the operator of a
CIS from carrying out activities other than operation of a CIS.

The aim of this Principle is to ensure that there are proper
responses from the regulatory regime to the potential for
conflicts of interest. The Principle identifies a number of
transactions as examples of situations which raise potential
conflict of interest issues. It is acknowledged that the list
of situations identified in the Principles may not be
comprehensive of all potential conflict of interest situations,
but they represent the main areas of concern.

The use of the words "capable of dealing with ..." in
Principle 6.1 reflects the fact that not all regulatory systems
explicitly restrict or prohibit these transactions in their
applicable law; it also recognises that the response of member
countries to these situations may differ.

The Principles use the term "affiliates” in describing a number
of potential conflict of interest situations. Broadly, the term
refers to those parties who may be affiliated with a CIS, its
operator or custodian, or other parties to the CIS‘s activities.
In many jurisdictions, the term "affiliates" or "associates” has
a very specific and complex definition and the Working Group has
not attempted to provide an all encompassing definition; a
comprehensive definition can only be provided in a context of an
individual regulatory framework.

The range of responses utilised in a regulatory system to deal
with these conflict situations will depend on the overall
regulatory framework and whether structural requirements
influence the likelihood of the potential conflicts becoming
real. The range of possible responses is meant to show that a
number of approaches to regulation may be acceptable, and to note
that a system of regulation need not embody all such responses
in order to be effective. In most cases, member countries employ
a number of technigques (direct and indirect) to resolve conflict
of interest situations.

(33)



7. ASSET VALUATION AND PRICING

A fundamental principle of collective investment regulation is
the ability of investors to withdraw their funds (liquidate their
interest) within a reasonable period. The calculation of unit
price and the valuation of CIS assets is an important part of any
regulatory system because of the direct interest that investors
have in the underlying assets of the CIS. The regularity and
accuracy in valuing the underlying assets of a CIS is essential
for fairness and accuracy to be achieved in the pricing of
interests, for both investors seeking to liguidate their units
as well as investors remaining in a fund. These general
principles are reflected in the preamble to Principle 7.

The Principles for Valuations, Purchasing and Redemption of Units
and Unit Pricing each provide a statement of how the broad
Principle applies in the context of CIS within the scope of the
Working Group’s mandate (i.e. those investing in transferable
securities). The Principles have been drafted so as to cover a
range of approaches considered acceptable to achieve the broad
objectives.

While many jurisdictions impose specific reguirements under the
law, there are others that do not embody these Principles in
applicable laws. Instead the Principles may operate as rules of
best practice and are often embodied in the rules of
individual CIS. In some regulatory systems, changes to the
system for asset valuation and pricing must be approved by
investors.

Provided these Principles are reflected in the rules of a CIS,
it is not considered necessary for the laws of member countries
to include these detailed requirements for effective regulation
to occur.

Valuations

A fundamental Principle of asset valuation and pricing of
CIS units is that it is based on the net asset value of the total
pool of assets under management according to the market value of
rhocse acsetrs. or some orFrber valiie which i reorecsentative of



operating in the United Kingdom. In the USA and Canada, there
is a requirement to price CIS units on a forward pricing basis,
although again this may not be common to all regulatory systems.
US regulation also permits the use of a non-market prices for
certain types of money market instruments and allows their value
to be determined at their amortised cost according to a procedure
approved by the SEC.

The system for pricing of units is often specified by the law,
but in many jurisdictions it may also be set out in the fund
rules or the prospectus. In Mexico, the system for pricing units
must be disclosed in the prospectus.

Purchasing and Redemption of Units

In relation to redemption requirements, some Jjurisdictions
require CIS to pay out redemptions within a specified amount of
time while others (such as Australia) simply require the
obligation to be met within a "reasonable® period. This would
be judged according to the relevant commercial standards and, in
practice, the timeframe for payment of redemptions is similar to
other jurisdictions notwithstanding the absence of a direct legal
obligation.

The Working Group has not proposed any specific time periods
during which pricing of units must occur or redemption requests
met. Specific time limits or periods are arbitrary in nature and
will vary according to historical and commercial settings. In
many jurisdictions, it is recognised that pricing must occur at
least twice a month, although some authorities permit CIS to
reduce the frequency to once a month on condition that it does
not prejudice the interests of investors. Other jurisdictions
require more frequent pricing. 1In the USA, for example, a CIS
must stand ready to redeem an investor’s units each business day.
A CIS must make payment within 7 days of the tendering of units
for redemption.

Another key issue addressed by the Principles in relation to the
purchase and redemption of CIS units is fees. While the
Principles require purchase or redemption fees to be disclosed
in the CIS rules or the prospectus, and actual rates in the
prospectus, it is noted that some CIS will disclose a range of
fees applicable and also may offer a variety of ways to investors
for those fees to be charged.
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8. INVESTMENT AND BORROWING LIMITATIONS

This Principle provides a statement as to the scope of the
Working Group'’'s mandate and the range of schemes to which the
Principles should apply. This Principle identifies the range of
investments that may be made by a CIS for it to be the subject
of the CIS regulatory Principles. The types of investments which
fall within this range are also defined in broad terms.

In some jurisdictions different categories of CIS exist, which,
whilst they are promoted to the public, are intended to meet
specific investment objectives through different means than those
covered in Principle 8. These schemes may also be governed by
regulatory regimes that depart in various respects from the other
Principles. These types of schemes include those dedicated to
investing in derivatives, property / real estate, mortgages and
venture capital and are not included in the scope of the Working
Group.

This Principle recognises that a key benefit of investing through
a CIS is a level of diversification of investment not offered by
investment directly in securities. The Principle also recognises
that, although borrowing by a CIS in connection with its
investments can be appropriate, excessive borrowing by a CIS can
be potentially damaging to investors. To give effect to this
Principle, it is not necessary that specific requirements as to
investment and borrowing limitations be imposed under the
applicable laws of member countries. Instead, they may be met
by the commercial practices of CIS operators as reflected in the
rules of schemes that they manage.

In most jurisdictions the primary purpose of investment and
borrowing limitations is to ensure that a CIS has sufficient
liquidity to meet redemption requests and to address the
CIS‘s risk profile. A feature of regulation that is common to
most jurisdictions is the requirement to disclose the investment
policy of a CIS to incoming investors and to take certain action
in the event that a fundamental change occurs. This is addressed
by Principle 10.1.3.

A+ a more detrzsiled level, the aporoach to investment and



subjected to the same jpvestment restrictions as domestic

schemes, but gain access to that market primarily on the basis
of full disclosure.

Because many member countries impose specific inves;ment and
borrowing limitations on CIS, the Working Group recognises that
certain countries that wish to permit cross-border marketing want
to present a model for investment and borrowing limitations which
they believe will satisfy the requirements of most of those
countries and will provide guidance to CIS wishing to market
cross border in those countries. while many of those
jurisdictions will not impose all these requirements, there may
be others that impose more stringent requirements in some cases.

Investment and Borrowing Limitations Model

(Relevant definitions are contained in the Glossary of Terms. )

8.1 Transferable Securities and MMI

8.1.1 A CIS must invest its assets primarily in transferable
securities negotiated on a regulated market and money market
instruments whose value can be precisely determined at any time.
This includes securities and MMI which are listed or negotiated
on a regulated market.

8.1.2 At least 90% of CIS net assets other than cash and bank
deposits must be invested in transferable securities or MMI.

8.1.3 The investment of a CIS in transferable securities or MMI
issued by the same issuer must not exceed 10% of total CIS net
assets. This limit may be increased when securities are issued
or guaranteed by government authorities or by public
international bodies.

8.2 Derivatives

8.2.1 For the purpose of efficient portfolio management, a CIs
may be permitted to use derivatives provided they relate to
rransferable securities. Such exposure as it arises should be
fully covered.

8.2.2 Eligible derivatives instruments are limited to futures
and option contracts, swaps on interest rates, and indexes (of
interest rates or securities) that are negotiated on a regulated
market ("market traded derivatives®).
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8.2.3 CIS may also be permitted to invest in deriva;ive
instruments which are negotiated "over-the-counter" provided

that:

(a) transactions are arranged with a highly rated
counterparty;

(b} the contract is standardised;

(c) there is a fair off-setting provision in this contract;
and

(d) a market value is available at any time.

8.2.4 Transaction on currencies (cash and forward) may be
arranged by a CIS for hedging purposes only i.e., in order to
protect the CIS against adverse fluctuations in the value of the
currencies in which foreign assets or foreign liabilities are
denominated.

8.3 Warrants

Only warrants that are related to transferable securities and
that are negotiated on a regulated market are eligible.

8.4 Other CIS Shares or Units

g8.4.1 Investment may only be made in units of open-ended
schemes that meet the IOSCO Principles of regulation and those
of the host regulatory authority and are authorised by a
regulatory authority.

8.4.2 Investment in units of other open-end CIS must be limited
to 10% of the assets of the CIS. Arrangements must be made to
eliminate the duplication of management fees and other charges.

8.5 Borrowing and Lending Rules

8.5.1 A CIS is allowed to borrow up to 10% of its assets in
securities or in cash provided that the transaction is made on

a temporary basis.

8.5.2 A CIS is allowed to lend up to 10% of its assets in
it e eweluding cash, provided that the trgnsaq;ion is made

_____ s



8.6 Limitations on Repos

A CIS may be allowed in some jurisdictions to use repurchase
agreements. This technique is usually defined as a financing
arrangement, used primarily in government securities markets,
whereby a holder sells securities and agrees to repurchase them
at an agreed future date, at an agreed price. The underlying
security should be clearly identified and such transactions
should fall within the scope of risk containment rules imposed
by the regulatory authority.

8.7 Casgh and Bank Deposits

Investments in cash and bank deposits may be made only on an
ancillary basis.

8.8 Limitation on Voting Rights

An investment company or management company acting on behalf
of all the CIS it manages must not acquire shares carrying voting
rights which would lead to a significant influence as determined
by the host regulatory authority.
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5. INVESTOR RIGHTS

All regimes recognise the central importance of investor rights.
The nature and extent of rights that individual investors have
in CIS varies among member countries according to the overall
regulatory Eframework.

In large part, the difference in investor rights is attributable
to the legal form and structure of CIS. In those regulatory
systems where investors have few rights to participate in
management, there is significant reliance on the right of
investors to liguidate or withdraw their investment. In other
jurisdictions, investors are able to participate in management
by calling meetings of investors and by their ability to remove
the operator. The Principles recognise the different approaches,
in particular, providing for the rights which may be given to
shareholders of investment companies.

The Principles recognise that in all CIS the rights of investors
are primarily to be able to withdraw their funds with relative
ease. A key part of this Principle is that investors be fully
aware of their rights at the time they invest. For example, if
there is a fundamental change in CIS management (e.g. its
investment policy) then some jurisdictions provide investors with
the opportunity to withdraw their funds without any disadvantage
and on substantially the same terms as existed prior to the
change. Other jurisdictions, such as France, address this
situation differently and allow investors to redeem their
investment without paying any redemption charges.

There is also substantial reliance on the regulatory authority
to enforce investors’ rights. For example, in those
jurisdictions where there is no direct right on the part of
investors to remove the operator, the regulatory authority has
such a right. In these circumstances, it is important that a
regulatory authority has adequate powers to take up investor
concerns and enforce their rights.

It is recognised that investors in CIS which are structured as
investment companies often have more direct rights of
narticinarion (as shareholders) compared to other CIS investors.



In Australia, Hong Kong and the UK (although not under an
investment structure) there is provision for investor meetings
ro consider certain matters such as changes to CIS rules, to
increase any fees or to terminate the CIS. Meetings for these
purposes tend to occur on an irregular basis.
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10. MARKETING AND DISCLOSURE

211 regulatory systems have mandatory disclosure requirements for
both new and existing investors in CIS.

In relation to disclosure to new investors, all member countries
require there to be a formal written offer document disclosing
all relevant information. This is commonly called a prospectus,
but may also include ancillary documentation such as annual or
half yearly reports, statements of additional information, scheme
rules and so on. The Principles refer to these collectively as
"offering documentation” and it is noted that the disclosure
obligations may be satisfied by using a combination of documents.

Prospectuses

The general disclosure standard applied under the law of member
countries varies slightly from one country to another, but the
fundamental Principles are similar: that the information
provided is what an investor would reasonably require and that
the information is not false or misleading. Some regimes also
specify disclosure of prospects of a CIS, but it is not
considered necessary to separately specify these matters under
the general Principle.

The Principles recognise the importance of the prospectus being
understandable by the investing public of the country of
circulation. Hence it is considered that the prospectus should
be in one of the recognised languages of the country of
circulation. In most cases this would be the "official language”
but in some countries, such as Hong Kong and Luxembouryg, there
may be a number of languages which are recognised. It is also
permissible for the prospectus and other material {such as
advertising) to be provided in other languages in addition to the
recognised languages.

At a more detailed level, the approach of member countries to the
content of disclosure documents varies, with many providing a
list of matters that must be included and others providing no
minimum content requirements at all. Some member countries
recuire information to be provided in a certain format. The



the matters listed will necessarily be specific requirements
under the laws of member countries.

In relation to the currency of offer documentation, all member
countries agree that it should be kept up-to-date. The means by
which this is achieved varies from country to country. For
example, in Australia, this means renewing the prospectus at
least every 12 months and also being required to up-date the
prospectus to take account of any material changes during that
12 month pericd. In other countries, the core prospectus
document is up-dated as and when required and the accompanying
annual and semi annual reports provide a regular financial
up-date on the CIS.

The approach of regulatory authorities also varies in relation
to the review of CIS prospectuses. In some cases, there is a
detailed review of the prospectus before authorisation of a CIS;
in others only a selective review is undertaken after the CIS has
commenced marketing. This review might be undertaken by the
relevant authorities or a co-regulatory body. All of these
approaches are considered appropriate in their jurisdictioms to
achieve effective regulation of CIS prospectuses.

Regular Reporting

Regular reporting to existing investors is a fundamental
Principle of collective investment regulation. 1In all member
countries, CIS are required to report on an annual basis and to
make these reports available to investors in the CIS; some (but
not all) require semi annual reports to be prepared. While these
reports must always be available to investors, not all
jurisdictions require them to be sent to investors.

In all countries, the financial statements must be prepared in
accordance with the accounting standards applicable to CIS in the
country of regulation. This means that in most cases if a CIS
is marketed in a particular Jjurisdiction, it will need to
strictly comply with the accounting standards of that
jurisdiction, which may be different from its home jurisdiction.
In most cases, part or all of the CIS annual report is reviewed
by a third party, usually an auditor or certified public
accountant in particular the financial statements.

Advertising

Member countries take a variety of approaches to advertising. In
some cases, advertisements must be approved by the regulatory
authorities: in others there are certain statutory requirements
which must be met in order for advertisements to comply.
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Because of these varying approaches the Principles do not
specifically require that regulatory authorities authorise or
approve advertising. Instead the Principles indicate that
advertising of CIS should not be undertaken until "all the
necessary authorisations have been granted to permit the CIS to
market to the investing public". This means that 1if an
advertisement is required to be authorised, it should not be used
until authorised; alternmatively if all that is required is for
the CIS to be authorised or registered (in the broader sense)
that such authorisation must have been given, before the
advertising is wused. The Principle does not mean that
advertising must be directly authorised or approved.

The Principles in relation to advertising acknowledge that while
reference to a prospectus is an

important requirement, certain advertising, such as price
guotation of CIS, will not necessarily make any reference to a
prospectus and may not be required to do so. In some cases, this
is a requirement of the law but in others it may be
representative of industry best practice.
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Principle 1

Legal Form & Structure

1.1 Standard opecating
structure for collective
Investient schemes

Trust contract based (duties
and obligations of
management and (rustce are
prescribed).

Both open-ended  investment
trust (mutual fund trusts) and

corporalions  (mutual fund
corporations) are permitted,
although open-ended

investineat (rusts are more
common. Private and vlosed
end investment funds are not
as strictly regulated as public,
open-ended investment funds.

Trust structure with a trustee
and ment y

investment

s end

Collective

5

operating under a contract
(trust deed) with investors.

may be org; as
corporation, business trust,
or parinership. MMay be
open-end, closed-end, or
unit investoent trust (ULT).
Majority open-end; closed-
end funds and UlTs also
significant. Fund may not
physically hold  assets.
Must deposit with bank or
other custodian pursuant to

Both contract/trust (unit trust)
and pany based sch
(mutual fund corparations). A
trustec/custodian is required to
act.

Corpany based open ended
funds (duties and obligations
of operator are prescribed in
the law).

custodian  agreement, or
with bank pursuant to
safekeeping agreement.
1.2 Regulator approval of | Both the deed and trustec | No approval of individual | Ministry of Finance approves | Fund files registration | SFC reviews all | CNV reviews all
scheme documentation must be approved by the | CIS. Therole of the regulator | the deed and other scheme | statement, which includes | documentation  (prospectus, | docurnentation (deeds,
regulator ASC in relation to | relates to approval/licensing of | documentation prospectus, with SEC. SEC | deed etc) for authorisation for | prospectus, general operaling
every scheme advisers'dealers and review reviews for compliance with | schemes offered to the public program of the fund) and may

and clearance of prospectus
decumentation for public CIS,
both at time of start-up and
annually thereafter.

disclosure requirements but
does not approve securities
or scheme documentation

approve the constitution of (e
mutual (und.

¢ The information included n the international comparative table as it relates te "Canada” is infor

timmhl

pp in the pr

of Ontario, being the primary jurisdiction for the large majority of CIS

sold managed in Canada. Canada has no national system of securities regulation. Each of the ten provinces and two territortes is a separate regulatory furisdiction and has its own legislation, rules

and policies. However the C

A 1,

securities

istrators have adopted two national pelicies applicable to all CIS sold to the public in any one or all of the jurisdictions of Canada: National Policy

No. 36 governs the content of prospectuses and National Policy No. 39 governs the structure and operations of CIS. The legislation applicable to CIS in the provinces and territories other than Ontario
1s not dissinular in many respects to the legislation, rules and policies of Ontario and outlined in the following table.
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Principle 1

Legal Form & Structure

1.1 Standard operating
structure for collective
Investment schemes

Both Contract based and company based
schenies are permitted.

Both contract based and company
based schemes. Mostly open ended
schemss with mandatory
trustee/depositary. Close ended
schemes mus) be listed.

Contract based with scheme assets usually
owned collectively by investors, a
custodian (bank) as depositary of the
assels. - (There are CIS in Germany which
assets belonging to it may be owned by the
investiment managemenl company ({real
estate funds)).

Open-ended schemes may
be authosised and promoted
to the public.

1.2 Regulator approval of
scheme documentation

Each scheme has 1o oblain IML approval
before it may exercise ils activities. In the
course of the approval process, the IML
reviews all documentalion {scheme rules,
prospectus, contractual arrangements with
third party service providers elc) which a
projected scheme has to submit in support
of its application for authorisation

All schems, prior to commencing its
activities, should oblain approval for
the proposal of ils incorporation from
the Ministry of Economy and Finance.
Said approval shall be granted afler a
repont from the CNMV,

ARenwards the scheme must be
registered on the corresponding register
of the CNMV. The CNMV reviews
and registers all  the scheme
documentation.

Each contract’deed must be reviewed and
approved by the regulator

Schemes are authorised or
recognised by the SIB.




