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l. PURPOSE OF ASSISTANCE

• assessmg the regulatory environment for mutual funds,

ThIS asSIstance IS earned out under the US Agency for InternatIOnal Development FmancIaI
InstitutIons Reform and ExpanSIOn ("FIRE")proJect whIch IS admInIstered by PW

The purpose of Mr Mendelson's VISIt was to help AMFI to contmue to Implement and
develop Its program to Improve the credIbIlIty of the mutual fund mdustry and the publIc's
acceptance of mutual funds SpeCIfic goals mcluded

Telephone 4946630 4963599
Fax (91 22) 4963555

•
128 f V nduslflal Estale
Wortl Mumbal 400 025

Apn17,1997

t:lnanClal Instltullon~ t:leforms
and Expansion IFIRE) PrOlect

Price Waterhouse LLP

Mr G A ShenaI
Chairman of AMFI
Managmg Director Canbank Mutual Fund
Onent House
Ballard Estate
MUMBAI-400 038

Dear Mr Shenal

At the request of the ASSOCIatIOn of Mutual Funds 10 IndIa ("AMFI"), Pnce Waterhouse LLP
("PW") arranged for contInuIng aSSIstance fo AMFI by Mr LeWIS J Mendelson, a former
semor official of the Umted States SecuntIes and Exchange CommIssIon ("SEC") and an
expert In mutual funds As you are aware, hIS assistance whIch began 10 July and August,
1996, IS aimed at ImprOVIng the credIblhty of the mutual fund 10dustry and helpmg It to gam
WIder publIc acceptance

ImtIally, PW recommended a comprehensIve strategy to strengthen AMFI and helped to
deSign an AMFI Investor Awareness Campaign, mcludmg provIdmg drafts of brochures to be
used In the campaign Mr Mendelson's asSIstance contmued 10 October and November 1996
He proVIded gUIdance to AMFI, reVIsed certam of Its draft brochures and Code of Conduct
and helped to structure Its CampaIgn, 10cludmg layIng the groundwork for the VISIt to IndIa
of Mr DaVId SlIver, former Chief ExecutIve Officer of the Investment Company InstItute
("ICI"), the trade aSSOCIatIOn of the U S mutual fund mdustry, and an 1OtematlOnally
recogmzed authOrIty on mutual funds Mr Mendelson returned WIth Mr SIlver 10 January
1997 They were asSisted 10 IndIa by Mr R N K Prasad
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• recommendmg actIons to strengthen AMFI and the fund mdustry, and
• helpmg the mutual fund mdustry to achieve Its full potentIal 10 bnngmg savers mto the

secuntIes markets and Improvmg the depth and lIqUIdity of those markets

Messrs SIlver's and Mendelson's VIews and recommendations receIved WIde exposure Mr StIver
presented the Keynote Address "Reflections on Regulation the Role ofIndustry" before the
ThIrd Annual Semmar on the Mutual Fund Industry sponsored by the UTI InstItute of Capital
Markets and AMFI and participated m a panel dISCUSSIOn on "RegulatIOn ofMutual Funds" as
part of the Sixth Techmcal SessIOn He also discussed the mutual fund regulatory enVIronment
WIth the concerned department heads and staff of the Mlrnstry of Fmance m New Delht and,
with Mr Mendelson, participated m round table diSCUSSions, workshops and semmars with
secuntles mdustry leaders and mutual fund sellers m both New Delbt and Mumb3.1 Mr
Mendelson prepared a wntten summary of Mr Stiver's VIews "An Assessment of the Regulatory
Framework for Mutual Funds"

Mr Mendelson, as a participant m the Seventh Techrncal SessIon of the UTIIAMPI Senunar
"Mutual Funds Through 2000," spoke on "Reforms That Will Improve the Secuntles Markets and
ProVIde New OpporturntIes for Investors" He recommended a number of slgrnficant changes m
mutual funds and the mdustry's approach whIch are needed for the fund mdustry to take
advantage of those opporturntles

Dunng ArvrFTs General Membership Meetmg, Mr Stiver discussed the orgarnzatlOn and
operatIOn of the ICI, the factors which contnbuted to the growth of the fund mdustry m the
Untted States and presented recommendatl0ns for strengthernng AMFI and developmg India's
fund mdustry Mr SIlver and Mr Mendelson later discussed these recommendatIOns m detaIl WIth
AMFI's Chairman and Board of Directors Mr Mendelson prepared a summary ofMr SIlver's
recommendations, "The Role of the Investment Company Institute m Promotmg The US Mutual
Fund Industry A Model For AMFI?"and prepared an Action Memorandum for Implementmg
those recommendations

Mr SIlver and Mr Mendelson also bnefed Ambassador Wisener, members ofbts staff and the
leadership of USAID on the purposes of thIs VISit, the status of the Indian Mutual Fund Industry
and the steps It needs to take to achteve greater acceptance

II. CONTENTS OF REPORT

The report reviews progress In Implementing the AMFI Comprehensive Strategic Plan and the
AMFl Investor Awareness Campaign It analyzes the strengths and weaknesses of the current
regulatory enVIronment for mutual funds and charts a course that the Mutual Fund Industry and
AMFI can follow to strengthen the Industry, Its products, servIces and regulatIOn It mcludes
speCIfic obJectives, steps and pnonties for strengthenot:hg At\1FI and outlines changes m the
operatIOn of the mdustry necessary for It to gam Wider acceptance



,
IV. DISTRIBUTION OF THE REPORT

• promotIng changes In the operatIOn of the Industry by prepanng legislative strategies for
broademng the range ofproducts and Investment technIques offered by the fund Industry

In vIew of the excellent progress made by AMFI, PW recommends that AMFI and the fund
mdustry would benefit from contmued expert consultatIon In connectIOn with

Under the terms of the PWIFIRE Project, the report will be dlstnbljed 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 dlstnbute the report In ItS

e-
III. NEXT STEPS

Mr G A Shena!
ChaIrman of AMFI
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• supportIng AMFI's Investor Awareness CampaIgn by reVieWIng and perfectIng the
strategy and matenals to be used In Its Investment Awareness CampaIgn and deSIgnIng
courses and matenals necessary for traInIng brokers, sub-brokers and other sellers of fund
scheme UnIts,

• strengthenIng AMFI, IncludIng confernng with AMFI' s leadership and members on
ImproVIng AMFI's Internal structure and admimstratlOn, prIOrItiZIng goals, hmng staff
and enlIstIng a broader range of members to partICIpate In commIttees and thereby
IncreaSIng their level of Involvement m and support for AMFI and helpIng to achIeve
AMFI's obJectives,

• raiSIng Industry levels of profeSSIOnalism and complIance by assIstIng In completIng the
AMFI Code of Conduct, structunng and plannIng InItial trainIng of fund trustees,
directors, compliance officers and other employees of AMC's, and creatIng other
complIance mechanisms, such as an AMFI Model ComplIance and OperatIons Manual
and mternal reportmg forms and schedules,

• helpIng to structure an AMFI regulatory and legislative programme by asSistIng In
• creatIng a Model AMFI AdvertiSIng Code,
• prepanng an AMFI ValuatIOn GUideline for valUIng portfolio SeCUrItIes,and
• identifyIng legislative goals and workIng With SEBI, the MinIStry of FInance, the

Reserve Bank ofIndIa, and other concerned Government Departments to Increase
the mdustry's Impact on regulatory matters that affect Its Vital Interests and those
of ItS umtholders, and

• analyzIng the differences between UTI's structure, operations and regulatIOn and
those of the funds fully regulated by SEBI and outlInIng the steps necessary to
restructure UTI to bnn~ It under the full regulatIOn by SEBI, and
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Upon readmg thIS report and Its recommendatIOns, please feel free to contact me with any
questions I can be reached at tel 496-3599, fax 496-3555 Thank you

entirety to the medIa dIrectly, however, we will note comments on Its contents from tIme to
time m response to media enqumes

We want to express our Sincere apprecIatIon for the warm welcome and cooperatIon whIch
AMFI, Its Board Members and partIcularly Its Investor Awareness and Code of Conduct
Committees have proVIded to Mr Mendelson, Mr SIlver and our staff
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Mr G A Shenal
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#er:~ -1vn-
W. Dennis Grubb
Principal Consultant Capital Markets

Enclosure

cc Mr Pratlp Kar
Executive DIrector
Secuntles Exchange Board of IndIa.
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ThIS IS a reVIew of the contInUIng techmcal aSsIstance gIven to the Association ofMutual
Funds m IndIa ("AMFI") by the FIRE Project durmg January and February, 1997, as part of
ItS ongomg effort to assIst the fund mdustry In Improvmg Its credIbIlity and gatmng Wider
publIc acceptance

FIRE subsequently reVised three ofIts ongInal drafts, mcludmg the draft AMFI Code of
Conduct, m accordance With AMFI's comments, and mVIted Mr DaVId Stiver, former Chief
Executive Officer of the Investment Company InstItute ("ICr'), the trade asSOCIatIOn of the
US mutual fund mdustry, to Jom Mr Mendelson dunng January 1997, as a SpeCIal
Consultant m thIS asSIstance

Messrs SlIver's and Mendelson's VIews and recommendatIons receIved WIde exposure
Mr Silver presented the Keynote Adl~ress "ReflectlOns on RegulatIon the Role of
Industry" before the ThIrd Annual Semmal on the Mutual Fund Ina~stry sponsored by the
UTI InstItute of Capttal Markets and AtV' FI and also partICIpated m a panel diSCUSSIon on
"Regulation of Mutual Funds" as part of the Sixth Techmcal SessIOn Mr Sllv~r,

dIscussed the mutual fund regulatory enVIronment WIth the concerned department heads

• assessmg the regulatory enVironment for mutual funds,
• asslstmg m strengthenmg AMFI and the fund mdustry,
• helpmg the mutual fund mdustry to achieve-Its full potentIal m bnngmg savers mto

the secuntIes markets and ImprOVing the depth and hqUldlty of those markets, and
• better mformmg pollcy makerS', fund salesmen, secuntIes mdustry leaders, the

medIa and the mvestmg public about mutual funds
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I. EXECUTIVE SUMMARY

l~slstance to the 1.ss0ClGtIOn ofA1utuai Funds In lndla
Report orLewis J Uendelson

FIRE, wIth the aid of Its mutual fund consultant, LeWIs Mendelson, had earlIer designed a
comprehensive program to Improve the credIbility of the mdustry whtch called for AMFI to
establIsh five departments or COmmIttees professIOnal standards, government relatIOns,
statIstIcal research and analysIs, mformatlon servtces and membershtp servtces FIRE,
workmg closely With AMFI, also deSIgned and hud the foundatIon for an AMFI Investor
Awaren ess Campatgn, a long term educatIOnal and promotIOnal effort budt around seven
basIc documents, five of whtch were proVided by FIRE as first drafts to AMFI and two for
which FIRE proVided speCIficatIons to AMFI

The broad objective of the assistance proVIded by Messrs SlIver and Mendelson was to
help to develop and Implement AMF!' s Rrogram to Improve the credIbilIty of the mutual
fund mdustry and the publlc's acceptance'ofmutual funds Their reports and
recommendations were deSIgned to reenforce the FIRE ProJect's earlIer recommendatIons,
partIcularly WIth respect to the comprehenSIve plan to strengthen AMFI, and to energIze
AMFI's efforts to promote regulatory reform and higher profeSSIOnal standards SpeCific
goals mcluded

Pnce Waterhouse LLP
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Mr SIlver's and Mr Mendelson's recommendatIOns are mtended to

B) strengthen the regulatory framework m wluch mutual funds operate to proVIde
greater protectIons to urntholders, and

C)strengthen AMFI, helpmg It to develop the operatIons, structure, capaCIty and
poliCIes to become a strong, contmuous, effectIve and respected VOIce for the fund
mdustry

A) improve mutual funds and theIr schemes as products and the way the mutual fund
industry conducts busmess through aSSIstance m developmg sounder more diversified
products and mamtalrung product mtegnty and SImpliCIty,

Page 2
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Assistance to the ASSOciatiOn a/Mutual Funds In India-
Report 0/LewIs J Mendelson

At the Seventh TechnIcal SessIOn of the UTIlAMFI Semmar, "Mutual Funds Through
2000," Mr Mendelson discussed "Reforms That WIll Improve the SecuntIes Markets and
PrOVIde New OpportUnItIes for Investors" He recommended a number of SIgnIficant changes
m mutual funds and the mdustry's approach whIch are needed for the fund mdustry to take
advantage of those opporturutles

and staff of the MInIstry of Fmance m New Delhi, and, With Mr Mendelson, participated
m round table discussions, workshops and semmars With secuntles mdustry leaders and
mutual fund sellers In both New DelhI and Mumbal Mr Silver's "Assessment of the
Regulatory EnVironment for India's Mutual Funds," was subsequently transformed mto a
smgle document by Mr Mendelson

Dunng AMFI's General MembershIp Meetmg, Mr SIlver descnbed the orgamzatlOfi and
operation of the ICI, explaIned the factors whIch contrIbuted to the growth of the fund
Industry In the Umted States and presented recommendatIons for strengthenIng AMFI and
developmg IndIa's fund Industry Mr Mendelson summarIzed those recommendatIOns 111.

a short paper, "The Investment Company Institute's Role In Promotmg the US Mutual
Fund Industry A Model For AMFI?" Together, Mr SIlver and Mr Mendelson dIscussed
these recommendatIOns In detail With AMFI's ChaIrman and key board members
Subsequently, Mr Mendelson presented FIRE's ActIon Plan for Implementmg these
recommendatIOns to AMFI whIch, m large measure, has concurred m the Plan

Mr SlIver and Mr Mendelson also brIefed Ambassador WIsener, members of hIS staff and
the leadershIp of USAID on the purposes'ofthls VISIt, the status of the Indian Mutual
Fund Industry and the steps It needs to take to achieve greater acceptance

Pnce Waterhouse LLP

,.
Improve funds and the way the industry does business. The transformatIOn of the
secunties markets should accelerate developmg changes m the compOSItIon, product nux,
IdentIty and regulatIon of the mutual fund mdustry to create greater fleXibIlIty and,protectIOns
whIch Will mean new opporturutles for mutual fund mvestors To take full advantage of these
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opportumtIes, the fund Industry wIll have to change Its products, servIces, sales techmques
and approach as follows

Strengthen AMFI. To help~I to develop the operatIOns, structure, capaCIty and
pohcles to become a strong, contmuous, effectIve and respected VOIce for the fund mdustry,
FIRE recommends that AMFI ImmedIately take steps to

Strengthen the Regulatory Framework. An appropnate regulatory framework and a
VigOrouS, well-tramed and effectIve regulator can add Immeasurably to the level of confidence
III the markets SEBI has Introduced a comprehensIve program of Increased protectIOns for
mutual fund Investors, Includmg clearly defimng the role and responsIbIlIties of the trustees m
managmg mutual funds and protectmg the mterests of umtholders ThIs is pOSItive step
forward Areas m whIch further Improvements nught be made Include.
• Makmg sponsors more accountable,
• Strengthemng controls over affilIated transactIOns,
• Removmg opportumtIes for fund managers and their assocIates to profit from non

adVISOry functIons,
• Assuring that net asset value and IS calculated, and fund performance is advertIsed, on

a umform baSIS,
• Requmng forward pncmg and shortenmg the mterval between valuatIons,
• Assuring better dIsclosures of fees and expenses
• Improvmg SEBI's enforcement capabIlIty, arId
• Creatmg greater transparency by makmg SEBI a center for distnbutIOn ofmformatIOn

about mutual funds and the secuntles markets

Page 3
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Budd a ProfeSSIOnal Staff,
Influence the Regulatory EnVironment,
Promote HIgh ProfeSSIOnal Standards,

