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I PURPOSE OF ASSISTANCE

The purpose ofMr Mendelson's VISIt was twofold

A. Assistance to AMFI. Contmmng to strengthen AMFI wIth partIcular
emphasIs III the areas of

Mr Mendelson was assIsted m India by Mr R N K Prasad, Ms Sandhya Bhate and Ms
Maryann Kurtz, a PW Trall1mg Speclaltst from ItS headquarters m Arlmgton, VA ThIS
assistance IS carned out under the US Agency for InternatIOnal Development Fmanclal
Institutions Reforms and ExpansIon ("FIRE") Project whIch IS admll1lstered by PW

\

Telephone 4946630 4963599
Fax (91 22) 4963555

•
128 T V Industrial Estate
Worh Mumbal 400 025

Dear Mr KUrian

March 16, 1998

Financial InstitutIOns Reforms
and Expansion (FIRE) Prolect

Mr A P KUrldn
ChaIrman
ASSocIatIon of Mutual Funds m India ("AMFI")
c/o Apple Asset Management Company, Ltd
38/39, RaJgIr Chambers 4th Floor
Shahld Bhagat Smgh Road, Fort
Mumbai - 400 023

Intttally, PW recommended a comprehensIve strategy to strengthen AMFI and helped to
desIgn and execute an AMFI Investor Awareness Campaign, mcludmg provldmg drafts of
brochures to be used 111 the campaign Durmg November and December, among other thmgs,
Mr Mendelson concentrated on Compliance Trammg for ChIef ExecutIves of Asset
Management Compantes ("AMCs") and Comphance Officers oftheIr Mutual Funds and, m
response to the request of the Secuntles and Exchange Board ofIndla ("SEBI"), on trammg
members ofSEBI's mutual fund and investIgatIve staffs and representatives of the
mdependent audIt firms which perform SEBI Il1spectlOns of Mutual Funds and theIr AMCs
He also focused on AMFI StrategIc Plannmg for 1998 and ImplementatIOn of the pnnclpal
recommendatIOn of the AMFI ActIon Memorandum of February 1997

At the AMFI's request Price Waterhouse LLP ("PW") arranged for contll1umg assIstance
to AMFI by Mr LewIs J Mendelson, a former sel1lor official of the Ul1lted States Secuntles
and Exchange Comml')slon and an expert 111 mutual funds Mr Mendelson made hIs seventh
VISIt to India between November 29 and December 22, 1997 As you are aware, hIs assIstance,
whIch began m July 1996, IS aimed at llnprovmg the credlblltty of the mutual fund mdustry
and helpmg It to gam WIder publtc acceptance

Price Waterhouse LLP
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• admmistration
• professIOnal standards and
• ll1vestor awareness

by assIstmg m more complete ImplementatIOn ot Its ActIOn Plan to ensure the
sustamabIhty of Its program SpecIfic goals mcluded

1. AdminIstration:
• better defimng AMFI's long and near term goals
• adoptmg an AMFI

o Work Plan
o FmancIal Plan and
o Budget and

• hmng a profeSSIOnal staff to execute AMFI's polIcIes,

2. ImplementatIOn of ProfeSSIOnal Standards:
• promotmg the mdustry-wide adoptIOn and ImplementatIOn

of comprehensIve compliance standards based upon the
Model AMFI ComplIance Manual by helpmg to desIgn and
conduct an AMFI "Seminar on Mutual Fund Complzance, "

• plannmg the strategy for workmg WIth the Instltute of
Chartered Accountants to Implement the FIRE ProJect's
recommendatIOns (See Report of Mr Rajesh Dadoo) for
Improvmg accountmg standards for mutual funds,

3. Investor Awareness:
• revIewmg and commentmg upon the seven pomt program

and budget proposed by the AMFI Investor Awareness
CommIttee mcludmg productIOn of a VIdeo, addItlonal
booklets on varIOUS types of mutual funds, sales agent
trammg programs, a press conference, creatIOn of an AMFI
database and web SIte and performance reportmg, and

• revIewmg and commentmg upon the proposed agenda,
theme and speakers proposed by the UTI Instltute of CapItal
Markets for the pendmg AMFI-UTI 4th Annual Mutual
Fund Conference, and
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B. Assistance to SERf. AssIstmg SEBI m the mspectlOn and regulatIOn of
Mutual Fund'> and theIr Asset Mandgement Compames ("AMes") hy

I InspectIOn Trallllllg: helpmg to arrange, deSIgn and present a SEBI
InspectIOn Workshop "Qualzty Control and COn5lstem"y In Mutual
Fund InspectlOn5 Inslghts from the us SEC lmpectlon Process, " to
members of SEBI' s Mutual Fund and InvestIgatIVe staffs and
representatlves of the mdependent audItors who perform SEBI mutual
fund and AMC mspectIOns, and

2. Report ami Recommendations on Inspections: submIttmg a "
Report and RecommendatlOns on Strengthenmg SEBI Mutual Fund
InspectIOns" desIgned to Improve then efficIency, qualIty and
conSIstency

II. CONTENTS OF REPORT

A. Witlt respect to AMFI, the report reVIews progress m Implementmg the
AMFI ComprehenSIve StrategIc Plan and the AMFI Investor Awareness CampaIgn,
mcludmg

• Implementmg the recommendatIOns of the AMFI ActIon Memorandum of
February 6, 1997, WIth respect to

o refinmg and focusmg AMFI's lnUnediate and longer term goals
o preparatlOn of an AMFI Work PIal}
o financmg AMFI, and
o bmldmg AMFI's profeSSIOnal staff,

• trammg ChIef Executlves of AMCs and Mutual Fund Comphance Officers
m

o systematIcally strengthemng and Implementmg Mutual Fund
complIance structures, techmques and mternal controls, mcludmg

• utllIzmg the AMFI Model ComplIance Manual and AMFI
Code of EthICS mcreasmg the mvolvement and mitlative of
mutual fund trustees, and

• demonstratmg the CEO's commItment to and support for
theIr funds' Comphance Officers and Comphance Programs, ,

•



III. NEXT STEPS

• Improvmg mutual fund regulatory complIance by workmg WIth the AMFI
ComplIance CommIttee to

• AMFI's abIlIty to raIse the resources necessary to sustam ItS actIvItIes, Its
FmancIaI and Work Plans, budget and projected staffing,

o deSIgn and execute a Trustees Forum, an mteractIve program to Increase
Mutual Fund Trustees' awareness of theIr role and responsIbIlItIes

\

•
Mr. A. P. KUrian
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B. With respect to SEBf, the report reVieWS progress m strengthenmg the
mspectIOn and surveI1lam.e of mutual funds by the regulatory authonty or ItS agents
by

1 conductmg trammg on QualIty Control and ConSIstency m Mutual
Fund InspectlOns, and
2 submIttmg a "Report and RecommendatIOns on Strengthemng SEBI
InspectIOns "

o draft Phase Two of the AMFI Model ComplIance Manual mcludmg
updated SEBI Mutual Fund RegulatIOn~, the relevant portIOns ofthe SEBI
Act of 1992 and the SEBI (ProhIbItIon of Fraudulent and UnfaIr Trade
PractIces Relatmg to SeCUrItIes Market) RegulatIOns, October 1995, and the
Compames Act,

o prepare an AMFl ComplIance/AudIt InspectlOn Program to aSSIst m Mutual
Fund ComplIance ReVIews,

• desIgnmg and Implementmg a program to IdentIfy and reduce obstacles to
successful mvestmg m the IndIan CapItal Market and thereby IdentIfy Itself as a
champIon of mvestors' mterests,

• Improvmg accountmg and valuatlOn standards for mutual funds and theIr
guarantors by workmg WIth the AMFI Accountmg and ValuatIOn CommIttee and
the InstItute of Chartered Accountants,

A. AMFI
In VieW of the excellent progress made by AMFI, PW recommends that AMFI and the
fund mdustry would benefit from contmued expert consultatlOn m connectIOn WIth
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B. SEBI

IV. DISTRIBUTION OF THE REPORT

• promotuig wider publIc acceptance of mutual funds by workIng with the AMFI
Investor AWaJ enesc; Committee to

We want to express our SIncere appreCiatIOn for the warm welcome and cooperatIOn
whIch AMFI, ItS Board Members and Committees have prOVIded to Mr Mendelson
and our staff

•
Mr. A P. Kurian
PageS
March 16,1998

o assist In de<;lgnIng and cmrymg out Sales Agent TraInIng Programs
o review and comment upon an AMFI Brochure on Mutual Fund

Performance,
o CIrculate for comment a draft of the AMFI Model AdvertisIng GUIdelmes,
o review and comment upon the deSIgn of an AMFI Web Site

• ImprovIng the credIbIlIty of the mutual fund Industry by aSSIstIng AMFI m
ImmedIately structunng a study of the status and fundIng of outstandIng
guarantees, mcludIng descnbmg

o the duratIon
o due dates and
o extent of pOSSIble shortfalls of eXIstmg guarantees, and

recommendIng measures to assure that such guarantees
o are appropnately accounted for on the books of the guarantors, and
o WIll be tImely met WIthout the necessIty of protracted negotIatIOns or

lItIgatIon when they fall due

In VIew of the requests for contInued traInIng and the recommendatIOns of the "Report
and Recommendatzon') for Strengthemng SEEIInspectzons, " PW recommends that
SEBI and the fund Industry would benefit from contumed expert consultatIOn m
connectIon WIth ItS mutual fund InspectIon program and on understandIng concepts of
secuntles market and mutual fund regulatIOn

Under the terms of the PW/FIRE ProJect, the report WIll be dlstnbuted to USAID and
SEBI We request your permISSIOn to dlstnbute the report to selected partiCIpants In
the IndIan CapItal market and we wIll adVIse you of the same We wIll not dIstnbute
the report In Its entIrety to the medIa dIrectly, however we WIll note comments on ItS
contents from tIme to tIme III response to medIa enqmnes
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Upon readmg tim. leport and Its recommendations, please feel free to contact me with
<-my que<.,tJons I can be reached at Tel 4963599, Fax 4963555

W DENNIS GRUBB,
PRINCIPAL CONSULTANT CAPITAL MARKETS

cc Mr Pratlp Kar
ExecutIve Director
Secuntles and Exchange Board of India
Mumbm

•
Mr. A. P. KUrIan
Page 6
March 16, 1998
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Smcerely yours,

Thank you,

Enclosure
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APPENDICES

APPENDIX I Letter to Mr A P Kunen - AMFI StrategIc Planrung

APPENDIX IV Report and RecommendatIOns on Strengthening SEBI Mutual
Fund Workshop

APPENDIX II Letter to Mr A P Kunen - Results of the AMFI Mutual Fund
ComplIance Workshop
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APPENDIX III Letter to Mr Pratip Kar - Results of the SEBI Mutual Fund
InspectIOn Workshop
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A. ASSistance to AMFI