Principle 1

Legal Form & Structure

1.1  Standard opetating
structure for collective
Investment schemes

Only open-ended schemes of the contractual
type qualify as CIS. Although the Operator is
the legal owner of the pool of assets, it has
strict fiduciary duties towards the investor as
the beneficial owners of the CIS. The CIS
assets must be strictly segregated (rom the
QOperator's own assets.

Both investment company and unit trust
(management  company and  separate
depositary/custodian required) based open-end
or closed-end schemes.

Both contract/trust (FCP's} and company
based schemes with wvariable capitaf
(SICAV's). They are open ended funds.

Open-ended company based schemes (mutual
funds) are permitied. hMust have a bank or credit
institution as custodian of fund assets.

1.2 Regulator approval of | The FBC supervises investment fund activities,

scheme decumentation

Regulator approves schieme documentation

approves the fund manager, the depositary, the
scheme rules, the auditors and receivers and
any person advertising 'selling CIS units.

including the prospectus and the terms and
canditions

Documents to be filed for approval with
COB. Must include a statement of
investment objectives.

FSA approves the depositary, management
company, tules of the fnd. No formal approval
of other documentation. The content in the
annual report, half yearly report and prospectus
has to meet the requirements set hy the FSA. The

content of (lie propectus is checked at the time of

approval of fund rules.
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Principle 2

Trustee/Custodian/Depositary

2.1 Independence Yes.  Independent trustee. | No requirement that either a | Yes No  requirement  that { Yes. May be connected in
Limited instances for related | trustee  or custodian  be custodian be independent. | limited circumstances but no
party trustees. independent from the CIS or Self -custody permitted but | common directors.

its manager, but  usually assels must be held by a
enlities acting as a lruslee or bank and other conditions
custodian are independent imposed 1o assure
from the other functions they safekeeping of assets.

may perform in relation 1o the

CIs

2.2 Capital Requirements | Suflicient Financial Resources | No capital requirements for | Yen 2 Billion $500,000 (bank) $200 | $1.3 million

trustees; custodians that are million (eligible foreign
not Canadian chartered banks custodian)

must have capital of C$10

Million

23 Other qualifying | Sullicient qualifications and | Trustees may be individuals; | Trust Bank or Trust Company | Bank subject 1o banking | Regulated bank or trust

requirements experience and adetuate and | if a corporalion acls as a regulation. Other | company
TeSOUTLEs. trustee, it must be either the depositories permitted

same enlily as the manager of subject to conditions

the CIS or a registered trust
company; sustodians musl be
a Canadian chartered bank or
trusl company or a subsidiary
of sither a bank or trust
company (with  applicable
capital)




Principle 2

Trustee/Custadian/Depositary

2.1 Independence

Each scheme is required to have a
depository  which must be a
separate legal ecatily obliged by
law to act independently.

Yes, may be connected in limited
circumstances but no  comron
directors, physical separation etc.

Yes. May be connected in limited
circumstances but no cormon directors

Manager and trustee must be
persons independent of each ather.
May have corporate links with
restrictions

Yes. Must be separate entitics obliged
by law to act independently. hay be
connected in limited circumstances (no
majority of common directors).

2.2 Capital Requirements | Minimum paid-in capital of 250 | Variable, depending on class of | Min. DM 10 million GBP 4 million Lire 75 Billion

million Luxembourg francs depositary (150 to 1500 mill.ptas).
23 Other qualifying | Depository must be a bank | Must be a bank, saving bank. | Must be a bank with sufficient | Must be regulated by a UK SRO Approved credit institution
requirements established in Luxembourg with | broker, dealer or credit cooperative | qualifications and experience.

sufficient human and technical
resources.
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Principle 2

A
Trustee/Custodian/Depositary
2.1 Independence Must be separale legal entities, but may | Must be separate legal entities but may be | Must be separate legal entities obliged by Jaw 1o | Must be separate |
belong 1o the same conglomerate. | same conglomerate but no common directors. | act independently law they have 10 ¢
Obliged by law 10 act independently. The | Obliged by law 1o act independently. the same conglom
managing directors of the operator and
those of the custodian bank must be
independent from each other.
2.2 Capital Requirements Minimum paid-in capital CHF 10 million | F1,250.00 Sufficient financial resources (depends also on | ECU S million
category)
23 Other qualifying | Must be a bank subject to Swiss | Corporale body: fitness and propemess of | Must be a regulated bank securities dealer, | Must be a Swedis
requirements supervision directors insurance co. or other financial institutions

established in France. Sufficient qualifications
and experience




Principle 3

Eligibility to Act as an Operator

1. Geuneral Principles of Conduct

A Principles Governing
Fund Management
Legislation

Derived from the
Corporations Law and ASC
Regulations. Management

Company must be licensed.
ASC must hlave no reason to
believe that the hanagement
Company will not operate
honestly, efliciently and fairly.

No  specific legislation
regulating managers of CIS;
the Securities Act (Ontario)
("OSA"Xand other applicable
provincial fegislation) requires
that managers of mutual funds
must follow a particular
mandated fiduciary standard
of care; however if the
manager is providing
investment advice or acting as
a dealer of CIS securities the
manager must be registered
under the OSA (and other
applicable provingial
legislation) as an adviser
and’or a mutual fund dealer.
Most managers of CiSs are
registered as either an adviser
or a mutual fund dealer and
some are registered as hath.
OSA (and other applicable
provincial {egislation)
regulates registcred advisers
and mutual fund dealers. '

Derived from the Securities
Investment Trust Law 1951
and administered by MOF:
Japan has only contractual
trusts. MOF will check to see
applicants ere  experienced,
qualified and  capitalised.
Management company also has
fiduciary duties

Derived from [AAICA
Fund and adviser must
register. Neither {CA nor
[1AA imposes min.
eligibility standards on fund
advisers. State law may.
SEC does not approve
funds or investment
advisers; no  velting.

Advisers must  disclose
business/educational

background/precarious

financial  condition to
clients.  Certain persons
incligible to serve as
investment advisers.

Adviser has fiduciary duty
to clients.

Derived from the Hong Kong
Code on Unit Trusts and
Mutual Fuads, under which
the manager must be
sufficiently resourced and ‘fit
and proper.

Derived from the Mutual
Funds Act and the regulation
thereof, the operator

(Operating Companies  of
Mutual Funds: QCMFs) and

the scheme itsell (Mutual
Funds: MF) must be
authorised by the CNV, as
well as their deeds of
incorporation  and  NF's
operating program.

B Professional Recards

Biographies required in the

application  process,  for
example details of
employment history,

qualifications and disclosure
of past legal actions.

Managers, if  registered
advisers and/or dealers, must

provide  quile  extensive
personal information
concerning  their  partners,

directors and officers, all of
whom are required (o have
taken  cerlain  securities
cducational  courses  and
officers performing advisory
or sales distribution functions
must have certain educational
and professional proficiency.

Yes, submitted to the MOF.

ICATAA require
registration and periodic
reporting forms to be
signed. Adviser/Fund
registration forms require
investtnent adviser/fund to
provide bricf biographics of
principal officers.
Investment advisers must
disclose in SEC reports
disciplinary matters,
investment practices, and
financial affiliations.

Any new management
companies must seck approval
of SFC and records are
checked as part of this process,
but no formal questionnaire.

General director of operating
companies' rmust prove to the
CNV to be morally and
economically solvent. as well
as technically and
administratively capable.
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Eligibility to act as an Operator

1. General Principles of Conduct

A Principles Governing
Fund Management
Legislation

Derived from Law dated 30 March
1988:  Directors must be fil and
proper. Management company of a
contract based scheme must have
sufficiem financial resources and
musl presenl all guarantees of an
effective and durable solvency.

Derived from the Royal Decree
1393,1991 on Collective Investment
Institutions ("CI1”): Managers must be
honest, competent and solvent.

Derived from the 'Law conceming
capita) investment companies’ of
1970 (amended). Managers must
be experienced, competent and
cuslomer orientated.

Derived from Financial Services
Act 1986 ("FSA”). All applicants
1o be fund managers must be it and
proper - honest, competent and
solvent.

B Professional Records

Biographies of directors required in
the application process.

Yes, Managers and Directors of schemes
complele and sign a  questionnaire
containing  information about  their
professional records - which is checked
by CNMV.

Managers must provide a
curriculum vitae 1o 1he regulator:
to manage a credit institution
adequate theorelical and practical
experience is needed.

Biographies required in application
process, disclosure of past lagal
action etc.

Appli
mana
Tecor
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Eligibility to act as an Operator

1. General Principles of Conduct

A Principles Governlng | Derived from the Investment Funds Act

Fund Managewent | 1994 (IFA) which requires fitness an
Leglslation properness of the directors and managers,
capability, adequate capital, diligence and
cffectiveness of (he operators. the

regulatory authority and its external
auditors secure compliance with the law
and the scheme rules. *

Derived from the Act and later Decree on
the Supervision of Investment Institutions of
15 October 1990: directors must be both
experienced and trustworthy, and the
investment company capitalised.

Derived from UCIT's legislation of Dec 1988
which defines operation of SICAVs and the
fitness and propemess of the managers and
their companies: all applications must be
approved by the COB.

Derived from Swedish mutual funds act
(1990:114). Fund managers must have
expericnce from fund business and should not be
charged with certain offences in the past.

B Professional Records The directors and managers of the operator
must file an exhaustive questionnaire and,
amongst others, supply evidence of their
professional background, their experience
and good repulation (eg absence of a
criminal record).

Directors of the management company or
depository must fill in and sign a full
questionnaire with references supplied.

No reference made to professional records, but
the manager must be honest and experienced.

If relevant, records of the funds are checked as
part of the authorisation process.

(54)



MQWAM%\V 2,

b\ SRt

Principle 3

Eligibility to act as an Operator

1. General Principles of Conduct

* Codes of Conduet for
Management Company

No - but ASC does look at
existence and adequacy of

No requirements as such for
non-registrant managers, if the

Whilst there are no legal
requirements to adopt a code of

ICA requires adoplion of
code of ethics by fund and

Yes. Rates on conduet in code
on UT and MF.

guidelines of management. | manager is a registrant, the | conduct, management | fund's investment adviser
IFA has voluntary standards. registrant must adopt | companies do in practice have | and principal undenwriter.
procedures for dealing with its | them.
clients and for ensuring
faimess  in  allocation of
invesiment opporunities
(applicable 1o advisers).
* Asset Segregation Linless specifically exempled | Yes, all assets of CIS must be | Yes (admin by Trust Bank). Asset segregation required. |- Yes.
the fund must have a separate | held by custodian.
trusiee to hold the assets of the
scheme. Yes, subject only to
very limited exceptions.
* Personnel Experience Employment delails must be | None  for  non-registrant | Yes, ‘sufficient’ experience | No regulatory | Must provide the "sufficient”
provided in  application. | managers - if manager is an | required. No concrete criteria. | qualifications/criteria experience required, including
Officers dealing in corporate | adviser, individual investment needed.  Certain persons | management of retail funds.
activities must have a | counsel/portfolio  manager ineligible.  Disclosure of
minimum of two years | officers of the manager must experience 1o clients
experience. have taken certain courses and required. Many sates
have minimum 35  years impose minimum
financial analysis experience, requirements fos

if manager is also a mulual
fund dealer - salespersons
must  have completed a
particular course.

registration and  require
investment advisers to pass
exam.
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Eligibility to act as an Operator

1. General Principles of Conduct Continued

+ Codes of Conduct for | No code of conduct. Yes, management company draw up | No. Standards of conduct imposed by | No - but management company must

Management Company their own code of ethics, which is regulator. comply with cules laid down by
submitted to CNAV. supervisory authorisation.

* Asset Segregation Y'es, assets must be segregated. Yes. Yes. Yes, scheme assots must be held by | Yes, funds assets are segregated from

a regulated independent trustee. the management companics other assets.

Directors must  be
experienced.

* Persontel Experience

sufficiently

Yes, at least (wo years or more
expericnce of the Stock harket.

Only the general manager of the
investment company need have
experience.

Must provide a Curriculum Vitae
and meet standards of threshold
compentetice set by regulator

Managers and general managers are
required to be experieniced (3 years).
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Principal 3

Eligibility to act as an Operator

1. General Principles of Conduct

* Codes of Conduct for
Mlanagement Company

Nol yet existing, but the Swiss Investment
Funds Association is currently drafling a
Code of Conduct. The lack of such a Code
is nol, however, a serious gap in the
regulatory framework, since the main
principles of conduct are embodied in the
IFA

‘There is no code of conduct.

Yes, code de De'ontologie de 'ASFFI ,UCITs
managers, professional organisation, approved
by COB).

No, but the Managem:
with the rules laid
authorisation

* Asset Segregation

All assets are segregaled by Jaw.

Yes, assels must be segregated.

Yes.

Yes

* Personnel Experience

The law requires thal the managers give
evidence of the professional experience
necessary to fullill their duties. In the case
of the high-risk funds at least 2 managers
with a minimum experience of 3 yzars are
Tequired.

Two directors of the management company
must be experienced and trusiworthy: 2
vears and assessment by the supervisory
authorily respectively.

Anticles 12 and 24 specifisally refer 10
managers experience.

Curriculum Vitae’s of
as pant of the authoris:
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Eligibility to act as an Operator

1. Generat Principles of Conduct

* Moanitaring

Records required to be filed
with the ASC. The ASC also
conducts a hManager's
Surveillance program.

No monitoring of non-
registrant managers, other
than police checks conducted
on officers and directors of
managers in consntection with
the annual renewal of the
prospectus of the CIS - if
manager is a registrant
monitoring  primarily  via
requisite  annual  filings
necessary 1o renew regisiration
- inspections carried oul
generally only when
investigation action deemed
necessary due lo  either
investor complaints or
registrant activities or filings
indicate a potential problem.

Regular visits and checks by
MQOF.

[avestment  adviser/fund
must maintain  specified
records which are subject to
SEC review. SEC conducts
routine and  for-cause
examinations. Fund/adviser
files periodic reports, and
amendments thereto, with
SEC and sends reports lo
shareholders.

Yearly audit is required and
the accounts are sent to SFC to
check. SFC carries out
inspections of  managers
advises based in Hong Kong.

CNV responsible for
inspections and surveillance of
MFs and OCMFs.

2. Manager Powers and Duties

A, In the coutext of
delegation, are there
minimum  duties  that

managers must provide?
In particular do managers
have to provide:

* Statutes of Scheme

* Baokkeeping

* Cash

¢ Settlement

* [nvestment decisions

The Fund's Deed has the effect
of  imposing on  the
management company general
and specific duties in refation
to the fund. Those covenants
in the deed include all of the
duties set out below.

Manager generally responsible
fo perform or arrange to be
performed all administrative
and investment management
services required by the CIS.
No prohibition on delegation
and a significant number of
managers  engage  service
providers (gencrally (o provide
administrative
sales/redemption  processing
support  or  invesiment
management services).

The manager must provide the
duties set out below:

The Security company which
handtes the sales of beneficiary
certificates will also cash in
share  holdings for the
management company.
Managers must provide all
items fisted.

Investment company is
separate  legal  enlity
required to have board of
directors or similar group.
Board legally responsible
for management of fund;
has duty te oversee fund.
Board does not manage
daily affairs of fund - -
delegates to officers and, by
conlract, to separate legal
entities, such as adviser and
administrator.

The general obligations of the
management cotpany are set
out in the Hong Kong Code on
Unit Trusts and Mutual Funds
which state that the Manager
must provide the duties set out
below.

OCMFs generally provide all
the specified duties, except for
investment decisions, which
are made by a special
committee within cach MF.
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Principle 3

Eligibility to act as an Operator

1. General Principles of Conduct

* Monitoring Directors required to have adequate | CNMV expecis a firm 1o act with due | The Regulator requires adequate | Procedures monitored | Bs
controls in place for monitoring - IML | care, skill and diligence and employ | internal controls and procedures for | through regular visits by | or;
may carry out on-site inspections effective  resources and  procedures. | monitoring. regulator, continuous | m:
CNMYV conducts on-going supervision surveillance and  written | pn
process by  inspection, transaction retums,
1eporting. elc. Ce
an
Su
00!
chi
2. Manager Powers and Duties
A In the context of | Subject 1o the overall conirol and | The Royal Decree 1393/1990 specifies | ANl schemes are managed directly by | Manager may delegate any | Th
delegation, are  there | responsibilily of their directors. schemes | the dulies that a management company | the credit institution. There are no | function to any person, | pre
minimum  duties  that | are normally administered and managed | must provide, these include those below. separate administrative and | including the trustes, but | be
managers must provide? | by  delegaled administralors  and management  functions. The | remains responsible, having

In particular do managers
have to provide:

* Btatutes of Scheme

* Boolikeeping

* Cash

* Settlement

* Investment declsions

investiment managers. The administrator
concentrates  on  the  day-to-day
administration of the scheme and the
investmen! manager on making the
investment decisions. Between the two,
all the dulics set oul above are coverad.

manager of the invesiment company
must provide all the duties set out
below.

taken all reasonabls steps and
exercised al] due diligence.




Principle 3

Eligibility te act as an Operator

1. General Principles of Conduct

* Monitoring

External auditor will report any shortc g
otherwise there is littte on-going supervision.

The regulator requires that it is furnished with
information relating to the balance sheets, profit
and loss (both on a three monthly basis), detailed
administrative organisation, and be continually
informed of all changes relating to the original
application.

While UCITS legislation does not impose
standardised controls: visits, document
conirols and portfolic surveillance are all
carried out by the COB.

The company is monitored through regular
visits by the FSA as well as reporing
requirements to the FSA. The FSA also
appoints auditors in the companies.

2. Managers Powers and Duties

A In the contest of
delegation, are there
minfmum  dutics  that
managers must provide?
[a particular do managers
fhave to provide:

* Statutes of Scheme

* Bookkiceping

* Cash

* Settlement

* [nvestment decisions

Managers must undertake all the functions set
out below.

The Manager is responsible for the day-to-day
management for the investors and regulators.

- Not manager's specific duty - Statutes of Scheme
Yes - Book keeping

No - Cash

Yes - Settlement

Yes - [nvestment Decisions

Requirements set out in UCIT's legislation
of December 1988. The management
company or investment company must
provide the duties set out below.

Yes - Statutes of Scheme
Yes - Book keeping
Yes-Cash

Yes - Scttlement

Yes - Investment Decision
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Principle 3

Eligibility to act as an Operator

2. Managers Powers and Duties

* Resources

Financial resources primarily.
Others in surveillance but not
on enlry.

No specific requirements for
non-registrant managers - if
manager is a registrant,
minimum  insurance/bonding
requirements and  financial
reporting requirements - no
specific  assessment 10
determing if registrant has the
the resources (technical or
otherwise) to perform advisory
finctions - discretion in
regulator to not permil the sale
of securities of a CIS where its
manager clearly has limited
resources 1o camy out s
conlractual obligations to the
CIs.

Yes.

Extensive disclosure to SEC
and sharcholders required
regarding  financial  and
other matters.

"Sufficien!” resources.

* Capital Requirements

Security deposit of $20,000
must be lodged with the ASC.
Surplus liquid funds must be
maintained at $50.000 or 5%
of  adjusted Tiabilities.
General sulTiciency.

No requirements for non-
registrant  managers - If
manager is a repistranl -
minimum net  free  capital

requirements; for  advisers
minimum is amount
deductible  under  requisite
insurance/bonding plus

€3$5,000 and for mutual fund
dealer - minimum is amount
deductible under requisite
insurance/bonding plus
C3$25,000.