1ssistance to the ASSOClQtlOn oj!\lfutua/ Funds In IndIa-
Report ofLewIs J Mende/son

• Expand the product mIX stress the "fanuly of funds concept, and mtroduce "Money
Market Fund Schemes"

• Lengthen theIr duratIon from short to long term, from five years to a lifetIme
• Move from offenng predonunantly closed-end to predonunantly open end funds
• Sell on the basIs ofunderstandmg and managmg nsk rather than assured or guaranteed

returns
• EmphasIze the advantages of regular mvestmg over time
• Introduce standardIzed performance measurements to cover yIeld and total return over

defined penods
• Create reasonable expectatIollS
• Regulate all sellers of mutual funds Assure that they are tramed, qualIfied and certIfied

by thelf own self regulatory aSSOcIatIOn Of by SEBI
• Improve regIstrar servIces through technologIcal changes, stronger regulatIon and

competItIon

Price Waterhouse LLP
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4ssIstance to the ASsoclOtlOn ofMutual Funds In lndw-
!l!:E.0rt a/LewIs J Mendelson

• Provide GUidelines and Trammg,
• Take the Lead In InvestorEducatlOn,
• Budd a Data Base and Create a Research Department, and
• Create an Operations Department

r

Pnce Waterhouse LLP
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FIRE, working closely WIth AMPI also deSIgned and laId the foundatIOn for an AMFI Investor
Awareness CampaIgn mvolvmg a long term educational and promotIonal effort FIRE drafted
of five of seven brochures which were to be used In the AMFI Investor Awareness CampaIgn

The AMFI Code of Ethics. The AMPI Code ofEthIcs, earher drafted by the AMPI Code of
Ethics Committee WIth the help of the FIRE Project, was reVised by AMFI's Board of
DIrectors and CIrculated for comment and approval by AMFI's members

• a GUIde to Investmg In Mutual Funds,
• a Glossary,
• a Sales Agent's Handbook,
• a dISCUSSIon of the Impact of regulatory and technolOgIcal reforms on the markets, and
• an AMFI Code ofEthIcs and

proVided to A!v1FI specificatIOns for two other documents an AMFI MembershIp Directory
and a study ofMutual Fund Performance AMFI's GUIde, "MakIng Mutual Funds Work for
You," and Its Agents' Handbook, "SeIlIng Mutual Funds Made Easy, "which were CIrculated
earlier, were modIfied In response to Conumttee member's comments and now aWaIt
publication •

PageS
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u. BACKGROUND

Assistance to the 4SS0ClQtlOn oJlvfutual Funds In IndlQ-
Report a/LewIs J J1endelson

In July and August 1996, FIre project deSIgned a comprehensIve program to Improve the
credIbIlity of the fund Industry and the publIc acceptance of mutual funds FIRE's
recommendatIOns emphasIzed the need for greater transparency, efficIency and Integnty 10

funds deahngs wIth theIr urutholders and mvestors The comprehensIve program
recommended by FIRE, reqUired AMFI to establIsh five departments or COmmIttees
professIOnal standards, government relatIons, statistIcal research and analYSIS, InformatIOn

servIces and membershIp servIces

Pnce Waterhouse LLP
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• Regulatmg salesmen All sellers of mutual funds should be tramed, qualIfied and
certIfied by their own self regulatory associatIOn or by SEBI

• Expandmg the product mIX to offer a wide vanety of funds to meet all mvestors needs,
stressing the "farmly of funds" concept and mtroducmg "Money Market Funds,"

A. Promote Changes in the Products, Services, Operations and Perception of
the Industry by:

• EmphasIzmg that regular mvestmg over time (Rupee Cost Averagmg) reduces nsk of
market fluctuatIons, takes advantage of compoundmg and Improves chances for better
returns

Page 6
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In. FIRE RECOMMENDATIONS

1VSlstance to the AssociatIOn ojMutual Funds In lndla
Report ojLewIs J Mendelson

• Promotmg the liqUIdity and sImplicItY of mutual funds by offenng predommantly open
end funds Whtle closed end funds have served specIfic needs and are useful for
holding less lIqUId secuntles, open end funds have proven to be far sImpler and more
attractive to mvestors

• Introducmg standardIzed perfonnance measurements to cover Yield and total return
over defined penods Requmng that funds adhere stnctly to such standards Without
vanatlon m theIr reports and advertIsements would ehmmate confuSIOn and promote
better understandmg of fund perfonnance, comparablhty of investment results and
mcreased competItIOn

• SellIng on the baSIS of understandmg and managmg nsk rather than assured or
guaranteed returns Helpmg Investors to understand that all funds mvolve nsk, but
dependmg upon theIr pohcles and portfolIo mIX, the degree of nsk can be lessened,
wtll enable the fund mdustry to sustaIn mvestor loyalty and mamtaIn Its own credibility

• SellIng mutual funds as long term mvestments Investors and the mdustry would
benefit If the duration of funds was changed from short to long tenn, sales promotion
focussed on lifetIme mvestment programs and stressed that, over the long tenn,
eqUIties have consistently outperformed other mvestments

• Creating reasonable expectatIOns by stickIng'to the baSICS and explammg the product
well A mutual fund should not be sold as If It were an IPO (Imtlal public offenng), or a
bank account With an assured return Attempts to guarantee rates of return or
redemptIon pnces distort the product and the publIc's perceptIOn of It FaIled
guarantees or payinents out of capItal to meet assured returns erode publIc confidence
and underrmne the mdustry

>

• ImproVing registrar servIces Fund registrars must proVide rapId relIable services

Price Waterhouse LLP
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Care should be taken not to permIt any anCIllary source of profit to those affilIated
With mutual funds so slgmficant that It detracts from the smgle minded loyalty demanded of
fiduclanes For example, perrruttmg persons associated With a scheme, such as an AMC, to
speculate m fund shares has been shown mother countnes to undermine such loyalty

1. Establish a level playmg field. The protections whIch the law or regulatory
framework provide should apply equally to all funds and Investors In like financial products
The complete integratIOn and harmomzatlOn of UTI's operatIons With those of the rest of the
fund mdustry would strengthen the entIre Industry and ratIOnalIze the entITe regulatory
framework

Fund sponsors need to be more accountable to umtholders Sponsors orgamze funds,
appomt trustees, set up A'MC's and directly or mdlrectly control their operatIOns Often
mutual fund schemes are bought on the baSIS of the sponsor's reputatIOn The 1996 Mutual
Fund RegulatIOns contam a general reqUIrement that sponsors, among others, "shall make
such disclosures or submIt such documents as they may be called upon to do so"6y (SEBI) "
ThiS pnnciple IS a recogmtlOn of the need to assert JunsdlctlOn over sponsors and POints the
way toward future reporting reqUIrements, If and as necessary Trustees are reqUlr~d to ensure
that the AMC has "not given any undue or unfair advantage" to any "assoclates>,1 or dealt WIth

2. Prohibit Self-dealing and Other conflicts of interest. SEBI's regulatIons requITe
that the trustees quarterly review the fairness ofall transactIOns carned out between the
mutual funds, an AMC and Its associates If an AMC enters Into a secuntles transactIon With
any associate a report to that effect must unmedlately be sent to the trustees The definItIOn of
"aSSOCIate" should be expanded It hInges on 10 percent control and appears to cover only
first tIer associates To ensure that trustees have a full opportumty to fulfill their
responsibIlitIes, a number of Internal safeguards are needed, including advance reVIew
procedures, to enable trustees to carefully evaluate and authonze the fairness ofproposed
transactions In advance To Improve trust and confidence, such transactIOns should be
disclosed m advance to Investors and subject (0 approval by an mdependent thITd party

Page 7
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B. For Strengthening the Regulatory Environment

<Iss/stance to the 1ssocIQtlOn of \lutual Funds m Indza-
Report ofLewIs J 'vIendelson

3. Economic Regulation of Remuneration of AtTiliates. The 1996 Mutual Fund
RegulatIOns mclude comprehensIve regulatIOns setting maximum fees that may be charged by
AMC's for adVISOry seTVlces, define what expenses must be borne by the AMC, and hrmt total
fund expenses as a percentage of total assets They also set parameters for sellmg expenses
and sales loads that may be borne by umtholders These outSide lumts do not guarantee
effiCient rates CompetItIOn and econOmIes ofscale aided by good dIsclosures and Informed
Investors are also part of the answer As umtholders come to realIze this and focus on the
Impact ofexpenses on fund performance, the expense ratIos ofInwa's funds should decline
Umtholders also need a speCIfic nght to bnng laWSUIts against mutual funds, defaultmg
trustees and other fiduclanes whIch mIsrepresent the truth or do not lIve up to representations
they have made They should also have the nght to sue If fund adVISOry fees are unreasonable

Price Waterhouse LLP
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any assocIate of the AMC "10 any manner detnmental to the IOterests of umtholders " The
trustees' ablhty to exercise that kmd of control over the sponsors should be reenforced The
accountablhty of sponsors to umtholders IS not commensurate WIth the sponsors' powers

5. Clear disclosure of investment objectives and policies. Although there does not
appear to be a speCific mstructIOn 10 any Schedule or Fonn saYing so m a few succmct words,
It would appear that funds would be reqUIred to disclose their mvestment objectives and
poliCies In Offer Documents and advertisements and that any changes in them could be made
ordy With the approval of three fourths of fund shareholders

Mutual Funds may carry on activItIes as underwnters prOVided that the underwntmg
obhgatlon does not at any tIme exceed the total net asset value of the scheme Underwntmg
nsk is also somewhat clrcumscnbed by restnetlOns on mvestments whIch prevent a mutual
fund under all Its schemes from owrung more than 10 percent ofany company's patd up
capital carrY10g votmg nghts ThIs could stdlleave funds dangerously exposed to underwntmg
nsks '

4. Unsound Capital Structures. Mutual funds must make sense as an mvestment for
the common man LiqUIdIty and SImplICity should be among a fund's most attractive features
The 1996 Mutual Fund Regulations are lOtended to guard agamst the worst features of
comphcated capItal structures "Pyrarntdmg," cross investmg m other schemes ofthe same or
another AMC, may not exceed 5 percent of the net asset value of the mutua/fund BorrOWIng
IS limIted to 20 percent of the net asset value ofthe scheme and may not exceed SIX months
However, the meamng of these restnctIOns may need clanficatlon

Page 8
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A vsntance to the AssocratlOn ofMutual Funds In IndJa
Report ofLewIs J Mendelson

Rules such as those requmng open end funds to matntam 85 percent of theIr portfohos
10 hqUld secuntles or that a fund may not change ItS mvestment objective Without a
shareholder vote protect the mtegnty ofthe mutual fund as a concept A more subtle threat to
product Integnty anses from attempts to graft features onto mutual funds to Simulate bank
accounts, guaranteed debentures or government secuntles These can only confuse mvestors
as to what mutual funds are and Will meVitably cause mvestor disenchantment leading to
greater regulatlOn and greater compleXity

Pnce Waterhouse LLP

6. Protection of the Physical Integrity of Assets. It IS cntlcally Important that the
10tegnty of fund assets be mamtamed An mdependent custodian can not only protect the
phySical safety offund assets, but can also help to assure the effiCient admimstratIOn ofthe
fund through the record keepmg procedures budt mto ItS operatIOns Protection of the
Interests ofurutholders demands that tms function be carned out m a thoroughly profeSSIOnal
manner Under the Circumstances, allOWIng a sponsor and Its assocIates to hold almost 50
percent of the votIng nghts of the custodian and Just under 50 percent of the dlrectorsmps,
allows the sponsor to cast a large shadow over the custodian's operations whIch may sugge~

a lack of10dependence and undermIne trust and confidence
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Unitholders and the markets would benefit from

• mak10g the mformatlon contained 10 these reports bemg more easily and freely
acceSSIble to umtholders, / -'

• more frequent disclosures, perhaps senu-annually at first and then quarterly, of
the kInds of mformatlon reqUIred to be 10 Annual Reports (other than
addItional atlllIts),

• addItIOnal dIsclosures 10 annual reports, 1Oclud1Og portfolIo turnover ratIos and
descnptIOns of any affilIated/associated transactIons, the reasons for them and
the amounts mvolved 10 each,

Page 9
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Assistance to the ASSOClatlOn o/Mutual Funds In India-
Report 0/LewIs J Mendelson

7. Fair ValuatIOn of Investor PurchasfS and Redemptions. EstablIshmg the correct
NAV IS central to almost every aspect of fund operatIons and matenally effects illutholders
Fairness reqUires that NAV be calculated on a umform basIs Tlunly traded and unlisted
secuntIes are reqUIred to be valued "10 good faIth" by AMC based on pnnclples approved by
Its board and reported on as "faIr and reasonable" by the fund's audItors WhIle the standards
are appropnate, there IS stIll room for dIscretIOn by the AMC's AMFI could make an
Important contnbutIOn by proVld1Og umform valuatIon gUIdelInes for the mdustry

"Htstoncal pnc1Og," wluch means that funds use the last quoted pnce rather than the
next or "forward" pnce for all secuntles they own, can result 10 dtlutlon of the 10terests of
eXlstlOg umtholders 10 ns10g markets It also allows 1Ovestors to tIme theIr purchases 10 a
nslOg market 10 order to receIve a lower pnce (I e pay less) Tlus potential for dtlutlon IS
exacerbated by the 10terval penrutted between valuatIons whIch may b~ as much as one week
Forward pncing should be adopted for all funds and the mterval between valuatIons should be
narrowed

8. Accurate Periodic Reports About the Funds and Their Investments.
Umtholders need contmuous relevant 1Oformation about their 10vestments portfolios, costs
and expenses, performance, portfolIo turnover ratIOS, repurchase programs, and any changes
In management or operatIonal procedures The 1996 Mutual Fund RegulatIons estabhsh the
general pnncIple that every mutual fund, AMC, trustee, custodIan, sponsor of the mutual fund
shall make such dIsclosures or subrntt such documents as they may be called upon to do by
SEBI However, umtholders do not have access to all of the reports theIr funds file WIth SEBI

Mutual funds and their AMC's are reqUired to publish an annual report, In a prescnbed
form, or abndged summary of It, 10 an advertIsement Wlthm SIX months of the end of the
fund's fiscal year The full report must be forwarded to SEBI and umtholders can have access
to it and receIve a copy at a norntnal fee at the fund's Head Office TWIce yearly, the fund and
AMC are also requIred to publIsh unaudIted finanCIal results 10 a prescnbed form "and such
other detatls as are necessary for the purpose of proVld1Og a true and farr VIew ofthe
operatIons ofthe mutual fund "

Prrce Waterhouse LLP
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FIRE recommends that AMFI

c. For Strengthening AMFI

9. Enforcement. Mutual funds and the entrre secuntles 10dustry have a strong stake 10
a comprehensive and well functIOmng system of regulation and enforcement

• cont1Oually upgradmg the rehabllIty and comparabdlty ofthe 1OformatIOn
provided to 1Ovestors by agree10g upon and Implement1l1g generally accepted
accountmg standards for mutual funds, and

Page 10
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2 Influence the Regulatory Environment. The mdustry should take a proactive
stance In the regulatory process and 10 cop1Og With 10dustry problems not Just
on an ad hoc or 10dlVldual fuhd baSIS, but through AMFI, Its mdustry
aSSOCiatIOn AMFI should become a contmu1Og pomt of contact between the
regulator and the 10dustry AMFI's Office of General Counsel must have the
abilIty to consult closely With polIcy-mak1Og bodies regardIng pendIng
legislation and With SEBI to assure that It gets the benefit of the mdustry
vlewpomt and that the 10dustry understands SEBl's VIews NothIng Will be
more Important than this abilIty to Influence the regulatory enVironment