FIRE, together WIth AMFI, had also deSIgned an AMFI Investor Awareness CampaIgn, a
long term promotIOnal and traImng effort, and proVIded drafts or outlmes of the baSIC
documents reqUIred for the CampaIgn

EarlIer, FIRE had desIgned a comprehensIve strategIc plan to Improve the mdustry's
credIbIlIty and an ActIOn Memorandum for Implementmg It The plan called for more
closely IdentIfymg AMFI WIth umt holders' mterests and structunng AMFI around five
departments or commIttees to provIde ItS major servIces

• ProfessIOnal Standards
• Government RelatIOns (RegulatIOn)
• StatIstIcal Research and AnalYSIS
• InformatIOn ServIces (Investor Awareness) and
• OperatIOns (MembershIp ServIces)

Page 1

December 1997

Worked WIth the AMFI Board of DIrectors to develop a StrategiC Plan to
strengthen the AdrmmstratlOn of AMFI by:

Price Waterhouse LLP

Contmumg to strengthen AMFI WIth partIcular emphasIs m the areas of
+ admimstratIOn
+ profeSSIOnal standards and
+ mvestor awareness

by assIstmg m more complete ImplementatIOn of ItS ActIOn Plan to ensure the
sustamabilIty of ItS program Over the course of hIS VlSlt he

Dunng November and December, FIRE took sIgmficant steps to help AMF! t6
Implement Its ComprehensIVe StrategiC Plan and Investor Awareness CampaIgn
FIRE's pnncIpal mutual fund consultant, Mr LeWIS J Mendelson, a former semor
offiCial of the U S Secunties and Exchange CommIssIOn ("SEC") and an expert m
mutual funds ViSIted IndIa between November 29 and December 22, 1927 HIS broad
ObjectIve whIch he has conSIstently pursued smce July 1996, was to aSSIst m developmg
and Implementmg AMF!' Sprogram to Improve the credIbIlity of the mutual fund mdustry
and the public's acceptance of mutual funds SpecIfic goals ofMr Mendelson's VISIt
mcluded

ThIS IS a reVIew of the contmumg techmcal assIstance provIded to the ASSOCIatIOn of
Mutual Funds m IndIa ("AMFI") and the SecuntIes and Exchange Board of IndIa
("SEBI") by the FIRE Project dunng November and December 1997, as part ItS
contmumg effort to help the mutual fund mdustry strengthen ItS credIbilIty and gam
mcreased publIc acceptance

AssIstance to Mutual Funds-
ImprovIne AdmInlstratzon ProfeHzonal Standards and Investor Awareness

1. EXECUTIVE SUMMARY
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B. ASSIstance to SEBI

1 AssIstmg SEBI m Improvmg Its mspectIOn and regulatIon of Mutual Funds and theIr
Asset Management CompanIes ("AMCs") by

• submIttmg a " Report and RecommendatIOns on Strengthemng SEBI Mutual
Fund InspectIOns" deSIgned to Improve theIr effiCIency, qualIty and
conSIstency

3 Worked With AMFI's Accountmg and ValuatIOn CommIttee to plan the strategy for
workmg With the InstItute of Chartered Accountants to Implement the FIRE ProJect's
recommendatIOns (See Report ofMr RaJesh Dadoo) for Improvmg accountmg and
valuatIon standards for mutual funds,

Page 2

December 1997

P, Ice Waterhouse LLP

• helpmg to arrange, deSIgn and present a SEBI InspectIOn Workshop "Qualzty
Control and Conszstency m Mutual Fund InspectIOns Inszghts from the US
SEC InspectlOn Process," to members ofSEBI's Mutual Flmd and
InvestIgatIve staffs and representatIves of the mdependent audItors who
perform SEBI mutual fund and AMC mspectIOns, and

4 Worked wIth AMFI's Investor Awareness CommIttee by revIewmg and commentmg
upon

• the seven pomt program and budget proposed by the AMFI Investor
Awareness CommIttee, and

• the proposed agenda, theme and speakers proposed by the UTI InstItute of
CapItal Markets for the pendmg AMFI-UTI 4 th Annual Mutual Fund
Conference, and

o better defirung AMFI's long and near term goals
• adoptmg an AMFI

o Work Plan

• Fmancial Plan and

• Budget and
• hmng a professIOnal staff to execute AMFI's polIcIes,

2 Worked wIth AMFI's ComplIance CommIttee to Improve the ImplementatIOn of
professIOnal standards promote the mdustry-WIde adoptIOn and ImplementatIOn of
comprehensIve complIance standards based upon the Model AMFI ComplIance
Manual by helpmg to deSIgn and conduct an AMFI "Semmar on Mutual Fund
Complzance, "

Assistance to Mutual Funds-
Improving 4dmmlstratron. Profes~ronal Standards and Investor Awareness
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In October 1997, SEBI requested the FIRE Project's aSSIstance m traImng mutual fund
Inspectors

In November 1997, Mr Raj Dadoo ofPW's Mutual Fund ServIces Department m New
York delIvered a senes of well-attended semmars m Mumbm sponsored by the FIRE ­
Project on Mutual Fund Accountmg and ValuatIOn

In September 1997, AMFI adopted a Code of EthICS WhICh had been prepared With the
aSSistance of FIRE consultants LeWIS J Mendelson and R N K Prasad and a Model
ComplIance Manual, whIch had been prepared With the aSSIstance of FIRE consultants,
Sandhya Bhate and R N K. Prasad

In May 1997, FIRE conducted a LeadershIp TraImng Program In the Umted States for
certain members of the AMFI Board, semor offiCIals of mutual funds and representatives
of SEBI and the Mimstry ofFmance One result ofthat trmmng was a greater
understandmg of the need to create a "clImate of complIance" and put the needs of urnt
holders first Another result was a request by AMFI for further m-depth trmmng semmars
m mutual fund accountmg and valuatIOn (See Report ofMr A P Kunan, Chairman of
AMFI, July 1997 )

Page 3

December 1997

Price Waterhouse LLP

In January 1997, FIRE invIted Mr DaVId SlIver, former President of the Investment
Company InstItute and a world renowned expert In mutual funds to VISIt IndIa Among
other things, Mr SIlver's VISIt resulted In an ActIOn Memorandum to AMFI whIch called
for AMFI to "ImmedIately start the rapId buIld-up of a hIgh qualIty professIOnal staff
With the capaCIty to play an appropnate role Hi helping to create and faCIlItate the growth
of the fund Industry whIch lIes ahead" The ActIOn Memorandum recommended that
AMFI
• hire a professIOnal staff
• adopt a work plan, organIzatIOnal chart and budget
• set goals, pnonties and dates
• aSSIgn CommIttees and Independent contractors to begm workmg on achIevmg the

program recommended

In July and August 1996, FIRE desIgned a comprehenSive strategIc plan for Al\1FI to
Improve the credIbilIty of the Industry and the publIc's acceptance of mutual funds The
plan called for AMFI to establIsh five departments or commIttees professIOnal standards,
government relatIOns, statlstlcal research and analysIs, infOrmatIOn servIces and
membershIp servIces Working closely WIth AMFI, FIRE also deSIgned and laid the
foundatIOn for an AMFI Investor Awareness Campaign, a long term educatIOnal and
promotIOnal effort bUllt around seven baSK documents, five of WhiCh were proVIded by
FIRE as first drafts to AMFI and two for whIch FIRE proVIded specIficatIOns to AMFI

B. BACKGROUND

Assistance to Mutual Funds-
Imorovmf: 4dmllllstratlOn, Pro~al Standards and Inve~torAwarenessI
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Mr Mendelson's recommendatIOns relate to four broad areas and are Intended to

2. Promote Compliance

1. Strengthen and Sustam AMFI's AdmimstratIOn

More specIfically FIRE recommends that AMFI

Page 4

December /997

a. Accountmg and ValuatIOn Standards. AMFI needs to launch a
structured effort to persuade SEBI and the InstItute of Chartered
Accountants to Improve accountmg and valuatIOn standards relatmg to
mutual funds and theIr guarantors

In order to contmue and to sustanf Its actIvItIes, take numedmte steps to
• set goals, pnontles and dates
• adopt a work plan, budget/financIal plan and organIzatIOnal chart
• faISe the resources necessary to carry out Its obJectIves, and
• hue a profeSSIOnal staff

d. Conduct a Trustees Forum. To faCIlItate trustees dISCUSSIOn and
awareness ofthelf role, responsIbIlItIes and potential habilIty and the
methods, technIques and tools whIch they may call upon to aSSIst them,
AMFI should deSIgn and conduct an mteractIve Trustees Forum '

c. AMFI Compllance/Audlt InspectIOn Program. AMF!' s members would
benefit greatly If AMFI were to prepare an AMFI ComplIance!AudIt
InspectIOn Program to aSSIst In Mutual Fund ComplIance ReVIews

b. Update the AMFI Model Compliance Manual. The AMFI Model
ComplIance Manual Should be updated and expanded to Include any new
SEBI Mutual Fund RegulatIOns, the relevant portIOns of the SEBI Act of
1992 and the SEBI (ProhIbItIon of Fraudulent and Unfair Trade PractIces
Relatmg to Secuntles Market) RegulatIOns, October 1995, and the
Compames Act

Price Waterhouse LLP

e Strengthen AMF!' s Internal orgarnzatIOn

• Promote a clImate of compltance

'" Improve the credIbIlIty of the fund Industry, and

• Promote Wlder pubhc acceptance of mutual funds

III. FIRE RECOMMENDATIONS

AssIstance to Mutual Funds-
ImprovlI1g Admlnz~tratlOn, ProfessIonal Standards and Investor AwarenessI
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4. Wider Public Acceptance
AMFI needs to take four concrete steps to promotmg WIder publIc'acceptance - ,. ~ ",

of mutual funds
a. Performance Brochure. Publish an AMFI Brochure on Mutual Fund

Performance
b. AdvertISing GUldelmes. Adopt AMFI Model AdvertIsmg GUldehhes
c. AMFI WebSIte DeSIgn and open an AMFI WebSIte, and
d. Sales Agent Trammg DeSIgn and carry out Sales Agent Trammg Programs.'

focused not only on sales techniques and promotIOn, but also on regIstratIOn

b. Study Guarantees. Improve the credibIlIty of the mutual fund mdustry by
nnmedIately COmmISSIOnIng an AMFI study of the status and fundmg of
outstandmg guarantees, mcludmg descnbmg

• the duratIOn
• due dates and
• extent of pOSSIble shortfalls of eXistmg guarantees, and
• by recommendmg measures to assure that such guarantees

• are appropnately accounted for on the books of the guarantors,
and

• will be timely met WIthout the neceSSIty of protracted
negotIatIOns or lItigatIOn when they fall due

a. ChampIon Investors' Interests. AMFI should move dramatIcally to IdentIfy
Itself wIth mvestors' mterests and to at the same tIme to deflect cntIcIsm of
mutual funds by desIgnmg and Implementmg a program to identify and reduce
obstacles to successful mvestmg m the IndIan CapItal Market over whIch It has
lIttle or no control and from which it and all mvestors suffer Among those
obstacles on whIch It may WIsh to focus are