50 Million Y. Ne1 Asset should
nol decline below 50 Million
Y.

Generally, fund must have

$100,000 net wosth to
make public offering
Adviser with discretionary
authority/custody over
client assels must disclose
material  facts  about
advisers financial
condition.

Min. paid up share capital and
reserves of HKS 1mmn.




Principle 3

Eligibility to act as an Operator

2. Managers Powers and Duties

* Resources

[MI. to assess the adequacy of human
and tectmical resources of scheme's
administrator in Luxembourg.

No specific regulations to assess whether
a firm has adequate technical resources,
as legally required.

No specific regulations.

Yes, specific requirements
depending  on  scheme
details.

Adequacy of financial and technical
rESoUrces. Supervision  of
organisational aspects of
management companies falls to the
Baok of Italy.

* Capital requircinents

Minimum  capital of 5  million
Luxembourg francs required for the
management company of a confract
based scheme.

Minimum capitalisation 50 million pfas.

DM § million.

Regulator  sets  ratios
depending on  activities
undertaken.

Initial minimum capital of 2 billion
lira. Additional capital requirements
depending on activity undertaking
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Principle 3

Eligibility to act as an Operator

2. Manager's Powers and Duties

* Resources

The IFA requires an adequale organisation of
the operator.

Repulatory to assess adequacy of technical
resources - but objective criterion nol set.

Articles 12 and 24 specifically refer to
technical and financial resources.

Technical res
sel,

* Uapital requirements

Initial minimum capital of CHF 1 million;
additional capital required up to a maximum
of CHF 10 million depending on the volume
of assels under management.

Investment Institution =
£1 500,000 and the
Depository = £1 250.000

SICAV = 50 million FF

FCP managemient company

300,000 For 5% of the volume of the assels
under management.

Minimum 1 n
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Efigibility to act as an Operator

2. Manager's Powers and Dutics

B What functfons may be | Management Company may | No resiricitions on delegation | No functions are delegated to | Fund typically employs | Advisory and administrative | OCMFs functions are not
defegated o an external | delegate any of its functions | to extemal portfolio advisers | an external adviser: all done | external edviser to manage | functions may be delegated by | delegated in another entity.
adviser? (but fiol ultimate | so long as such advisers are | by the managemeut company. fund's portfolio, although a | the management company, but
responsibility). The | registered under the OSA. If few funds manage | it retains overall control and
delegation must not impede | international portfolio portfolios without external | responsibility.
the managers abilily to | advisers, not registered under advisers. Fund/adviser may
conduct the fund in a proper | the OSA, manager must be a employ sub advisers, Sub
and efficient manner. registrant and must contract to adviser has fiduciary duty
be responsible to the CIS for to fund, and subject to all
the advise received from the the ICA/[AA requirements
international adviser. applicable to  adviser.
Managers not registered as Adviser may be liable for
advisers  must  delegate actions of sub adviser,
portfolio management to a depending on
registered adviser. legal/contractual
refationship.
3. Compliance
A. Do fund managers | Annual retums and audited | Annual (audited) and semi- | hanagement company submits { Fund must file with SEC | Management company | The MFs directly file
have o give information | accounts must be filed with | annual (unaudited) financial | annual report to MOF every | registration statement | prepares at least 2 reports per | information  with ~ CNV
of funds performance to | the ASC, along with a | statements for all public CIS | year. ’ (which includes the | fund, and sends its own annual | including management data.
regulator? summary of the funds | must be filed with regulators - prospectus) and | audited report to the SFC.
acquisilions. In certain | (inancial stalemewts  are amendments, and semi-
circumstances, half  vearly | generally reviewed together annual and snnual reports,
accounts will need to be | with the annual review of the all of which contain
lodged. CIS prospectus - no financial and performance
requirement 1o disclose annual information.
retums of each CIS, however
if CIS uses performance data,
the retums must be calcufated
in a particular mandated
fashion.
B. And to  the | Audited accounts sent to the | Annual (audited) and semi- | No. Yes. Fund provides | Yes annual and semi annual. OCMFs must display in a

sharehalders of the funds
they manage?

sharcholders.

annual (unaudited) financial
statements must be sent (o
securityholders

contemporaneously with the
regulatory filings - ne
requiremnent to disclose annual
returns of a CIS.

prospectus, annual report,
and semi-annual report to
sharcholders.

visible place in their offices a
report on the MF's securitics
assets portfolio
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Principle 3

Eligibility to act as an Operator

2. Manager’s Powers and Duties

B. What functions may be
delegated to an external
adviser?

All or part of the administrative and
management or advisory functions may
be delegated by the directors who retain
overall contro and responsibility

Investment decision delegation is
prohibited. Other functions may be
delegated 1o an external adviser,
however the manager remains
responsible for all decisions taken. If
the funclion relates 1o investment
advice, and the external adviser is
foreign. that adviser musi be subject
1o CNMYV scrutiny.

The Manager may delegate certain
advisory matters 1o an extemal
adviser but this must be done by
contract and set out in the fund’s
prospecius.

Manager may delegate all or part
of functions relating to operation of
scheme, but remains responsible.

3. Compliance

A, Do fund managers
have to give information
of funds performance to
regulators?

For both supervisory and statistical
purposes, each scheme has to file with the
IML monthly returns which provide
among others information on the
evolution of the tolal and per unit net
asset value of the reporting scheme.

* Yes, on different basis depending
on the type of Information:

- Montly; portfolio; net asset; number
of shareholders and other basic data.

* Quarterly; Balance sheet and P&L
account

* Annually; Income distribution.
Management companies must provide
semi-annual information of their own
performance  to  the regulatory
authority.

Annual audited accounis and
monthly retums (statistical and
supervisory information) supplied to
the Regulator.

Yes, as published to investors.

B. And  to the | Annual and hall-yearly reports have to be | Management company not required | Annual audited repost and hall- | Anmval reports must comtain a |
shareholders of the funds | supplied to investors free of charge on | to pass information to sharecholders - | yearly non audited report to the unit | comparative 1able showing the |
they manage? request. When registered certificates are | quarterly bulletins thal, in addition to | holders highest issue price and Jowest | 1

issued, the reponts are generally sent 1o
the unit holders’ domicile.

said information, il should set out
details of the fund and management
relationships.

redemption price and the net
income per unit distributed for
each year up to 10 where available.
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Eligibility to act as an Operator

2. Manager's Powers and Duties

B. What functions may be
delegated to an external
adviser?

The operator may delegate investment
management or other auxiliary functions to an
externaf advisor/person. Notwithstanding this
delegation, the operator remains fully liable
toward unitholders. The prospectus has to
give full disclosure of finctions delegated.

All functions may be delegated to an external
adviser, although the manager remains responsible
for aff decisions taken. The delegation of functions
must rot impede the managers ability to conduct
the fund in a proper and efficient manner.

A CIS's activities may be delegated to an
extemal  adviser, by  ocontractusl
arrangements. If the operator is based
overseas then there must bo cither a
cooperation sgreement with that country or
fund subject to an audit.

No functions, except register-keeping and
investment advice and analysis.

3. Compliance

A. Do fund managers
have to give information
of funds performance to
regulators?

Annual audited and semi-annual non-audited
report plus annual audit report to be filed wih
the regulatory authority.

Under the decree the management company must
undertake to do activities.

Under Article 29 of December 1988 law,
the managerment or investment companies
must provide documents A-D.

Yes, data regarding performance must be
reported quarterly to the FSA

B. And  te  the
shareliolders of the funds
they manage?

Annual audited and semi-annual non-audited
report, with (heir minimum contents being
fixed by IFA.

Annual
statement.

report, half-yearly figures, monthly

Annual Report and half yearly report sent (o
unit holders if they have not said that they
don't want it.
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Principle 3

Eligibility to act as an Operator

3. Compliance

C. Do thelr Financial | Yes. Yes, if the manager was a | No special regulations to audit | Yes - - certified by { Yes.
Statements have o be registrani - no requirenients if | but  management company | independent accountan
andited? non-regisirant  (however i | larger than 500 million yen | annually
manager is itself a publicly | must have its accounts audited.
traded company, financial
statements required 1o be
audited pursuanl 1o
requirements  applicable  for
public companies).
D. Any other ongolng | Any «changes in original | No requirements if manager a | No. Extensive  record-keeping | Management company must

obligations?

application must be notified to
the ASC.

non-registrant - if a registrant -
requirement to notify
regulators of any changes in
directors/officers/shareholders
and certain other information.

obligations, among other
things.

tell SFC of any change of
information 1o the initial
application.




Principle 3

Eligibility to act as an Operator

3. Compliance

C. Do their Financlal

Statement have
audited?

Management companies of contract based
schemes are required to have their
accounts audited

auditor,

Aanual audiled reports.

Yes audited accounts.

Yes, for annual accounts.

Yes A6(1) of Law 77/1983.

B.  Auy othier ongofng

obligations?

No.

Yes, may require information from
management corupany as and when.

Operator regulated by SRO.
Proposed changes to the scheme
must be notified to the SIB.

Reporting requirements to shift of
funds of action by directors.
Regulators may require
information from management.
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Principle 3

Eligibility to act as an Operator

3. Compliance

C. Do their Financlal | Yes, by an Independent Auditor, recognised by | Yes, by an external auditor Yes
Statement have to be | the FBC.
audited?
D. Any other ongoing | Operators must report to the FBC any | All changes relating to the application have to be No
obligations? amendment of their anticles of association and | communicated 1o the regulator.

bye-laws and any change in their board of

directors,  management  or = substantial

shareholders. -




Principle +

Delegation

1. Maintaining Protection

(A) Describe the legal or
regulatory requirements
for an entity advising fund
fuanagers.

Anyone carrying on
investment business must hold
a licence, this would include
investinent advisers.

Entities advising CIS in
Ontario must be (i) registered
as an adviser under the OSA,
(ii) registered as an adviser in
anather province of Canada,
(it} an international adviser
registered as such under the
QOSA or (iv) an international
adviser not registered in
Canada; in the latter case the
manager contracting with the
international adviser must be
registered as an adviser or
dealer and cannot be affliated
with the intemational adviser.
Capital and  proficiency
requirements must be
complied with fully for first 2
categorics,  Special,  less
onerous  requirements  for
interational advisers

All functions conceming the
fund are carried out by the

management company.
Management company takes
full  responsibility  before

operation and management of
funds as set out under S{T law.

Advisers and sub advisers
required to register with
SEC; subject to [AAICA.
Sub adviser has fiduciary
duty to fund.

SFC  requires  investment
adviser to be qualified, has
been licensed, etc. No capital
chieck required.

OCMEF does not delegate to
another eatity.

(B) Do they require
registration or individual
approval by regulater ?

Yes

Yes. excepl no registration
requirement for international
advisers advising & CIS with a
non-affiliated manager that is
itself registered - prospectus
must disclose all advisers (o
the CIS - discretion in
regulator to refuse to permit
securities of CIS sold where
advisers unacceptable.

Registration of advisers and
sub advisers required but no
vetting/approval.

Regulator must be satisfied as
to overall level of controf.

(C) Daoes the manager
remain responsible for
acts and omisstons of the
adviser ?

Yes

Liability vis a vis manager
and sub-adviser  generally
established via contract - only
regulatory requirement is
statutory duty of care for the
manager and in situations
where manager contracts with
a non-registered internationat
adviser - manager musl
remain responsible for the
advice received.

Adviser snd sub adviser
have fiduciary relationship
to fund. Adviser may also
be responsible for actions of
sub adviser depending on
legal/contractual
relationship.

This generelly depends on the
terms and conditions set out in
the investment  advisory
agreement.

(70)



Principle

Delegation

1. Maintaining Protection

(A) Deseribe the legal or | In granting scheme authorisation, the | Adviser is regulated by CNMV; the | External fund management is very | Manager semains responsible for | N
regnlatory requirements | IML implicitly approves the adviser | adviser must be legal entity and its | unusual in German, therefore no | scheme properly management and,

for an entity advising | who is not subject 1o specific | directors honest and competent and | regulations conceming external funds | within the UK, adviser must meet
fund managers. regulatory requirements. must be a broker or dealer by those | managers are provided. The managing | SIB and 8RO regulations.

allowed under the Stuck market Act investment company and their
mangers remain responsible .

(B) Do they requlre | Advisers are not required to obtain a | Yes, ifthey are investment advisers. Regulator expects the adviser to | D
reglstratlon or Indivldual | specific authorisation from the IML. comply with regulatory standards 10
approval by regulator ? e
{€) Does the manager | The directors remain responsible for | Yes. Yes. Yes, the manager remains | Y

remaln  responsible for
acts and omissivns of the
adviser?

the acls or omissions of the adviser,
as though they were their own.

yesponsible for the management of
the schemes




Priuciple 4

Delcgation

f. Maintaining Protection

(A) A describe the legal or
regulatory requirements
for an entity advising fund
manager.

No specific regulations (except in case
of higl-risk funds). On the basis of
audiling report the regulatory authority
may intervene in order fo ensure
adequate organisation. if necessary.

No specific regulations.

It is the responsibility of the delegating
company to supervise the delegates. [t
must make sure that the delegates have
adequate provisions in place fo carry out
their mission. They will tend to do this, as
liability still rests with the delegating
company.

No specific regulation.

(B) Do they require | No(except in case of high-risk funds). Prior approval of prospectus (in which | Yes No but (he adviser have to be named in
registration or individual the adviser will be named ) is required the prospectus.

approval by regulator ? by the regulator.

(¢) Does the manager | Yes. Yes. Yes. Yes.

remain responsible for
acts and amissions of the
adviser
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Principle 4

Delegation

1. Maintaining Protection

(D) Sanctlons agalnst the | Yes. Legislation and  policies Yes. Three options if SEC | Not directly, bmt SFC can
Advliser. impose no sanctions against believes fund, adviser, or | withdraw authorisation
the manager for infringements sub adviser has committed
by the adviser, excep! in cases securities Jaw  violation:
where the adviser is a non- administralive procesdings,
registered intemational adviser civil judicial proceedings,
and accordingly the manager and  criminal  judicial
is liable for the advice. proceedings.
(E) (3) Manager Oversight | No Regulatory scheme does nol Board including majority of | Yes, manager responsibility to
of Adviser. require advisers to report lo independent directors, and | monitor.
managers: generally provided shareholders approve
for via contract. advisory agreement. Board
has  general  oversight
responsibility. Sub adviser
required to register and
trealed like adviser under
ICA and JAA. Adviser may
be liable for violations of
sub adviser,
(E) (i) Manager Contract | No Regulatory scheme does not No. Adviser has contract | No.
with Regulator require managers 1o repont 1o with the fund.
regulators on performance of
advisers.
(D) Contractual | No provisions Provision for termination Adviser serves pursuant 1o | Yes.
Ohligations. generally in contract between advisory contract with fund.

adviser and manager - no
standard provisions and none
required by  repulatory
scheme.

ICA requires coniract to
terminate on assignment,
permita termination at any
time by fund on 60 days
nolice, requires advisory
contract  to  describe
compensation. These
requirements applicabls 1o
contract with sub adviser.




Principle {

Delegation

1. Maintaining Protection

(D) Sanctions against the
Adviser.

IMI. normally sanctions the
directors uol the advisers by
cither (i) asking for a proper
indemnification in  cases
where investors have been
damaged or (i) requiring
directors  to  slop  using
advisers or (iii) withdrawing
the scheme's authorisation.

No specific provisions fo
sanction the Adviser but the
management company will be
sanctioned by CNMV il
infringement by advisers.

Manager expected to monitor
Adviser, Specific sanctions not
provided.

Yes, directors do remain fully
responsible and may be sanctioned
if infringement by advisers

(E) () Manager oversight | The directors are liable to | No Regutator expects compliance | Bank of Haly does check
of Adviser. oversee and monitor their with regulations by Adviser | agreement.

advisers. through Manager.
(E) (lfy Manager Contract | Adviser has nommally o | No No. Manager  takes | No

with Regulator. contact with [NL. responsibility for compliance

by Adviser.
(" Contractual | Disputed contractual | This would be dependent on Situtation would depend on | No specific cegulation other than
Obligations. obligations between schemes | the agreement between the agrecment  belween  scheme { civil law.

and advisers are subject to
legat settlement i
arrangement out of Court
cannot be reached.

management company and
adviser.

manager and adviser.
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Delegation

1. Maintaining Protection

{D) Sanctions against the | No, since manager is completely liable. | No specific provisions to sanction the | No, manager completely liable. No
Adviser. Sanctions only against operators | Adviser but the management company will

ranging from asking for proper | be sanctioned by regulator if infringement

idemnification of unitholders or | by Advisers.

termination of adviser contract to

withdrawal of authorisation.
(E) (i)  Manager | Manager has 1o oversee and monitor its { The managemenl company remains No
Oversight of Adviser, advisers. responsible: additional auditors may be

required 1o the Adviser.

{E) (i) Manager contract | No regulations. subject to contract law. | The management company is responsible to

with Regulator. the regulator.
1] Contractual | Matter for contract law Any disagreemenis will be settled between | Yes- AP 1 Contract i3 required No regulations by FSA. Sub
Obligations. the management company and adviser. contract law.




Priuciple 4

Delegation

2. Exclusion of Regulatory Competition

Using  external  fund
managers  should  not
diminish the effectiveness
of primary regulation aof
the Sunds under
management. The
investrient adviser should
follow similar regulatory
principles to that of the
main scheme.

No  extemal
allowed

management

OCMF does not delegate (o
another entity.

(A) Levels of regulation
for an adviser:

() Must  the adviser
comply with eliglbflity
requirements applicable to
ts investment advising
activities ?

Yes, if registered as an adviser
must comply with all
requirements. if registered as
an international adviser must
comply with all requiremients
applicable o this category of
registration - non-registered
intemational  advisers  are
subject  only to  the
requirements  applicable  in
tome jurisdiction and the
registrant  manager st
comply with all requiremcnts
in Ontario.

All  subadvisers
register with SEC.

must

Yes
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Principle 4

Delegation

2. Exclusion of Regulatory Competition

Using  external  fund
manggers  should not
diminish the effectiveness
of primary reguiation of
the Sunds under
management. The
investment adviser should
Sollow similar regulatory
principles o that of the
main scheme.

Yes, repulator expects adviser to be
monitored for compliance by
operator.

No
ex(
car
inv
€Ol

A Levels of regnlation an Adviser

(1) DMust the adviser
comply with eligibility
requirements applicable to
its  investment advising
activities ?

The IML does not interfere in the
choice of advisers as the directors
lake the ultimate and entire
responsibility for that choice.

Yes Regulated by CNMV as the
companies must be brokers or dealers
and if a foreign adviser it must
comply with regulation and conduct
of management companigs.

A UK adviser must be regulated by
an SRO or SIB to camy out
investment business.




Principle 4

Delegation

2. Exclusion of Regulatery Competition

Using  external  fund
managers  should uot
dininish the effectiveness
of primary regulation of

the Sfunds under
management. The
in ¢t adviser should

follow similar repulatory
principles to that of the
main scheme.

Owing to the strict liability of the operator
toward  unitholders, effective fund
tegulation is not diminished by using
external fund managers who are not subject
(o supervision.

Whilst the adviser may be specifically
mentioned in the Prospectus, the manager
is and remains responsible for the adviser.
The regulator has no specific jurisdiction
over the adviser.

Ounly authorised companies may act as
external funds managers, they too are
supervised by the COB for its investment
advising activitics. [f sanctions should be
brought by the COB then it will be against
the delegating company that they are
brought.