1 Build a Professional Staff. AMFI should Immediately start the rapid buIld-up
of a hIgh quality profeSSIOnal staff With the capacity to play an appropnate
role m help10g create and facIlItate the growth of the fund 10dustry whIch lIes
ahead It Will need to develop expertise 10 four areas RegulatIOn, Media
RelatIOns, EconOmIC and Statistical Research and OperatIOns

• SEBI makIng InformatIOn dlstnbutlon one of Its pnnclpal functions,
beCOmIng an mformatIOn cleanng house, demand10g and collect1Og rehable
Information and lJnmedlately proVldmg the means for Its qUick and efficient
recirculatIOn to the market by establish10g a Pubhc informatIOn Centre

3 Promote High Professional Standards. AMFI should also mdependently
address questions whIch would otherwtse be the subject ofgovernment actIOn
Examples ofeffective actions from the U S expenence include development of
a umform Yield formula for fund advertlsmg and promotional lIterature, a
model Code ofEtfucs, and Code dealing speCifically With Insider Trading by
fund pers(9nnel

AssIstance to the AssocIatIOn o/Mutual Funds In lndla
Report o[LeWIS J Mendelson

Price Waterhouse LLP
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4 Provide Guidelines and Traming. AJ.\1FI nught also Wish to

It could also prOVIde workshops, manuals and mteractiVe videos at cost to the
mdustry

• recommend gUidelInes such as comphance and procedures manuals and
prOVIde trammg senunars dealmg With
• complIance matters,
• trustees' and directors' responsibilIties, and
• onentatlOn of new AMC and fund employees, and

• develop procedures for the rapid and effiCient settlement of mutual fund
transactions and to create umforrmty

5 Take the Lead in Investor Education. AMPI should contmue to pl,ly a
major role m mvestor educatIOn by proVIdmg press releases, medIa contacts
and educatIOnal brochures, meetmg publIc requests for mformatton and
members' needs for shIpments m bulk ofbrochures on whIch they can tmpnnt
their names Such a programme can be a contmumg slgmficant source of free
publICIty for the mdustry As a sustaImng part of Its Investor Awareness
Campaign, AMFI nught Wish to follow the example ofthe leI whIch ten years
ago created a speCIal annual pnze awarded by Impartial experts to those
reporters who have done the best Job m wntmg finanCIal stones of speCIal
mterest to mdIVlduals and fanuhes about personal financial planmng

Page / /
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6 Build a Data Base and Create a Research Department. The mformatlOn
that a Research Department accumulates and the studIes It performs should be
readIly aVailable to the mdustry The Department should be able to
• momtor the flow of funds m and out ofthe mdustry and observe whIch

kinds of funds are sellmg and bemg redeemed
• classIfy funds by obJectIve, load vs no-load, close-end or open, types

of sales forces, among others
• compIle and maintain a comprehensive hIstoncal data base

which may be denved from members' monthly reports to AMFI
• cover the entire mdustry and serve as the source ofAMP!'s own

research
• be able to perform marketmg studIes or surveys directly for

members, mcluding furmshIng the names of shareholders for
personal mtefVIews, and

• contmuously track demograplnc trends, such as agmg
populatIon vs young people to gUIde promottonal efforts by

.:J trackmg changes m the composItIon of the mdustry and of fund
urnt holders

4ssistance to the AssociatIOn ofMutual Funds In lndla
Report ofLeWIS J ,Mendelson

Price Waternouse LLP
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7 Create an Operations Department. An OperatIOns Department can assIst
the IDdustry and ItS transfer agents m mtroducmg umformtty whIch IS good for
all mvestors and broker-dealers by mvestlgatmg computer developments on a
common baSIS Tills kmd of mformatlon IS useful on a techmcallevel for the
mdustry

I
I
I
I
I
I
I
I
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I
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Issistance to the AssociatIOn ofMutual Funds In Indla
Report ojLewIs J .lAendeison

Pnce Waterhouse LLP
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2 Formulate umform

Pnce Waterhouse LIP Page 13

1 Set up adrntmstrattve functions Take munedlate steps to

3 Complete AMFI Investor EducatIOn Brochures

January/February 1997

• develop new products such as Money Market Schemes, Mumcipal
Bond Schemes (when such bonds become aVailable), Index"'Schemes,

6 Set up groups to proVide contmumg hatson With regulators, polIcy makers and
legislators and to promote legIslatIve and regulatory changes which Will enable

.:J the mdustry to

5 Complete, Circulate and adopt AMFI's Code of Conduct, AMFI's Model
ComplIance and Operatrons Manual, and train trustees and AMC's officers,
directors and empfoyees

~

4 Train Fund Sellers (as Tramers) and conduct Investor Conferences

• Investor's GUIde
• Agent's Handbook and
• Understanding Fund Performance
• AMFI Membership Directory
Subrntt to Focus Groups, reVise and publIsh these booklets

• hire a profeSSIOnal staff
• adopt a work plan, orgaruzatlOnal chart and budget
• set goals pnontles and dates
• assign Comrmttees and Independent contractors to begm workIng on

achieVing the programrfie recommended by Mr Silver

• accountIng and valuatIOn methods, and
• polICies for segregation ofassets

4 Hlstance to the AssociatIOn ofMutual Funds In lndza
Report 0/LeWIS J Vendelson

IV. NEXT STEPS

The FIRE Project offers contInuing assistance In each of the areas suggested In the
comprehensive strategic plan which It earlIer deSigned and recommended to AMFI Those
directly IOvolved with mutual funds and theIr regulatory enVIronment are the focus of its direct
assIstance to AMFI, particularly In helping to proVide directIOn, structure and expertise to
VarIOUS Al\1FI Cormruttees SIgmficant efforts must be drrected at traImng trustees, AMC's
and fund sellers, raising standards and In educating funds and the investIng public

FIRE recommends that AMFI begIn Immediately to

I
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10 DeSIgnate a MedIa RelatIOns Officer and InstItute Annual Awards for best

• mvestment performance m vanous categones
• disclosures and
• publIshed artIcles and/or telecasts on personal and famIly finance

7 Draft a Model AdvertIsmg Code to ensure umform defimttons ofyteld, total
return and mdicative returns and proVIde standards for performance
measurement, mcludmg benchmarks and penods of measurement

9 AsSign an outsIde agency to compile and mamtaIn a data base of mdustry
statIstics and to conduct ongOIng performance evaluatIons and marketIng
surveys and aSSIst m prodUCIng "AMFacts" an Annual AMPI Factual Reference
Book on the Fund Industry fofmembers and the press

Page 14
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8 Undertake a market research study to evaluate the Impact on the mdustry of
marketmg strategies featunng guaranteed redemptIon pnces and assured or
mdicative returns and recommend actIons to improve the mdustry's credIbilIty
With respect to such practlces

Personal Equity Plans ("PEPS), PensIon and other retIrement benefit
plans, and to pernut funds to use nedgmg technIques and denvative
secuntIes], and

• suggest reforms to clanfY and Improve eXIstmg regulatIOns

I I Compare the charactenstIcs that dIstmguIsh UTI's structure, operatIons
and regulatIOn from those of AMFI's other members Outlme the steps
necessary to bnng UTI under the full regulatIon of SEBI and proVide Its
umtholders the same protectIons as those who mvest m funds whIch are
fully regulated by SEBI

AssIStance to the AssociatIOn ofMutual Funds m Indza
Report ofLewzs J Idendelson

Pnce Waterhouse LLP
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APPENDIX I DRAFT CODE OF CONDUCT FOR AMFI .MEMBERS
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4sscocrotlon a/Mutual Funds I1IlndlQ
Draft ·4!t.. fFl Code ofEthicS February 17 1997

DRAFT

,

AMFI CODE OF ETHICS (ACE)

Drawn up by

AMF1 in association with
Pnce Waterhouse LLPIFIRE Project
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2.1 Members m the conduct of their busmess shall at all times:

3.0 DISCLOSURES

2.0 DUE DILIGENCE

3.2 Members shall disclose to investors, possIble sources of conflict of duties and
interests.

Page 1

Confidential

February 17, 1997

sponsors
directors ofMembers
Members ofBoard ofTrustees or directors of the Trustee company
brokers
aftiliated persons ofany of the above, or
in the interests ofa special <;.Iass of umtholders

render high standards ofservice,
exercise due diligence, •
ensure proper care, and
exercise mdependent professional Judgement

•
•
•
•
•
•

•
•
•
•

AssOClallon of.4Jutual Funds In IndIa Code ofConduct Committee
Draft A.WFI Code ofE/hlcs
f../SAID FIRE Project

1.0 INTEGRITY

1. 1 Members and thelI' employees, in the conduct of thetr busmess, shall observe high
standards of mtegnty and fauness m all dealings WIth mvestors, lSSUe!'S, market
intennediaries and other members.

1.2 Mutual Fund Schemes shall not be orgamzed, operated, managed or their portfolios of
securitIes selected, in the mterest of:

2.2 Members shall have and employ effectively the resources and procedures which are
needed for the proper performance of thell' business activities.

3.1 Members must ensure the dissemination 'to all umtholders ofadequate, accurate,
explicit and timely information fairly presented in a simple language about the
investment policies, investment obJectives, financial position and general affairs of
the scheme.

3.3 Members shall disclose to unitholders and AMFI, for each scheme; its portfolio; its
ratios ofexpenses to total income and to total assets and of portfolio turnover, on a
half yearly basIS. / ..

Pr,ce Waterhouse UP
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Members shall:

4.0 PROFESSIONAL SELLING PRACflCES

3.5 All transactions in secunties by

4.2 Members shall not make any exaggerated statement.

Pagel

Confidenttal

February 17. 1997

any transactlons With affiliated schemes; or

any Jomt venture With any affiliated persons or any Slgmficant umtholder,

any purchases or sales WIth any affiliated companies or any affiliated persons
or any Slgmficant unitholder;

submit a detailed descnption ofthe transactio~ justifying the transaction and
its famless to the scheme, at the umnediatc next meetmg ofthe Board of
Trustees; and

Trustees and employees, officers and directors of the Trustee Company and

disclose to the unitholders through halfyearly and annual accounts, a brief,
descnption ofthe transaction.

/ ~

employees, officers and directors ofMembers.

investors are provided With true and adequate mformation without making any
misgwding or exaggerated claims to investors either about their qualifications
or their capabtlity to render certam services or their acluevement in regard to
services rendered to other clients, and are made aware of attendant risks
before any investment declSlon is made by them;

•

•

•

•

•

•

•

•

shall be disclosed to the Members' Compliance Officer, on a periodic standard basis
and subsequently reported to the Board ofTrustees.

ASSOClallon of,~UlUaJFunds In IndIa Code o/Conduct Committee
Draft ,·t.~fFlCode ofEth,C:l
USAID F1RE Project

3 4 When engagmg on behalfofa scheme. directly or mdirectly m:

4.1 Members must not use any unethical means to sell, market or induce any investor to
buy their products.

4.3 Members shall always endeavor to ensure that at all times-,

PrICe Waterhowe LLP
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5.0 INVESTMENT PRAcrICES

11. Not create unmilistic expectations

1. Not present a mutual fund as IfIt were a new share issue

v. Not induce investors by offering benefits which are extraneous.

Page 3
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copies ofprospectuses, memoranda and related hterature are made ava.tlable to
investors;

adequate steps are taken for fair allotment of mutual fund umts and refund of
application moneys Wlthout delay; and

complaints from lDVestors are fairly and expeditiously dealt Wlth.

•

•

•

ASSOClallon ofMu/ual Funds In India Code ofConduc/ Commll/ee
Draft AJ,fFI Code ofE/hles
CSAID FIRE Project

VI. Not misrepresent either by~g information that would carry misleading
implications or by Omitting to state mformation which is material to makmg an
informed mvestment decision.

iv. Convey in clear terms the market risk and the investment nsks of any scheme
hemg offered by the Members.

4.4 Members in all their communications to investors and selling agents shall:

111. Not guarantee returns except as stated in the OtTer document ofthe scheme
approved by SEBI; and in such~ the Members shall ensure that adequate
resources will be made avmlable and rnamtained..

5.1 Members shall for any scheme managed by them, carry out the business and lDVest in
accordance with the fundamental investment poliCIes and investment objectives stated
in the prospectus and take inv~ent decisions solely in the interest of the
unitholders.

PrIce Waterhouse LLP

5.3 No member shall engage directly or indirectly in any transaetlon in any of Its schemes
in secuntles of any slgmficant unitholder. WIthOut the pnor approval of the Trustees.

//.1

5.2 In any joint venture between a scheme managed by the Members and any affiliated
persons or schemes or Significant unitholders, the scheme shall not be treated less
advantageously or less fairly Also for any purchases or sales to any affiliated entltles.
the price receIved or paid by the scheme. shall be fair to the scheme...,
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6.0 OPERATIONS

6.3 Members and! or any affiliated persons shall not, In respect ofany securities, be party
to-

5 5 No member shall engage in any direct transactions on behalfof any scheme managed
by the member with

6.5 Members shall not make any change m the fundamental investment policies of a
scheme, the portfolio mix necessary to achieve them and the fee and~
structure affecting the unitholders, WIthOut the pnor approval of umtholders.

Page 4
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any officer, director, partner, or employee of the member
any trustee or any officer, director, partner or employee ofthe Trustee
Company

creating a false market;

price rigging or manipulation;

passing ofprice sensitive informatl~n to brokers, MembeJs of stock exchanges
and other players in the capital markets or take action which is unethJ.cal or
unfall' to investors.

•
•

•

•

•

AssocIatIOn oj.\1utual Funds In India Code o/Conduct Committee
Draft AJ4FI Code 0/EthicS
lJSA.ID FIRE Project

6.1 Mem~~ and! or any affiliated persons shall not mdulge in front nmning (buymg or
selling ofany securities ahead ofa transaction of the fund, WIth access to non public
information regarding the transaction, matenal to making an investment decision, so
as to denve unfair advantage).

5 ... After the expU'Y of the penod of three months from the date of the saId tnvestment a
member may engage m transactlons m securitIes of the SIgnIficant urntholder and Its
subsidlanes, subject to the disclosures and WIth the Justlficauons reqwred in Section 4
(e) above.

6.2 Members, and! or any affiliated persons shall not engage in any act, practice, or course
ofbusiness In connection WIth the purchase or sale, directly or indirectly, ofany
secunty held or to be acquired by any scheme managed by the Members, and in
purchase, sale and redemption of umts of schemes managed by the Members. which is
fraudulent, deceptive or manipulative

•
6.4 Employees, officers and directors of the Members shall not work as agents! brokers

for selling of the schemes of the Members, except in theIr capacity as employees of
the member or the Trustee Company.

PrICe Waterhou:se LLP
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7 1 Valuation:

9.0 CONFIDENTIALITY

7.0 REPORTING PRACflCES

Page 5
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Members shall abide by the letter and spmt of the proVISIOns of the Statutes, Rules
and Regulations which may be applicable and relevant to the actiVItIes carried on by
the Me\11bers.

Members shall not divulge to pther clients, press or any other party any confidentIal
information about their clients, which has come to their knowledge.

Members shall not make any statement or become privy to any act, practice or unfatr
competitIon, which is likely to be harmful to the interests ofother Members or is
likely to place other Members in a disadvantageous position in relation to a market
player or investors, while competing for investible funds.

Members and Trustees shall follow comparable and standardized valuation policies in
accordance with the SEBI Mutual Fund Regulations.

Members shall follow umform performance reporting on the basis of total return.

Members must ensure schemewise segregation of cash and securities accounts.