• lack of transparency
• IllIqUIdIty of the market
• poor cleanng mechamsms
• speculatlVeness
• lack of a cash market
• weak corporate governance"mecharnsms
• regulator's role perceptIOn
• uncertamtIes arIsmg from changes m government

Such a program would suggest that all members to take steps to combat such
obstacles and would publIcIze steps taken by AMFI and its members and urge
lDvestors to support AMFI's efforts

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Improving 4dmlnlstratlOn, Professional Standards and Investor Awarene~s

1. Improve CredIbIlity

Price Waterhouse LLP

December 1997
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and certificatIOn of Sales Agents With a regulatory or self regulatory
orgaruzatIOn
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b. Fund and staff the Investors Awareness Committee. Instruct It to

2. PublIc Acceptance

a. Appomt an Investors Advocacy CommIttee: To IdentIfy and reduce
obstacles to successful mvestmg m the IndIan CapItal Market and thereby IdentIfy
Itself as a champIOn of mvestors' mterests, appomt an AMFI CommIttee to
deSIgn, coordmate and Implement thIS program

In order to contmue and to sustam Its actIvItIes, AMFI should take Immediate
steps to

• set goals, pnontIes and dates
• adopt a work plan, budget/finanCial plan and organIzatIOnal chart
• raIse the resources necessary to carry out Its obJectIves, and
• lure a profeSSIOnal staff

Page 7
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• draft and publIsh an AMFI Brochure on Mutual Fund Performance,
• reVIew and prepare recommendatIOns to enable AMFI to CIrculate for

adoptIOn AMFI Model AdvertIsmg GUIdelmes (together WIth the
AMFI ComplIance CommIttee),

• publIsh an RFP for outSIde speCialIsts to deSIgn, open and mamtam an
AMFI WebSIte, and

• deSIgn and carry out Sales Agent Trammg Programs wluch mclude
means of registenng and certlfymg sales agents and theIr pnnclpals
With a regulatory or self - regulatory organIzatIOn

a. Appomt a CommIttee to Study the status of Mutual-Fund Guarantees.
Instruct It WIthm 30 days to

• study the status and fundmg of outstandmg guarantees, mcludmg
descnbmg

• the duratIon
• due dates and
• extent of pOSSIble shortfalls of eXIstmg guarantees, and
• recommend measures to assure that such guarantees

Price Waterhouse LLP

A. AMFI

1. AdmInIstration

FIRE recommends that AMFI

IV. NEXT STEPS

Assistunce to lvfutual Funds-
1mDroVIng AdministratIOn, Professional Standards and 1nvestor 4wareneHI
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B. SEBI

b. Manuals, GUIdes and Training. Authonze the AMFI ComplIance CommIttee to

+ 3. Comphance

• prepare an AMFI ComplIance/AudIt InspectIOn Program to aSSIst m Mutual
Fund ComplIance ReVIews,

PageS
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Pnce Waterhouse LLP

• draft Pha~e Two of the AMPI Model ComplIance Manual mcludmg updated
SEBI Mutual Fund RegulatIOns, the relevant portIOns of the SEBI Act of 1992
and the SEBI (ProhIbItIOn of Fraudulent and UnfaIr Trade PractIces Relatmg
to Secunties Market) RegulatIOns, October 1995, and the Comparues Act,

o are appropnately accounted for on the books of the guarantors,
and

1Il Will be tImely met WIthout the necessIty of protracted
negotIatIOns or lItlgatIOn when they fall due

o deSIgn and execute a Trustees Forum, an mteractIVe program to mcrease
Mutual Fund Trustees' awareness of theIr role and responsIbIlItIes

Mutual Fund InspectIOns. SEBI, upon reVIew of the "Report and RecommendatIOns for
Strengthemng SEBI InspectIOns," Will determme what course It WIll follow With respect
to mutual fund mspections The FIRE Project stands ready to aSSIst SEBI m thIs matter as
It may WIsh or to work WIth SEBI to faCIlItate ItS regulatIOn of the secunties markets
mutual funds and AMCs

a. Mutual Fund Accountmg and ValuatIOn. Instruct the AMFI Accountmg and
ValuatIOn CommIttee to work With the InstItute of Chartered Accountants to Improve
accountmg and valuatIOn standards for mutual funds and theIr guarantors,

Assistance to Mutual Funds-
lmprmtng 4dmlnlstratlOn, ProfessIOnal Standmds and Investor AwarenessI
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December 10, 1997

Mr A P Kunan
ChaIrman
ASSOCiatIOn of Mutual Funds m India
c/o Apple Asset Management Ltd
38/39 RaJgrr Chambers, 4th Floor
Shalud Bhagat Smgh Road
Fort, MumbaI400 023

Dear Mr Kunan

Re AMFI-FIRE Project 1998 StrategIc Plannmg

As the year draws to ItS close, It seems a proPItIOUS tIme to reVIew some of our
achIevements m lIght of the plans and goals whIch we agreed to earber m the year and
to develop aJomt AMFI-FIRE Strategy for 1998 and beyond That Strategy should
mclude a sustamable structure whIch WIll enable AMFI to max1ITliZe and perpetuate the
benefits of the techrncal assIstance that FIRE offers and focused realIzable programs
whIch WIll best serve AMFI's and fund urut holders' needs

As a start, we mIght use the FIRE Project ActIOn Memorandum of February 6, 1997,
copy attached, whIch was presented to the AMFI Board on or about that tIme It offers
a template agamst whIch to assess our accomplIshments and define our future goals
It would facIlItate our dISCUSSIons If all board members could famibanze themselves
With the ActIOn Memorandum pnor to the meetmg

You Will note that, although stIll more can be done, substantIal progress has been made
m four of the seven recommendatIOns contamed m SectIon II of the ActiOn .. - ~.-.,

Memorandum
• Influencmg the Regulatory EnVIronment
• Promotmg HIgh ProfeSSIOnal Standards
• ProvIdmg GUIdelmes and TraImng, and
• Takmg the Lead m Investor EducatIOn
Of ImmedIate ovemdmg concern IS the need to Implement Mr SIlver's pnmary ­
recommendatIOn, the rapId bUIld-up of a lugh qualIty profeSSIOnal staff and takmg the
steps necessary to Implement It (adoptmg an AMFI Work Plan, OrganIzatIOnal Chart
and FmancIaI Plan and Budget, and settmg goals, pnontles and dates) ThIs structure



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Mr A P KUrian
Page 2
December 10, 1997

should form the backbone for strengthemng and sustammg AMFI and helpmg to
facIlItate the growth of the fund mdustry through Its expertIse m regulatIon, media
relatlons, economIC and statIstIcal research and operatIOns USAID consIders thIS a
necessary precondItIOn to the successful conclusIOn of the FIRE ProJect's assIstance to
AMFI

As we have mdicated, the FIRE Project IS slated to wmd-up m August 1998 There are
many more worthwhIle and Important goals that remam to be acmeved

• In the area of ComplIance, for example, we contemplate expanSlOn of the AMFI
ComplIance Manual, Trustee Tramulg, RevislOn of the AMFI Code of Etlncs and
adoptIOn of the pendmg draft AMFI AdvertIsmg Gmdelmes, among other thmgs

• In the area ofInvestor Awareness, we contemplate workmg Wlth AMFI's Investor
Awareness CommIttee to help to structure AMFI's Sales Agent Trammg Program
and to proVlde editonal assIstance m the productlOn of a ConcIse Gmde to Mutual
Fund Performance

• In the area of Investor ProtectIon, AMFI can posItIOn Itself as the champIon of
Investors mterests by promotmg Transparency, not only among Mutual Funds, but
by takmg the lead m demandmg greater transparency from all partIcIpants m Its
capItal market and more effectIve dlstnbutlOn of that mforrnatlon, mcludmg by
creatmg an AMFI Web SIte

Mr Grubb, Mr Prasad and I look forward to considenng these concepts Wlth the
AMFI Board of Duectors at your 10 30 A M meetmg on Tuesday, December 16,
1997 at State Bank of IndIa

WIth warm personal regards,

Smcerely yours,

LeWIS J Mendelson
Mutual Fund Consultant

Attachment ActIOn Memorandum of February 6, 1997
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Jnd Expansion (FIRE) PrOlect

Price Waterhouse LLP

December 19, 1997

Mr A P KUrian
Chamnan
ASSOciatIOn of Mutual Funds m India
clo Apple Asset Management Ltd
38/39, RaJglr Chambers, 4 th Floor
Shahld Bhagat Smgh Road
Fort, Mumbal400 023

Dear Mr KUrIan

,,,8 [ I I~ausrrlal estate
Worll Mumbal 400 025

ielepnone 494b6~O '96:l~9~

Fa;: (91 22) 4953555
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Re: FIRE Project Assistance to AMFI - StrategIc Plannmg

Thank you for mVltmg us to the Board Meetmg of AMFI held on December 16, 1997 It was our pleasure
to partIcIpate Ul the dISCUSSIOns of the Board relatUlg to future strategies of AMFI and partIcularly the role
that AMFI would lIke to assume Ul mfluencUlg cntIcal reforms Ul the other segments ofcapital market Dr
Nayak's eloquent presentatIOn and Board's delIberatIons should help AMFI to IdentIfy Itself Ul the publIc's
mUld as a champion of mvestors' mterests and to evolve mto a posltlve force m reformmg India's Capital
Market

Our munedIate concern IS adoptIOn by AMFI of a meanmgful busmess plan along WIth a fmancial budget
for the next 3 years We would expect the busmess plan to focus on AMFI's long and short term ObjectIves
and goals and Its unmediate (next 1 year) plans and pnontles We would lIke to assure that AMFI has an
effectIve strategy for raIsmg the funds necessary to meet Its ObjectIves ThIS WIll enable AMFI to hIre
professional staff and set up the admmlstratlve functIOns necessary to sustam the program The structure
WIll then form the backbone m formulatmg VariOUS programs AMFI WIll lIke to undertake over the next
two years and mstItutlOnalIze the process AMFI and FIRE have already set m motion In thIS connectIon
we draw your attentIon to the letter dated December 10, 1997, addressed to you by Mr LeWIS Mendelson
and Its enclosure whIch serves as a template to assess the accomplIshments and set future goals

As we mformed your Board, the FIRE Project looks forward to contmumg Its techmcal asSIstance to
AMFI m the areas we mutually agree upon However, thIS assistance IS contmgent upon AMFI adoptmg a
busmess plan and hrrmg professional staff to illlplement Its strategIc plan As mdicated to you, the FIRE
Project IS slated to wmd-up In August 1998 Therefore, It IS necessary that we ImmedIately draw an agenda
for FIRE's asSIstance to AMFI m the next 8 months As soon as you are ready WIth your busmess plan, we
would be happy to meet WIth you to consIder such an agenda.