The FSA has jurisdiction over the adviser only
if the adviser is a bank or a securities business
firen or any ather entity under the supervision
of the FSA

s

(4} Levels of regul,

Jor an

[(}] Must the adviser
comply with  eligibility
requirements applicable to
fts investruent advising
activities?

No statutory requirements (except for high
risk funds).

Yes.

Yes. If the adviser is under the supervision of
the FSA.
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Delegation

2. Exclusion of Regulatory Competition

(i) Must the adviser
€ -\-.« with all reg! Jat y
reguirements in relation
to the conduct of its

business activities ?

Yes.

The OSA pgoverns the
investment advising aclivities
of advisers - no related
legislation governing business
conducl generally (other than
the  applicablz  business
corporalions legislation
governing the adviser)

Yes.

(i) Do your regulations
provide for  sunctions
against the adyiser ?

Yes.

Sanctions against registrants
in Onlario and entities which
advise in  Ontario  without
repistralion - no  sanclions
against intemational advisers
nol registered in Ontario and
contracting with non-affiliated
registrant managers (provided
certain requiremenis met).

Yes.

Yes but only where the adviser
i licensed in Hong Kong




Principle {

Delegation

2. Exclusion of Regulatory Competition

() Must the adviser
comply with all regulatory
requirements in relation
to the conduct of its
business activities 7

[t is the respousibility of the
directors to ensure that advisers
comply  with all  regulatory
requirements  applicable 1o the
conduct of their business activitics in
general,

No specific regulations - but the
management company also remains
responsible for adviser and should
ensure that (he adviser abeys
regulations.

Yes, UK adviser is regulated by
SRO.

(itf) Do your regulations
provide for sanctlons
agalust the adviser ?

Regulations do not provide for
sanclions against advisers, but only
against the directors of the scheme
or the scheme itself.

[nvestrnent Management regulation
does not provide for specific sanctions
against an adviser. The manager
remains responsible for all decisions
taken.

Yes, advisor must be regulated and
can be sanctioned by SRO
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Principle 4

Delegation

2. Exclusion of Reguiatory Competition

[1)] Must the adviser
comply with all regulatory
requirements In relatlon
to the conduet of its
business activities ?

No. The operator has the responsibility to
ensure that advisers comply with all
regulatory requirements in relation to the
conduct of their business aclivities..

Yes.

Yes, If the adviser is ur
the FSA.

(i) Do your regulations
provide for sanctions
against the Adviser ?

No. Regulations provide for sanctions only
against operator.

No, but the adviser may be forbidden to
deliver advising

Yes, if the adviser is un
the FSA
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Supervisory rale of Auditor (other than audit of annual Independence)

§.1 Supervisory role of | No. Limited review role of certain | No. Board, ot  auditors, | No. No.
Auditer other than audit required compliance reports performs principal oversight
of annual [ndependence and supervisory function.
Independent auditor
certifies ennual financials,
reviews custody
arrangements, reports on
fund's system of internal
accounting controfs.  If
accountant resigns/is
dismissed, must disclose in
semi-annual  report o
sharehelders and SEC
5.2 If so what? N:A CIS are required to file reports | N/A See preceding response N/A. Neo, but CNV is entitled to ask
annually indicating the auditor for information and
compliance with rules review.
establishing sales/redemption
procedures and relating (o co-
mingling of monies - audilors
review these reports and state
whethier they agree with the
reports
Role of  Regulatory | Yes. Annual prospectus review by | Yes. Extensive record keeping | Yes. Yes, CNV has an annual

Authority,
§.3 Ongolng Monltory sud
Supervision?

regulator, includes a review of

investment portlofio to ensure
compliance willt objectives -
annual and semi-annual filings
of financial statements -
regulatory approval required
before a manager may be
changed, before control of a
manager may be changed and
before a custodian may be
changed (where manager is
also changing).

tequiretnents. Ongoing
reporting requirements to
SEC. SEC conducts on-
site, routine and for-cause,
examinations.

inspection program for Mutual
Funds. Conceming operators,
inspections are done on
specific circumstances; but as
most operators are brokerage
hiouses or banks, they are
inspected by the CNV or the
Banking Commission.
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Principle 5

Supervisory Role of Auditor (other than audit of annual Independence)

5.1 Supervisory role of | Yes. No. Yes. Not specifically; duty to  report | Y

Anditor other than andit irregulatories to regulator.
of annual Independence.

5.2 If so, What If the auditor becomes aware that | N/A Control  assel  valuation and | Statutory responsibility 1o  alert | A
the information supplied by a compliance with law.  Audit | regulator if irregularities are discovered. | I
scheme 1o its investors or fo the eports to be sent to BAK.

IML does not truly describe that
scheme's financial condition, he
must immediately inform the INL
of that fact. The auditor is also
under the obligation to report to
the IML any breaches of the
scheme's invesiment  restrictions
which come to his notice.

Role of  Regulatory | Yes Yes Yes Yes 3
authority.

5.3 Ongoing monitoring
and supervision?




Principle 5

Supervisory Role of Auditor (other than audit of anuual Independence).

S.1 Supervisery Rale of
Auditer other than audit
of annual Independence.

Yes.

5.2 If so, What?

Audit reports to be filed annually with
FBC. OQbligation te inform FBC of
irregularities discovered on an ongoing
basis.

The extemal auditor must certify one of
the three monthly reports to the regulator,
and must report breaches of reporting.

Control asset valuations and compliance with
[aw; report serious, repeated breaches to COB.

Auditor appointed by (he FSA must report irregularitics
to the FSA

Role of
Authority.
5.3 Qngolng monitering
and supervision?

repulatory

Yes.

Yes.

Yes
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Supervisory role of Auditor (other than audit of annunal Independence)

5.4 Enforcement powers Investigative powers; criminal | Investigative  powers - | Investigation and inspection | Adminisirative, civil and | Administrative action;
proceedings,  administralive | administrative actions such as | powers: criminal proceedings | criminal judicial | revocation of
actions eg revocalion of | cancel, amend or suspend | administrative  action eg | proceedings. approval/licences.
approvallicenses, registration of registrants - | revocalion of

refuse 1o issug a receipt for a | approvalslicences.
prospectus - cease trade of CIS

securities - ability 10 lay

criminal charges {il' a criminal

offence).

5.5 Inspection Surveillance  program  for | Monitors documents required | Surveillance inspectors from | Surveillance through | Surveillance program for HK
frustees  and  management | to be filed; carries oul periodic | time to time. routine and for-cause on | licensed fund managers.

companies.

inspections  of  registrants,
principally  mutual  fund
dealers.

site examinaiions. (There is

no  difference
"examination”

between
and

"inspection” in our lexicon.
For consistency only, we
use the word “examination"

in this Table.)
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Supervisory Role of Auditar (other than audit of annual Independence)

5.4 Enforcement Powers

Retraction of scheme authorisation,

Administeative, investigalive powers;

Revocation of authorisation, after

Not directly; statutory duty to report

Forfeiture of management company:

§.5 Inspection

punitive sanctions, indemnification | punitive sanctions. that the right of disposal shall pass | imegularities to regulator. winding up of fund.
for losses. over to the depositary bank which

shall liquidate the CIS/wind up the

CIS.
Surveillance inspections by the IML | Regular inspections & intemal | Inspection carried out by external | Auditors undertake inspections at | Inspection program.

from time to time.

control programs developed (a track
portfolios etc.

auditors for BAK.

request of regulator.
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Supervisory Role of Auditor (other than audit of annual Independence)

5.4 Enforcement powers

Invesligalive powers including appointment
of an observer or executor, punilive
sanctions; revocation of license, winding
up. Funthermore, the FBC may take any
olher measures it deems appropriate to
remedy violations of the 1FA or the scheme
Tules.

Investigative; appointment of secret receiver ,
revocation of license.

Administrative: revocation of licence,
pecuniary sanctions.

The FSA can revoke aul

5.5 Inspection

Responsibility of auditor, coverage of
inspection fixed by 1FA.

Regular surveillance by Regulator.

COB has developed contro} programs
of auditors on portfolio valuations,
inspections of management company
h& depositary,

Inspections can be do
appointed by FSA on be




Principle 6
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Conflicts of Intcrest
6.1 Soft Daollar | Disclosure in annual retum | Restricted to goods and | Prohibited from receiving | Permitted. if broker | Full disclosure in prospectus | All concepts of management
Arrangentents and subject to  trustec | services which are for the | compensation other than from | charges higher commission, | and annual report charges made by the OCMF (o
supervision. benefit of securityholders of | the fund. adviser must conclude (hat investors, and to MF, as well
CIS ic investment decision fund receives other benefits as the procedures for
meking services - full such as research, enabling modiffcations,  must be
disclosure required in adviser to provide better detailed in the prospectuses.
propectus of CIS. services, and justify higher
commission. Adviser must
disclose te fund. Fund must
disclose in  offering
documents. Asrangements
to use fund brokerage to
pay fund affiliates for fund
expenses may be prohibited.
6.2 Purchase of | Subject to trustee review who | Prohibits purchase by the CIS | [ndirectly prohibited by barring | Fund generally prohibited | Subject to prior written | In Mexico, only brokerage
Underwritten securities may refuse to complete the | from an underwriting | fund manager frotn | from purchasing securities | approval of trustee. houses are authorised fo
transaction in best syndicate in  which the | underwriting securities. in underwriting (unless underwrite securities. If the
interest of unit holders. manager participales or an fund is issuer) if' any of OCMF is a brokerage house,
associate or affiliate of the underwrilers is  officer, CNV Rule 10-163, specifies
manager participate, unless director,  adviser, or (hat such brokerage house
participation is fess than 5% of employee of fund, or must make sure. through
total underwriting or if the affiliate of any of foregoing, internal controls, that
securities  underwritten  are unless board, including investment decision making on
government securities. majority of independent behalf of the MF s separated
directors, approves from investment on the
procedures containing brokerage  house's  own
specified safeguards. account.
6.3 Purchase of Managers | Prohibits purchase of | Prohibits purchase of | Prohibits purchase of securities | Fund generally cannol | Only as per investment limits. | No specific restriction but
Securities securities issued by manager | securities issued by | issued by manager. purchase securities issued general  investment  limits
of affiliates. “substantial  securityholder" by its adviser, or an affiliate apply.
(20% shiareholder) of of adviser.

manager, CIS or distribution
company or issued by issuer in
which officer or director of
CIS, manager or distribution
company or  substantial
securityhiolder thereof has a
“significant interest” (10%
holdings).
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Principle 6

Conflicts of Interest

6.1 Soft Dollar | No regulation. Prohibited from receiving | Not permitted. Allowed within limils and must be | Prohibite
Arrangements. compensation other than from the disclosed.
Fund.
6.2 Purchase of by | Indirectly prohibited by baming | No specific Restricitons. No specific | Indirectly prohibited by barring | Al transactions must avoid conflicts | May pur
affiliates Underwritten | management companies or schemes | Prohibitions. Indirectly prohibited by | fund management companies | of interest and manager must ensure | placed b
Securitles. themselves  form  underwriling | barring fund management companies | from underwriting securities. Tair treatment of CIS. group.
securities from undenwriting securities.
6.3 Purchase of Managers | Regulations prohibit purchase of | If depository and manager are related, | Indirectly  prohibited by | AsAbove May p
Securities. securilies issued by management | Fund may nol invest more than 125 of | banning fund manager from companis
companies assets in  securilies issned by | issuing securities. of fund's
depositary. of secus

companis
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Conflicts of Interest

6.1 Soft Dollar | Prohibited since operator must act in the sole | No specific regulations except that manager Prohibited from receiving extre compensation | No specific regulations.
Arrangements. interest of unithalders. must act in the best interest of the investors from (he brokers or intermediaries
6.2 Purchase of | Indirectly prohibited by barring fund | No specific restrictions nor prohibitions. Indirectly prohibited by baring fund | No specific restrictions.
Uinderwritten Securities. management companies from underwriting management companies from  underwriling

securities. securities.
6.3 Purchase of managers | Prohibited since aperator has to act exclusively | No specific restrictions nor prohibitions, Only within investment limits. No specific restrictions.

Securities.

int the interest of the unitholders.
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Conflicts of Interest Continued

6.4 Principle Transactions
with Affillates.

Trustee must be advised of the
transaction and may
disapprove in the best interests
of investors.

No principal trading permitted
between CIS and its manager,
portfolio adviser. trustee or
any officer or director of the
CIS, ils manager, portfolio
adviser or bustee or any of
their associates or afliliates,
without consent of regulator -
also portfolio manager may
not cause a CIS to purchase or
sell securities of any issuer
from or 1o the account of a
responsible person (ponfolio
managers,  directors  and
officers and affiliates thereof)
any associate of a responsible
person  or the portfolio
manager.

Prohibits securities transactions
between a fund and the
director/principal shareholder
of its management company.

Generally

prohibited,

absent SEC approval.

Subject to  prior
approval of trstee.

written

6.5 Joint Transactions.

No specific restrictions, but

hieet 1o ger's Tiduciary
responsibilities and  trustee
supervision.

See above restrictions.

Generally not executed owing
to fiduciary obligation
although no specific
regulations.

Prohibited unless permitted

by SEC.

Subject 1o prior
approval of trustee.

wrilten




Principle 6

Conflicts of Interest

6.4 Princlpal Transactions
With Affillates.

No specific restrictions, except that
transactions have to be concluded on
an “anu's length basis™.

Certain affiliates may purchase securities
from fund provided the terms are
consistent with  prevailing  market
conditions.

Prohibits securities transactions between
a fund an the director/principal
shareholder of the manager, members of
the supervisors.

As Above.

No specific restrictions except
that manager must act in the
sole interest of the beneficiaries.

6.8 Joint Transactions.

No specific restrictions, but subject to
directors' fiduciary responsibilities.

No specific restrictions but subject to
manager's  fiduciary  responsibilities,
compliance with conduct standards and
trustee supervision.

Prohibits joint transactions between
fund and emplayees of the manager.

As Above.

No specific regulations, but
subject to manager's fiduciary
responsibilitics.
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Conflicts of Interest

6.9 Principal Transactions | Centain affiliates may purchase securities from | No  specific  restrictions  except that | Certain affiliates may purchase secursities from | No specific restri
with Affillates. fund provided the terms are consi with ger must act in the best interest of the | fund provided that the tenms are consistent with
prevailing market conditions. investors. In general when affiliates are | prevailing market conditions.
large investors there are certain disclosure
requirements (position and transactions).
6.5 Joint Transactions. Joinl participation of fund. managers an‘or { Permitied, subject to disclosure of all assets | No specific restrictions, but subject to manager's | No specific restr

alfiliates prohibited.

held by hoth the fund and the members of
the supervisory board.

fiduciary responsibilities.




Principle 6

Conflicts of Interest Continued

6.6 Borrowing and Leading to
Allilintes.

Prohibits loans to or from the

Prohibits {oan by CIS to any officer
or director of the CIS. its

manager, trustee or affiliates,
except for a li d A it
Bank.

pany or
distribution company or an
sssociate of any of them: prohibits
loans by CIS to any individual if
the individual or an associate of the
individual is a  substantial
securityholder of the CIS, its
management company or
distribution company, a portfolio
manager may not cause the CIS to
make 2 loan to a responsible
person, an  associate of a
tesponsible person of the portfolio
tmanager.

Prohibited making loans, but may
borrow provided it is on an arm's
length commercial basis.

Lending to affiliste:  Genecally
protiibited unfess pemmitted by
SEC or excmptive rule.

Bomrowing from effiliate (or
non-affiliste): Open-end fund
may only borow from bank,
and then only in compliance
with  leverage  restrictions.
Closed-end fund borrowing
subject to leverage restrictions.

Prohibits making (oans, but may
borrow provided it is on an "amms
length®

commercial basis.

{n general, can bomow only to
cover liquidity needs for their
business, such foans can only be
provided by banks and other
financial intermiediarics (domestic
and forcign). Banks arc restricted
from loaning to individuals or
entitics of the same financial group
as the bank.

MFs do not grant loans, but are
permitted ta lend securities. Repos
are salfowed only on Federal
QGovemment securities, as well as
securities  issued, accepted or
guarantecd by banks.
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Conflicts of Interest

6.6 Borrowing
Lending to Afflliates.

and

Regulations prohibil the lending of
money and borrowing ol securities.
Subject 1o c2rtain restrictions, lending
of securities and borrowing of money
is allowed il' it is done on an “arm’s
length basis”.

Subject 1o resirictions  concerning
objectives of lending and borrowing and
quantitative limitation.

Securities Lending is permitted 1o CIS
since August 1st, 1994 (amendment of
German  law); the management
company is allowed to do this business
with the depositary bank and affiliates,
but not admitted for directors and
members of the supervisory board.

Prohibits lending money or
borrowing stock, except for stock
lending to eligible institutions.




Principle 6

Conflicts of Interest

6.6  Borrowing
Lending to Alfiliates

and

Regulations prohibit the lending of money and
borrowing of securitics. Subject to certain
restrictions.  lending  of securities and
borrewing of money is allowed, if done on an
“arm's length basis".

No specific restrictions, but must act in the
best interests of the investors. In general
when affiliates are large investors there are
certain disclosure requirements (position
and transactions).

Admitted with banks, but must be at market
conditions.

No specific restrictions.

restrictions.

Subject to general

ey e
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Principle 7

Asset Valuation & Pricing

Principles

7.1 for
valuation and  pricing
interests in  collective

Investment schemes.

Calculation of issue and buy
back price must be specified
in the deed and capable of
independent  determination;
for property trusls must be
based on NTA.

Disclosure  of  valuation
policies required in prospectus
- cerfain valuation procedures
required by NP 39, ie. of
restricted  securitiss, coversd
clearing  corporation  call
oplions - generally sel oul in
constating documents of CIS:
Securities of the CIS 1o be sold
and redeemed at net assel
valug "next determined”; nst
asset value to be dtermined no
less frequently than most CIS
determing; nat asset value on a
daily basis {although a very
few older CIS are siill
permitted to calculate net assel
value monthly) if the CIS uses
parmitted derivates, net assel
value must be determined
daily - securityholder approval
required 1o decrease liming of
calculation of net asset value.

Issue, buy back and
redemption prices must be
based on NAV adjusted for
charges as disclosed in the
deed.

Money market  funds
generally maintain a stable
price per share by valuing
pontfolio  securities  at
amortised cost. A non-
money market fund values
assets at market price. If
market price nol readily
available, assets valued at
fair value as determined in
good faith by direetors.

Issue/redemption  at  price
calculated based on NAV
adjusted for fees and charges.
Detailed pricing restrictions in
Code.

-— e S W N A v P s T IS

7.2 Regulation of
redemption and buy-back

Buy back by management
sompany mandatory, period
must he “reasonable™;
assumed ) yr lor propeny
rusis.

All CIS  must  permit
redemplion at net assel value
"next determined” - depending
on method chosen by CIS for
caleulation of nel asset value,
redemption may be daily or
weekly - redemplion price to
be paid within 5 days of
calculation of net asset value
for the purpose of redemplion
- CIS may suspend right of
redemption in certain limited
circumstances or with the
consent of the zegulator.

Redemplion is required for all
schemes, but some allow a
closed period as specified in the
deed.