AssocIatIon ofMUIUQI Funds In Ind,a Code o/Conduct Committee
Draft ,-OJFI Code 0/EthIcS
(SAID FIRE Project

6.6 Members shall aVOId excessIve concentratIon ofbusmess WIth brokmg firms, affihates
and also excessIve holding of units m a scheme by few persons or entItIes.

7.2 Total Return.

7.3 Segregation ofcash and assets:

8.0 UNFAIR COMPETITION

10.0 OBSERVANCE OF STATUTESy RULES AND REGULAnONS

PrIce Waterhouse UP
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11.0 ENFORCEMENT

Members shall:

AssocIatIOn ofMutual Funds In India Code a/Conduct Committee
Draft AMFI Code ofEthicS
LSAID FIRE Project
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reqwre that each officer and employee of a Member sign a statement that
he/she has received and read a copy of the Code.

make violation of the proVISions of the code, grounds for revocation ofa
conuactual arrangement without redre~s or a cause for disclplinary actlon.

make observance ofthe Code a condition ofemployment

widely disseminate the AMFI Code to all persons and entItles covered by It

establish mtemal controls and compliance mechanisms, including assigning
supervisory respons1bility

designate one person with primary respons1b1lity for mamtaining compliance
and the power to fully investigate all poss1ble Vlolatlons

file regular reports to the T,rustees on a halfyearly and annual basts regarding
observance of the Code and special reports as cll'CUIDStanCeS require

maintain records ofall act1vities and transactions reviewed for at least three
years which records shall be subject to reVIew by the fund trustees

dedicate adequate resources to carrying out the provisions of the Code.

•

•

•

•

•

•

•

•

•
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A ·~member" means the member ofthe Association of Mutual Funds in India.

(d) Trustee

An ~Affiliated Person" 'Of another person means

Page 7
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An affiliated person of the member includes the followmg:

.. any person 5% or more ofwhose outstanding votIng secunties are directly or
indirectly owned, controlled or held by such other person,

.. any person directly or mdirect1y ownmg, controlling or holding with power to
vote, 5% or more of the outstanding vOtIng secunties of such other person;

• the sponsors ofthe mutual fund and their affiliates
• the trustee company and its affiliates

An affiliated company of the member includes the following:

An ~AffiliatedCompany'" means a company which is an affiJjated person.

A 4'1rustee" means a member of the Board ofTrustees or a director of the Trustee
Company.

4~AMFT'means the AssocIation ofMutual Funds in India

A "Trostee Company" is a company incorporated as a Trustee Company and set up
for the purpose of managmg a mutu8J fund.

When used in tlus code, unless the context OtheIWlse reqwres -

ASSOClallon of.\iutua/ Funds In IndIa Code ofConduct Commlllee
Draft AMFI Code ofEthIcS
USAID FIRE Project

12.0 DEFINITlONS

(a) AMFI

(b). Member

(c) Trustee Company

(e) Affiliated Company

(f) A.Jfiliated Person

PrIce Warerhouse UP
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(g) AffiliatedScheme

(i) Significant Un,tholder

(j) Joint Venture

any trustee or any officer, director, partner or employee of the Trustee
Company;

Page 8

ConjidenllaJ

February 17. 1997

A "Joint Venture" means any written or oral arrangement, contract, agreement,
authorization, practice or understanding ofany kind that concems aventure or
enterprise whereby a member or any affiliated person have a joint participation or
share in profits ofsuch a venture or enterprise.

An "Affiliated Scheme" ofa scheme managed by a member, means any other scheme
that is managed by the member and includes any other clients' accounts managed by
the member

A "Sigmficant Umtholder" means any entity holding 5% or more of the total corpus
of any scheme managed by the member and includes all entities directly or indirectly
controlled by such a unitholder.

any officer, director, partner, or employee of the member;

Assoczation of.\,(utua/ Fumb In Indza Code o/Conduct CommIttee
Draft A..1IlF1 Code 0/EthIcS
USAID FIRE Project

(Ie) Fundamental investmentpolicies

The "fundamental investment policies" ofa scheme managed by a member means the
investment objectives, policies, aDd term of the scheme, that are considered
fundamental attributes of the scheme and on the basis ofwhich unitholders have
invested 1D the scheme.

PrICe WaterhollSe LLP
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4.s~lstance to ·1MFJ February 1997
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APPEDNIX II GUIDE TO INVESTING IN MUTUAL FUNDS
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PrIce Waterhouse LLPIFlRE Project
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MUTUAL FUND - A GLOBAllY PROVEN
INVESTMENT

Dear Investor,

I hope thiS handbook helps you to understand Mutual Funds and how
you can make them work for you I WIsh you all success In your future
Investments Yours sincerely.

-------••=======-

ThIs handbook on the concepts, operatl01lS and advantages of Mutual
Funds does not soltclt Investment in any specifIC Mutual Fund and
's Intended purely as a gUide It is not a legal or regulatory document
It IS recommended that you read the relevant offer document and If
necessary, consult your Investment advisor before making an
investment deciSIOn

~

,.

"
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ChaIrman

We at ASSocIation of Mutual Funds m IndIa (AMFI) are devoted to a
SIngular cause· malong Mutual Funds help you achteve your Ilvestment
goals But first a word about us

AMFI was Incorporated In August 1995 as a non-profit orgamsatlOn
to promote and protect the Interests of Mutual Funds and their
unJtholders, mcrease publIC awareness of Mutual Funds and define
and maintam high ethical and professional standards in the Industry

AMFI IS governed by a Board of Directors who meet frequently to
diSCUSS vanous ISSues facmg the Mutual Fund mdustry RecogniSing
that proper ,nvestor understandIng of Mutual Funds IS cruCIal to the
success of the Itldustry, AMFI resolved to embark on a comprehenSIve
mvestor awareness camp81gn This handbook IS part of that effort.
It has been produced by a a speCIal committee of AMFI members
consIsting of Mr A P Kurian as Chairman and Mr Vlvek Reddy,
Mr K N AtmaramaOl, Mr 5 K Mitra, Mr AJal Kaul and Mr A N
Palwankar as members Pnce Waterhouse LLPlFlnanclallnstltuttons
Refonn and ExpanSIon (FIRE) Project funded by USAIO, has also
made a valuable contnbutton I tske thIS opportumty to thanltt all of
them for their time and effort.
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WHAT IS A MUTUAL FUND?

THE MUTUAL FUND OPERATION FLOW CHART

•.. -
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"

111ese schemes COml)"l" tilt' I" 11ul(>5 of OlJlIl l'llil, .1
•trld close ended <;('II,'IlI"S r hey Ill~y tw Ir,1tlpd \II

ttle stock exchange or mdY be opt"'n tor ",1112 111

rcdemplion dUring pre determined Interval', ,11 NAV

lelaled prices

Interval Schemes

• lOllle close "1lc!Pc! ' ( 111'11l(' , <111'(> VI H1 III I I 1'1" II II
(lplron 01 splllnq Y(>lIr Ullit <111('( lIy 10 IIII' 1\111tl I III 1I1 I' I

Ihrollqh pefloolC rppllI< hi" II NAV 11'1"t"d 1\11' I
'lf HI Requldtloll I'll ,I HI til It Itlp 1',1 ('Il( ,,1 1111' IWl'

XII rOlltes drp pi" 1.1'" I., IIII III" ,t"1

Scl1emes Ihilt 11JI'e <l ',tlptJ!dteo m3lt 1111\ P\,I ud (1.111'111 HI

from :1 to 15 \e,V<;1 ,lie c,ll/eo clo~p el1dl'll '( 11t>11ll",
Vou C<l11 Invest olreclly In the "cllPI11,> ,It tile tllllC' nf
th('lnlll1llsSlit" ,1I1d Ihprl',lfter \1011 C 111 buv ," ,plI till'

IHlih 01 thp sch('lll(' 011 Ihl' "lock (''\eh.1I1l1'''''' 11t'1t'
111<; Ii<;feo Y()ll "!10111e! 11"ll:, tl1.l1 tilt' '11.lr~pl pm" 11
tlle'tock p,<Ch.111<W \ ,'ulL! II" 111'\111 IIll' ,llpI1H' '>
NAV all ,ICl ount 01 (!PlT1olll 1 .I1H1 llPI'I, ',lltJ,ltll\ll
lInltllolders exppcl.lllOIl , .Illd I )tllPI l11.lrk.l'l toll tf)r
( )l1e of the ch,lI3\ ll'rr<;ll( ., of tll(> c'I<1' E ,I I< It ,I 1 11<>1111 ',>

I" th,lt tlley arp q"llt'lollI\ 11,1(1)'0.11,1 '11 '\IHI~ t<l NI\V
htlt closer tl) IIldlllllt\ till' til ,I ,lIlIll "III ,

Close-Ended Schemes

[10 11,1t 11,1\e 1 fixed m.lltlrt!\ all dl' II dlrl'l tl\ Wlttl

tile 1\1utllal FUl1d lor \Ot" IIlVl'strnc>nb ,1I1d l('dpl11plll1fh

lhe h,P\ k',lturp IS 11<; Iillllldl!\ Vou, ,1Il «(1Il\l'I'Il'I1I1\

buy Jnd sel/ \our unlb ,11 nel .15S(>1 V,lll'" 1l'I.ltl'd prrl P"

(AI By Structure

Open-Ended Schemes

111"ft' 11,'.1 \' "ie \\HI01\ III Mlltu.lI f lI/ld ,l1prnp til II

,.IIl, .It,'r to \l)ur r1£'f'd:, Wll.lt"H'r y011l .1111' II/lUll III

p\ )'>111,'11 r1"1.. tolE'1 JIlCP and rphul1 '>'Pl'l't,lll(11l'

\VI1,'lIlt'l .1$ tilt' foundJllon 01 \(1llr RlV""trll,'nl progrdlll
,)1 b 1"upplt'lllent Mullidl lunds :",'11"111l', ,',lf1 help
H'll 1'1t','1 \('lJI fln,InCt,1111Pdh

TYPES OF MUTUAL FUND SCHEMES

.. ..
Iy '\

...... illiS A
jiTjl

~L/

-'1,' n1<)I1,'\ till I • l,II", t",i I:" It1,'11 'l1\'e~teo bv 1I1e fUI1<i

"111.I"lel 111 (ilth'I,'''1 !. I"'" ,'I ".-'cuntil'" 1hl'''''' cOIII,j
I'h:lP IIPJl1 "h I'.'" \i.'l','l1lur"" to 1'1<111(>\ 1ll.llkl'·
"'!rlll11en!', \i. I,,'nd 'lll lIP~)r1 Ihp sellPIl1(' 5 :::1,llpj

~ '~It.'.-II\\'" rh., 111< tll11(' tt,US earned lt1rtlUgtl tnesf

111\ (':"II11<'l1h Hid !II,' l lPlt.11 1ppreclallon re.11r"ed h\
tht' SCllellll' .Ift' ~Il 11 cd L'\ Its lInll 1101d8r~ In prC~l~1rtIOI1

10 Itle 1111111111'1 l,l 1I11b' ned b\ them TI,US J ".11l11l.11

FUllli I" tile Illl" t lllt.llll" Il1\eslmenl lor th(' Lornl110n
'11,11' ,I" II offPI , 1'1 "'pp,'rl1Inlt\ 10 Invest In 1dl\·'1511Il'(j
i'l 'f" 'SILIII.III\ I" In,lC1PO b:1<;ket of securrtlp,> :11 -,

L'IIII\ (>1\ 1m J ,n t

\ 1\lulu.11 f II/ld '" I Tlu"t 111.11 pools til.' .1.111,)" ,11 1
')I,llll,,'1 \11111\,''':,'' \.11.) ,,1111,' ,I C0l11l1h1/l II" Hil I \1

,),111 '\l1vbl)(h \\I!ll 111 111\ ,'"tlblp ~ur~'llI_' 01 .1" Ilttl,'.1

.111'V\ tlhlU' .1r1d I' IPI'.'" ,.111 II1Vest In tl,1utUll r lind'
lh,''',' l/ll't" I.'I" l'll\ Ulllh 1,1,1 P,lrtlcul.lr Mutl!.11 FUl1d
",11PJl1l' tll.11 11.1 I .i.'11I1,'(1 IIl\('stment nllll'l 11\" :1l1d
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--------
1 ProfeSSIonal Management 'yOti d\ ,111 of HlP

....pr\ Il'!:':o. ,~I t'xpenpl1ced ,Ind ..,killt'd plnfp',',ll1I1, Ii.... \\Illl

,lit' l' lCkt'li b\ ,I dl'd" ,11"nlll\I'"IIl1I'nt 1(" ('.lIl hIt' 1111
wh,,'ll ,'JlII\ .... l' ttle COll1p,1fl) fWltnrlll,IIH l' Ifld

pW,,~Y'<:h ,1I1L1 t'I~.... t::, ....11I1,'tl!t' IIwP"tll1t'Jlh It' ,ll hll'\ t'

tile l'l~lt'l Ilve~ of till' :,t t,ellk'

Tilt' ,7\ "'1,1(1('<' llt InVt,...IH1Ll HI :1 Mullidl lun<1 lit'

WHY SHOULD YOU INVEST IN MUTUAL FUNDS?

3 Convemen t Admlmstratlon Ime<;IIJlg III J MulU,ll
Funo reduces p:1pf>fwork ;)nd help:, yllil mOld nllny

problems ~uet\ ,1<; l)dd de"vPIIt'~ del,lyec1 fl,lyrn~'nt::,

:1nd unnE'ce~Sdr\ follow up With broker~ ,lnd
eornp<1nle .... MulU,ll Ill/Hi', ....,IVe you lunC' ,m<1 make
IIwesllng P,lSy ,1I1d ,',)llvenll'll!