With warm personal regards,

Smcerely yours,

I~'
W DENNIS GRUBB
CHIEF OF FIRE PARTY



Dear Mr. Kunan:

December 18, 1997

-
The workshop was delivered by a host of mdustrv consultants and practltloners Among the presenters and
panelists from the local mdustry were"

In total., 53 representaoves of 26 AMCs, mcludmg 14 CEGs I MDs, attended the workshop's openmg
ceremomes and keynote address, and paroCIpated m a moderated case disCUSSIon htghhghtmg key
compliance ISsues. The balance ofthe workshop was attended by 34 profesSIOnals, mostly seIVUIg as the
compliance officers oftherr respectlVe AMCs

Results of the AMF1 Mutual Fund Compliance Workshop
"MeetIng our Professional ResponsibilitIes" December 4-5, 1997

At the request of the A.ssoctanon ofMutual Funds m India {"AMFIj, Pnce Waterhouse LLP (PW)
presented a workshop onMutuai Fund Complzance - "Meetlng Our ProftSSlonai ResponsIbIlztles, " on
December 4-5, 1997 Tb1s workshop was destgned and dehvcred under the USAID--sponsored Finanoal
Inst:rtunons Reform and ExpansIon (FIRE) prOject to proVl<ie a broad comphance framework for ISsues
related to mutual funds m India. To that end., CEGs, rnanagmg d.rrectors, COOs and comphance officers
from asset management compames (AMCs) were mVIted to partIClpate mthe workshop The workshop's
further purpose was to fuciliwe the IIl'lplementanon ofthe AMFI Comphance Manual and to ensure
mdustry comphance WIth the Secuntles Exchange Board ofIndIa's 1996 Mutual Fund Regu1aoons

Also servmg as presenters \\ere Ms AnJall K.arn:1t ofPnce Waterhouse - New York's Regulatory
ComplIance Pnct!ce:md PW FIRE Project consultants Le\\1s Mendelson, R N K Pr.J.Sad. Sandhva 8hate,
and Man::mn Kurtz The \\orl'Shop also benefited by the partlCIpaoon of Mr Pranp Kar of SEBhvho~- - - - .-
represented the Interests of the rcgul:ltor

• Mr K. N ValCiyanatban, Morgan Stanley Growth Fund
• Mr. S V Prasad, 1M Mutual Fund
• Mr L. Vedanarayanan, 1M Mutual Fund
• Mr. P C. Smgh, Morgan Stanley Growth Fund
• Mr. P Ghosh, PW India
• Mr. AJaI Kaul, A.lhance Mutual Fund
• Mr. S Hanbhakn, HanbhaktI & Co

Subject:

Mr. A. P. Kurum
Chairman, Assooanon ofMutual Funds 1I1 Incha (UMv1FI")
Apple Asset Management Ltd.
38/39, RaJgIf Chambers, 4111 Floor
Shah.td Bhagat Sll1gh Road
Fort. Bombay· 400023
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Feedback from workshop partICIpants (both fonnal and Informal) ',l,JS verY pOSltlVe Ne:lI'lv all
partlctpants were saosfied With the workshop and all found It relevant to their work Results of wnncn
evaluatlOns completed by the part1Cl~a.nts mcludmg recommen&uons for potenual. future workshops are
mcluded II1 the enclosed report. Ifyou have my questIons, please do not hesitate to contact me at (022)
496-3599. Thank you.

Sincerely,

vV'~
W. Demus Grubb
PnnClpal Consultant Capital Markets

v\



1. RESULTS FROM THE AMFI MUTUAL FUNO COMPLIANCE WORKSHOP
"'Meenng OUI' Professional ResponSlbJlrtles"
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The Pnce Waterhouse FIRE Project In conjuncnon WIth AMFI sponsored a two-day trauung workshop on
Mutual Fund Compl1a.nGe enotled "Meer.mg our ProfessIonal ResponslbJlICles" The workshop was
delJvered on D~ber 44\ and Sc.b at the Taj Mahal Hotelm MumbaJ

The overarc1ung objective ofthe workshop was to proVIde a broad comphance fr.unev.ork for ISSUes rel.ated
to mutua/funds In IndJ.a. Speclfic obJect1ves of the workshop were to promote and fuohtlte the
Ill1pJementanon of the AMFI Comphance Manuai. ensunng Industry complIance WIth SEBrs Mutual Fund
~1atlons of 1996

1.1 Workshop Participants

The workshop was organtzed m two parts, the first prOVIded an OVetV1e\V of compliance and Its lITlportance
to mdustry growth. and the second focused m greate2' detatl on the role of the compllance officer and
specrfic comphance ISSUes Given the two-parc structure of the workshop, chJ.ef executIve officers,
managmg directors, chIefoperatIng officers, and comPUance officers from asset management compames
were UMted to partlcrpate In total, 53 representanves from 26 AMCs, mcludIng 14 CEOs I MDs,
attended the workshop's openmg ceremomes and lreynote address. and partICIpated m a moderated case
disCUSSIon hIghhghtmg kev comphance ISSUes The balance ofthe workshop was attended by 34
profesSIonals, mostly servmg as the compltance officers ofthe1t respectIve AMCs (please see AppendIx A
for a hst ofparttetpants)

1..2 Workshop Content and Matenals

The workshop was lIT1pIemented through a vanety of trammg methodolOgies Includmg presentanons by
mdust:ry leaders and consultants, panel dtsCUSSIOns by mdustry pracnnoners, and a moderated case studv
was used to hIghlIght and facilitate debate around key compliance ISSUes The roam tOpiCS ofthe wC':"~sbp
mcLuded:

• Compliance as the Foundanon to IndustrY Growth
• Case Study on Cnncal Comphance Issues
• The Role ofthe: Compliance Officer
• Investment Management and Comphance Issues
• Scheme Launch and Investor Servtces
• Prepanng for an lnspeenon

Each parttetpant receIVed a bmder ofcourse rn.atenals wluch \..ere also dIsplayecfon-~c~::dUnng f~~
presentanons These matenals along \Vlth SUIt1tllaI'V pomts of speeches or panehsts' remarks arc: enclosed
In Appendl'<: B to thIS report fn additIon, e:lch p:1rtlclpant reeel\.ed J. copy of the MtFI Comphance
;"Ianual and the AMFI Code of EthICS

1.3 Tr:uners

The \\orkshop W:lS deh\erc:d b".;]. host ofmdustr') consulbnts and pr.letltJoners Opemng remarks were

(
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gIven by Mr Demus Grubb and Mr Lew Mendelson of the PW FIRE Project and :v1r A ? Kunan,

Chamnan ofAMFI. Mr Praup Kart of SEBI delIvered the keynote address Among the presenters and

panel.tsts from the loc.::tl mdustry were
t

• Mr K. N ValCiyanatban, Morgan Stanley Growth Fund
.. Mr S.V Prasad, 1M Mutual Fund
• Mr. L. Ved.anarayanan, 1M Mutual Fund
• Mr. P C. Smgh, Morgan Stanley Growth Fund
• Mr P Ghosh, PW Ind1a
• Mr AjaJ. Kaul, Alltance Muwal Fund

•• Mr S HanbhaktI, Hanbhakn & Co

Also servmg as presenters were Ms AnJalI Kamat ofPnce Waterhouse - New York's Regulatory
Comphance PractIce and PW FIRE Project consultants R.N K Prasad, Sandhya Bhate, and Manann
Kurtz.

1.4 Evaluations Results

Each partletpant who completed both days of the workshop was asked to complete an evaluatIon at the
conclusIon ofthe workshop 11urty-three responses were recexved and the results have been tabulated and
summanzed m Appendtx C Overall, the partIClpants were satIsfied (96%) WIth the ,....orkshop and all
(100%) found the obJectlves ofthe workshop to be relevant to therr roles and responsIbilities

Several partICIpants also commented on how the workshop helped them understand the unportance of the
compliance funcnon and gam an deeper knowledge as to the role and responsIbilities ofthe comphance
officer "'Compliance as a senous busmess IS a new trend and helps us to thmk more clearly and schedule
accordingly," wrote one partIClpant. Others stated, "It (the workshop] will help me to develop my role and
responsIbility m the orgamzaoon and unprove the system." "It defimtely has helped us to make a better
team ofcompliance and not Just SIgn offall documents WIthout proper evtdence of docurnenunon."

TOPICS whtch were noted as most helpful to parnClpants mclude the Role ofthe ComplIance Officer,
Scheme Launch and Investor Sernces, and ComplIance as the Foundation for Industry Growth TopICS
deemed least effectlve m assIStIng partICIpants m understandmg the subject matter also mdude Scheme
Launch and Investor Semces and Invesanent Management. TIu.s result (the same sesSIOn bemg noted as
most helpful and least effecove at the same nme) illustrateS that there IS a WIde range of expenence and
knowledge among the complIance officers The respondents further echoed thIs finding by requesong
addItIonal traInIng workshops \\1th tune allowed for detalled chSCUSSIOns ofkey complIance topICS and more
access to SEBI officers m order to dIscuss areas of reguJanon winch remam ambIguous.

1.5 Reeommendations for future tr.wlIog programs

As noted above. p:lrtlClpants made :l strong c:xll for adchuonal tr.:wung programs TheIr recommenchuons
for adchuonal programs rna! be summanzed In four eategones

_ProVlde \\orkshops to address are:lS of compllance/regulauons that are vague or reqUIre

further clanficauon
• Create \\orkmg groups of comphance officers and SEBl officers
- PrOVIde tr:1.UUng to trustees
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- ProVlde and pacl<.age rmtcnals to facilitate onward trauung W1rJun A.\1Cs
15 1 ProVIde worksbops to address afe:xs of compliance/regulatIons that JIC: vague or reqUire

further clanfieat:lon.
t

One of the partICIpants satd It best, "Compfiancc as a smous busmess IS a new trend " Compliance
offic:er:s as well as AMC managers are stIlllllternahzmg the SEBI regulatIons and need both SEBI support
and access to clanfieatlons. ruhngs. eu: to best ensure complIance To that end. partIcipants are !ookmg co
SEEI and AMFI to structure and proVIde addJtlonal traJ.n.tng progr.:uns In order to be most resppnslve to

th.Ls need., AMFI should poll AMC managers and complIance officers to detemune \.. tuch topiCS or areas of
regula!Ion In partlcular should be addressed. Further lIlSlghts mro common problem ar~ related to
complJance may be found In the results from the FIRE Project sponsored Workshop on Mutual Fund

• InspectIons deb.vercd for SEEr mspearon staffand exrernal cbart:ered accountanrs servmg as InSpectOrs

1.5 2. Create workmg groups of comphance officers and SEBr officers

Noting the valuable contrIbution made by Mr. Pranp Kar dunng the past workshop, parnclpantS have
asked for more partICIpaoon and partnersiup WIth SEEI In future workshops PartICIpants have suggested
the formatIon ofworlang groups to dissect, d1s~ and analyze practIcal compliance problems. Further It