An investor in an open-end
fund has right to redeem
shares sach business day.
Purchase and redemption
orders must be executed at
the met asset value
calculation  price  next
computed afler receipt of
the purchase or redemption
order.  Currenlly funds
must pay out redemiptions
within seven days, this time
period will be shortened 1o
three days in June, 1993 for
fransactions setiled through
broker-dealers.

Minimum of one dealing day
per month for redemption's,
which may only be suspended
in exceptional circumstances.




Principle 7

Asset Valuation & Pricing

71 Principles for

Valuation of assets based on last known

valuation and pricing | stock exchange price or if not fisted or if
interests in  coflective | price is nol representative, probable
investment sck lisation value. estimated sith care and

good faith.

Valuation of assets regulated. Must be

valued at market prices. Daily calcutation of

the liquidity value of the fund.

Prospectus must indicate how costs,
values and prices are calculated. Real
estate funds require an expert
valuation comumitiee.

Detailed  regulations  for
valuation of scheme assels
and pricing of units.

Fund rules must specily
calculation of commission
charges etc and those bome by
the fund or the management
company. Unit value must he
based on NAV.

7.2 Regulation of
redemption and buy-back

Regulations require repurchase at [east
twice a month for UCITs, once a month for
other schemes.

Redemption is upon request within [ to 3
days, depending on the type of fund, & at a
certain price.

Law requires redemplion be available
to investors at afl times.

Detailed requirements  for
redemption. Manager must
be willing to issuc or redeem
at all times during the dealing
day.

Contract funds open ended:
right to redeem units for cash
on any business day to be met
within 1S days (this tem is
reduced in practice to 7 days).
With the same frequency a
statement must be prepared
indicating unit value and
NAV. SICAV: rght (o
redeem shares once a week.
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Principle 7

Asset Valuation & Pricing

7.1 Princlples for
valuation and  pricing
interests in  collective

investment schemes

Valualion at marke! value at the end of
fiscal vear and on every day units are
issued’'redeemed.  Non-liguid assels must
be calculated in gooed faith.

Methods must be set out in  Find
rules. prospectus. Open ended schemes must
value assets daily.

Principles set oul in accounling regulations.
Detailed regulations set down in fund rules &
prospectus. Pricing based on "per share net
asset value”.

Valuation on basis ¢
conducted regularly &

7.2 Regulation of
redemption and buy-back

Redemption upon request at all times. 1f
there is insufficient liguidity to meet
redemptions. assels of the fund must be
suld.

An open ended scheme must have a
redemption facility available. The liming of
redemplion is not prescribed by law (daily,
weekly. Iwice a month or monthly is
possible).

Investors have the right 1o repurchase or
redeem. Repurchases may be suspended
temporarily if in interests of holders.

Redemption vpon re
assets must be sold -
prejudice interest of of




Priuciple 8

Investment and Borrowing Limitations

Eligible Instruments

{. Transferable sccuritics Equities.  bonds, Any il i with | Equities, bonds warrants negotiated | Generelly no restrictions on | Equities, bonds, warrants (max. [5%, | Listed securitics except those of which the
negotiated on 2 g the fund { inv on a regulated market. types of instrtuments in which | except when CIS is d d as "warrant- | CNV disapproves, or where it determines that
market objectives; must be stated in fund may invest. Fund only | fund®). Traded on a regulated market; | there is a conflict of interest, wagants with

prospeclus. limited  by: investment | securities not listed/traded on a regulated | CNV appraval
objectives, liquidity restrictions | market: 15%.
(except that closed-end funds are
not subject to this restriction),
and leverage restrictions.  See
8.A below.

2. Money market instruments Yes. Penmitted if investment in hNIl Yes. Extensive resirictions epply to | Yes. Yes. if listed.

consistent with meeting the money merket funds relating to

fund { inv b credit  quality,  diversification,

of CIS. interest rate risk, and disclosure.
Generally, money market fund
must invest in secs. rated intop 2
categoriocs.

$. Other CES unils Yes. Only in other CIS qualified {or sale | Yes. Substantial restrictions on ability | 10%; fation of fees prohibited if | Only with approval by the CNV

in Canada or where investment in a of fund (o invest in another fund. | both CIS managed by the sume/aftiliated
C1$ is the only way the Ontario CIS mansgement company.

can invest in & paticular foreign
country - CIS must ensure no
conflicts of interest or duplication of
fees arise duc to the investment in
another CIS; investments of more
than 10% of assets in another CIS
requires regulatory approval.

(100)
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Principle 8

Investment and Borrowing Limitations

Eligible Instruments

1. Transferable securities

Equity + debt instruments and warrants
traded on a market which must be
regulatedrecognised regular/open to the
public

Equity + debt instruments and
warrants traded on a market which
must be regulated’recognised
regular/open to the public

Equity + debt instruments and warrants
traded on a market which must be
regulated/recognised regular/open to the
public

Equities, debt instruments and wars
permitted that are traded on market
are regulated, recognised, regular
open to public.

2. Moncy  market

instruments

Debt instruments which are regularly traded
on a money market (eg certificates of
deposit, commercial paper.  bankers
acceplances. eic).  MMI are treated as
transferable securities i their residual
malturily exceeds 12 months.

Yes. eg Treasury Bills traded on the
Govt Debt System:  Commercial
Paper traded on a regulated market.

Up to 49% of the assets of a CIS may be
held in bank deposils, CD's, treasury
notes and bills, as well as in similar
instruments issued by other member
states of the OECD, life < 12 months.

Specific regulalions apply to use of
money market fund assets. Require
determined by different structures a
objectives of securities funds, mone
market funds, Futures and Options
(FOFs) and Geared Futures and Of
Funds (GFOFs).

3. Other CI1S units

1

In in op Jed sch are
permitted if these are UCITs within the
meaning of the European UCITs Directive.

See F

See F: prohibited to funds from non-
EG-countries.

Other than for a Fund of Funds, a

Securities Fund may only invest in
another CIS within certain restricti
These include a 5 % limil of total a

-



Principle 8

Investment and Borrowing Limitations

Eligible Instruments

{. Transferable securlties

Same as EU countries

Yes. No specific regulations except for UCITs.

Equity + debt instruments and warrants traded
on & market which must be
regulated/recognised regular/open to the
puhlic

Same as other EU countries

2. Money market

Yes. For ELl-compatible schemed limited (o

Yes, No specific regulations except for UCITs.

Transf. securities which are considered liquid

Transf, securities which are considered liquid ¢ permanently

tnstruments those instruments recognised by FHC. For other + permanently appreciable. appreciable.
schemes no limits ie. following scheme rules.
3. Other CIS units Yes. Specific limits for EU-compatible Yes. No specific regulations except for UCITs. yes, but UCITS ONLY. Yes, but UCITS ONLY.

schemes. For other schemes no limits ie
following schieme rules.
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Principle 8

Investment and Borrowing Limitations

Eligible Instruments

4. Derivative Instruments Related 1o transferable. | “Permitted  Derivatives” as | Yes. See 8.1 and 8.A. Mustbe Yes, restrictions: see under |
sec/MMV  indexes  or | defined in National Policy No disclosed in prospectus.
transferable sec’ others if | 39,
negotialed on a regulated

market.
Forex Operations
5. Banks deposits or other | Yes. No specific restrictions other Bank deposits + domestic | See8.1. Yes
liquid assets than investment must be MMII on an ancillary basis.
1 with fund al

investment objectives of the

CIS.
6. Other financial | Yes. Special rules for CIS investing See 8.1 Precious metals + me
Instruments in real estate and morgages; instruments: 20% (aggrega

conventional  CIS  may not unhedged futures conlracts)

invesl in real estate and are
restricted 1o invest no more than
109 of assels in “penmilted
mortgages™; special rules for
commedily pools {conventional
mulual funds prohibited from
investing in commeodities); some
precious metal CIS have been
permitted.




Principle 8

Investment and Borrowiag Limitations

Eligible Instruments

4. Derivative (nstruments

The use of derivative instruments related to
transferable securities is permitied for the
purpose of an efficient portfolio
management.  Schemes may also use
derivative  instruments and  engage
themselves in forex transactions intended to
provide protection against exchange risks in
the context of the management of their
assets and liabilities.

Yes, if related to transf. sec: foreign
currencies

Only if traded on & domestic or foreign
stock exchange

Derivatives may be utilised for efficient
portfolio management (EPM) and to a
greater extent in FOFs and GFOFs, where
detail provisions apply.

Yes. Not all contracts are admissible.

forex operations

May be used for EPM, FOFs and GFOFs.

104)

5. Banks deposits or other | Liquid assets such as bank deposits may be | Yes, only on an ancillary basis within | Yes, sce under 2. May be used for EPM ancillary purposes, | Yes. on ancillary basis.
Hquid assets hold on an ancillary basis. KMI the | the liquidity coefficient they have to plus in FOFs, GFOFs and Money Market
residual maturity of which does not exceed | comply with. funds under specific regulations.
12 months are considered to be liquid
assels.
6. Other  financial REPCP's (raded on the book-entry | .Subscription rights. Property and gold investment allowed,
fustruments Govt Debt System. under specific restricitions.




Principle 8

Investment and Borrowing Limitations

Eligible Instruments

4. Derivative instruments

For hedging and efficient portfolio management
purposes only, as defined in the Investment
Funds Ordinance 1994 of the FBC. Instruments
must trade on a regulated market except for the
Tollowing OTC Iransactions: interest-rate and
forex-swaps, forex contracts with highly-rated
counterpantics (min. P1°AA).

no specific regulations.

Only traded on regulated markset, supervised
with clearing houses: yes OCT: only interest
rate/index related swaps.

Yes.

forex operations

Yes, No specific regulations except for UCITs.

restricted to hedging the forex exposure of the
CIS-portiolio.

Restricted to hed
portiolio.

5. Banks deposits or other
liguld assets

For strategic purposes (investment policy

Ell.compatible schemes: limited 10 25% of
assely

Other schemes: no limits ie according to scheme
nules.

For tactical purpuses:

EU-compactible schemes: Bank deposits with
maturity nol ding 1 year are idered an
element of overall lignid assels which are
pennitled up 1o an adequate level.

Other schemes: no limils ie. according 1o scope
of scheme and scheme rules.

Yes, No spzcific regulations except for UCITs.

Bank deposit no more than 10%.

Only if assets ar

6. Other financinl
instruments

EU-compatible schemes: none

Other schemes: Standardised derivalives on

dilies, preci metals, indices, interest
rates and currencies; precisous metals and real
estate.

Yes, for example real estate, metals,
commodities, special restrictions for UCITs.




Principle 8

Iuvestment and Borrowing Limitations

Limitations

A. Investment Limitations

A Limitations
Limitations -
Sceurities and MMI

- [ovestment

Transferahle

Ne general limitations.
[nvestment Policy of CIS will
be restricted as sct out in the

Trust Decd

MMay not invest more than 10% of

assels in securities of any one issuer

(other

govemnment scourities)

than Canadian or US

* stocks issued by single issuer:
10% of total assets of all CIS
perated by
¢ illiquid securities: 1%

¢ short-term Govt bonds: 50%

1) (b §

See 8.1. Some examples:

* no more than 15% of total
assets of open-end fund in
illiquid sec;

¢ no more than 10% of total
assels of money market fund in
illiquid sec;

¢ closedend fund has no
liquidity restriction:

¢ generally no more than §% of
the total assets of @ ftaxeble
money market fund invested in a
single issuer;

¢ generally money market fund
must maintain $-weighted avg.
portfolic maturity of 90 days or
less:

& if “diversified,” must have et
least 75% of its assels in cash,
govemment scourilics securilics
of other investment companies,
and other securilies, the fatter
restricted to: no more then 5%
of value of fund's total assets in
single issuer, and no more than
10% of outstanding vating
securities of the issucr.

% sccuritics issued by simple issuer:
10%

¢ any class of scc. issued by simple
issuer: 10%

¢ unlisted securitics: 15%

¢ if di foflicer of

CNV Rule 12-22 establishes different limits
depending on the type of mutual funds
(diversified or specialised. common or in

of debt) Lt

that apply
for diversified mutual funds (common and in

company owns more than (/2% of the
nominel ownment of any class of

securities in eny

of debt), are:

* AL least 96% of the mutual (und's

must be in cash and securitics

pany or, ¥
5% of those securities: any investment
prohibited.

*  [avestment in securities issued by an
individual company. no more than 15% ol the

utual fund's total asscts

* [nvestment in debt securities issued by an
individual company: no more than 30% of (he
issuer's total outstanding securitics  The same
criteria applies for debt sccurities that are

issued, guaranteed or accepted by one bank

% [ovesiment in sccuritics issued by

i group
cannot exceed 40% of total assets of the

ging to onc

mutual fund

Common mutual funds must comply alsa with
the foflowing limitations:

¢ [nvestment in variable income securities
will be the equivalent of at least 30% of their
totel assels

(106)



Principle 8

Investment and Borrowing Limitations

Limitations

A. Investment Limitations

A. Limitations -
Investment Limitations -
Transferable  Securitles
and MMI

In 1he same issue: 109 of net assels,
but investments for more than 5% in
single issuers may nol exceed 40° of
the tolal NAV. 10%5 limit may be raised
lo 35-100% for Iransferable securities
issued guaranteed by OECD States or
public international hodies.

See F

See F

Limitations are specific to differ

of funds and
objectives.

their

structu




Principle 8

Investment and Borvowing Limitations

Limitations

A. Investment Limitations :

Ky Limitations - | Et-compatible schertes: same as Franch
Investment Limitations - | 0 0oy § rules
Transferable  Securities

and MMI

UCITs  Directive.  other  investment
institutions no general restrictions, the
investment policy has to be set out in fund
tutes and prospectus.

in same issuer: $% Bal: 10% if total value of asscts
exceeding $% < 40%

Teansf. sec. issued/guaranteed by OECD states public
bodies: 35-100%

Same as France
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Principle 8

Investment and Borrowing Limitations

Limitations
A. Investment Limitations

On Yoting Rights May nol invest in issuer where 10% in a single company. Fund may acquire portfolio See above
CIS would hold more than 10% securities carrying voting
of any class of securities of rights subject only 1o
issuer. restriction on acquisition of

voling sécurities of another
fund. All common stock
issued by fund must be
voting stock and must have
equal voling rights.

On TIS units se2 above. 525, See 8.3 above




Principle 8

Investment and Borrowing Limitations

Limitations

A. Investment Limitations

On Voting Rights

A scheme may not acquire any shares
carrving voling rights which would
permit it fo exercise significant
influence over (he management of an

issuing body.

Single CIS: max investrnent 5% of the
outstanding securities of a corporation:
aggregate in its of CIS-befonging
to the same economic group: 15% of
the outstanding securities group.

10% of total voting rights.

As above

Listed stock 5% of voling rights
unlisted stock 40% of voting
rights regulations prohibit CIS
to  acquire  control  of
corparations.

Qu CLS units

5¢¢in UCITs funds

5% investment in affilisted CIS
prohibited

Up to 5% including investment in affiliated
CIS (the affiliated CIS must be specialised in
investing in a specific geographic area or
cconomic seclor). Approval by regulator
required. Must be stated in Fund Rufes,
Cumulation of fees prohibited.

As sbave

5% of a CIS Net value and 40%
of the units in the other fund.
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Principle 8

Investment and Borrowing Limitations

Limitations
A. Investment Limitations

On Voting Rights EU-compatible schemes:  10°0 of voling 10%5 of voling rights 5%
righls
Other schemes: Tollowing scheme rules

On CIS units Ell-compatible schemes:  10% of voling 10% 5% of a CIS net value ant
rights

Other schemes: following scheme rules
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Principle 8

Investment and Borrowing Limitations

Limitations
A. lovestment Limitations

On Derivatives Investments in Futures > | “Permitted derivatives” only, | Permitted, if for general fund | See 8.4 above. Except when CIS is denoled as | Warrants are the only authorised
15%  only if fund | inc. OTC-options + OTC- | management purposes; “futures" or “derivative funds" derivatives.  Trading in sarrans is
management has (utures | forward contracts. [imitation of total exposure by ¢ agprepate value of contract prices | aflowed only to common mutual funds,
dealer's licence. leveraged fransactions is $0% of future contracts on an unhedged | shere limit is (5% of mutual fund's

of Net Asset Value. basis: 20% total assets. Must be authorised by
*  investment in oplions/wamrants: | CNV.
15%
*  writing of calls (strike price):
25%.

No limitations for hedging purposes.

Otlier Limitations Nane. Investment in illiquid‘restricted | None. None. None. At least 96% of (he mutual fund's
securities may not exceed 0% investment must be in cash and
of CIS assets; investment in securities. [nvestment in securities
“permitted mortgages” may not where maturity is {ess than 3 months,
exceed 1026 of CIS assels; may must be defined by cach mutual lund,
nol purchase securities for according to i's liquidity policy, and
purpose of exercising contol or ’ must be disclosed in it's prospectus.

management of the issuer; may
not invest more than [0% of
assets in gold or gold
certificates; miay nol invest in
real  estale,  commodities,
derivatives other than

“permitted derivitives".

(112)
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Invesiment and Borrowing Limitations

Limitations

A. Investment Limitations

On Derivatives

Repulalions provide that schemes may
use derivative instruments for the
purpose of protecting their assels against
the particular risks associated with their
investment policy (market risk, interest
rate risk or currency risk). Under the
condition that this is done with the aim
of efficient portfolic management,
schemes are also allowed 1o use
derivalive instrumenis for purposes
other than hedging , provided that the
total value of the commitment arising
out of Iransactions on derivative
instroments which are so undertaken
shall not exceed the value of their net
assels.

Amount of premiums + margins paid
shall no exceed:

* 16% {in case of utures + oplions on
see./stock indexes

* 4% {in case of lulures + options on
fixed lNoating interest issues + indexes)

? 49 if foreign assels (in case of futures
+ options on foreign currencies)

General exposure aggregate premiums +

- Securities Options:

Strike prices on underlying related 1o options
sold/acquired < 20%. Other limits: max 5%
{under special conditions 1025) options of one
issuer; Strike prices of underlying of the same
issuer < 2%.

- Options on financial futures (incl. cash
settlement and indeX options): allowed under
special conditions (eg listing on exchange
required) and limits {incl. hedging transactions:
contrast values of futures contracts < 20%).

- Currency based derivatives:  Special
conditions and Jimils for buying of (exchange
traded) oplions on foreign cumency and
currency futures (incl. cash seftlement). Sale
must be hed by a corresponding amount in
the same cumency held within the CIS
portfolio. Buying allowed if necessary 1o fulfil
conlract.

In securities funds, derivatives n
be used for EPM. Specific re:
exist for their use in FOFs and G

Other Limitations

Iovesiment s in unlisted securilies may
nol exceed 1026 of a scheme's net assets.

Moreover, a scheme may nol acquire
more than
- 10% of the non-voling shares of the
sume issuer;

10% of the debl securilies of 1he same
issuer;
- 10?20 of the units of another scheme

margins-paid:  10° OTC-Derivatives:
prohibited.
CIS must comply with liquidity

coeflicient (320): liguid assets must not
exceed 10-20% (depending on type of
CIS).

Shont-selling of securities prohibited. Purchase
of precious metals/-certificales prohibited

Up to 10% only of a securilies fi
be invested in non-approved }
No short-selling. Other limita
conform  with UCITs reg
including voling rights and hol
other CIS units.




Principle 8

Investment and Borrowing Limitatious

Limitations

A. Tuvestment Limitations

On Derivatives

Schemes may use derivative instrumetns for
tlre purpose of protecting their assefs against
market risk and currency risk.