4 Return PotentIal ()VI'I"''\ 1l1001l11l1 If> 10nCJ tPIIll
MUlu,ll Fund h 1\1" thp pl1l,'nlt,ll to PlllVI(lp ,I tllql1er
relurn .IS !hpy 111\(' ,t In ,I (JIVPI"lf'()C1 U1",,\'t of selalpd
<;e( lilll,p~

2 DIversIfIcatIon \1utu,11 11JI1li.... 111\~' t 111 ,1 nUllll1l'r
01 C,'l1lpJJlIE'S ,Ino"~ ,I bl'),ld ell''':' '-l'CIi(ln of IJlclll' 1"1'....
,md ~e<:t('r~ Thl<:; Olvcr<:;lf'U1IlllJl It <111('1' .... tilt' 11'1-,
LJec,lllse seldoll1 do all <;Iocks oeL!II1P .II ttH' .... \llH'

Iline :md III thE' S,lll1e proporlion 'Iou dl hll~"e tillS
dlverSlflc.llton through a Mulual FUJld wllh 1,\1 If'" ....

man\?\ tll,1Il you C\ln do on your own

-------

Remember a:, <llw:1ys the tl1g111'r Itle return \"1 ~I't'",

the Illgtler Ihe fisk YOU stlould l'e pi ep:1re,i t,' 1".1'

A rew frequently used lerms are explan"led here below

Kel'p 111 Illilld ttl,ll ,111\ l~l1t" .... l tL'llle 1ll,IV 11,'1 1",','1 ,III

\l~lJr rpquIII'llll'llh for ,111 IlIlle 'h~IJ nPl'd to ~'Il,'" , ,'III

I11l~nl'\ 1'1,1" K'u"l\ III li,ltl'!\'nt '" ",'1111" III t'I' 1l " t
gel till' ll'lllblll,1110n 01 growltl 1I1Cl'l1ll' ,111,1 ,I ',lit

Ih,11 I.... "'1111 tor \l~ll

Net ASset Value

Net Asset Value IS the market value of the assets of
the scheme mrnus Its liabilities The per umt NAV IS

the net asset value of the scheme dIVIded by the
number of units outstancing on the Valuation Date

Sal. Price

Is the pnce you pay INhen you Invest IR a scheme Also
called Offer Pnce It may Include a sales load, If any

Repurchase Price

Is the pnce at whlch the scheme repurchases the unrts
and It may Include a back-end load, If any This IS also
called Sid Price

~I'l Illl,lI lund Sl'tl~'llll' ,Ill' 'li,'11 11.11 II1\l'''k'''' \Ilc'

tl,I\~' ,lhP,ldy dt'clded 10 IflH.'....1 III J p,1111CUlll ~t','ll"

l~r seqlllt'111

-tJ---
~~'ftli

~"'. \t>i ,\I ~.. ;>< <' j ~"fI , , ~

-
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RedemptIon Price

Is the pnce at which open-ended schemes repurchase
their units and close-ended schemes redeem therr
Units on maturity Such prtces are NAV related

Sales Load

Is a charge collected by a scheme when It sells the
units Also called. 'front-end' load Schemes that do
not charge a load are called 'No Load' schemes

Repurchase Load

Is a charge collected by a scheme when It buys
back the Units from the Unltholders Also called
'back-end' load

5 Low Costs M'I!Udl J 1lI1d' ,liP 1 'PI,III\ ply less
l'x~ ~ n"l\p \dV hi Ilhp',I,', HlIpdrm11n dil!'( III' 1I1vp....linCj
Ifl HH' CdPlllllll,II1-,,,,, Ill', dU I' tll"11 111'rll'lll'- 01 <;,dlp

In t~1 ...I-,pr Itl!' ''' ....tnch II '11111 11ltH 'r f('p', Ir HI' 1,ltf' Into
lo~,t" cc)"t, f, " 1/1\ ( ',tOI ,

6 LIqUIdIty III 0P,'11 1 'I H II '(1 ,tHiliI" yOI J ( .In qpl
,II<" I110np) tJ leI-, I,r )fllP\', It 111'1 I' ,f'! V,tltle rel,lled

D"' P:' from tl1l' MlJllJdl I !Hllllf ,pit Wltll I lose ended
',('tl('mes \OU Coin <;t'li "Otll IIIll1'- all 1 ,toc k exell,lngp

.II 111e prevallillt) illdrkpi pnc I' UI dVd" of IIle f,lCllity of

dllecl repurchCl~eIf/hlet1 <,OIllE'rlo<;(' ('mimi alld Interval

"chemes oHer YOt I pertodlcally

7 Transparenc}' You qet regular Inforrndllon on Ihe

value of your Inve',lmenl In :1dchtlon 10 disc. 10sure on
Ihe speCifiC Investmenls made by your scheme Ihe
proportion Inve~ted 111 e,lcll CldSS of a<;sels and Ihe

fund manager's InVE'st nelll strategy :1nd outlook
~

... }, l~ft.
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HOW TO INVEST IN MUTUAL FUNDS

Till' fll,,1 ,>Iep I" to asse<;s your nE'eds

9 Choice of Schemes MulU II fun" .'tlt'l l' 11'111
,'I "cllell t''> Ie' "1/11 \l'1II \ 11\ II III 11('('d::- <'\t'l I "f,'l" ,,'

"

l Ill',)'>l' till' Rll/Ill "'It,lll II f 111,,1

Irack record 01 perlorm;)nce ov81 IIle I.1c;1 lew ye,lrs
In rel,lllon 10 the apprc'pn,lte "Jld~llck ~md ""1HI,lr tUJld~
III Ihe Sl1me Glfegol\

Some f,Ktars to evaluale before CI10U,>II1,1 I P,lltIClIl,lr
Mulual runci are tllC

deglee of Iral1C;pdll'll, \ ,,'> rt)f~PCIt'd 1/1 ttl,'lr hpQlIt'I1L v
,111d Qlld"ly of COlllllllllllCllltll1 ,

flOW well fhe MlIII J.l1 FUl1d ,'> orq,lI1lsed f'l prO\ leje>
eHlclent prompt and p01c;on,1Irsed servin'

l )no' \ OU fl.l\ e ,1 lit'. 11 sl r.lll'gv in Il1l/ld \ \ 'II I h 1\\ tl 1\ I'
tL' ,11('0'>1' ",hleh Mutt"ll ~UI1(1 al1d ',(ll,'llll' \L'lI \\,1111
101m p::.t 1/, Ttl(' olter docul1lent L)t Itl\' '><.lll'l1ll' It'll"
\OU lIs Ob)8CtM'S ,md provlde~ SllDplpPlt'llt 11\ ,ipt.l" ....
Irke the tr,ll'k record at alllel ::.ch('llle 111 lfl Iqpd bl
Ihe sal1le Flind Man.1g81

I~\ <1<'"111 ttl'Llllqh'>udl ,1fll'X('llISP y(lU '\111 k1111\V \,h,lt
\,111 \\ lilt L'lll l,1 "l'tJI 1!1Vl",tI1Wllt dlld , 111 ,>pl 1I1l'
t,'lIl1d l11L'11 1,'1,1 sOUl1d Mulu,ll f lN1(1 "lV(' tl11('111 '>tr.ltf\l\

Step Two

11,1\\ III It I \\,HII to build Ill\ ,h'>t'h Il1r lilt' Illtlll('

Identlly your Inveslment neflL1s

rhe tlnan::;I;)1 goals of IIl\E'StorC; vary baseci liPan therr
1(]E' Idestlle flll,:mCI;l1 Inrlependence falllri l
,(,flllllitments level 01 Ill( Ollll' ;)nci expenses among
Irhlll\ "tI'er laclors "

Step One

10 RegulatIon .\lIl\luhl.ll f uncI.:; ,Ire 'f'lll::.lt"t"j , 1111
SF-BI anj Ihe\ lu"clll'n WIHlIn H,e prL''',>I,--'I1'- <'f" I 1
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1 What are my Investment objectIVes and needs?
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3 What are my cash flow requlfements?

Probable Answers I need a regular cash flow or I
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after a certain penod or I don't reqlJlre a current ca':ih
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INCOME SCHEMES

III MONEY MARI\ET SCHEMES

CONSERVATIVE INVESTORS

"BALANCED SCHEMES
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Step Four Invest Aequl Illy
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MODERATE INVESTORS
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Irllie"tors seeking Income and moderJte gro • til

Investors lool<..lng for growth and stability wllh mOdE:rate
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• GROWTH SCHEMES

BALANCED SCHEMES • MONEy MARKET SCHEMES
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AMFI's DEDICATED TO

• Promoting and protecting ttle Interests 01

..Mutual Funds and th~lr unltholders

• Increasu19 public aw<:treness of Mutual Funds

• Serving the Invo';,tor:, Int8re:,t by defining

and malntrunlng high pttllcal and profeSSional

standards In the Mutuell Fund Industry
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A Word of Caution
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A';, WillI everyllllng In hIe and espeudlly when you are
pl,lI1nlng to Invest your hard edrned Inve';,tlble ';,urplus
J cautious approach IS always adVisable Belun:~

1i\\8',ling In a Mutual Fund keep the follOWing In mind

Alllnve&tments In Mutual Funds are subJocl to Il1drh.1 I
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Investors are adVised to study ttle OtfQf (JULLJment
carefully before Invel,lIng

Before Investing It IS best to consult ~'ou, agent,
financial adVisor or portfoho manager ~
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SELLING MUTUAL FUNDS MADE EASY
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(A sUItable pIcture or a flow chart
showmg the sale process)

ASsocIatIon of Mutual Funds m IndIa
An Agents Handbook
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_EIGHT KEYS TO SELLING MUTUAL FUNDS

1. Know Your Products

2. Know Your Clients

3. Priortitize Your Clients

4. Understand Your Clients Needs

5. Help Them Choose Their Investments

6. Encourage Regular Investment

7. Commit Them to Invest

8. Provide Personalised After Sales Service and Keep In
Regular Touch With Your Clients

Gzve a professmal tocuh to your Job. Remember always, a satzsfied and well looked after
cltent zs an zmportant asset ofyour profemon.

2
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Dear Agent,

It gIves us at AMFI great pleasure to present thIs"Agents Handbook" as a gUide to
selling mutual funds

AMFI was Incorporated In August 1995 as a non-profIt orgamzatiOn. Its members
are asset management compames regIstered wIth SEBI AMFI's pnnclpal objectIves
are to promote and protect the Interests of Mutual Funds and their umtholders,
increase pubhc awareness of mutual funds and serve the Interest of mvestors by
definmg and mamtammg hIgh ethical and professional standards m the mutual fund
mdustry.

Recogmzing that agents and Intermedlanes playa very Important role not only m
mforming mvestors about the advantages in Investmg In Mutual Funds, but also m
influencmg theIr decesion, thIs handbook has been produced as a tool to help the
agents m theIr professiOn. When used along wIth the Investor's Guide to Mutual
Funds, thIS Handbook WIll asSist you In sellmg Mutual Funds better and enhance
the effectIveness of your profeSSIon ,

ThIs handbook has been produced by a speCIal commIttee of AMFI members
consIsting of Mr A.P Kunen as Chairman, Mr. Vlvek Reddy, Mr. K.N.
AtmaramanI, Mr S K MItra, Mr. AJaI Kaul and Mr AN Palwankar as members.
Pnce Waterhouse LLP/Financlal InstItutIons Reform and ExpanSIOn (FIRE)
Project funded by USAID, has also made a valuable contributiOn. I take thIS
opportumty to thank all of them for theIr time and effort.

G.A.Shenai
Chairman
AMFI

3
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As a mutual fund agent, you are an advIsor and a fmancial intermedIary
representmg the mterests of your chents, as well as the mutual funds you sell.
What IS most Important IS that you see yourself not Just as a dIstnbutor of forms,
but more as a fmancial planner provldmg sound advIce to your clients on how to
manage theIr Investments. Investors place a great deal of trust and confIdence In

you, and It IS Important that you deal wIth them In a professIOnal manner

As a Mutual Fund agent you must:

• understand your chents' needs

• bring vanous products to thelf attentIon

• explain the opportunme5 and rIsks assocIated wIth those products

• recommend those that match the clIent's reqUIrements

Remember always that secunties including mutual funds have to be sold with
znvestors obJecttves in mmd.

/ ..
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THE MUTUAL FUND INDUSTRY:

The Mutual Fund mdustry IS in the mIdst of a sIgmficant growth WIth marked
changes m Its composltlon, product mIX and ldentlty. These changes coupled WIth
fundamental market reforms and techonoiogical advances WIll create new
opportumties for mvestors and the seCUrIties markets

A decade ago, the "mutual fund mdustry" was Umt Trust of IndIa (UTI). In 1987,
the public sector commerCIal banks and the msurance compames were allowed to
set up Mutual Funds. Not untIl the hberallsaton of the fmancial markets m 1993
did the pnvate sector enter the fIeld. However, UTI, a statutory corporatIon set up
in 1964, contmues to be the largest mstltution m the mdustry.

As of December 31, 1996, Mutual Funds managed Rs. 80,000 crores of assets spread
over 190 schemes UntIl about 1995, most of the schemes were closed-end clasSIfied
as growth, mcome or combinatIOn of both However, the benefits of the open-end
form are now more recogmsed and the Mutual Funds are mcreasingly launchmg
open-end schemes ThIS has been made pOSSIble WIth improvmg standards of. .
Investor servlcmg

(pie charts/"graphs on growth)

/ ..
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WHY SHOULD YOUR CLIENTS INVEST IN MUTUAL FUNDS

Having familIanzed yourself with the mdustry, you need to know clearly the
benefits that a Mutual Fund offers to your chents The mformatlOn m thIS sectIon
should convmce your chents that Mutual Funds can be part of every fmanclal plan
The advantages of mvestmg m a Mutual Fund are·

I
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1

2

3

4

5

6

7

8

9

10

ProfeSSIOnal Management Your clients can aVaIl of the services of expenenced and skilled
profeSSionals who are backed by dedicated Investment research team which analyses the
company performance and prospects and selects suitable Investments to achelve the
obJectives of the mutual fund scheme

Diversification Mutual funds IOvest In a number of companies across a broad cross
section of IOdustnes and sectors ThiS dIversification reduces the nsk because seldom do all
stocks declme at the same time and m the same proportion Your clIents can achIeve thIS
dIversifIcatIOn through a Mutual Fund With far less mODf~ than they can do on their own.

Convenient Admimstratlon Investmg lU a mutual fund reduces paperwork and helps to
aVOid many problems as bad delIvenes, delayed payments and unnecessary follow up With
brokers and companies Mutual funds save time and make mvestmg easy and convement.

Return Potential Over a medIum to long term Mutual Funds have the potential to
proVide a higher return as they mvest 10 a dIversified basket of selected secuntles

Low Costs Mutual funds are a relatively less expensive way to IOVest compared to directly
1Ovest1Og 10 the capital markets because their benefits of scale In brokerage, custodial and
other fees translate IOta lower costs for Investors

Liquidity In open-ended schemes, your clients can get theIr money back promptly at net
asset value related pnces from the Mutual Fund Itself With close-ended schemes, you can
sell your umts on a stock exchange a~ the prevaIl10g market pnce or aVaIl of the faclltty of
dIrect repurchase which some close-ended and mterval schemes offer penodIcally

Transparency Your chents get regular mformatlon on the value of their mvestment 10

addttlon to dIsclosure on the speCific IOvestments made by the scheme, the proportion
10vested 10 each class of assets and the fund manager's Investment strategy and outlook

FleXibility. Through features such as regular lOvestment plans, regular Withdrawal plans
and dIVIdend reInvestment plans, you can systematically mvest or WIthdraw funds
accord1Og to 1Ovestors needs and convemence

1

Choice of Schemes. Mutual funds offer a varIety of schemes to enable IOVestOrs to take
advantage of opportuDlttes not only In the equity, debt and money markets but also 10
specIfic mdustnes and sectors

Government Regulation All mutual funds are registered With SEBI, and they function
wlthm the prOVISIOns of stnct regulations deSigned to protect the mterests of Investors
The operations of mutual funds are regularly momtored by SEBI

6
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KEY TO SELLING MUTUAL FUNDS

The key to becomIng a top class agent IS to earn your clIents' respect, trust and
confIdence by matchIng theIr fInanCIal needs WIth the nght type of Investments.
Remember, selling IS not Just makIng your clIents Invest In a partIcular scheme, but
It also Involves bUIldIng up a relatIonship that lasts for years and stanCfs the test of
tIme

Here are some keys to become a successful mutual fund agent

1. Know Your Products

To make a favourable impreSSIOn, you need to have a thorough
understandmg about the mutual fund schemes you are selling. You must be
able to explam the Investments obJectIves, the rISks, any speCIal features and
the speCIfIC advantages and dIsadvantages of the scheme to the mvestors
Also, keep yourself upto date on the track record of the scheme as well as
the overall performance of the Mutual Fund.

Before recommending an Investment you must know

,
• the strengths of the asset management companIes and sponsors of the

Mutual Fund
• the chOIces/plans avaIlable and the advantages of such chOIces/plans
• the nature of the asset - 1 e., IS It somethIng that prOVIdes growth or

a regular mcome or a balance of both (growth plus mcome)
• the potentIal for returns and the rISks your clIent WIll have to assume

to realise such returns •
• tax benefits, If any
• operatIonal details such as how to buy, how to sell or transfer to

another scheme, etc.,

Remember, you must study carefully offer documents and related lIterature
to acqUaint yourself WIth th Fund.