IS hoped that through such worlang groups better understandmg of regulatIons may be accomplished \....inch
will rCsult m standardIzed procedures and ultImately better compItance PartICIpants also lIked the case
c:hscuss1on and requested addttIonal case studIes to be mcluded m future \~orkshops as fcxider for the
workIng groups

1 5 3 PrOVIde trammg to trustees

Partlctpants ofthe workshop qUIcklv noted the need for trusteeS to take a more actIve role In oversIght and
comphance ISSUes UnfortUnately, partICIpants noted that the re.lattonshIp betWeen compl1ance officers and
trustees IS often a weak or lIttle used lmk. They also reported that the role of the complIance officer often
1S not fully understood and therefore afforded !muted power and scope Wlthm the AJ.VfC To address these
concerns, partICIpants have made two suggesnons

a) AMFI should draft a letter clanfymg and standardJ.zmg the basiC roles and resiJ0nslbilitIes ofthe
compliance officer. TIns letter should be shared \Vlth all officers of the A.L\1C and the Trustees

B) A separate trammg "orkshop should be prepared for trust~ and mclude a dIsCUSSIon of complIance
FIRE Project consultants currently are dIscussmg such a workshop WIth officers ofAMFI and SEBI A
useful way to facilitate dISCUSSion ofcompliance ISSUes and procedures \\-ould be to mvrte a presentatIon by
a representatIve panel of AMC officers and complIance officers durIng the workshop

I 54 ProVIde and package m.atenals to facilitate onward tra1IlUlg Wlth.ut AMes

PartICipants of the workshop were :lIL'Oous to share t:ratnmg marenals and hold dISCUSSIOns WIth theIr
colleagues To fucdltate onward tr.unmg \\1thm :\1\1C5, .\.MFI should formalize Irs tr.l1IllIlg outreach
progr.uns :md proVlde matenals In both h:ltd:md soft COpies to workshop participants To the e"{tent

av::ulable the FIRE Project Wlll pro\1de elcctroruc versIOns of presentatIon matenais to AMFI for fu~er
dlstnbutlon A further step In thts process would be to IdentIfy a team of t.ra1Ilers WIthIn the mdustry \,h(l
mav be dIed upon to tr:un ethers USIng a tr::un-the-tramer approach., the FIRE Project could potentIally
make av::ulable J. senes of :lddtoonal senunars whtch could then be replIe:tted by loc::rl tr.uners



December 18, 1997

A complete summ:u: of partIcIpant evaluations and theIr suggestlons for potentIal future \\orkshopsare mcluded In the enclos~ report If)ou have any questIons, please do not hesItate to contact me at
(022) 496-3599 Thank JOU

- ~
I 'rc- I -, ........ f ..., .....'--'- ~ ..... .... _ l_

Results of the SEDI Mutual Fund Inspection Workshop, December 15, 1997
"Quality Control and ConslStency In Mutual Fund InspectIons:

InsIghts from the US SEC InspectIon Process"

W Denms Grubb
Pnnclpal Consult::lnt Caplul ~larkets

SIncerely,

Based on pamcipant evaluanons, the workshop was very well receIVed. Nearly all partLClpantS (94%)
were sansfied WIth the workshop and all (100%) reported that It was relevant to therr roles and
respoOSlblhnes Ofthe 34 parnClpants, 12 \vere SEBI officers. The balance represented 21 charteredaccounnng houses

Ms. Kamat was Jomed by FIRE Project coosultants Mr LeWIS Mendelson, Mr RNK. Prasad.. iYfsSandhya Bah.ate and Ms Manann Kurtz to lead dISCUSSIon on key mspectIon ISSUes such best pnce andexecutlon, personal tradIng and front I11DIl1llg, trade allocanon, transa.etlon WIth asSOCIates, portfolIo
revtew, accountIng and valuatlon, and customer serncmg

The objecnve ofthe workshop was to axd m creatIng greater quahty control and consIStency to SEBI
mspect10ns ofInchan mutual funds To that end, the workshop lugbhghted the structure and bestpractlce of the Unrted. States Secuntles and Exchange COlIlIDlSSlon m order to apply lessons learned andcommon tools to SEBI mspecnons Ms AnJah Kamat, a former US SEC mspector and current PnceWaterhouse consultant servmg m the New York-based Regulatory Comphance practlce, served as the
workshop's maIn presenter. In parncuJar, Ms Kamat presented an overnew of the SEC lughhghtmg
the role ofthe mspecnon department and prOVIded a comprehensIve outlme and dIscusSlon ofthe
structure ofthe SE~ mspeetl.on process

At the request ofthe Secunt:les and Exchange Board ofInd.ta, Pnce Waterhouse LLP (PW) presented aworkshop on Mutual Fund Inspecoons enntled "Quahty Control and ConsI.SteIlcy m Mutual Fund
Inspecnons' Instghts from the US SEC Inspectton Process ,. nus workshop was dehvered on
December 15, 1997, for SEEI mspectton offioals and representatIves of chartered accountmg finns
who conduct mutual fund lDSpecttons on SEBl's behalf The workshop was sponsored by the
USAID-Pnce Waterhouse FinanCLal Instrtutlons Reform and ExpansIOn (FIRE) project

Mr. Prattp K.ar
Ex.ecuuve D1.rCCtOr
Secuntles and Exchange Board ofIndta ("SEBI")
Mittal Court B
Mumbat, Ind1a

Dear Mr. Kar:

• Subject:
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1. RESULTS FROM THE SEal MUTUAL FUND INSPECTION WORKSHOP
Quality Control and Consistency In Mutual Fund InspectIons.
IllSlghts from the US SEC Inspection Process

The Pnce Waterhouse FIRE Project ill cooJunctlon WIth SEBI sponsored a workshop on Mutual Fund
Inspectzons entItled "QualIty Control and COnsistencY ill Mutual Fund Inspectlons Inslghrs from the
US SEC InspectIon Process on December 15, 1997, at the TaJ~ Hotel In MumbaI The obJectlve
ofthe workshop was to foster greater qualIty control and COnsistenCV In SEBI lI1Spectlons of IndIan
mutual funds To that end., the \\orkshop lughhghted the structure and best practIce of the Uruted
States Secuntles and E.xchange COmmISSIon In order to apply lessons learned and common tools to
SEEr InSpectIons

1.1 Workshop PartiCIpants

The workshop was desIgned for SEEl officers worlang WIth mutUal funds or more broadly m the
mspect:Ions and smveillance dIVlSIOns In addrtlon., profesSIOnals from chartered accountIng firms who
conduct~ InSpectIons on SEEI's behalfv.-ere mVlted. In total, 34 professIOnals attended the
workshop mcludIng 12 SEBl officers The balance of the paruCIpants represented 21 chartered
accountmg houses (out ofthe 28 £inns lDVlted at SEErs request) A fullhst OfpartIClpanrs IS proVlded
m Appendix A.

1.2 Workshop Content and Matenals

The workshop combmed both presentatl.ons and worlang groups to cover a vanety of tOPiCS and
chscusslon pomts The roam tOPICS mcluded.

• Why mspect: Goals phIlosophy and responsibilities
• Overvtew afme US SEC
• Structure ofthe llISpectIon process
• R.evtew of documentatIon grven to the board of trustees
• Overvtew ofkey llISpectIon ISSUes IncludIng· best pnce and e"CeclltIon., personal t:radmg and front

runnmg, trade allocaoon, transactIon "....Ith asSOCIates, portfolIo revIew, accountIng and valuaoon.,
and customer seI'Vlcmg.

Each tOpIC was addressed through presentaoon / lectUre WIth tIme allOv.'ed for questIon and ansv.ers
Course materIals were prepared on each tOpIC and were gIven In a bmder to partICIpants and dtsplayed
on screen dunng the presentatIons A complete set ofcourse marenals IS proVlded m AppendL"t B
P:Lrtlcpants ,,"'ere also gIven a copy ofthe Al\1FI Comphance Manual.

Worl..mg groups \\ere also formed among the partICipants to dIscuss In greater detlll InSpeCtIOn ISSUes
related to best pnce and e"<ecutIon, transactIon mth asSOCIates. and front runmng and personal tradrng
Each group was asked to dIscuss and present tools currently used to InSpect these areas, lumtatIons to
affectIng thorough ImestIgatIons In these areas and spheres of regulatIon \... tuch reqUIred further
c1anfic:lt1on by SEEr The findmgs of the \\orkmg groups are c:lpcured below m sectIon 15
Rccommend.::Ulons
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1.3 Tramen

Ms Anja1i Kamat, a fonner US SEC UlSpector:l.l1d current Pnce Waterhouse consultant semng In the
New ({ork-based Regulatory Compliance practIce, served as the workshop's m.am presenter. In
partIcular, Ms. Kamat presented the ovemew afthe SEC hlghhghtIng the role of the InSpectIon
depa.rtment and proVIded a comprehensIve outlme and discussIon afthe structUre afthe SEC InSpectIon
process.

FIRE Project director Denrus Grubb gave operung rentJIks and Mr leWIS Mendelson, a 30 ye:lI'
veteran of the SEC and current FIRE Project consultant, set the tone for the \\orkshop diSCUSSion the
goals, phUosophy and responslbtlItles of the mspeenon process and the l.IlSp<:Ctor FIRE Project

•consultants Mr. RNK Prasad., and Ms Sandhya Bahate gave presentl!Ions on key Il15pecnon ISSUes and
Ms. Manann Kurtz facllitated the worlang groups and theIr subsequent dlSCUSSIOns

1.4 Evaluations Results

Each partICIpant was asked to complete an evaluatton at the conclusIon ofeach workshop Tabulated
and summanzed results from each ofthe three sessions are attached m AppendIX C All (100%)
Partte:tpants reported that the obJectlves ofthe workshop were relevant to thetr roles and responslbilines
and nearly all (94%) were satIsfied WIth the workshop

PartICIpants partIcularly acknowledged the benefit of brmgmg together the dIsparate group whIch
performs SEBI mspectlons. Among the comments to th1s pomt were

It was useful and thought-provoJang It IS the first mterchange o/Ideas between auditors

An excellent opportumty to share our expenence o/mspectron WIth others and gam more from the
other Inspectors

Good exposure, broademng the perspectIve, shanng the global erpenences was very satIsfymg

The specrlic tOpICS deemed most useful by the partICIpants were Structure of the InspectIon Process and
the Overnew ofKey InspectIon Issues 'Nruch covered seven spectfic are:J.S of mspectlon Stlil
partI~ants noted a desrre for more detaIl and the appltcatIon ofsuch detaIled dIsCUSSIons to the IndIan
context. Thus partICIpants reported therr des1!ed to partICIpate m addIttonal tra1D1Og workshops

TOPICS most CIted for mclUSIon m future workshops are tran5aCOons WIth asSOCIates, front runnmg and
personal tradmg, strUcture ofthe mspectIon process and the use ofactual case studIes encapsulatmg
such lSSUes PartICIpants endorsed usmg a vanety of 'Norkshop formats mcludIng a senes ofhalf day
workshops e:lCh devoted to a smgle toPiC. one or two large workshops covermg many topICS and the
estabhshment ofworlong groups I comnuttees devoted to unproVUlg procedures and testIng
methodologles