Confract value of all aggregate hedging
operations may not exceed 100% of assets.
Contract value of all aggrepate operations for
ellicient portfolio management (for purposes
otfier than hedging) may not exceed 49%6 of
assets. Transactions for the latter purpose
must be matched by holding a corresponding
amount of liquid assets to eliminate leverage.

Hedging of currency risk allowed up to
100%3 of risk exposure.

No specific regulations, except for UCITs
(for efficient portfolic management only).

provisions on specific limitations will be deleted
+ replaced by a single ratio:  global
commitment < 100%

Gencral rule aggregate commitments from derivatives may
niot exceed 100%. Specific rule, aggregated premium 20%
aggrepated margin 20%.

Other Limitations

Ell-compatible schemes:  following  EC-

UCITS-Directive

Other schemes: following scheme rutes
which may be established with FBC on an
individual basis.

Nao specific regulations.

None.

Derivalives on precious metals or cornmodities prohibited.
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Investment and Borrowing Limitations

B. Borrowing and Lending Limitations

Borrowing

of Liguidities ‘Temporary measure only Jor | Only on iemporary basis for | Fund borrowing restricted by | Equity-CIS 25%
accommodalion of redemptions | redemption. leverage reslrictions.  See | Bond + MMI-CIS: 10%
to a maximum of 5% of CIS 6.6
assels.

of Securitles May pledge morigage assets Prohibited. See preceding response and | Equity-CIS 25%
only as a temporary measure for 6.6 Bond + MMI-CIS: 10%
the accommodation of
redemptions to a maximum
borrowing of 5%e of CIS assels.




Principle 8

[nvestment and Borrowing Limitations

B. Borrowing and Lending Limitations
Borrowing

of Liquidities 10% on temporaty basis. See F: Receciving funds from the public | Liquidities: see France Borrowing permitted from eligible | Liquidities: 10% for max. 6 menths; no
(deposits. loans, REPO'S or similar forms) institutions, must be temporary | restriction for back to back loans related to
prohibited securitics: prohibited. (exception FOFs) and limited to | purchase of securitics denominated in foreign
10% currencies.
of Securitles Prohiibited. Proliibited. Securities: prohibited Borrowing prohibited. Securities prohibited.
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Investment and Borrowing Limitations

B. Borrowing and Lending Limitations

Borrowing

of Liguidities Ell-compatible schemes: 10°5 on temporary basis No specilic Regulations, except for UCITs. 10°5 on temporary basis.
Other schemes: 25% on permanent basis .

of Securities Prohibited No specific Regulation. except for UCITs. 10°6 on temporary hasis.
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Principle 8

Investment and Borrowing Limitations

B. Borrowing and Lending Limitations
Lending

of Liquiditfes

Prohibited

Prohibited

Fund generally prohibited
from fending
money/property to affiliate,
promoter. prin. underwriter,
or their affiliates. unless
SEC permission, or rule
exemplion. Generally fund
can't lend money/property to
any person if (i) fund's
policies do not authorise; or
(it) the borrower controls/is
under comumion controf with
fund, except fund may fend
{o company owning all
fund's outstanding securities.

Prohibited

(118)

of Securities

Peahibited

Permitted

Permitted if fund receives
cash or other coflateral equal
fo at least 100% of the value
of securities loaned, marked
fo market daily. Sec also
sbove

Prior  written  consent  of
trustec/custodian, in  practice,
allowed through recognised clearing

houses

Reforms to Art. 14 of MFA contemplate
fending of securities by mutual funds.
However. the tules for this activity, to
be issued by the Central Bank of
Mexica, liave nol yel been delined.
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Principle 8

Investment and Borrowing Limitations

B. Borrowing and Lending Limitations

Lending
of Liguidities Prohibited prohibited Prohibjted Prohibited
of Securities A scheme may only participate in lending | CIS may max. 350% of ils assets to an | - in general: maxup to 1010 one

transactions within a standardised lending
system organised by a securities clearing
institution or by a highly rated financial
institution specialised in that type of
transactions

Scheme must in principle receive securily (cash
and or securilies issued or guaranteed by
OECD States or by their local authoritics
or supranational instilutions and bedies) of
a value which must be al least equal 1o the
marke? value of the securities lent.

1.ending transactions may nol exceed 50° of the
aggregate market value of the sccurities in
the portfolio. unless scheme has the right
1o oblain al any lime the restitulion of the
securilies lent.

1.ending transactions may not extend bevond a
period of 30 days.

authorised intermediary for the purpose of
lending

counterparly  {(if fixed lending
period: max 15% for max 30 days)
- if unlimited lending period:  daily
termination right and re delivery
within 5 days required

- collateral {cash or securities)
necessary: amount depending on
standing of counterparty but
collateral value > market value of
Tended securilies + usual margin

Stocklending  permitted
specfic  regulations (ap
counterparties. collaleral n
adequate).
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Investment and Borrewing Limitations

B. Borrowing and Lending Limitations

Leading

of Liquiditics

I'rohibited

Noa specific Regulation, except for UCITs.

Prohibited

Prohibited.

of Securitics

>==~cmm&ao==_nasnmann_om_.m_._miw.._:mmm:oz:zn_
Aninlicad 0 PO R PPy

f . inst only.

Maximust tenm of notice of cestitution of securities 10
days.

If term of notice established. only up to $0% of eahc
type of sccurity may be fent for a maximum of 30
days.

if inunediate restitution of securities without
abserving term of natice is warranted, lending is aot
rostricled.

Market Value of collateral must he at least 105% of
market value of sccurities fent.

Custodian bank is liable for any darnages.

No specific Regulation, except for UCITs.

15%

Counterparties is: financial institution under
supervision

50% of fund

Sufficient collateral

(120}
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Principle 8

Investment and Borrowing Limitations

B. Borrowing and Lending Limitations

Lending
Limitation of REPO’s Status uncertain - under Balance of REPOS < 50% Repos must be fully No specific limitation.
consideration by regulators - collateralized. Reverse
reverse REPOS will not be repos must be covered by a
permitied - cerfain REPOS may sepregated account to
be permitted despile prohibition comply with the leverage
on securities lending and reslrictions of ICA.

borrowing restricilions.




Principle 8

Investment and Borrowing Limitations

B. Borrowing and Lending Limitations

Lending

Lintltation of REPO'S

Prohibited

Na specific Regulations. except for UCITs.

Underlying security cleatly identified + included in
large exposure - rates

No specific Regulation.
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Principle 9

Investor Rights

9.1 Princlpal rights of
Investors.

Right 1o buy backi to
disclosure of information and
right to call meeting for the
purposes  of voling on
resolulions.

Right to redeem on demand; to
receive prospectus conlaining
full true and plain disclosure;
to receive annual financial
slatements concerning CIS: o
vote on certain Tundamental
changes to CIS (increase in
management fees, change of
manager, auditors of CIS,
change of  fundamenial
investment objectives); 1o vole
al any special meelings called
by CIS; if CIS a corporation -
right to vole at annual
meetings to elect directors and
appoint auditors: rights to
rescind or withdraw from an
order to acquire securities of
CIS (il rescission  or
withdrawal within 2 days of
receipt of
confirmation‘prospectus)

To redeem units, other rights
set out in the deed. Rights to
inspect scheme documents etc.

Investors in open-end fnd,
but not closed-end Ffund,
have right to redeem. Fund
may not change
fundamental  investmen!
policies without approval of
majorily of ouistanding
secs; sharcholders  must
approve advisory contracl,
material  changes 1o
advisory contract, 12b-]
plan; sharcholders generally
elect directors; shareholders
ralify selection of auditors.

To redeem units/shares. To
Temove management company
on 30% majority.

9.2 Capacity to remove
management.

Management can be removed
by trustee or investors (by
50% majority) al general
meeling.

Regulatory scheme does nol
give any such rights -
constating documents
governing the CIS may. via
conlracl, give investors the
right to demand that a vole be
held to remove the manager, if
CIS a corporalion - investors
under corporate  law  can
requisition a  sharcholder
meeting to consider removal
of manager or 1o change
directors - also sharcholders of
a corporate CIS would have
the right 1o nominate directors
other than management slate.

No.

No,
through
directors,
may vole
investment
contract.

except  indirectly
election of
Shareholders
to terminate
advizory

Trustee and investors have the
power to remove.
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Investor Rights
9.0 Principal riphts of | Right to require the repurchase of their | Right of redemption. No provision for | To redeern unit certificate. Right to redeem units al any | Open ended funds: To redeem
fnvestors units. itwvestors participation i management. time during the dealing day. inferest at any titme.
Shareholders of company based sch
(ie investment companies) have the right
to vote a{ general meetings.
9.2 Capacity to remove | IML has the power to remove fthe | Investors do not have the power o remove | The regulator (BAK) has the power | Scheme holders may remove | Reguletor has the power (o
management tnanagement company of a contract based | the manager. which may only occur withthe | to  remove the management | management by 75 percent | remove management company
sclieme. approval of the cegulator. company. majority vole. SRO. SIB. and | SICAV: general sharcholders

Trustce may also remove
management for good and
sufficient reason in the interests
of holders.

miceting may remove
managers.
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Principle 9

Investor Rights

9.1 Principal rights of
Investors

Right of redemption, right to information, right
to fulfillment of contract 1o damages, if
applicable. Mloreover, the ::Bm_oa may ask
the judge to appoint a "rep ive of
unitholders” in case of litigalion against the
operator/Custodian (class-action). ’

Right 10 redeem in open-ended funds and
to participale where meelings required to
be held and to disclosure of information.

Shareholders of SICAVs vole at annual
meeting.

To redeem upon requ

9.2 Capacity tn remove
management

The FBC may withdraw authorisation of the
scheme operator or custodian il they no longer
fulfil their obligations.

Repulator may revoke authorisation on
certain grounds and wind up scheme.

For SICAV's a general meeting of investors
may remove manager. COB may withdraw
i3 approval of an FCP manager.

FSA may revoke
management compan
funds management




Principle 9

Investor Rights Continued

9.3 The role of investors'
mectings

To consider accounts, to give
directions to the trusiee or
management company or for
their removal.

NP 39 siates (hat certain
fundamental changes to CIS
(ic change of manager, change
of auditors, increase in
management fees. change in
fundamental investment
objective, decrease in
frequency of calculating net
asset value) must be approved
by security hiolders voting at a
duly called meeting. No other
requirements  for  holding
meetings, unless CIs
incorporated as company and
then corporate {aw requires
amnual meetings at  which
directors clected and auditors
appointed.

No specific requirements.

ICA does not require
annual shareholders'
meetings; many siates do.
Share holders' meeting
required  for . purposes
enumerated in 9.1 above.

To approve changes to scheme
documentation, increase fees,
terminate scheme efc, with
voling requirements specific.

Annually there is at least 1
ordinary and [ extraordinary
meeting. In ordinary meetings
unit holders approve (he
financial staterents of the
schieme; it extraordinary
meetings. application of
schieme's yields or deed's
amendments, if any, are
presented for authorisation.
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Investor Rights Continued

9.3 The role of Investors’
meetings

Unit holders of contract based schemes
have generally no voling rights.

A general meeling of shareholders of
company based schemes has 10 bhe
convened at lenst once a year for the
purpose of

- approving the balance-sheet and income
and expendilure account for the previous
financial year:

- deciding ihe payment of distribution;

- appointing and removing directors

- appointing and removing the
independent auditors;

-deciding any other matters for which the
board of directors wishes to obtain the
sharcholders’ approval.

Extraordinary  general  meetings of
shareholders with special quorum and
majorily requiremenls have 1o be
convened for the purpose of

- changing the name of an investment
company

- amendi ils
incorporation.

- deciding its liquidation and winding-up.

of

There is no provision in the law for
meetings of inveslors.

There is no provision in the
relevant German law for & meeting
of investors.

Specilic  regulations apply,
covering such issues as convening
procedures, powers of managers
and scheme holders, and alterations
to scheme objectives,




Principle 9

Investor Rights Continued

No specific rules in the {aw.

9.3 The role of investors'
nicetings

N/A

[nvestors meetings for approval of changes
to scheme rules which may affect the rights

of investors (cg expenses).

fnvestors in SICAV's have a voice in the
way the fiund is managed.

e

(128)
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Principle 10

Marketing and Disclosure

10.1 Marketing and Disclosuye Reguirements
Princlpal Obligation Prohibils offers or invitations for | No trading in securities unless | Prospecius musi bo prepared and | A public securilies offering | Offering  prohibited  unless | The mulual fun
securilies unless a prospectus | the securilies are qualified via a | scheme  registered by the | must be registered with SEC. | authorised by the SFC, including authorisalion by
which complies with the Law | prospectus for which a "receipt” Ministrty of Finance before | Prospeclive  investors must | aprospecius. Teceive A prospe
has been registered by the ASC. | has been oblained. making offers. receive free of charge a cument general inform:
prospectus  befose or  with summazy of 3
delivery of securily. prospectus must
Information in prospectus mus)
be kept current.  Fund mwust
nolify SEC of material changes
to infosmation in prospectus by
amendment.
Summary of | Initial investors must receive a | Investors must be piven a | Inilial segistration of offering | Prospecius delivered to | Prospectus  and  financial | Initial investor:
Reporting/Disclosure Pprosj Ongoing i prosp - annual and semi | and prosj for 1 jal | prospective i snatement | siatemenis  lo  prospective | amendments, |
Requirements receive annwal accounts and | annual financial reports must be | benelici Annual reporting | of  additional  information | investors. Ongoing rcposting Existing invest
have access o other filings with | delivered to securityholders - | o existing beneficiaries. ilabl to  prospecti obligations to existing investors. | include, add

the ASC

material changes must  be
disclosed via press relsases and
filings with  regulator -

redemption procedures 1o be
outlined annually to investors in
annual report - investors may
request a more delailed annual
information form which is filed
and renewed annually along with
the prospectus (incorporated by
reference inlo the prospectus), a
copy of the standard investment
jons and  practices
followed by the CIS and have
the right to review material
contracts of the CIS.

investors; apnual and semi-
annual  reports  conlaining
financial and other information
delivered to investors and filed
wilth SEC.

and shares hold
of the mutual
the name of r
where such rep

Mutua) funds
quaiterly accol
statements. §
accordance W
accounts estab
wilh nationwi
are under the !
statutory audil

Stalulory Ezemptions

Offers over $500.000 to fund
and £ cinmal

Securities of privately ulTered

advisers; private trusis with leas
than 15 beneficiaries

inv funds may be
distributed on exempt basis
(generally 1cly on exemption
available  where  investor
purchases ~ C$150,000  of
securities as principal).

Repulated offerings are those
made to individuals. No details
of specific exceplions 1o
regulation .

No  discl

unless fund exempt from ICA.
Private funds (funds with no
public offering and no more than
100 investors), for example.
ciempt from ICA.  Other
cxemplions.

3 only apply le
*public® offess. Prospectus not
required for offers lo exisling
holders.

No exemption




Principle 10

Marketing and Disclosure

10.1 Macketing and Disclosure Requirements

Princlpal obligation Schemes established in Luxembourg are | A prospectus must be provided to | The capital investment company must | Te offer prospective investors Any persont whe offers CIS publicly must
required to publish a prospectus. prospective investors in CIS. make availeble to the public a | particulars of scheme. publish a prospeclus (and accounting
prospectus and fund roles. documents) which conforms to  Consol
requirements.
Summary of In addition to the prospectus, they have | Prospectus. fatest atnual report and | A prospectus must be available free of | UCITS  Directive +  “product | Initial investors must receive a prospectus.
reparting/disclosure to publish an annual report and a half- | quarterly report must be given before | charge to prospective investors, with | particulars" (more detailed | Existing investor get on request (ree of charge
requirements vearly report covering the first six | making a contract. Existing investors must | fund rules. latest annual report and | information) to be provided to | an annual and half yearly report.

months of the vear.

get the annual and quartetly reports, and
“position statement”,

halGyearly (if any) attached. Existing
investors gef an annual and hall yearly

investor, Existing investors receive
copies of half-yearly and annual

report, reports and accounts.
Statutory Excuptions No exceptions to the prospectus | No exceplions (o the prospectus | The requirements do not apply to | No plions to requir set | Offers to institutional and professional
requircment are permitted. requirement. out above. investors are not subject to regulation as

“special funds* defined in the Law.

public offers.
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Principle 10

Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Principal Obligation

IFA requires operator to publish a prospectus in
conformity with the requirements of the FC-
UCITS-Directive. The prospectus must contain
the scheme rules.

Supervision of Invesiment Institutions Act requires
disclosure {pantly based on ED Directive) for both
prospective and existing investors.

ED Directive - an investment or management
L -:.—:W—H-...B-v I.l- n. Tudi

"notice d'information’ and fund rules).

13

Summary of yreporting/disclosure
requirements

Annual’semi-annual report, unit value to be
published in newspaper.

Uit holders receive prospectus, annual and hall
yearly reports; monthly statements on value of fund,
units on issie and unit value.

An investmenl/management company must
publish a prospecius, an annual report (as per
ED Directive) and a half yearly report.

Statutory Exemptions

None.




Principle 10

Marketing and Disclesure

10.1

Marlketing and Disclosure Requircments

Standard  Applicable to
Prospectus Disclosure

“All information as
ifivestors and their
professional advisers would
reasonably require an expect
to find for the purpose of
making an  informed
assessment of...the scheme”,

“Fufl, true and plain
disclosure of all material
facts  relating to  the
secutities issued”.

Prospectus content
presceibed. but  disclosure
cequit (s not as preci:

as for share offers.

Representations likely to be
misunderstood by investors
are forbidden.

Prospectus must include all
information that reasonabie
investor would require to
make informed investment
decision.  Prospectus must
not contain information that
is false or misleading.
Prospectus used in foreign
country must be printed in
language of segment of
population being soficited.

“the {nformation wnecessary
for investors to be able to
make an informed
judgement of the investrent

proposed to them". The
Code  also  prescribes
rinimum contents.

Provide investors will adequate information
on the mutual fund to allow investors making
an informed judgruent of the fnvestnent
proposed, including (he mutual fund's
investment. valuation and share repurchase
policies

Information must be expressed in a clear and
precise manner, to avoid inducing (he public
te deceit, etror or confusion regarding the
services offered by mutual funds and by their
operating companies

(132)
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Standard  applicable
prospectus disclosure

1o

The prospectus must include all
information necessary for investors to
be able to make an informed judgement
of the investment proposed to them.

Prospectus is to provide all such
information as investors and  their
professional advisers would reasonable
require and reasonably expect to find in a
prospeclus.

"The prospectus must include all
information necessary for investors 1o
be able 10 make an informed
judgement of the units at the time of
purchase.”

Mlaterial information which investors
and 1their professional advisers
reasonably require and expect to find
in prospectus for purpose of making
an informed judgement about merits
and risks.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

tare includ 't

Standard applicable (o prospectus
disclnsure

The prospectus must include all information
necessary for investors to be able (o make an
informed judgement of the investment proposed
(o them.

Disclosure of relevant information to investors
(transparency) is one of aims to Act.

“Notice dinformation” includes information
necessary [or investors to be able to make an
informed judgement of the investment

proposed to them.

Fund rules and prosy infor
necessary for investors to be able to make in
informal judgement of the investment proposed

(o them.
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Principle 10

Marketing and Disclosure

30.1  DMarketing and Disclosure Requlrenients

Specified
Prospectuses

Content

of

v of offer and materia}

terms of the deed, structwree and
investment policy of scheme;
and "no guarantee that capital
will be maintained”.