II. Know Your Clients
,

Clients are different. TheIr financIal needs and chOIce of mvestments vary
dependmg upon theIr age, earmng capaCIty, famIly commitments and abIlIty
to take on rIsks. Some broad types of clIents are gIven below

• Young and accumulatmg Typically under 40, seekmg to bUIld
capital for a long-term goal such as buymg a house, children's
educa\lon or a family weddmg These clIents may take higher nsks
for higher returns

• MIddle-aged WIth family commitments: Typically betw€rer1 40 and
60, In their pnme earmng years and WIth family commItments that
reqUIre a large, penodlc expendttures They may be wl1lmg to
sacnfice a higher return for a stable Investment and lower nsks

7
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• RetIred Typically over 58 - 60, require seekmg mcome to meet
theIr regular expenses and are prImarIly concerned With safety of the
prInCipal

• InstitutIOns and high networth mdlvlduals Corporates, banks, trusts
and wealthy mdlvldual mvestors, who seek an appropnate
combmatlon of tax efficient growth and mcome dependmg upon
their return expectatIOns and nsk tolerances

Prioritize Your Clients:

To make the most of your time, you must Identify the clients With whom
you can establIsh a good busmess relatIOnship There are 3 types of clients 
receptive, potential and mdependent mlmded The receptive clIents are
those who Will work WIth you to develop a fmancial plan, have the
dlscIplme to invest regularly and belIeve m the merIts of profeSSIOnal
fInanCial adVIsors.

The potentIal clIent is one who WIshes to become a successful Investor, but
does not have the dIscIplIne or patience to do so. If you work closely WIth
these mvestors, they could Jom,the ranks of your good receptIve clients
The mdependent mmlded clIents are those who do not use you financIal
mtermedianes and prefer mvestmg dIrectly Such clients need to be
cultIvated over tIme.

Understand your Clients' Needs:

For you to be able to prescnbe a sound fmanclal plan to your clients, you
must understand theIr needs and prIOrItIes Fmd out your chents'

• mvestment objectIves Try to establIsh what your client's real need
IS "I need more money" IS not a real need or goal On the other
hand, somethmg speciftc lIke "I need money to send my kIds to
college" or "I need money to retIre by 58-60" IS a real need or goal
You must probe your client such that the real need comes out.

• rIsk tolerance Are they wIllmg to take hIgher nsks m anticipatIon
of hIgher returns or would they prefer to play It safe and accept
modest returns

• return expectations What kmd of returns would the clients hke
from their mvestments, how long are they wlllmg to walt and 10

what 'form do they want It I e capital appreCiatIOn or regular
Income.

• cash flow reqUIrements How much hqUldIty your chents want and
wht?n do they want It.

• tax benefits Are your chents lookmg for any speCIfIc tax benefits
on their mvestments) How Important are tax conces~lOns 10

choosmg theIr 1Ovestments)

8



Moderate Plan

Aggressive Plan

9

Income Schemes

Balanced Schemes

Balanced Schemes

Growth Schemes

Growth Schemes

20%

40% to 50%

Help them choose their Investments:

Havmg understood your client's profIle and needs, you now have to adVise
him on where to mvest It might be a selection of only mutual funds or a
combmation of mutual funds and other lllvestments A few mdicative
model portfolios are given below for your reference

Younger mvestors m prI~e earmng years and wIllmg to take more
rIsk
Seekmg growth over a long term

MIddle aged With many fmancial oblIgations
Lookmg for growth and stability With moderate risk

ThIS plan may SUit-

10%
s...- ---.1 .Money Market Schemes

ThIS plan may SUit:

Income Schemes
/--------~

Money Market Schemes
'----------~
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VI

VII

VIII.

Growth Schemes

Balanced Schemes

Income Schemes

10%
'--- --l Money Market Schemes

This plan may SUIt.

Retired Investors with a need to preserve capital and earn regular
mcome.

Encourage regular Investment

AdVice your clients to Invest early and stick to a regular Investment plan.
ThiS Will help them to make more moeny because of the power of
compoundIng where your clients could earn Income on mcome and their
money multIplIes at compounde4 rate

Commit them to Invest:

The best plans and the best chOice of mvestments are of lIttle use unless your
client acts upon them and Invests. Ensure that your clIents gIve you the
commItment for theIr Investment. Be ready With applIcatIOn forms and
other documents and If necessary, help them to complete the same

.
Provide after Sales Service :

One of the most Important responslbilltles of a profeSSIOnal agent IS to
proVIde prompt, effICIent and courteous servIce to the clIents You can
bUIld up lastIng relationshIp by prOVIdIng servIces that your clIents most
deSire With respect to theIr mvestments·

• makmg penodic calls to see If they need any help WIth theIr
Investments

• gettmg m touch if there IS a great deal of volatIlIty which may be of
concelm to your chents

• asseSSIng any change m theIr personal CIrcumstances whIch may call
for a reVIew of the fmanclal plan recommended by you

• mformmg them of new sche~es and products that could be useful to
them

• follOWIng up WIth the mutual fund If your cltents have expenenced a
servIce related problem With theIr Investment

By staymg m touch WIth your chents on a regular basIS, you not only get
more Investments from them but you also earn the busmess of theIr friends

10
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- and relatives on account of the goodwill you have created and pOSItive
reference they receive from your clIents

Followmg these eight basIC steps WIll ensure that you attract and retam a loyal base
of customers whose busmess you can depend upon

/
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SELLING TIPS TO MAKE YOUR BUSINESS GROW

,
Make contacts by eIther maIlIng or calling personally

• Direct MailIng - Involves sendIng your potentIal chents a mailer
descrIbmg how you can help them and then follOWIng-up WIth
telephone calls to fix appoIntments

potential clients
pnor notice and

Personal CallIng .. mvolves callIng
(telephOnIcally/personally) WIth or WIthout
explamIng how you could be of use to them

•

As It IS the first contact between you and the potentIal client. you must be
prepared for a low success rate However. these methods are essential to
build-up and expand your chent base.

As a first step In prospectIng. you wIll need to generate a lIst of people who
could become your potentIal cleInts It could be based on membershIp of a
club, asSOCIatIOn. profeSSIOnal group. etc for which lIsts are readIly
avaIlable Or you could select a partIcular localIty In your town where you
feel the reSIdents may make good clients

The second approach whIch IS even more effective IS to gaIn referrals from
your chents ThIS means gettIng the names of theIr fnends and relatIves
whom you could contact It could be voluntary on the part of your chents
or you could speCIfIcally request that they help you with referrals. Here
your chances of convertmg a "potentIal" to a regular chent are hIgher, as
your potentIal chents are reassured by the pOSItIve references on you
receIved from someone they know

1 Strengthen your prospectlOg skIlls to budd a strong clIent base
To bUIld a successful agency busmess you need to establIsh a strong clIent
base - one that you can keep addIng to ThIS means that a lot of your effort
should be directed at fIndIng or prospectIng for new clIents.

The prevIOUS sectIon dealt WIth what you need to know about mutual funds and
how to-deal with clIents ThIS sectIOn WIll outlme to you some useful and practIcal
tIpS for becomIng a successful sales person These concepts are applIcable not only
to mutual funds. but also practIsed by sales people In all mdustnes anywhere In the
world.

2 Ask QuestIons and LIsten tQ the Answers
When you ask YQur prQSpective chents a IQt Qf mvestment related questions.
you are tellmg them that YQU are cQncerned about theIr fmancial well-bemg
Investors gIve the nght answers If they are asked the rIght qilestIons
However. askmg questIOns IS not enQugh YQU must hsten to the responses
and take notes If necessary because the chents' answers are a VItal Input for
develQpmg a proper mvestment plan for them.

I
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Or It could also Include preparation on broader and more general subjects
such as:

Preparation should Include a through understandIng of speCifiCS of the
Investments you are sellIng:

Whatever you say, you must ,say WIth confidence and conViction, which
requires lots of practice, Almost all successful people In any field attnbute
their success to preparation and practice.

the growth and status of the mutual fund Industry,
fund concepts and new types of fund Investments
changes In the markets or government polICies
how market and regulatory reforms are helpIng to create Increased
efficiency, transparency and competltlon among mutual funds for the
benefit of Investor

• refreshIng your product knowledge
• tryIng to know more about your prospective chents
• preparIng tables, charts, reports, etc. which help chents understand

opportunIties
• antiCIpatIng chent questions and preparIng your responses
• outlinIng or practicIng what you are gOIng to say to your chent

when you meet him

Prepare, Prepare, Prepare
The more tIme you spend on preparIng, the more comfortable you wIll feel
and the easIer It wIll be for you to conVInce your Investors PreparatIon
should cover all pOSSIble aspects relatIng~to your clIent and the potentIal
Investment opportunIties,

Practice Basic EtIquette and CourteSIes
In any relationship which depends on trust and confidence, beIng courteous
and presenting yourself as thoroughly professIonal IS very Important. While
bUilding confidence In your clients through your knowledge and ablhty
could take years, you could lose their fatth In you, in mInutes, through
discourtesy or lack of prof~sslonahsm ;Yet, etiquette and courtesy are often
ignored aspects of sellmg. A well mannered smartly dressed agent IS much
more acceptable to a chent. So keep the following In mInd:

• Make a favorable first ImpreSSIon
• Don't barge In on a chent Take an appointment
• Having taken an appoIntment, don't be late
• Spend a mInU~ or so makmg polite enqumes about the chent/hls

famIly
• Present yourself as warm, approachable and thoroughly profeSSIOnal
• Do not waste your chent's tIme FInIsh your bUSIness quickly and

leave

••••

3

4.
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5 Get the mQst Qut Qf YQur Mutual fund

TQ be able tQ sell a mutual fund schemes effectively, YQU need tQ InsIst Qn
theIr tQtal SUPPQrt Ensure that YQU ask fQr cQmprehensive 10fQrmatIQn Qn
prQduct ltterature, theIr latest lDvestment strategIes and details -Qf new
prQducts and 10ltIatIves And use this mfQrmatIQn tQ CQmmUDlcate to YQur
clients and give them cQnfidence In addltIQn, YQU need tQ pass Qn any
feedback Qbtamed frQm YQur clients to the mutual fund tQ enable them tQ
be respQnSlve tQ the needs Qf YQur custQmers

6 Stay VISible and keep m tQuch
Many times It may happen that the markets decline and YQur mvestQrs mcur
a shQrt-term IQSS 10 the mvestments YQU have recQmmended At such a
time, the tendency IS tQ aVOId callIng Qn YQur clIents because YQU are
wQrned that they may have a negative reactlQn. But It IS m such adverse
circumstances that YQur clIents need YQur reassurance mQst and thIS IS when
your VISIt or call Will be most apprecIated By staymg 10 touch and
communicat1Og m dIffIcult tImes, YQU bUIld last10g relatIOnshIps.

7. Set goals for yQurself and determIJle tQ be successful
The first and most Important step lD becQm10g a successful agent IS to have a
desire for achievement. ThIS 10VQlves sett10g speCifiC gQals such as "I want
to mcrease my mQnthly CQmmiSSIQn frQm Rs.5,000 to Rs 8,000" Qr "I want
to add 10 new clients every mQnth" or "I want tQ have a new Qfflce by year
end". WrIte these goals down and mQDltor YQur prQgress.

After you have deCided what YQU want to accQmplIsh, the next step IS to
work Qut your strategIes to achieve these goals StrategIes CQuid mclude
"Do 100 direct maIlers each month" Qr "Call 3 new prospects everyday" Qr
"Add on a new mutual fund to represent thIS year" or "Add 3 corpQrate
clients m the next 3 mQnths" ReView YQur gQals and actlQn plans
periodically to ensure YQU are Qn track and If necessary mcrease your effQrts
to achieve the level Qf success YQU desue.

Gomg through thiS HandboQk should have given YQU enQugh Ideas and knowledge
to become a successful agent. Npw It'S time tQ get actIve and gQ out tQ start
meetmg potentIal custQmers. Remember, systematic and hard work leads to mQre
and more sales.

Happy Selling'
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•

•

Present yourself as thorough professional and be
courteous.

Know your products well.

Build relationships. DonIt sell products.

Know your clients. Understand their needs.

T ell the truth. Your integrity will always be valued.
,

Be a financial adviser, not a salesman.

Be convinced yourself. If you are not convinced, your
client will not be.

Provide responsive and'anticipatory after-sales service.

Demand the best out of the mutual funds and companies
you represent.

Decide to become a successful agent and work hard.
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REFORMS THAT WILL IMPROVE THE SECURITIES MARKETS
AND PROVIDE NEW OPPORTUNITIES FOR INVESTORS

I strongly support the work ofthe Secunnes Exchange Board ofIndia ("SEBr') I commend
the thoughtful reports of the expert comnuttees that latd the foundatIOn for these reforms and the
stock exchanges for the technologIcal innovatIOns and other reforms that they are ImtiatIng Good
laws and faIT, effiCIent and transparent markets mean better opportumtles for mutual fund
shareholders and good busmess for funds

Investors may look back upon the last years ofthe 20th Century as the penod that gave birth
to hlstonc changes m IndIa's capItal market Every part of India's secuntIes markets and theIr
regulatory processes--from the scnps themselves to Its stock exchanges, regtstrars, custodIans and
mutual funds- IS undergomg a huge transformation These changes WIll make tomorrow's markets
almost unrecogmzable to today's Investors

The secuntiGS market') Will become more attractIve to mvestors as technologIcal advances
In commurucatIOns, data entry and record keepmg combme With regulatory reforms to Introduce
greater effiCIency, transparency and Integnty Into the markets The transformatIOn of the secuntIes
markets WIll accelerate developmg changes m the compositiOn, product mIX, IdentIty and
regulatIOn of the mutual fund Industry to create greater flextbIltty and protectIons whIch Will
mean new opportumties for mutual fund Investors

Page 2
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Investors Will ImmedIately appreCIate the Increased certainty whIch the faster
settlements and the reduCed nsks Will boog about

Mutual funds WIll benefit unmedlately by not havmg to wrestle With plIes ofp~er or
worry about delays and bad scnp

The markets wIll benefit by a decrease In opportumtles for fraud and mampulatlOns
As the markets become fatrer and more effiCIent, as transactIon costs and nsks
decrease, they wIll become more attractIve to Investors

USAID F,re ProJect, Contract No 386-0531-C-OOO-50/0-00
UTI Institute a/Capital Markets and AssocIatIOn a/Mutual Funds In IndIa
ThIrd A nUlla' SemInar on the "ulua' pund Tndustry

A few fundamental market and regulatory changes Will revolutlomze the markets and the
mutual fund mdustry and attract greater Investment and new classes of investors The Introduction
ofdeposltones Will be a slgmficant start toward qUIcker, cheaper, safer and more effiCIent transfers
ofsecuntIes The deposItory system should reduce problems assocIated With bad delivenes, delayed
transfers, shares under ObjectIons and faked or forged certIficates Far more sIgmflcant, but less
VIsible, changes will take place as the markets become more effiCIent

•

•

•

Price Waterhouse LLP
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• Move from offenng predommantly close end to predommantly open end funds The liqUIdity
and slffiphclty of mutual funds are among their most a..:tractlve features Close end funds are

• Expand therr product mIX to offer a WIde vanety offunds to meet all Investors needs Stress
the "famIly of funds" concept and by all means, WIth the cooperation of the regulatory
authonty, mtroduce "Money Market Funds"

These developments wIll not occur automatIcally For the Mutual Fund Industry to take full
advantage of them It WIll have to change ItS Image to emphaSIze aspects whIch to date have been
underplayed It IS my hope that the Industry Will heed the recommendations made at thIs Conference
and that Mutual Funds wIll

•
• Lengthen therr duratIOn from short term to long term, from five years to a hfetIme EqUItieS

have consIstently outperformed other mvestments over tIme They do not always do so over
the short term Mutual funds must be sold as a long term Investment not a short term
speculatIOn

Page 3
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Mutual fund shareholders wtIl benefit from the antIcIpated Increased flow of
Investments Into the market