1.5 RecommendatIons

The paruClp::mts almost unanunously (94%) endorsed the need for a-standardlzed rounne mspeeuon
structure Th~ Cited mCre:J.Sed tr.lnSparenC) and accountabIlity as benefits of st:1Ilcia.rdJ.z:lnon ­
Paructpants also noted are:lS ' .. !uch should be mcluded 10 a stancbrdued routIne mspeenon (10 addItIon
to those co... ercd U1 the \\ orkshop) Among these areas are mvestment dectSl0_OS_~d _~~:: ~~~a~~;:~ r - J_

coupled ,...1m the :lutbonC\ to mspect brokers' books
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Related recommend<wons resulted from the ....orkmg group ruSCUSSIOns As noted above. eJ,ch groupwas asked CO COnslde! current Jurut,won to etfccuve resung and mspeeuon In the group SgJvcn aTc:l and
J.n wfuch regulatory spheres related to the topiC would they hke further clanficauOn/Ullcrpraruon from
~EBI. Results of each group are presented below

1.5 1 Transacnons Wlth Associates

PartlClPants lq'orted difficulty m defimng;U1d gauung mfOrm:lllon on group comparues like Tala
They beheve the defirutxon ofasSOClate IS not dearly defined by SEBl regulattons wiuch hampers theirab1l1ty to test for comphance m reia!Ion co transaCUons completed With such companIes AddJtlonally,

• It .IS chfficult to gam uUonnat1on from pm'ate luruted compames and even more difficult to uncover the
often mula-layered structure ofsuch firms Finally, mspectors reported that the company secretarV
seems to be the only POint ofmformatIon ciIstnbuoon which agam luruts thetr understandtng of the
company's structure and dealmgs and therefore theIr ablhry to test for cornpbance

PartlClPants m this group would lIke SEEI to further danfy Its defuutlon of asSOCIates and revtew that
ddinrtlon for posslble cons1Stency WIth the company's act

1.5.1 Front R.1mmng and Personal TradIng

Common linutatlons oted by parttcrpants ill thIs group mclude the inabIlity to trade Be naanu
transactlODS. lack ofcooperatIon and drsciosure from key persons and the mabrhty to affect thmi~p<u.:
checks on trades ofkey persons The group noted suggestlons from Ms Kamat' 5 presentations
suggestIng that the use Ifmvestment CQmnllttees and access tQ notes and procedures of such comnut!.eeSwould help overcome these l.mnt.anons Also the outsIde mspectors noted that theY do not have wrt:hw.theIr pUIVlew the nght to lI1S}JeCt brokers' books TIns I.nmts thetr ability as well to fully track and testsample trades. Sinular to the first group, these paroclpants also called. for SEBr to cIanfy the defimtlon
ofassOC1aCeS. Further they ette the need to extend the defimtlon to rel.ated parnes and to cover
assOCIateS ofassocates

1.5 3. Best Pnce and Executlon

TestIng for best pnce and execution IS most hIndered bv the mabtlrtv of InSpectors to access
mfonnaoon on mtra-dav POSIOOns taken by brokers F~er they report drfficulty to access data onspot trades, off-market trades and hand dellvery They also do not have access to data regardmgde1.lvery conaaets on exchanges others than the NSE and BSE and will look to SEBI to help m
obtamlng It ThIs group \\ould 1Jke further dantic:mons from SEBr on offmarket and spot de:1.ls.

l
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DearMr Kar

Subject: Report and RecommendatIOns on Strengthenmg SEBI Mutual Fund
Inspections

The attached report contams a dISCUSSIon of the Strengths of the US SEC
InspectIOn Process, PartICIpants' PerceptIOn of the SEBI InspectlOnProcess and _ ­
RecommendatIOns for SEBI to strengthen ItS Mutual Fund InspectIOn Program
PnncIpal RecommendatIOns mclude

Ms Kamat was Jomed by FIRE Project consultants Mr LewIs Mendelson, Mr
RNK Prasad, Ms Sandhya Bahate and Ms Manann Kurtz to lead dIscussIOn on
key InSpectIOn Issues such best pnce and executIOn, personal tradmg and front
runnmg, trade allocatIOn, transactIOn WIth associates, portfoho reVIew, accountrng
and valuatIOn, and customer servIcmg

Telephone 4946630, 4963599
Fax (91 22) 4963555

128 T V Industnal Estate
Worh, Mumbal 400 025

The ObjectIve of the workshop was to aId m creatmg greater qualIty control and
consIstency to SEBI mspectIOns of IndIan mutual funds To that end, the
workshop hIghlIghted the structure and best practIce of the Umted States SecuntIes
and Exchange CommISSIOn (SEC) m order to apply lessons learned and common
tools to SEBI mspectIOns Ms AnJah Kamat, a former US SEC mspector and
current Pnce Waterhouse consultant servmg m the New York-based Regulatory
ComplIance practIce, served as the workshop's mam presenter In partIcular, Ms
Kamat presented an overvIew of the SEC hIghlIghtmg the role of the mspectIOn
department and provIded a comprehensIve outlme and dIscussIOn of the structure
of the SEC mspectIOn process

At the request of the Secuntles and Exchange Board ofIndla (SEBI), Pnce
Waterhouse FIRE project desIgned and on December 15, 1997 presented a
Workshop for SEBI Inspectors on Mutual Fund InspectIOns entItled "Qualzty
Control and Conslstency m Mutual Fund InspectlOns Inslghts from the US SEC
InspectIOn Process"

Financial Institutions Reforms
and Expansion (FIRE) Proltct

March 17, 1998

Mr PratIp Kar
ExecutIve DIrector
Secuntles and Exchange Board of IndIa ("'SEBI")
MIttal Court B
MumbaI, IndIa

Price Waterhouse LLP
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•
• Develop a cadre of professIOnal Inspectors wIthIn SEBI for the conduct of

mutual fund and AMC InSpectIOns
• Develop key tools, Includmg an InspectIon Manual, for qualIty control and

conSIstency In the InSpectIOn process
• ProvIde a standardiZed mspectIOn process
• ProvIde InItIal and ongomg traInIng for Inspectors
• RegIster the AMC
• Impose indIVIdual supervIsory re§ponsIbility

These recommendatiOns are mtended to contmue the process that SEBI has begun
to strengthen market surveIllance practIces In India PW/FIRE IS WIllIng to support
SEBI's efforts m thIS area by provIdmg aSSIstance In any way SEBI finds deSIrable

If you have any questiOns, please do not heSItate to contact me at (022) 496-3599
Thank you

SIncerely,

W'.~~
W Denms Grubb
PnncIpal Consultant CapItal Markets



The Workshop was attended by 12 SEBI InSpectIon offiCIals and representatIves of 21
chartered accountmg firms

At the onset of the deSIgn stage of the Workshop PWlFlRE met With Mr Pratlp Kar,
Executlve Director of SEBI, who suggested the folloWIng tOpICS to be addressed dunng
the SEBr Workshop

At the request of the Secunties and Exchange Board ofIndIa (SEBI), Pnce Waterhouse
FIRE project desIgned and on December 15, 1997 presented a Workshop for SEBI
Inspectors on Mutual '}'und InspectlOns entItled "Qualzty Control and Conszstency In

Mutual Fund InspectIOns Inszghts from the US SEC InspectIOn Process"

Certain observatIons on SEBI's current processes based on dIalogue With SEBI mtemal
and external mspectors dunng the Workshop are discussed In thIs report. In additIon,
appended to tlus report are exhibIts that are deSIgned to asSIst SEBI in creatmg tools that
would strengthen the structure and processes of Its InSpeCtIon program

\,
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PWlFlRE also met With Internal SEBI Inspectors, VIsIted a mutual fund and obtaIned feed
back from Compliance Officers dunng the AMFI semmar on "Mutual Fund Compliance"
of December 4 and 5, 1997, all of wluch assIsted In the preparatIon of the SEBI
Workshop.

• key areas of reVIew and test checks to be conducted dunng a mutual fund inspectIon
• structure ofan InSpectIon
• structure of the InspectIon report and deficIency letter
• mspectlOn follow up procedures .
• mteIVlew technIques
• types of mspections (roUtlne/cause InSpectIons)
• SEC mterpretatlOn of certam statutes such as 5% and 10% diversrfication

requrrements ).

1. BACKGROUND

Assistance to Securities and Exchange Board oflndza
, [nspectlOns ofMutual Funds

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



,.
•

2.1 Workshop ParticIpants

2.2 Workshop Content and Materials

The workshop combmed both presentatIons and working groups to cover a vanety of
tOpICS and diSCUSSIon pomts. The mam tOPICS mcluded:

\
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WorkIng groups were also formed among the partICIpants to discuss In greater detaIl
mspecnon Issues related to best pnce and executIOn, transactIon WIth asSOCIates, and front
running and personal tradmg Each group was asked to d~scuss ~d present t_o~~s _ _

Each tOpIC was addressed through presentatIon / lecture WIth tIme allowed for questIon
and answers. Course matenals were prepared on each tOPIC and were gIven m a bmder to
partICIpants and dIsplayed on screen durmg the presentatIons. A complete set of course
matenals IS prOVIded In Appendtx B PartICIpants were also gIven a copy ofthe AMFI
Compliance Manual.

• Why lnspect: Goals philosophy and responsibIlitIes
• OvervIew of the US SEC
• Structure of the mspectIon process
• ReVIew of documentatIOn gIven to the board of trustees
• Overview of key mspectIon Issues mcluding: best pnce and executIon, personal

trading and front runnmg, trade allocatIon, transactIon..With asSOCIates, portfolio
reVIew, accountlng and valuatIon, and customer servIcing.

The workshop was deSIgned for SEBI officers workIng WIth mutual funds or more
broadly m the lllSpections and surveIllance diVISIOns. In additIon, profeSSIOnals from
chartered accountIng firms who conduct mutuallllSpectIons on SEBI's behalf were
mVlted. In total, 34 profeSSIOnals attended the workshop mcluding 12 SEBf officers.
The balance of the partICIpants represented 21 chartered accountlllg houses (out of the 28
firms mVlted at SEBI's request). A full lIst of partIcIpants IS prOVIded m Appendix A.