Minimal (no detailed list) Mandated form requi for | S )
jssue date; type size. related | contents of prospectus and
party ir di annual infc ion form - mus)
signalures include description of
investment  objective,  risk
factors,  description of the
securities  offered,  including

redemplion procedures, how net
assel value is determined. fees
and expenses payable by
investors, description of entities
responsible  for  principal
Tunctions, the management fees
and other expenses payable by
the €18, the compensalion paid
to dealers. tax status of the CIS

and the securityholder,
n_aﬁg__o: policy. and a
i of an i

statutory rights of rescission and
withdrawal

See Form N-1A for open-end
Tunds; Form N-2 for closed-end
funds; Forms N-8b-2 and S-6 for
UlTs. Contents in Form N-1A
include: investment
cbjectives/policics, fund
isation and "
history, pricing purchese and
redemption performance, and
more.

Constitution, investment | CNV Rule 12
bjecti 7 and | requi f
principals,  purchase  and

redemplion, distributions, - fees
and charges, accounts, iE.._Smu.

* Mutua} fund

* A detailed

general  inft
elc.

and sale of mu
maximum limi

*  Liquidatior
purchases and
price and payn

* Adetailed :
assels investr
and diversific
minimum i
instrument ust

* A waming
involved in 1
fund, consider
mutual fund.

* The valual
perindicily the
will be publis

* (i applic:
funds shares
held by eac
structure of ¢

* A delaile
management

and to the m
medily such ¢

* A wil
shareholders

repurchased &
valuation pris
the period sp:
10 days after
on the invesl
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Specified  contents
praspectuses

of

Minimum  information  set  out in
Schedufe A to the European UCITs
Directive. The IML may require the
publication of other information which it
deems necessary for ohjective and
complete information to the public.

ED Directive prospectus contents: plus
Rating Agency qualification(if any):
material provisions of contracl between
management company and depository,
marketing  procedures and  conduct
standards; management and audit reports.

At least the information pravided for
in a detailed list is s19(2) of law. The
Barking Supervisory Authorily may
require further information (o be
given if it has reason to believe info is
imporiant to irtvestors,

The scheme particulars raust contain
the information required by the
UCITS Directive and UKregulations

Comply with Consul scliedules.  Specified
contents include the legal nature, (unctions of
various parties, (he (ype of investment.
cligible investments. links with other
products. allocation of proceeds etc.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Sperifled contents of prospectuses

IFA requires minimum information according 1o
schedule A of EC-UCITS-Directive (namely
delails on delegated functions, operator and
charges) and scheme rules.

Annli

Application forms 8 checklist of the way
requiremenis are met in prospectus. Names and
functions of persons. address of entities responsible
for prospectus etc.

Classification of CIS; eligible instruments
commitment levels on derivatives; Manager
and custodian; pricing; charges; distribution of
income, publicity of net asset values.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements
Other Documents (o | None.  Application form | The financial stateraents for | Not specified. Statement of Additional | Annual accounts and mest | A simplified brochure with relevant data and
Accompany a Prospectus | must be attached to a | the fast completed (inancial Information fied with the | recent semi annual report (if | policies of the mutual fund and any
prospectus. year and any interim semi SEC along with the | any).  Application form | amendments to prospectus.
annuaf financial statements prospectus, but only made | must be attached.
available to investors on
request.
Whent 2 Prospectus may | Afier registration by the | CIS may “solicit expr Alter sct is examined | Fund may  distribute | Afier SFC authorisation. Afler both, the schieme and the prospectus
be  Disteibuted  and | ASC. of inferest” only once a | by hinistry of Finance and | Preliminary Prospectus afler have beet authorised by CNV.
Secutities [ssucd preliminary prospectus is | prospeclus approved. filed with SEC for review.
(iled - may only trade and Securities may not beissued
issuc  securities  once until registration statement
regulators have issued a declared effective.
receipt for a  final
prospectus.
When mwust an [nvestor | Before  completing  an | Prior to any acquisition of | Afler registration becomes | Prospective investor must | Before completing  an | Afier registration and before sale.

Receive a Praspectus application form. securities. effective and  before | receive prospectus free of | application form.
investing. charge, before or with
delivery of security.
Procedursl Matters Prospectus must be signed | Prospectus must be dated - | Rust be updated. Dated and regisiration | Date ofissue; in English and | When the prospectus and s amendments are

and dated.

and  cerlain  certificates
originally signed by
represeutatives  of  CIS
(usually frustee), of the
manager, the distributor and

the promoter.

statement signed.

Chinese.

delivered to investors, a receipl must be
drawn by the investor. The prospectus and its
amendments must be always available for
investors. Date of authorisation of scheme
and date of issuing are usually included.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Other  documents  to
=r.ﬂ:=-—-w=.¢. a —:.:..::.—.-:.a

Latest annual report and any subsequent
half-yearly report. 1 is the practice of
the IML to reguire thal application
forms are included in or attached 1o a
copy of the current prospectus.

‘The fund rules.

The fund rules, latest annual and hall-
yearly report. (if any). Purchasers
must also get a coy of the application
showing initial and annual charges.

Application forms do not have to he
attached 1o a copy of the prospectus.

When a prospectus may
be distributed and

Not before scheme has heen granted
IML. approval.

See article 33 from EEC Directive 85/611,

Only afler approval of the fund rules
by the Banking Supervisory Authorily

ARer approval of a UK scl
recognition of offshore schemes.

and

securities issued may the prospectus be issued.
When must an investor | Prospectus (and attact ) must be | Before the conclusion of a contract. Before the conclusion of the | Scheme details to be available before
receive a prospectus offered to subscribers before the application the prospectus must be | purchase.

conclusion of the subscription contract.

given to investors.

Procedural matters

A prospectus must be dated.

Prospectus must be dated.

Must be dated.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

QOther docurents fo accompany a
praspectus

Scheme rules. annual semi-annual report.

Application forms don't have to be aftached to

prospectus. Copy of authorisation must be made-

available upon request to unit holders.

\hen a prospectus may be
distributed and sccurities lssued

Afler approval of scheme rules.

No circulation prior to authorisation is alfowed.

After CIS approval by the regulator.

Adter approval of Fund Rules.

When must an (nvestor recefve a
prospectus

The prospectus must be put at the disposal of the
subscribiers prior to the conclusion of the contract.

Bach offer announcement shall state the places
where the prospectus can be obtained by the public.

The 'notice d'information’ in the prospectus
must be delivered to potential investors. The
fund rule be delivered on request.

Each offer announcement shall state the places
where (he prospectus can be obtained by the
Public.

Pracedural matiers

Prospectus must be dated.

Management and external auditor have to provide a
staternent signed and dated.

Date of prospectus not required.
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Marketing and Disclosore

10.1 Marketing and Disclosure Requirements
Nofification of Material | Material changes require a | Material change reporis | Material changes of the | Annual update of | Must be "up 1o date” | Malerial ¢
Changes to Prospecins supplementary  prospecius, | required to be filed, press | investment scheme are | regisiration slatement {and | (current annual stalements). | investment
lodged with the ASC and | releases must be made and | required to get approval of | prospectus). Must maintain | Any other changes must be | to modify 1
given 1o future investors. | amendments filed to the | the Authority and it will be | a current prospectus at all | submitied for SFC approva) | and at least.
Prospectus must be lodged | prospecius and copies of | disclosed to the public. times; update for any | (and sent to holder if the | are put intc
every 6 months. amendment distributed with material changes. SFC requires). publish su
the prospectus to a new distributed
purchasers. communical
Prospectuse
months of J
the CNV.
Policies  Applicable  to | Sume  prospectuses  may | Exemption Irom prospectus | None specified. Form  N-1A  provides | No olhers apecified. Not specific
Prospectus comprise more than 1 | requirements where CIS guidelines on prospectus
document  if  disclosure | offered privalely to and  SAl disclosure.
standard is mel: some | “suphisticated investors” (ic Financial statements may be

content relief for Repular
Savings Plans.

acquiring than

C$150.000).

nore

incorporated by reference.
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Notification of matetfal
changes ta prospectus

A prospectus may only be used as long as
the information it contains is accurate.

When there is a significant change or a
new matter arises a supplementary

Main parts must be up to date.
Supplementary  prospeciuses  are

Must be reviewed every 12 months
and revised to take account of

Changes prior to close of offer must be
updated. To (e “permanent” part. a aew

The essential clements of the prospectus | prospectus must be lodged and available to usually not required. Changes are | significant changes. docurment must be published; if to the loose
must be kept up-to-date. public. They are not required to be noted in haff-yearly or annual report feaf part, then the changed pages may be
provided to investors. or additional information put on a inserted after Consolt approval.
sheet of paper with prospectus.
Policies  Applicable  te | N:A Exemption from the need for a | Asabove Exemptions only available in relation to non
Praspectus prospectus only for special funds (see public offers.

above).
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Marketing and Disclosure

10.1 Marketing and Disclosure Requirements

Notiflcatlon of material changes to
prospestus

The prospectus must be updaled in case of
malerial changes of ils contents or the integrated
scheme rules. These changes must be published
in newspapers as determined by the scheme rules.

I current prospectus is no longer relevant. a new
prospectus can be required. An insert may be
sufficient to updale minor changes to the prospectus.

Promoter must lodpe significant changes with
COB for authorisation. Changes must be
notified to investors through press release or
mail (but not prospectus).

Policies applicable to prospectus

N/A

N/A
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Marketing and Disclosure

10.2 Role of the Regulator

Filing Requirvements

lodge prospectus with the
ASC.  ASC must register
within 14 days.

details and
prospectus with Ministry of

File preli inary prospect File t
with regulator in each
provincial jursidiction | Finance.

where CIS to be sold, one
regulator has  principal
jurisdiction - each regulator
may comment on
preliminary  prospectus -
once comments satisfied,
praspectus {iled and if all is
in order. all regulalors issuc
receipts for the prospectus -
requirement to file a "pro
forma"  prospectus  for
review and  comment
annually thereafler - once
comments cleared a new
final prospectus is filed and
receipt issued.

Registration statement must
be filed with the SEC,

Sceurities offering
documents must be filed
with SFC for authorisation
prior to issue of securities.

File application and prospectus with CNV.
Prospectus will be authorised within 45 days.

Application must be filed with the fofluwing
documentation: mutual fund's charter of
incorporation; general data of foundiug
pactners, members of the first board of
directors, and who will be the principal
executives; a  study  justifying  the
establistunient of the corporation; a general
operatiig program (with the mutual fund's
ohjectives, sccurities purchase and selection
policy. basis for diversification of assels, plan
for sales of the sclieme's units, and basis for
profit application; and name of (he operating
company or the brokerage house or the bank
who will render the service).

\What Does the Regulator

Da?

ASC checks prospectus for
compliance with technical
requirements and

Reviews preliminary, and

annually thereafler, a pro

forma prospectus, for non-
HA d

Reviews scheme deed and

including the prospectus and
SAl.
Reviews prospectus

pros for i

Conducts inspections also.

¢ in detail to ensure
it is complete (and not

SFC undertakes a detailed
review to ensure compliatice
with the Code.

Reviews application and. if considered
adequate. authorises the mutual fund's
creation, approves (he  charter  of

undertakes a cursory review | compliance: [ ing misleading). After incorporation and the general program of
only. Selected prospecius | staternents; resolution  of  queries, functioning, may verify: contracts with the
are subject to a detailed post | misrepresentations; annual registration becomes operating company, checks prospectus for
registration review. reviews  concentrate  on effective. Regular issuers compliance with requirements. and authorises
investments made by CIS may request a limited registration of (he scheme's units in (he
and activities of manager in review. National Registry of Sccurities and
connection with operations Intermnediaries (RNVI).
of CIS.
Approve any material changes in the
authorised documents.
Powers (o Refect a | ASC mayrejectifilis of the | Director of OSC may refuse | The Ministry of Finance can | SEC  can reject it if | SFC may refuse to authorise | CNV may refuse to authorise or modify the
Prospeclus opimion that it does not | to issue receipt  for | reject if it considers that the | considers that the prospectus | a prospectus if it does not | prospectus if it considers it does not comply
comply (2 false or | prospectus if not in public | trust scheme is i plet is i plet comply. with requirements.
misleadi statement, | interest; CIS has right (o a

{4
ontission).

hearing in such
circumstances - otherwise a
receipt must be issued.
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Marketing and Disclosure

10.2  Role of the Regulator

Fliing requirements

Prospectuses, as well as any subsequent
amendmenis thereto, have to be submitted
in draft form to the IML. Annual and half-
yearly reports have to be forwarded to the
ML in their final form when published.

Prospectus must be registered annually
with the CNMYV and upon the scheme’s
registration; a significant change or new
matter arising.

Prospectus and  accompanying
documents sent lo the Banking
Supervisory Office and Deutsche
Bundesbank as soon as they become
effective.

A copy of the scheme details and any
revisions must be sent to SIB.

What does the regulator
do?

Prior to their publication, the IML
examines in detail the initial prospectuses
and any amendments thereto. The IML
identifies the prospectuses which have

Examines in detail prior to registralion.
Minimum contents are verified. CNMV
may make suggestions to make the
Eowvmazw easy 1o understand. Other

received his clearance by his
"yvisa" thereon.

Yy

are nol reviewed
prior to -nw_m__.u:o:.

Detailed examinalion by the Banking
Supervisory Authority (at the same
time as the find rules are approved)
to prevent misleading statements and
forecasts being made etc.

No stamtory requirement for SIB to
approve scheme particulars.  SIB
considers key elements of the
prospectus.

Powers in
prospectus

veject  a

The IML has the power to require a
scheme 1o stop or withdraw prospectuses
afler issue and to enforce a rectification of
mistakes, false or misleading information
or omissions in the prospectus. No new
unils may be issued until completed or
rectified prospectus is available.

Supervision and sanclion provisions for
operators which infringe discl and

.:..o. regulator may require further
ion to be included in the

reporting requirements or if they include
mistakes, false or misleading information
efc.

infor

prospectus and has the power at least
to demand a rectification.

Any failure to produce a prospectus
in accordance with SIB's regulations
constitutes a  breach of the
regulations,
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Marketing and Disclesure

10.2 Role of the Regulator

Filing requirements

The sclieme rules have to be submitted for
approval by the FBC. Prospectus, annual-semi-
annual report must be filed with FBC.

Peospectus, quarter and half year figures and annual
reports,

Prospectuses and significant changes lodged for
approval with COB.

Annual reports and half year Reports, Fund
Rules. Prospectus, Quarterly reports filed with
FSA

What daces the regulator do?

Prior to granting a license the regulator must
ascettain if scheme rules comply with IFA and if
all prescribed information is contained in the
prospect Any subsequent changes of the

schieme rules must be approved by the FBC.

The regulator must ascertain if all prescribed
information is contained in the prospectus (e
examination in detai).

COB controls and approves the prospectus
todged. COB also has controfs on portfolios,
periodic and annual reports and marketing
policy controls.

Fund Rules and any changes or amendments
must be approved by FSA. Management
Companies must be authorised by FSA

awers to refect a prospectus

FI3C can approve (or reject) only part of the
prospectus. ie the scheme rules. However, it has
powers to demand explanations and changes to
certain statements in the propectus.

The regulator can demand explanations and changes
(o certain statements in the prospectus.

COB can demand explanations and changes to
certain statements in the prospectus.

FSA can demand cxplanations if the
prospectus does not meet the requirements set
up by the FSA.
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Principal 10

Market and Disclosure

10.2 Role of the Regulator

Powers o talie Action in | ASC can issue a “stop | OSC may apply 1o court for | The Minisiry of Fiance (the | SEC may issue a "stop | Main power (after approval) | CNV is enii
respect of the prospectus | order” 1o prevent allotment | an order where failure to | Securities Bureau) has | order” suspending | is to withdraw scheme | the policies
of securities if prospectus | comply or violation of Act | administrative powers to | effectiveness of registration. | authorisalion. SFC may | has the pow
breaches the Law or it is | or decision of OSC. Power | enforce requirements | Power to enforce | prosecute under PIO for | scheme and
misleading. to issue a cease wading | relaling to marketing and | requirements  inc.  for | false or misleading
order. disclosure. misleading or deceptive | information.
conduct.
Powers to exempt from | Broad exemplion powers; { An exemplion may be given | No exemplions from the | Exemplion powers il in | No specific power; the Code | No exempli
statutory  and  other | no reliel from content | from  registralion  and | requirement for a | "public  interest” and | may be varied by SFC
provisions requirements but technical | prospectus requirements and | prospectus. consistent with investor | administrative decisions but
relief availahle. requirements generally protecti No disclosure | this is rare for disclosure.
applicable to all CIS ie exemplion power.
requirements established for
standard investment
restrictions and praclices by
NP 39.
Sanctlons for non- | Criminal sanctions and civil | Criminal sanctions and civil | False or misleading | Sanctions include fines, | Withdrawal of | Withdrawal
compliance action for Talse or | action for false and | information or omissions are | criminal and civil actions | authorisation or prosecution. | sanctions.
misleadi t s or isleading statements or | punishable by a fine or an | for certain offences.

-

omissions.

B
ommissions - punishable by
fines or imprisonment.

imprisonment.
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Marketing and Disclosure

10.2 Role of the Regulator

Powers (o take action (n
respect of the prospectus

Withdrawal of scheme authorisation if it
does not comply with prospectus
requirements. It such event the scheme may
e dissolved and liquidated by decision of
the District Court of Luxembourg.

CINMY is able to investigate operators and
impose sanctions for serious and minor

Administrative offenice to wilfully or
by dlight negligence fail to make a
available or make one availabls

infringements. The forwmer tions rest
with the Winistty of Economy and
Finance.

which odes not contained the
required information. Fine up to
50,000DM.

As above

Consob has inspection powers. Injured partics
may alse claim damages.

Pawers fe exempt from

The IML is not empowered to exempl

The regulator in Germany has no

As ahove

Consob may waive inclusion of non material

statutary and  other | schemes from the prospectus and general povwer in this connection. information.

provistons disclosure requirements.

Sanctions for non | I case of non-compliance. the marketing of Regulator has powers to enforce | [n cases of non-campliance the marketing of a
compliance a scheme may be prohibited. sanctions against operator. CIS may be prohibited.
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Marketing and Disclosure

10.2 Role of the Regulator

Powers to take action in respect of the
prospectus

If a prospectus is incorrect or incomplele the FBC
has powers 1o revoke authorisation. For less
serious infringements, the FBC may give the
operalor time to comply with requirements.

If a prospeclus is incorrect or incomplete the
regulator has power to revoke authorisation. For
less serious imperfections, the regulator may give
the scheme time to comply with requirements.

An investigation can be conducted by the
regulator.

Powers to exempt from statutory and
other provisions

None.

Sanctions for Non Compliance

Sanctions include administrative, criminal and
civil actions, revocation of authorisation.
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Marketing and Disclosure

10.3 Ongoing Reporting Obligations

financials), intermal controls,
investment practices, legal
proceedings, and more. See
Form N-SAR.