Closed end schemes that are Ltsted on exchanges and theIr umtholders WIll be eligIble
to partIcIpate dIrectly In the benefits the depOSItory WIll proVIde

USAID Fire Project, Contract No 386-053J-C-OOO-50/0-00
UTllnslltute o/Capltal Markets and ASSociation ofMutual Funds In India
Th,CI! dDuual SemInar on the U"Wa' Fund Tn,I" st'J/

•

•

Caveat. The transformatIon will not be completed rrnmedIately Mechamcally, the SWItch WIll
take time To the extent that shareholders delay or choose not to surrender therr scnp, our markets
wIll operate on a two track system one relatIvely fast, effiCIent, safe and ineXpenSive, the other
slower, less effiCient, nskIer and costlIer Be assured that the mutual funds WIll be among the first to
surrender their shares

Regulatory reforms should also lead to stronger safer markets Three recent landmark reports
"The Report ofthe Expert COmmIttee on the Accounting Pohcles, Net Asset Values and Pncmg of
Mutual Funds," "The Malegam Commrttee Repert" and the SEBI Report "Mutual Funds 2000" point
the way to Improved disclosures whIch WIll benefit the markets generally and mutual fund Investors
specIfically A basiC premIse ofall three reports IS that "Adequacy ofdisclosure IS the comer-stone
of a healthy capItal market" RaISing the general level of disclosure In the marketplace WIll benefit
all Investors As profeSSIOnal Investors, mutual funds WIll be among the first to benefit The entIre
market should benefit because better dIsclosure should reassure all shareholders and attract new
Investors

Price Waterhouse LLP
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• EmphasIZe the advantages of regular Investmg over tIme through Rupee Cost Averagmg to
reduce nsk ofmarket fluctuatIons, to take advantage ofcompounding and Improve chances
for better returns

\

• Improve regIstrar servIces Fund regIstrars must proVIde rapId reliable servIces
TechnolOgIcal changes, stronger regulatIon and competItIon should help to achIeve a lugher
level of servIce whtch 1S essentIal to the success of the mdustry

I

• Regulate salesmen All sellers of mutual funds should be tramed, qualIfied and certIfied by
their own self regulatory aSSOCIatIon or by SEBI ThIs WIll go a long way toward raIsIng
profeSSIOnal standards In the Industry and creatIng reasonable expectatIOns

• Create reasonable expectatIons ThIs can be done If the product IS explaIned well EssentIally
it proVIdes the opportumty to own mdlrectly a profeSSIonally managed dIverSIfied portfolio
of secuntles at relatIvely low cost It IS not an IPO (Imtlal PublIc offenng), nor IS It a bank
account WIth an assured return

Page 4
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much more SOplusticated Instruments than open end In a close end the Investor must
understand the relatIonshIp between two pnces the net asset value per share of the portfolIo
whIch moves up and down WIth the market and market pnce wluch IS often at a dIscount
ThIs can be confusmg and, because close end funds generally sell at a discount, It can also be
dISCOuragIng Wlule close end funds have served specIfic needs and are useful for holdIng less
liqUId secuntIes, open end funds have proven to be far Simpler and more attractIve to
Investors

• Sell on the basiS of understandIng and managmg nsk rather than assured or guaranteed
returns When you Invest In mutual funds you are InvestIng In an underlyIng package of
secuntIes winch can go up or down When Investors understand that all funds Involve nsk,
but depending upon theIr poliCIes and portfolIo nux the degree of nsk can be lessened, WIll
the fund Industry sustaIn theIr loyalty and mamtaIn Its own credIbIlity Attempts to guarantee
rates of return or redemptIOn pnces WIll dIStort the product and the publIc's perception of
It FaIled guarantees or payments out of capItal to meet assured returns erode publIc
confidence and undermme the Industry.r

• Introduce standardIZed performance measurements to cover Yield and total return over
defined penods ReqUIre that the funds in theIr reports and advertisements adhere stnctly to
these standards WIthout vanatIOn Tlus WIll elIminate confuSIOn and promote better
understandmg of fund performance, comparabilIty of Investment results and increased
competItIOn

Pnce Waterhouse LLP
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On the question of fairness, at least three areas deserve mentlon--affilIated or assocIated
transactIOns, valuation and calculatIon ofnet asset value, and cost to Investors or compensatIOn to
Asset Management Compames

Affihated or associated transacttoQS mvolve transactlons between schemes and related persons
such as sponsors and others who control or are controlled by fund asset management compames
Examples could 10clude a sponsor who, perhaps as an underwnter has to place a secunty whtch IS
not selling well, uses the fund as a k10d ofgarbage dump On the other hand, a sponsor mtght cause
a fund holdmg a profitable secunty to sell It to the sponsor or another entity under Its control at a
bargatn pnce or mtght arrange a Jomt venture where the fund bears most of the Investment nsk and
the sponsor receives most of the profits

For accountability, SEBI deserves five stars for clearly defimng the role and responSIbIlitIes
ofthe trustees 10 managmg the trust and protectIng the Interests of the umtholders The new mutual
fund regulatIOns not only set forth the trustees responSibIlItIes, but also requIre certatn reports and
suggest other mechanisms for meetmg those f"eSpbnSlbilifles Sponsors do not appear to be held to
the same level ofaccountability, although trustees must ensure that they are "not gIVen any undue or
unf31r advantage" or act 10 any manner "detnmental to the mterests of umtholders" Sponsors'
accountabIlIty may bear further watclnng as actiVIties under the new rules unfold

~

An appropnate regulatory eOVlfonrnent IS cnttcal to the success of the mdustry Investors wIll
come to secuntles markets to the degree that they feel a Ingh level of trust and confidence An
appropnate regulatory framework and a VIgOroUS, well-traIned and effective regulator can add
unmeasurably to the level of confidence In the markets Let me share WIth you a short-hand way of
analyZIng the regulatory enVIronment and particularly SEBI's new Mutual Fund Regulations It's
called "SAFE T" aI\d It stands for "Scope," "AccountabilIty," "Fairness," "Enforceability" and
"Transparency"
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The scope of SEBI' s regulations depends upon the defimtion ofMutual Fund It IS broad
enough to mcIude UTI winch was created as a government InstitutlOn WIth addltlOnal functIons As
such, it has operated under different rules than other funds It's Important from the Industry
perspecttve that UTI be covered because capital market partICIpants want to play on a level playmg
field where everyone abides by the same rules and no one receIves an undue competItIve advantage
It's Important from the mvestors' perspectIve that whIchever fund they Invest 10 offer the same htgh
level of protectIons UTI should be subject tarSEBI's full JunsdictlOn We must watt to learn how
completely and qUIckly It can reorganIZe and readjust to meet SEBI's reqUIrements SEBI's
regulatIOns have sent the nght message

Price Waterhouse LLP
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Were I a trustee responsIble for ensunng the farrness of such transactIOns, I would be
concerned over my pOSSIble liabIlIty and would try to mtroduce a number of 1I1ternal safeguards
1I1cludmg advance reView procedures so that With my fellow trustees I could carefully screen the
faIrness of proposed transactIOns Even thert,-I mtght net be comfur.table because,l ~ould stln be
second guessed after the fact Assunng the farrness of such transactIOns could stIlI be a challenge

NAV (per urnt) could be called the DNA ofthe mutual fund 1I1dustry EstablIshIng the correct
N AV IS central to almost every aspect of fund operatIOns and matenally effects umtholders First,
It detennmes sale and redemption pnces dIrectly for open end funds, and 1I1fluences market pnces of
close end funds Second, changes 111 NAV determme fund performance, affect 1I1vestors' perceptIons
of the AMC's abIlIties and mfluence future sales and redemptiOns Fmally, management
compensation and fund expense IUnIts are calculated as a percentage of total net assets

I

Fairness reqUIres that NAV be calculated on a umform basiS One of the most drllicult
determInations lIes m the valuatIOn of thInly traded and unlIsted secuntles The EIghth Schedule of
the 1996 Mutual Fund RegulatIons sets forth an appropnate standard It reqUIres such securities to
be valued "In good faIth': by the asset management company based on pnnclples approved by Its
board and reported on as "faIr and reasonable" by the fund's auditors Wlule the standards are
appropnate, there IS still a lot of room for dIscretion by the AMC's For example, eqUItIes are to be
val;,.ed on the baSIS of capItalIzation of earmngs solely or 10 comb1OatlOn With net asset value, usmg

SEBI's approach in Its 1996 Mutual Fund RegulatIOns c.orrectly IdentIfies such transa.ettons
as a cause for concern and places the responsIbIlIty on the trustees to ensure agamst any undue or
unfair advantage to aSSOCIates and that such dealmgs are not detnmental to the mterest of urnt
holders They reqUIre that the trustees quarterly reView all transactIOns carried out between the
mutual funds, AMC and Its associates The defimtIOn lunges on 10 percent control rather than 5
percent and appears to cover only first tier assocIates Nor are there any procedures for advance
approval by an mdependent body or advance notice or publtcatlOn to 1I1terested persons

/
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These Ionds of selfdealing transactions undercut the credibilIty and mlubited the growth of
the mutual fund industry in the Umted States pnor to the adoptIon of the Investment Company Act
of 1940 That legislation, whIch was cosponsored by the 1I1dustry, banned all affiliated transactIons
unless the partIes could demonstrate theIr farrness 111 advance to the SEC and It then made a finding
offarrness The defirutlon ofaffilIate hmged on ownershIp of only 5 percent of the assocIate's votmg
seCUrIties and covered second tier affibates as well as first The procedures adopted by the SEC
1I1cluded publIcatIon ofa notice of the applicatIon wluch descnbed the terms ofthe transaction and
permItted Interested parties to appear and protest any such transactton Tlus has worked
exceptIonally well Many applicatIons for such transactions are filed and granted every year, but they
are untaInted and the mdustry enJoys the hIghest level of publIc confidence

Pnce Waterhouse LLP
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for purposes ofcapItahzatIOn, the PIE rattos of comparable traded securitIes and With an appropnate
dIscount for lower lIqUidIty"

• that violatIOns Will be met With meamngful consequences
• that investors Will be protected
• the marketplace Will receIve reliable tnformatlon and
• that market mechamsms Will not be corrupted

EnforceabIlity IS essentIal to an effective regulatory enwonment The credibIlity and
effectIveness of SEBI's regulatory program will depend, to a large extent, on Its abIlity to take
effecttve acttons to enforce the secunttes laws and Its regulatIons SEBI's enforcement program must
be able to detect and deter ViolatIons To do that the law's requIrements must be clear and SEBI must
have the authonty and abilIty to assure- - ., , ~ ~'.~ ' ~-.1""

A third consIderatIOn offairness IS the level ofexpenses to be borne by a scheme and by Its
AMC SEBI, In Mutual Funds 2000 called for clearly definmg expenses and a fair fee structure Its
regulations set lIrmtatlOns on maXImum fees and total expenses graduated by SIZe ofassets and also
limit the total sellIng COmmISSions to be patd The levels of fees and expenses remain hIgher than
those in more mature markets for schemes --of comparable SIZes, IndicatIng a need for greater
effiCienCies Better disclosures leading to competition should result In lower fees and expenses
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Another wornsome area, arIses from the practIce of hIstoncai pnCIng rather than forward
pnCIng Thts means that funds use the last quoted pnce rather than their next for all secuntles they
own Thus mvestors may time theIr purchases In a nsmg market and receive a lower pnce thus
dIlutmg the mterests ofeXIstIng shareholders Strndarly, ma declimng market, redeenimg umt holders
may tune purchases to receIve greater values and dilute the mterests ofrematmng unitholders ThIs
potential for dIlution IS exacerbated by the mterval pernutted between valuations whIch may be as
much as one week

An effective, htghly ViSible enforcement program can msplre public trust and confidence,
essential to a successful capital market, and energtze a regulatory agency A strong enforcement
program should Include clear standards# means of gathenng Information mcludmg, the power to
conduct routme unannounced and for cause InSpectIOns, InvestigatIve authonty, IncludIng the power
to compel testimony and the production ofdocuments, fair procedures, a broad range of sanctions,
and a well-tramed staffthat not only understands substanttve legal and accountmg Issues, finance and
market operatIOns, but IS also expert In Investigative techmques and procedures

Pnce Waterhouse LLP
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"Trustees and AMC's and trustees (to) ensure the dissemmatlon to all umtholders of
adequate, accurate, explICit and timely Information faIrly presented m SImple language about
the mvestment poliCies, mvestment objectives financial position and general affaIrs of the
scheme"

To the extent that the mutual fund mdustry can more fully realize Its potential, It Will not only
bnng more people and assets lOto the secuntIes markets, prOVIde sounder mvestments for umtholders
and help to better educate Investors, but It wIll play a more SIgnIficant role lo capItal formation, 10
help10g to bwld and mamtam the IiqwdIty ofthe capital markets and, as sophisticated, dlscnm1Oat1Og
mvestors, 10 raIs10g standards 10 the secuntIes markets Ifnrutual funds can earn the publIc's trust and

SEBl's DIVISIOn of Enforcement IS developmg the abilIty to carry out basiC enforcement
functions Investigating possible 'vIOlatIOns of the secuntles laws and regulations and recommendIng
enforcement actiVIties Further efforts should be made to strengthen Its abilIty to mstltute
admlmstratlve proceedmgs and cIVIl actIOns, to negotiate settlements and to reVIew cases and refer
matters to cnmmal authonttes for prosecution

The 1996 Mutual Fund RegulatIOns have mtroduced a number ofmeanmgful steps to raIse
the level oftransparency surroundIng mutual funds However, SEBI could dramatically Improve the
transparency and faIrness of the market, by makIng Information dlstnbutlon one of its pnnclpal
functIOns Markets operate on InfOrmatIOn, the level ofconfidence and trust 10 a market IS dIrectly
affected by the quality, quantity and freshness of the Information avatlable to the capital market
SEBI, recogruzmg this pnnclpal, reqUIres funds to adopt Codes of Conduct that would reqUlfe
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As transparency Increases and market forces supersede government controls, competition Will
become a dnvmg force for higher standards and lDlproved servIce throughout the mutual fund
mdustry As Investors and umtholders become more knowledgeable, they Will choose fund schemes
that prOVide the greatest transparency and best servIce We have Just begun to Witness the potential
ofthis powerful combmatIon With the Implementation ofSEBI's new Mutual Fund Regulations and
the full support AMFI's membership, ,umtholders and the markets should begm to realize the
Increased benefits of transparency and competition

For such disclosure to be effective, SEBI must playa more slgmficant role as an Information
clearIng house, demandmg and collectmg rehable Information and ImmedIately proVIdmg the means
for ItS qUick and effiCient recirculation to the market Only SEBI has the authonty and power to
reqUIre that market participants subrrut timely umfonn mformatIOn of high quality However, the
mformatlOn SEBI collects Will be ofhttte use Iftt IS not immedIately made WldeLy-avatlable-to the.-- • ,- 
publtc SEBI could do this Without greatly taxing ItS resources by establIshmg a Pubhc Information
Centre
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confidence, they can make an enormous contnbutlOn to the growth, health and Vitality of the capItal
markets and through them to the economy of Iodta
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.
In the competItIon for capItal utthe evolvmg global market, deCISIon makers around the

world mcreasmgly are recogrnzmg that the strength, mtegnty and faIrness of a country's capItal
market can make a deCISIve dIfference In Its economIC development. Investors Will come Into
IndIa's securitIes markets to the degree that they feel a lugh level of trust and confidence An
appropnate regulatory framework and a VIgorous, well-tramed and effectIve regulator can add
Immeasurably to the level ofconfidence necessary to tIp the balance to broad based partICIpatIOn
In the markets SEBI has made enonnous progress toward these goals In the five years of Its
statutory eXIstence.