AssIStance to Securztles and Exchange Board ofInma
InspectIOns ofMutual Funds

2. RESULTS FROM THE SEBI MUTUAL FUND INSPECTIONS WORKSHOP
Quality Control and Consistency in Mutual Fund Inspections:
Insights from the US SEC InspectIOn Process

The Pnce Waterhoust! FIRE Project m conjunction WIth SEBI sponsored a workshop on
Mutual Fund InspectIOns entitled "QualIty Control and ConsIstency m Mutual Fund

l.. InspectIOns InSIghts from the US SEC InspectIOn Process on December 15, 1997, at the
TaJ Mahal Hocel ill Mumbm The objective of the workshop was to foster greater qualIty
control and consIstency m SEBI mspectIons ofIndlan mutual funds To that end, the
workshop highltghted the structure and best practIce of the Uruted States Secunties and
Exchange Comnussion ill order to apply lessons learned and common tools to SEBI
lnspecnons.
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2.4 Evaluations Results

2.3 Trainers •

It was useful and thought-provokzng It IS the first mterchange ofIdeas between audltors

Good exposure, broademng the perspectIve, sharmg the global experzences was very
satIsfYmg

\
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Each partlcIpant was asked to complete an evaluanon at the conclusIOn of each workshop
Tabulated and summanzed results from each of the three sesslOns are attached m
Appendix C All (100%) partIcIpants reported that the objectIves of the workshop were
relevant to theIr roles and responslblhnes and nearly all (94%) were sallsfied WIth the
workshop.

PartIcipants partIcularly acknowledged the benefit ofbnngmg together the dIsparate
group wruch performs SEBI mspectIOns Among the comments to thIs pomt were'

currently used to Inspect these areas, lImItatIOns to affectmg thorough InVestIgatIOns U1

these areas and spheres of regulatIOn wruch reqUlred furtheI clanficatIOn by SEBI The
fmdings of the workmg groups are captured below m sectIOn 2 5 RecommendatIons

FIRE Project director Denms Grubb gave opemng remarks and Mr LeWiS Mendelson, a
30 year veteran of the SEC and current FIRE Project consultant, set the tone for the
workshop diSCUSSIOn the goals, phIlosophy and"responsIbIlItIes of the lfiSpectIOn process
andthe mspector FIRE Project consultants Mr RNK Prasad, and Ms. Sandhya Bhate
gave presentanons on key mspecnon Issues and Ms Manann Kurtz facilitated the
workffig groups and therr subsequent dISCUSSIOns

The specIfic tOPICS deemed most useful by the partICIpants. were Structure of the
Inspecnon Process and the OvervIew of Key InspectIon Issues wmch covered seven
specific areas ofmspectIOn. Still partICIpants noted a desrre for more deml and the
apphcanon of such detailed discUSSIOns to the Indian context Thus partlcipants reported
therr deSIred to partICIpate m additIOnal trammg workshops
TOPICS most CIted for mclusIOn U1 future workshops are tr~actIOns With asSOCIates, front

An excellent opportunzty to share our experzence ofmspec;twn WIth others and gam more
from the other mspectors.

l, Ms. AnJah Kamat. a former US SEC Inspector and current Pnce Waterhouse consultant
servmg ill the New York-based Regulatory Compliance practIce, served as the
workshop's mam presenter In partIcular, Ms Kamat presented the overvIew of the SEC
lu.ghhghtmg the role of the InSpectIOn department and provIded a comprehenslVe outline
and discusslOn of the structure of the SEC mspectIOn process.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



2.5 Recommendations

2.5.1 Transactions With AsSOCIates

2.5 2 Front Runnmg and Personal Tradmg

-Related recommendatIOns resulted from the workIng group discussions. As noted above,
each group was asked to consIder current lImItations to effective testmg and related areas
needing further clanficanon/interpretatIOn from SEBI Results ofeach group are
presented below j

\
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Common linutatIOns CIted by partICIpants m this group mclude the mability to IdentIfy all
key personnel PartICIpants suggested that firms should be reqUITed to maintaIn a regIster
listmg key personnel snmlar to the requrrement m the Coinpame~ Ac~. AddItionally,
partICIpants dIscussed therr mability to obtaIn all transactIOns tor-key personnel and therr
relatIves due to the lack of cooperatIon and dIsclosure from key persons and the mabIhty
to affect thud-party checks on trades of key persons Also, the outsIde mspectors noted
that they do not have WithIn therr purview the nght to mspect brokers' books for any
transactIOns of key personnel Tlus lumts therr abilIty to fully track trades and test for
front runnIng.

runmng and personal tradmg, structure of the mspectIOn process and the use of actual
case studIes encapsulatmg such Issues PartIcIpants endorsed usmg a vanety of workshop
formats mcludmg a senes of half day workshops each devoted to a smgle tOpIC, one or
two large workshops covenng many tOPICS and the establIshment ofworkmg groups /
cormmttees devoted fo Improvmg procedures and testmg methodologIes

Pamcipants reported difficulty m definmg and gammg InformatIon on group companIes
They beheved the term "asSOCIate" IS not clearly defined by SEBI regulanons
Adchuonally, they CIted the need to extend the defimtion to related partIes and to cover
asSOCiates of asSOCiates Furthermore, partICIpants would lIke SEBI to reVIew the
defImtIOn of asSOCiate for conSIstency With other regulatIOns PartICIpants commented on
the difficulty to gam accurate mformatIOn on a finn's affiliates smce they rely on the firm
to prOVIde such a Itst.

AsslStance to Securltles and Exchange Board ofIndIa
InspectIOns ofMutual Funds

The partIcIpants almost unammously (94%) endorsed the need for a standardIzed routIne
mspectlOn structure They cIted mcreased transparency and accountabIhty as benefits of
standardizatIOn. PartICIpants also noted areas whIch should be mcluded III a standardIzed
routIne mspectIon (m addItIOn to those covered m the workshop) Among these areas are
mvestment deCISIOns and NAV calculatIOn coupled With the authonty to InSpect brokers'
books.
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TestIng for best pnce and executIOn IS most hmdered by the mabIhty of mspectors to
access mformatIOn on mtra-day posItIOns taken by brokers They do not have converuent
access to trading dat<1 on exchanges other than the NSE and BSE and W1nlook to SEBI to
help m obtammg It AddItIOnally, smce off market deals are not properly documented by
mutual funds, It IS dIfficult to check for best pnce and executIOn wIth respect to such
deals.
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Assistance to SecuritIes and Exchange Board ofIndia
InspectIOns ofMutual Funds

2.5 3 Best Pnce and ExecutIOn

Price Waterhouse LLP
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• Structure: A well thought out and structured mspectIon process that IS followed by
allmspectors The pre-mspectIOn, the mspectIOn and the post-mspectlon process are
standardIzed, well documented and umformly followed.

The SEC has developed Its own cadre of professIOnalmspectors and does not rely on
outside mspectors to conduct mspectIons of mutual funds and AMCs An mternal
InspectIon staff and the structure of the SEC's mspectIon process prOVides numerous
benefits such as.

• Consistency:
• m areas reVIewed and techmques utIlized dunng an mspectlOn. The

InspectIon Manual IS an illlportant tool m ensunng umfonmty in the areas
reViewed dunng the mspectIOn.

• Expertise: A dedIcated rnspectIOn staff With a specIahzed functIon of cdnductIng
InSpectIOns of mutual funds and AMCs Smce the only functlon of the SEC mutual
fund Inspector IS to conduct mspectIOns of mutual funds, the level of expertise m
Inspection techruques and subject matter mcreases SIgnIficantly and enables the
Inspector to keep abreast of all Issues regardmg the mutual fund mdustry and Its
practIces.
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• m mterpretIng regulatIons. ThIs IS made possible by resources avmlable to the
mspectIon staff which mclude'

• Internal non-public mterpretlve pOSltIOns CIrculated on an ongomg
basIS to all members of the rnspectIon staff which asSiSt m
understandmg and umfonnly mterpretmg regulatlOn that may be
unclear.

• Team leaders WIthm the,hranch who are devoted to the trammg and
development of the mspectIOn staff

Assistance to SecurIties and Exchange Board oflndra
InspectIOns ofMutual Funds

3. STRENGTHS OF THE US SEC INSPECTION PROCESS

The Uruted States SecuntIes and Exchange Comrrussion (SEC), established In 1934, has
developed Into a powerful regulatory body wluch effectively morutors Its secuntles
markets CruCIal to the success of Its surveIllance process IS the role played by the SEC's
InSpectIon staff Which rnorutors the actIvIties of mvestment cornpames, mvestment

l., adVIsers. transfer agents, broker-dealers and self-regulatory organIzatIOns The
inspectiOn staff, conslstmg of the Office of Compliance InspectIOns and Exanunatlons
(OCIE) In WashIngton and the RegIOnal and DIStrIct mspectIOn teams, plays a Vital role
not only in en~unng that the mterests of Investors are protected, but also III provldrng the
SEC With InSIghts mto the actlvltles of the mdustry wluch are valuable III the SEC's rule­
makIng process
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• Quality Control: Assurance of the qUalIty of an mspectIOn and accuracy of
ddiciencies CIted result from the multi-layer mtemal reView process withm the SEC

• A luuson at OCIE m WashIngton for the mspectIOn staff of each
regIOnal and dIStnCt office, who clanfies regulatIOns and policy and
proVides guIdance With reference to specIfic issues noted dunng an
mspectIOn

•

• InstitutIOnal Learning: RealizatIon of the benefits ofmstltutIonallearrung mcluding
the.

• TraIning: AbIlIty to prOVIde effectIve lfiltIal and ongomg trallllilg m order to
mamtaIn the level of qualIty m the mspectIon process

• Rule-making: AbIlity to easIly transfer mdustry observatIons made durmg the
mspectlOn process mto the rule-makmg process

• Focus: AbIlIty to change the focus of InspectIOns m response to shrftmg
mdustry trends or concerns.

• SenSItiVIty: SensItIVity to change and the abIlIty to react qUlckly to
observatIons made m the mdustry

• Resources: LIbrary ofresources and reference matenals created that prOVides
gUldance to the mspectors dunng the mspectIon process For example,
mtemal mterprenve POSItIOns, case studies and tralnmg matenals utllIzed
durmg formal t:raJ.mng seSSIOns, mformatlon that prOVide an understandmg of
on mdustry practIces and operatlons

• Pre-Inspection MaterzaJs: Sigmficant background matenals avaJ1able on the
firm bemg mspected wluch enables the mspector to gam knowledge about the
firm and any conflicts of interests before the InSpectIon commences The
background matenals revIewed mclude:

• all filmgs With the SEC
• lIst of affiliated persons/firms
• dates of pnor mspecnons
• defiCIenCIes noted dunng pnor mspectlons
• dISCIplInary actIOn agamst firmlfirm personnel, employment history of

firm personnel
• Other Records: Access to broker-dealer, transfer agent, mvestment adVIser

filmgs and any corporate records filed as a resUlt of exchange requrrements
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4. PARTICIPANTS' PERCEPTION OF THE SEBI INSPECTION PROCESS

• Structure: There IS need for a structured lIlSpectlOn process With defined pre­
illspectIon, mspectIOn and post-lIlSpectIon processes. A structured mspectIon bnngs
tremendous benefits to the effectIveness of a momtonng process and leaves a trail of
useful mformatIon for the regulator.