Rcports required Annual accounts. buy back | Annual audited financial | Annual business reports Annuel/semi-annual reports | Annual and semi annual | Day to day valuation data, including registry
statement and  auditor's | statements,  semi-annual | including financial | filed with SEC and sent to | financial and  statistical | of all purchases and sales of securities and
teport and Form 723 filed | unaudited financial | statements required. sharehiolders. Extensive | reporting. Latest offer and | documents which are part of the asset
with the ASC (register of | statements, reports  of records required to be kept, | redemption prices monthly. | portfolio of the scheme: monthly financial
holders,  sumumary  of | material changes. press Proxy statements filed if slatements; repori on the decisions taken by
transactios, investment | releases - if mectings of shareholder vote solicited the investment commitiee during the meetings
portfolio). securitvholders called, held in that month: details on the mutual

proxy and information fund's securities portfolio at the end of the
circulars must be filed with month; valuation prices of the scliene's units;
regulators and sent fo annuaf financial statements.
securilyholders.
The CNV s eatitled to request amendments
or correclions on the statements. and may
declare the authorisation cancelled if the
mutual fund repeatedly fails to furnish the
mandatory information required by law.

Contents of reports Accounts (contents  not | Financial statements must | Annual financial statements | Over 132 categoties of | Contents of financial reports | Financial  stalements include income
specified).  Form 723 | contain income statements, containing income | information plus subparts | prescribed, inc balanoe | slatement, balance sheets. investment
includes register of holders, | balance sheets, statements of | statements, balance sheets | required. . Reports include | sheet, revenue statement, | portfolio, assels (ransactions (purchases and
summary of fransactions, | investment portfolio as of | and investment portfolio, | info about: steucture, | distributions, niotes | sales of securities including warcants, repos),
brokerage and investments | year end, changes in nel | transactions and changes in | organisation, capitalisation, | investment portfolio and | valuation data. investment regime (percentage
of the scheme. assels and sfatements of | el assets. affiliates, operations, | auditor's report. of different types of securitics in (otal

portfolic transactions adviser, administrator, investment), foreign investment in the mutual
throughout the financial custodian, agreements with fund, purchase and sale decisions taken
year. servi praviders, during the investment cammittee meeting.

expenses/fees,  transaction

aclivity, finances (annual

reports  contain  audited

Standards
reporting

applled

to

Accounts subject to review
by an auditor who is subject
{0 accounting standards and
must present 2 “true and fair
view", Standards do not
have the force of Law.

Financial statements tust
be prepared according to
accounting principles of
Canadian  Institute  of
Chartered Accountants -
annual financial statements
must be audited.

Various rules apply to
formatting and preparation

of statements, including
Financial Acoounling
Standards.

US. Qenerally Accepted

Accounting Principles
(GAAP)  apply o
preparation of financial
statemnents.

Annual accounts must be
audited.

Accounts must be audited, and prepared
acocording to the principles of the Mexican
Institute of Public Accountants, as well as to
the accounts catalogue furnished by the CNV.
The Conunission has published also special
forms for the reports.
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Marketing and Disclosure

10.3 Ongoing Reporting Obligations

Reports regoired

Schemes are required lo publish an annual
report for each finanvial year, and a half-
yearly report covering the first six months of
the financial year.

Financial reports are provided quarterly
and accounts are provided in the annual
report.

An  invesiment company must
prepare and publish an annual repont
no later than 3 months after end of
year. It must prepare another
financial report during the year.

Timescale for annual and halF-year]

reporis and conlenls sel owl |
regulations and UCITS Directive.

Contents of reports

Schemes are required to comply with the
relevant provisions of the European UCTIS
Directive.

ED Directive, such reports must include all
"Significaml Changes”: eg share holding
changes, principal fransactions and annual
accounls.

The annual report must include a
report on the activities of the CIS
during the year, any significant
information to enable unil holders to
make a judgememt on the
development of the fund and its
resulls; and 524 of the law.

Investors must be offered schen
patticulars, with place of the
availability identified.

Standards
reporting

applied

i

Independent auditor is required o review the
financia} information included in the annual
report and 1o issue an opinion staling lhe
resulls of his review. Financial statements
are prepared in conformily with intemnational
accounting slandards.

Must comply wilh mode) layouls imposed
by the CNMV.

CIS annual report and investment
company accounts must have the
same audilor. It must comment on
compliance with the law and fund
rules. Bank intemational accounting
standards are applied.

As ahove,
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Marketing and Disclosure

10.3 Oungeing Reporting Obligations

Reports requived Annual and semi-annual reports to be published | Annual and half yearly reports and monthly | Periodic (half yearly or quarterly yearly) and | Annual Reports. Half year reports and
within 4 and 2 months. respectively, afler end of | statement required from schemes. They must have | annual documents are required. quatterly reports
fiscal year. (a report quarterly to regulator.

Contents of reparts Financial statements; distributions, redemption’s | Regulator must be given periodically: balance | Must include CIS investment policy, portfolio, | Reports  must confinm  informative

and fssues: units on issue at year end; inventory of
assels: NAC/unit; purchases and sales of securilics
and foreign custodians; material events: auditor's
view,

sheet. profit and loss account; statement of change
in net worth, or value outstanding units and net
asset value per unit.

nel asset value, distributions. Periodic reports
include CIS sitmplified portfolio, Annual report
includes b's, Profit and Loss.

requirements set up by the FSA: balance
sheet, profit or loss. inveatory of assets. elc.

Standards applied ta veporting

Detaifed accounting rufes laid down by the
[nvestment Funds Ordinance 1994 of the FBC.

The standards applied (form, periods etc) arc
determined by the regulator and may differ for
different grou| of investment institutions.

Must meel accounting standards (eg
interventions in futures markel recognised.
valuation methods, exchange rate risks etc),

tlust comply with model set up by the FSA
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Marketing and Disclosure

10.3 Ongoing Reporting Obligations

Filing and publication | Tiles on the public database | Annual and semi-annual | Filed with Ministry of | Open-end and closed-end | All repurts must be sent to | Reports m
requirements of the ASC; annual accounts { financial statements must be | Finance and semt to all | funds; file annual repost | existing  investors, and | information
sent to investors within 2 | mailed to securityholders | existing investors within 2 | with SEC and sharehold provided to SFC on request. | month's end
months. and filed with regulators | months. within 60 days after close of the Central
within 140 days and 60 fiscal year, semi annual annual finai
days. respectively, of period report within 60 days afler in a newspa
end: a pro forma prospectus close of fiscal second one month:
must be filed with regulatrs quarter. UIT: file annual days (for th
for yeview at least 30 days report with SEC within 60 reporting p
prior to the anniversary of days afler close of calendar portiolio at
the date of last final year; semi-annual reports to published w
prospectus and a new final sharcholders.
prospecius must be filed Mutual fur
within 10 days of such date. also to exl
offices a re
to provide
investor.
Other record keeping | Manager required to lodge | Managers  which  are | None specified. Current accounts, books and | None specified. Books and
requirements annual retum  containing | registranls must  comply other documents as specified made avail:
information  relating  to | with  annual  renewal by miles; IAA  imposes
scheme (Form 723). requirements in respect of record keeping requirements

their registration and the
books and record keeping
requirements applicable 10
their registration.

on investment advisers.
Records must be available
for on-site examination by
SEC.
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Marketing and Disclosure

10.3 Ongoing Reporting Ohligations

Annual reports must be published within 4
months and half-yearly reports within 2
months from the end of the periods to which
they refate. They must be avaifable to the
public, supplied to investors free of charge on
request (if registered certificates are issued.
they are sent to (ke unit holders’ domicile).

Reporting: Quarterly and annual. Audit:
annual, significant changes must be
reported within 10 days.

Annual report cust be published
within 3 months of the year end;
half yarely report within 2 months
after period end. Reports must be
sent asap to Banking Supervisory
office and Deutsche Bundesbank.
Auditor’s report ou fund.

As per the UCITS Directive. Reporis
must be sent to investors in (he
scheme, as well as to the SRO.

Reports must be prepared within 60 days of
{he year end and 30 days for half yearly
reports. Investors are entitled to a free copy at
their domicife. The reports must be publicly
available at the office of the manager and at
the offices of depositary bank.

Filing and publication
vequiremcnts
Other record keeping
requirements

Schemes are required (o file with the IML
monthly retums which include a limited
number of financial data and information.
These returns are ot available to the public

Montly and quarterly reports submitted to
CNMV (by diskette).

Mothly returus (including financial
data) must be filed with the
authorities  for statistical ard
supervisory purposes. These are not
available to the public.

In addition, retums must be made to
the relevant Self-Regulating
Organisation.

Managers are required to keep all the
prescribed data for companies. Unit values re
published in a two national newspapers.
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Marketing and Disclosure

10.3 Ongoing Reporting Obligations

Filing and publication requirements

Annual and semi-annual reports must be lodged
within 4 and 2 months, respectively, alter end of
fiscal year. Operator must hold free copies of
those al disposa) of investors for at least 10 years.

Annually - within 4 months of end of year end, and
must be made public. Half yearly figures must be
blished within 2 months of end 1st half year.

¥

Periodic reports must be made half-yearly anc
quarterly. Annual report required.

Other record keeping requirements

Detailed rules in the Investment funds Ordinance
1994 of the FBC. External auditors have to check
the accounts and are required 1o certify thal the
records of the scheme have been kept in
accordance with the Law and generally accepted
accounling rules.

Annual accounts to be accompanied by auditor's
report. Monthly statement also required from
investment institution.

Documents controlled and centified by auditor:
after CIS approval. Auditors must report to th:
manager and investors and notify anomalies Ic
COB.
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10.4 Advertising

Prlucipal rvestriction eon
advertising

Advertising allowed
provided there s a
registered prospectus  and
certain  information  in
notices.

Must ot be misleading.
must not conflict with
prospectus  nor  distort
information confained in
prospectus - restrictions
apply to “sales
communciations” - set out in
NP 39 - must comply with
certain standards for use of
performance data, ie must
disclose 1.3.5 and 10 year
returns if any perfonmance
data to be wused -
performance data not to be
used in radio and tefevision
advertisements.

Representations made in
advertising and publicity
must not deviate from
prospectus content.

Ads cant be
false/misleading. subject to
anti-fraud provisions,
Before registration
statement filed with SEC, no
advertising about specific
fund. Afler reg. statement
filed, but before declared
effeclive, may use ads
complying with Rule 134
(ne performance info) or
Rufe 482 (performarce
info). After reg. stalement
effective, taust use SEC.
{0(a) prospectus; can use
other matetial if
accompanied’preceded by
SEC. 10(a) prospectus.
Also NASD requirements.

Advertising falls within the
PIO  general prohibition
unless authorised by the
SFC.

Mutual funds' shares promotion and
distribution plans must be approved by the
CNV.,

Mutual funds are not allowed to advertise
their authorised capital unless their paid in
capital is disclosed.

Prescribed contents

That a prospectus has heen
lodged. its date of issue.
subscriptions to be made on
application form, interest of
publisher of notice the
prospectus and additional
information.

If sales comy fon fis
used when only a prelimiary
prospectus  filed - severe
resirictions  on  content -
otherwise must state who
has prepared the sales
communication, restrictions
on what CIS may be
described as “"no-load” or as
a money market CIS, if any
reference is made (o fees or
charges or the abscnce
therof, all such fees and
expenses whether payabie
by investor or CIS must be
disclosed, standard wamings
must be included where
performance  data  used,
disclosure as {o fundamental
changes in CIS must be
disclased where
performance  data  used,
performance data raust be
calculated as sel ouf in NP
39.

Busi Rules of the ITA
impose  guidelines  and
forbid any representation
that capital is assured,
judpments  about  future
performance,  misleading
slaterents, [TA  must
approve cerfain advertising.

Various - tombstone: “not
misicading or deceptive®;
provisions guiding use of
performance  information;
advertisements the
substance of which s
included in the final
prospectus allowed.

Cuidelines  issued  on
advertising principles and
stringent pre vetting by the
SFC.

Publicity and information must be expressed
in a clear and precise manner, to avoid
misrepresentation regarding the services
offered by mutual funds and by their
operating companies. i
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10.4 Advertising

Principal restriction on
advertising

Only banks and authorised financial
institutions are permitted 1o market
schemes in Luxembourg. Individuals
may not intervene in 1heir marketing or
distribution. No special rules of conduct
apply except that the legal texts which
govern in a pgeneral mamnner the
commercial practices authorised in
Luxembourg are also applicable when
schemes are distribuled there.

No specific provisions in relation to adventising
other than general publicily and advertising
legislation. Marketing of CIS is restricted to
brokers, dealers, banks. savings banks and for
the funds they manage. the management
companies.

No special rules exist in relation 1o
the marketing of domestic CIS
except general advertising law. The
management company is responsible
for false or misleading statements
being made. Certain types of
adventising is prohibited for foreign
CIS.

Misleading statements are a crimi
offence under s47(1) of the Act. S|
core rules require a firm to show !
it has reasonable grounds to believe

advertisement is fair and

misleading. [
authorised/recognised CIS may
publicly marketed.

Prescribed contents

All publicity comprising an invitation to
purchase the units of a scheme must
indicale that a prospectus exisis and the
places where it may he obtained by the
public.  Publicity material may nol
contain untrue or misleading slatements.

All  advertising must  make
references 1o prospectus and places
where it may be obtained by public.
All documentation  conceming
foreign funds must be translated into
Genman.

Investors must be offered schi
particulars, with place . of 1
availability identified




Principle 10

Marketing and Disclosure

10.4 Advertising

Principal restriction on advertising

Regulatory approval of advertising activities is not
provided for in the IFA  Swiss Bankers
Associalion  and  Swiss  [nvestment  Funds
Association have issued some general guidelines
relating (o advertising.

Regulatory approval of adverising is not provided
for by law. There are certain general guidelines
(information has to be correct, complete and not
misleading. place of prospectus plus waming on
performance predictions).

Comumercial advertising is nol systematically
controlled by the regulator, however (he
regulator imposes restrictions on the marketing
activities of special kinds of CIS: futures funds
and venture capital funds are not allowed to
use advertising.

Advertising is nol systematically controlled by
the FSA

Prescribed contents

Any false or misleading statement is prohiibited by
law and will frigger punitive and regulatory
sanclions.

The information must be correct, complete and not
misleading. [t musl provide a waming on
performance predictions.

Commercial documents may be used for
marketing CIS but COB may check (he
sincerity of the information. Special controls
on marketing policies hiave been set by the new
procedures.

False on misleading statement is prohibited by

general law (not especially designed for cis)
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10.4 Advertising

When an  lssuer can | Anylime provided thereisa | Afler a preliminary | ARer the trust deed is | Seeabove After authorisation by SFC. | ARer 1the

advertise registered prospectus. propectus  filed, limited | approved. May only use for 6 months | advertisem

advertisements can be made after approval.
- with explicil statemenis as

1o the status of the offering -

- afler a final prospecius

filed and before il hag lapsed

(ie one year later, unless a

pro forma prospectus filed)

may advertise as above.

Means by which an issuer | Use of television and print | Print, radio. television. via | No restrictions. No restrictions. No restrictions. No specifis

may adveriise (including radio) advertising | telephone or tape recording.
allowed il it contains | billboards etc.
required information.

Role of the regulator Promotional material not | Regulator will follow up | Investmenm Trusts | Must file ads and sales | SFC musl review and | Review an
reviewed by ASC but ASC | and investigate any | Associalion must approve | literature with NASD if | authorise all adventising. is entitlec
can take action if material | improper  advertisemenis § certain types of | shares distributed by broker- amendmer
doesn't comply with law. brought 1o regulators | advertisements. dealer. NASD review s and that in i

altention - may requesl thal comments on (but does not misleading
any advertisements be pre- approve) ads Filed with it

cleared through regulator

hefore use.

Other marketlng | Prohibition on hawking ie | Securities can only be | Nonespecified. NASD "know your client” | Rules of conduct applicable | In g |

restrictions 'going from place to place' | marketed through registered nle. to securities dealers apply - | mutnal fu
including by [ dealers or brokers - no acls hawking and cold calling is | CNV.

telecommunications, but not
il attached to prospecivs and
sent by post.

in furtherance of a trade
except by registrants -
unless CIS manager is
registered as a dealer, may
not sell securities directly to
the public or advertise,
unless the advertisement is
placed by registrant -
regulator can, by order,
suspend or restrict right 1o
call on residences or via
telephone to residences for
the purposes of trading.

prohibited.
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10.4 Advertising

When an
advertise

fssuer  can | Not before schieme has been granted IML

approval.

For dorestic funds after approvat of
the fund rtules. For forcign funds
two months after registration. .

Advertisernents soliciting investors not
permitied before scheme authorisation.

After the prospectus is published and the
advertising is appraved by the Consob.

Means hy wlidch an Issuer
ray advertise

Regulations do not exclude any form of
pullicity so that television and or radio
advertiserents are permitted.

There are no specific provisions {n relation to
advertising or schemes other than the gencral
advertising legislation.

Leaflets, sales letter, advertising
pamphlcts and other means of
propaganda can be used.

Advettisements soliciling investors not
peraitted belore scheme authorisation.

Al media.

Role of tlie vegulator Advertisingpublicity material has o be
approved by the IM{. ( or the authorities
of other countries). [ML may take action
if such material contains unirue or

misleading statements.

Television and’or radio advertisements are not
approved. The CNMV is empowered to
saniction brokers-dealers and the Central Bank
supervises hanks and savings banks.

If a person engaged in distribution
of forcign funds substantially
viofates an order the authority may
prohibit further distribution of
investrment units.

Regulators do  not approve of
adverttisetnents. CIS arc subject to a
range of applicable rules. Regulators
sy take action for a breach of these
rules.

Advertising must be submitted in advance to
Consoh,

Other
restrictlons

marketing | Hawking (door te door selling and
simultancous delivery of goods) is
prohibited. hut canvassing of orders is
permitted with certain  restrictions.
Solicitation must be swritten and subject

to a 7 days cooling off period.

None except those in the Stock RMarket Act
which restricts marketing and sales of CIS (o
the entities mentioned ahove and ils
representants who could hawk. However, funds
management companies are tiol allowed to have
representants and therefore they could niot sell
units going from place to place.

Distribution of foreign investment
units may only comunence if 2
months have elapsed since receipt of
complete mnotification without the
authorities  having  prohibited
commeticement of distribution.

Rules laid down by regulator govem
conduct relating o unsolicited calls
(personal visits or oral communication
made without express permission).

Door to door selling may ouly be carried out
by specially authorised intermediaries that
have recourse ta specially registered financial
salesmen. A 5 day cooling off period is
allowed for confracts signed at home.
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10.4 Advertising

When an Issuer can advertise Only aller scheme authorisation

Markel research prior to authorisation is permitted
as long as it is solely aimed at geting an insight into
the potential markel for one or more investment
products.  This means that il is never allowed to
solicit or oblain funds from the public.

Means by which an issuer may All media

advertise

Television and/or radio advertisements are allowed.
No specilfic regulations or approval is required.

TV or radio advertisements used in France, the
regulator can control the content of these
advertisements.

Role of the regulator Regulator does nol approve of advertising

Circular issued by regulator with regard to pre
authorisation market h. Regul

In certain cases, the COB controls information

full and Tair information i inchuded in adventising.

dissemninated to the public.

Centain distributors need authorisation by FBC.
Door to door sales are prohibited by the Federal
Act on Commercia) Travellers.

Other marketing restrictions

Hawking is regulated by a separate law, so-called
"Colportage-wet’. This law not applicable 1o
securities listed on a stock exchange and non-listed
securities il price announcement is available to the
public.

Hawking activity is regulated. People who
expect to practice hawking have 1o obtain a
special  authorisation delivered by the
judiciary.