• Pre-Inspection Process: There IS a need for background matenals on the mutual fund
and AMC to be reVIewed pnor to the commencement of an InspectIon. If SEBI
Inspectors reVIew offer documents, lists of affilIates and any other filIngs that are
made With SEBl, the mspectlOn process WIll more effectIve and focused on areas of
nsk In the mutual fund and AMC

We recogrnze that SEBl, due to resource constramts, uses external mspectorS to conduct
mutual fund and AMC mspectIons, however, vanous observatIOns dIscussed pomt to the
need for SEBI to develop an mternal mspection department Some ofthe disadvantages
ofhaVIng an extemalmspecnon staff were brought out as a result of diSCUSSIOns
conducted dunng our Workshop These mclude
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• Uniformity: External mspectors from different chartered accountmg:firms conduct
mutual fund and AMC mspecnons differently Thus, due to structural constramts It IS
difficult for SEBI to mamtaIn umformIty m the mspectIon process From one
chartered accountmg firm to another, there are

• DIfferences In documents requested when reVl~wmg a partlcular Issue
• Drfferences In the areas reVIewed durmg an lIlSpectIon
• DIfferences In the depth of reVIew of each Issue
• DIfferences In testmg methodologIes utIlIzed

The observatIOns discussed 10 the follOWIng sectIon regarding the structure of SEBI and
its inspectIon processes are based on discUSSIOns With SEBI mspectors and their
perceptIon ofthe mspectlOn process We have not had an opportunIty to review the SEBl
InSpectIOn process first-hand and would like to VISIt these Issues With SEBI to understand
the current processes ill place and the tools and resources available to mspectors
conductIng mutual fund mspectIons.

AssLStance to Securltzes and Exchange Board ofIndza
InspectIOns ofMutual Funds

Dunng our Workshop conducted for SEBI 10ternal and external mspectors, we descnbed
ill dewl the structure of an SEC mspectlOn and key areas of reVlew ill a mutual fund
illspectlon A commd'n reactIon to our presentatIon was that SEBI mspectlOns are not so
different from SEC InSpectIOns, except that SEC has an 10ternal InSpectIon staff and SEBI

l, uses e\.ternal Inspectors However, based upon dISCUSSIOns wIth the Workshop
partIcIpants and liIllited dISCUSSIOns With mdustry representatIves, It IS apparent that there
are matenal dIfferences between the processes and structure of the SEC versus those of
SEBI
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• Professional Conflict: As expressed dunng the Workshop, there IS a sense of
heSItancy felt by an external SEBI Inspector Ifhe has to comment on the work of a
fellow chartered accountant that has SIgned off on a document due to the
"profeSSIonal courtesy" typIcally extended between peers

• Comprehensive Review: Recogrnzmg the Issue of confidentiallty, SEBI has restncted
the request and reVIew of documents by external Inspectors to documents of the
mutual fund and AMC. However, m certaIn Instances, tills restrICTIon results m the
mabI1ity of the Inspector to get a complete pIcture relatmg to transactIOns occurnng
between a mutual fund, Its sponsor and any affiliated entitles

• Training: There IS a need for InItlal and ongOIng trarnmg for external inspectors to
ensure the urnforrmty and qualIty of mutual fund and AMC InSpectIons. Although the
chartered accountlng finns have on the Job trammg and a certam amount of formal
tramIng, the leverand type of trammg dIffers from firm to firm Trammg IS an
essentIal cQmponent of ensunng that effectlve and thorough Inspectlons are conducted
by Inspectors

. "• Predictable Cycle ofInspectIOns: Currently, SEBI mutual fund InspectIons appear to
be conducted on a predIctable cycle each year (typlcaily dunng the months of January
through March). The dIsadvantages of a predIctable mspecoon cycle are'

• fInns have the opportunIty to clean up theIr books In antlcipaTIOn of the SEBI
mspectlOn.

• the regulator cannot benefit from contInUOUS and staggered mformatlOn on the
mdustnes actIvltles.
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InspectIOns ofMutual Funds

• Regulatory Approach: There IS a need for a compliance onented approach dunng a
mutual fund InSpectIOn Based on certaIn questIOns posed dunng the Workshop It
appeared that external rnspectors do not define therr role as that of a comphance
lDSpector who IS supposed to conduct a general compliance reVIew and comment on
regulatory, prospectus and mternal controls comphance. For example, an external
lDSpector questloned If the poor performance of a growth fund should be mentloned in
the mspectlon report when the fund IS performmg worse than the market even though
there IS nooreach m mvestment ObjectIVes and/or the types of secuntleS mvestments
made by the fund manager based on dIsclosures ill the offer document. It appeared
that the external Inspector VIewed rus role, m tills case, as a judge of the portfolio
manager's deCISIon makIng capabIlItIes rather than SImply ensunng tharmvestment
deCISIOns had been made m accordance With stated Investment ObjectIves and
disclosures ill the offer document.

1..
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5 2 ProvIde Key InspectlOn Tools: SEBI can provIde key tools for qualIty control and
consistency In the InspectIOn process These would mclude'

5 3 Standing ofa SEBI Inspector as that ofa Government Officer: The standing of an
SEC mspector IS that of a federal officer. SEC regulatIOns clearly make a firm aware
that lymg [Q a federal officer would be conSIdered an offense and finns have been

5 1 Internalize the Inspection Process: Our prIncipal recommendaTIon IS that SEBI
mtemalize Its mspectIOn staff and develop a cadre of profeSSIOnal mspectors WithIn
SEBr that conduc\ mutual fund and AMC mspecTIons

D A Standard Request List With contamrng basiC Items that must be reViewed
durmg a mutual fund rnspectlOn. (See copy of SEC Standard Request LIst
attached as ExhIbIt A). ~

\r
I
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E. Standard inspection closing procedures prOVIde the llldustry and SEBI with
appropnate closure to an mspecTIon WithIn a reasonable amount oftlIDe after
the conduct of the mspectlOn. AdditIonally, the illdustry Will know what to
expect after a SEBI mspectIOn (See Item VI m Mutual Fund InspectlOn
Manual Outlme attached as ExhIbIt B).

A. An Inspection Manual wluch prOVides the mspector a "road map" ofhow to
conduct an rnspecTIon. An InspeCTIon manual will bnng umfomuty and
quality control to the rnspecTIon process. AdditIonally, It Will serve as a
trarnmg tool for new mspectors (See recommended "Mutual Fund InspectIon
Manual OutlIne" attached as Exlublt B).

C. A Standardized pre-inspection process whIch reqUIres the lllSpector to reVIew
certain documentatlOn on the finn pnor to the commencement of the
mspectlOn (See Item III In Mutual Fund Inspection Manual Outline attached
as ExhIbit B)

B. Databases orfiles contamrng mformatIon avaI1able ill vanous SEBr
departments The databases Will form an effeCTIve pre-rnspecTIon tool to
gather mformatlOn on affilIates, pnor deficiencies, disciplinary aCTIons, etc.
Examples of databases that can be developed are. j

• all mfonnatIOn a firm/person has filed With SEBI ThIs Will prOVide
an effeCTIve pre-rnspectIOn tool SInce all mformatIon filed With SEBl
by a particular firm and Its affilIates would be acceSSIble ill one
database or file.

• database or a file that tracks defiCienCies Cited and diSCiplinary actlOn
taken relatIng to a finn or a person.

-tsslStance to SeCUritIes and Exchange Board ofIndia
InspectIOns ofMutual Funds

5. RECOlVIMENDATIONS
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5 8 IndiVidual Supervisory Responsibility: Apply sanctlons to AMC and fund personnel
fOf fmlure to adequately supervIse thelf staff.

5 7 Registration ofthe Asset Management Company: RegIstratIon of the AMC With
SEBI Will place statutory responsibility and accountabIlity on the AMC apart from
contractual responsIbIlity.

5 5 Random Inspection Cycle: If SEBI were to conduct lllSpecnons on a random basIS
rather than on a predictable cycle firms would not be able to revise theIr books m
antlcipatIOn of a SEBI inspectlon In addltl9n, SEBI would benefit from industry
mformation on a continuous and staggered basis-throoghout the year

penalized for doing so It appears that the standmg of a SEBI mspector does not hold
a sundar status. For example, external SEBI mspectors dIscussed how finn personnel
have lIed to them dunng an mspectIOn and there 1S nothIng that can be done about it
because the informatIon prOVIded by the finn personnel was not m the fonn of a
statement under d'ath.
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5 6 Partnership with the Industry: EffectIve comphance mvolves a partnership between
the regulator and the mdustry to create farr and honest secuntIes markets This can be
aclneved m several ways.

• PublIshing proposed regulatiOn for mdustry comment.
• Grantmg exemptive orders that perrmt the applIcant to engage m an actlVlty

which may not comply With the letter of the law but abides by the spmt of the
regulatIon. Exemptive orders are typIcally granted to address firm specrfic
extenuatmg CIrcumstances whIch are evaluated on a case by case basiS

• Issumg no-actIon letters to the mdustry whIch clarIfy regulatIon or become
alternatives to followmg the regulatiOn A no-actIon letter is a request from
the mvestment management firm that the SEC staff react to a partIcular set of
CIrcumstances or facts Other firms With sllllliar Circumstances can rely on an
eXistmg no-actiOn letter.

• Involvmg the mdustry m the process oftrammg mspectors to give the
lllSpector a broader understandIng of industry practlces and perspectIves.

• Creatlng self regulatory orgamzatiOns (SROs) to asSist m the regulatory
~

process.

1.. 5 4 Provide InitiaL and Ongoing Inspectzon Trainmg: SEBI's process would benefit if
mspectors were traIned on the conduct of comphance mspectlons and testlng
methods In addItIOn, SEBI would benefit from issuance of internal non-publIc
mterpretive pOSitIons for its mspectors to help them better understand regulatIons that
may be unclear and to ensure umfornuty ill the illterpretatIon of such regulatlon.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



These recommendatIOns tntended to contmue the process that SEBI has begun to
strengthen market surveIllance practIces In India. PW/FIRE IS wIllmg to support SEBI's
efforts m thIs area by provldmg asSIstance In any way SEBI finds deSIrable.

6 2 Modify SERI Regulations to enhance the standing ofa SEBf Inspector so that a
finn that Inlsrepresent facts to an Inspector is penalIzed. The obJecnve IS for firms to
recogruze that accurate mformatIOn must be communIcated to SEBI Inspectors
regardless of whether such mfonnatlon IS commumcanon IS under oath.

6 1 Develop an InspeftlOn Manual whIch sets forth and detalls the followmg
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• Pre-InspectIOn Process
• Standard Request LIst
• Areas of Inspectlon
• Inspecnon Report
• Deficiency Letter and Follow up

;

6.3 PrOVIde Imtial and Ongomg Traznzng to SERI Inspectors on the conduct of
compliance mspectIons, testmg methods and current mdustry practIces that raIse
regulatory concerns.

A Mutual Fund Inspectlon Manual Outlme IS attached as Exlublt A.

AssIstance to Secur/lies and Exchange Board of IndIa
fnspectlOns of Mutual Funds

6. NEXT STEPS
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