Tlus does not mean that the present regulatory framework and the system that supports
It are perfect In at least two respects SEBI has not had a clean slate on whIch to wnte. FIrst, the
operations and practIces of the Umt Trust ofIndia ("UTI") mutual funds and to a certaIn extent,
publIc sector sponsored bank and Insurance funds, were In some degree InstItutionalIzed before
SEBI was created and are naturally reSIstant to change

All things consIdered, It IS remarkable that SEBI In Its 1996 Mutual Fund RegulatIOns
has addressed all of the sIgmficant areas In whIch pooled funds, such as mutual funds, can
encounter problems Thus, I am very comfortable In statmg that IndIa now has a major league
regulatory system WhICh compares favorably With regulatIOn anywhere

Second, Mutual funds do not eXist m a vacuum---they eXIst WithIn a general SOCIal,
financial and legal enVIronment Mutual fund operatIons and the dtstnbutIon of theIr UnItS
IneVItably are affected by the operatIons of stock exchanges, mvestment banks, brokers,
clearance and settlement procedures, d~posItones, and such ovemdIng consIderatIOns as the
attItude of the government towards economIC InnovatIOn Too often I have seen government
offiCIals confuse deregulatIon With a mere lengtherung of the leash But a longer leash leaves
control In the hands that hold It and what has been lengthened can also be shortened

Price Waterhouse LLP

We cannot help but recogruze that there are clear lImIts on what regulatIOn by Itself can
accomplish. Since certaIn problems go beyond regulatIOn, even If the system were perfect, there
would sttll be room for further Im~ovement In the operatIons of mutual funds Withm the
present legal an SOCIal enVIronment, SEBI's 1996 Mutual Fund RegulatIons are both senSIble and
balanced responses to industry problems In only a very few Instances would I questIon the
deSIrabIlity of a partIcular regulatory approach / ..
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I have reVIewed the regulatory enVlfonment for IndIa's Mutual Funds through a pnsm
whIch applies to mutual fund regulatIOn around the world Successful mutual fund regulation
proVIdes seven major areas of protectIon for mvestors It should

1. Prohibit Self-dealing. SEBI m ItS 1996 Mutual Fund RegulatIOns, correctly
IdentIfied «assocIated transactIOns" as a cause for concern They are transalrtI6ns between
schemes and related persons such as sponsors and others who control or are controlled by fund

It IS wIdely accepted that mutual funds present a unique regulatory challenge They
Involve large amouirts of hIghly lIqUId assets and may be managed by persons who often are not
personally known to theIr shareholders and who may be assocIated WIth larger enterpnses
Involved In other busmesses In VIew of the possIble conflIcts of Interests to wruch fund
managers may be exposed, and considenng the early hIstOry of Investment companies In the
Umted States, umtholders of mutual funds reqUIre speCIal protectIOns.

1 ProhIbIt VarIOUS forms of self dealIng
2 ProVIde for economIC regulatIon pfthe remuneratIon ofaffiliates
3 Restnct unsound capItal structures.
4 ReqUIre clear dIsclosure of mvestment objectives and polICIes.
5. Protect the phYSIcal mtegnty ofassets
6 Assure fall' valuatIon of mvestor purchases and redemptIons.
7. Assure that mvestors receIve accurate penodic reports about the funds and therr
investments.
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The first pnnciple In fund regulatIon denves from the fact that mutual funds are trusts
Under Trust Law trustees and SImIlar fidUCIarIes must observe the hIghest duty ofloyalty to the
beneficianes of the trust "The trustee IS under a duty to the benefiCiary to admmlster the trust
solely zn the znterest ofthe beneficzary " That means solely m the mterest ofthe unit holders Any
busmess practice whIch IS not totally consIstent With thIs succmct and basiC fidUCIary duty should
not be tolera(ed unless specifically authonzed by carefully crafted laws or rules which are m
accord With its spmt SEBI has recogruzed thIs pnnciple by reqUlnng each mutual fund to adopt
a Code of Etlucs whIch mcludes a verSIon of It taIlored to mutual funds and piamly states that
<'Trustees and AMes must aVOId COnflICts of interest m managmg the affaIrs of the schemes and
keep the mterest ofall umtholders paramoun~m all matters"

Before I diSCUSS those standards, there IS a basIC assumptIOn that applIes under most legal
frameworks whIch for rustonc reasons ~oes not yet ,fully apply here. It IS that the protectIons
whIch the law or regulatory framework prOVIde should apply equally to all funds and mvestors
m like finanCial products I was pleased to see that the definition of"Mutual Fund" m the Mutual
Fund Regulations was broad enough to encompass the Umt Trust of India ("UTI") and that
efforts are being made to bnng UTI's mutual fund operatIOns further under SEBI's regulatory
aegis The complete mtegratlOn and harmomzatlOn of UTI's mutual fund operatIOns With those
of the rest of the fund mdustry would strengthen the entue mdustry and ranonaltze the entire
regulatory framework

Price Waterhouse LLP
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Were I a trustee responsIble for ensunng the fairness of such transactIOns, I would be
concerned over my poSSible liabilIty for transactIons I did not speCifically evaluate and authonze
I would try to mtroduce a number of Internal safeguards, Includmg advance reVIew procedures,
so that With my fellow trustees and I could carefully screen the faIrness ofproposed transactIons.
Even then, I still mIght be uncomfortable bc;cause I could stIll be second guessed after the fact

2. Economic Regulation of ~emuneration of Affiliates. The 1996 Mutual Fund
RegulatIOns include comprehenSIve regulatIons setting maxImum fees that may be charged by
AMC's for adVISOry servIces, defInIng what expenses must be borne by the AMC, and linutIng
total fund expenses as a percentage of total assets The regulatIOns also set parameters for selling
expenses and sales loads.that may be borne by umtholders.

I believe that regulatIOn IS only part of the answer for keepmg costs and expenses
reasonable RegulatIOns set outsIde llIllM, they do not guarantee effiCient rates CompetItIon and
economies ofscale aIded by good disclosures and Informed Investors are also part of the answer
ConSIstently low expenses can make a sIgmficant dIfference In how well a fund performs VIS a
VIS Its competitors and In how well a fund meets ItS umtholders' expectatIOns As umtholders
come to realize this and focus on the Impact ofexpenses on fund performance, the expense ratIos

Other conflicts of interest. In formulatmg rules deahng With COnflIctS of interest, there
IS one guidelme I would especIally commend Care should be taken not to permIt any ancIllary
source ofprofit to those affilIated With mutual funds so sIgmficant that it detracts from the Single
mmded loyalty demanded of fiduclanes. For example, permtttIng persons assocIated With a
scheme, such as an AMC, to speculate In fund shares has been shown in other countries to
undennme such loyalty
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Selfdealing transactIons undercut the credIbIlity and Inlubited the growth of the mutual
fund Industry In the Umted States pnor to the adoptIon of the Investment Company Act of 1940
That legIslatIOn. whIch was co-sponsored by the Industry, banned all affiliated transactIons
unless the partIes conld demonstrate theIr fairness In advance to the SEC and It then made a
finding of faIrness The defimtIOn of "affiltate" lunged on ownershIp of only 5 percent of the
aSSOCiate's voting secuntIes and covered second tIer affiltates as well as first The procedures
adopted by the SEC Included publIcation ofa notice of the applIcatIon whIch descnbed the terms
of the transactIon and permItted Interested p¥tIes to appear and protest any such transactIOn.
ThIS has worked exceptIonally well

asset management companies ("AMCs") Such transactions could mclude usmg the fund ~ a
kmd of bunal ground for secuntIes Issued or owned by one of theIr associates or a Jomt venture
In which the fund bears more than a faIr share of the Investment nsk and the assocIate receives
more than a fair share of the profits SEBI's regulations reqUire that the trustees quarterly review
the fairness ofall transactions carned out between the mutual funds, AMC and Its associates The
defirutIon of "assocIate" lunges on 10 percent control and appears to cover first tier associates.
If an AMC enters Into a secunties transaction WIth any assocIate a report to that effect must
munedlately be:> sent to the trustees The standards set by the regulatiOns set the proper dIrection

Price Waterhouse LLP
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Those are the carrots Umtholders also need to carry a stick In the U S the Job of the
regulator has been Immeasurably assIsted by the InclUSIOn WIthm the Investment Company Act
and other secuntles laws of the specIfic nght of shareholders to bnng lawsUits agamst mutual
funds, default10g trustees and other fiduclanes whIch mIsrepresent the truth or do not live up to
representatIOns they have made Shareholders III the U S can also sue If fund advisory fees are
unreasonable ThIS approach IS worthy of further study m India

Fund sponsors should be accountable to fund mvestors Sponsors organIze funds, appomt
trustees, set up AMC's and dIrectly or mdirectly control theIr operatIOns Often mutual fund
schemes are bought on the basIS of the sponsor's reputation Sponsors may "fully guarantee"
returns promIsed m theIr fund schemes' offer documents If they state the manner in whIch such
guararttees are to be met. Sponsors or their assocIates also may act as brokers, effectmg
trartSactlOns 10 secuntIes of up to 5 percent of the dally gross business of a fund, or as
distnbutors, so long as that fact and the brokerage or commIssion paId is disclosed semt
annually They may also own as much as 49 ~ percent of theIr fund's custodIan

The 1996 Mutual Fund RegulatIons contam a general reqUIrement that sponsors, among
others, "shall make such disclosures or submIt such documents as they may be called upon to do
so by (SEBI) " [Sec 58(1)] The mclusIOn ofthts pnnclple m the regulatIons IS very Important
First, it is a recogrutIOn ofthe need to assert JunsdlctIOn over sponsors. Second, It pomts the way
toward future reportmg reqUIrements If and as necessary The regulatIons also reqUIre trustees
to ensure that the AMC has "not gIven any.. undue or unfaIr advantage" to any "assocIates" or
dealt with arty assOCIate of the AMC "m any manner detrlmental to the Interests of urntholders "
[Sec. 18(6)] The pnnclple IS correct, but the trustees' abIlIty to exercise that kInd ofcontrol over
the sponsors needs to be reenforced The accountablltty of sponsors to urnt holders IS not yet
commensurate WIth the sponsors' powers

3. Unsound Capital Structures. Mutual funds must make sense as an mvestment for
the common man. LiqUidIty and slmphclty should be among a fund's most attractIve features
That lesson was learned the hard way by the U S mdustry In the U S pnor to the "Great Crash"
of 1929, when closed-end companIes pr~dommated, ,they were a hIgh stakes play A thIn layer
ofequity ownershIp often controlled layers ofdifferent classes of Investments. The companies
were also highly leveraged and could and often did Invest mother mvestment comparues,
creatmg pyramIded schemes In those pre-Investment Company Act days puttmg money mto
art mvestment company ,WIth a complIcated capItal structure was too often the begmrung of a
dlzzymg roller coaster nde whIch left investors confused and at a loss and lImtted the credIbIlIty
of the fund 10dustry

.:J
The 1996 Mutual Fund RegulatIons are mtended to guard agaInst the worst features of

complicated capItal structures "Pyramldmg," cross Investmg In other schemes of the same or
another AMC, may not exceed 5 percent of the net asset value of the mutual fithd (Seventh
Schedule, Item 4) However, the mearnng ofthts restnctlon may need clanficatlon For example,
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of India's funds should decline
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The Regulations also reqUire that a mutual fund scheme's offer document "contam

it would appear that a small scheme wluch IS part ofa large mutual fund could Invest more tharl
5 percent of Its (the scheme's) net assets m another scheme or schemes If the aggregate
Investment by all the fund schemes does not exceed 5 percent

4. Clear disclosure of investment objectives and policies. Although there does not
appear to be a speCIfic instructIon In arly Schedule or Form saYing so In a few SUCCInct words,
It would appear that funds would be reqUIred to dIsclose theIr Investment objectives arld poliCIes
in Offer Documents arld advertIsements arld that any charlges in them could be made only With
the approval of three fourths of fund shm;eholders
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The regulatIOns permIt mutual funds to borrow only to meet temporary lIqUIdIty needs
for the purpose of repurchase, redemption or the payment of mterest or dIvIdends. [Sec. 44(2)]
BorroWIng is limIted to 20 percent of the net asset value of the scheme arld may not exceed SIX
months It is not- clear whether tlus restrIctIon would allow rolling SIX month penods which, In
effect, would mearl that schemes could be contInually leveraged up to 20 percent. If so, tlus
provISIon may requIre further tIghtenIng.

The RegulatIOns allow Mutual Funds to carry on actlvlues as underwnters prOVIded that
the underwriting obligatIOn shall not at arly tIme exceed the total net asset value of the scheme
[Sec.46 (1) and (2)] The extent of the fund's underwntIng nsk is somewhat clfcumscnbed by
the Restnctions on Investments contamed In the Seventh Schedule. Item 2 reqUIres that "No
mutual fund under all Its schemes should own more than 10 percent ofarly company's paId up
capital carrying votIng nghts " ThIs could stIlllyave funds dangerously exposed to underwrItIng
nsks

Rules deSIgned to protect the mtegnty ofmutual funds such as requmng open end funds
to mamtam 85 percent of theIr portfolIos In hqwd secuntIes or that a fund may not change Its
mvestment objective WIthOUt a shareholder vote protect the Integnty of the mutual fund as a
concept. There IS arlother more subtle threat to product Integnty WhICh bears mentIOn In this
context Attempts to graft features onto mutual funds to SImulate bank accounts, guararlteed
debentures or government secuntles can only confuse Investors as to what mutual funds are and
wIll mevltably cause Investor dlsencharltment leading to greater regulatIOn arld greater
compleXIty.

The 1996 Mutual Fund RegulatIOns reqwre that every fund adopt a Code ofConduct that
reqUires the trustees and AMC to "ensure the dissemInatIOn to all unltholders of adequate,
accurate, explICIt and tImely infOrmatIOn faIrly presented m a SImple language about the
Investment poliCIes, Investment obJectIves, fmanclal pOSItIOn and general affarrs of the scheme"
The Code of Conduct must also contain a reqwrement that trustees and AMes "carry out the
business and mvest In accordarlce With the Investmeh.t ObjectIves stated In the offer documents
and take Investment decisIOn(s) solely In the Interest ofurutholders." (FIfth Schedule, Items 2
and 6)
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I questIOn whether, m lIght of the Importance of mamtaInmg the mdependence of the
custodian, allowmg a sponsor and Its assOCIates to hold almost 50 percent of the votIng nghts of
the custodian, and Just under 50 percent of the dlrectorshtps of the custodian (Sec 26) IS the best
course The ownershIp by a sponsor's of 1.1P to 499 percent and large representation on the
custodian's Board of DIrectors allows the sponsor to cast a large shadow over the custodIan's
operations whIch may suggest a lack of mdependence

6. Fair Valuation of Investor Purchases and Redemptions. Establishmg the correct
NAVIS central to almost every aspect offund operatIons and matenally effects unitholders. NAV
determines sale and redemptIOn pnces dIrectly for open end funds and Influences market pnces
of closed end funds. Fund performance IS measured In terms of changes In NAV per UnIt It
affects Investors' perceptIons of the AMC's abilitIes and Influences future sales and redemptIons
ofa scheme Finally, the value of the sc~eme helps to-determme management compensatIon and
fund expense lImIts because they are calculated as a percentages of total net assets

dIsclosures whIch are adequate In order to enable Investors to make Informed mvestment
declsIon(s) " [Sec 58 (3)] AdvertIsements for any scheme must mclude Its Investment objectIves
[Sec 30(2)] The trustees are reqUIred to obtam the consent of three fourths of the umtholders
"when any change In the fundamental attnbutes ofany scheme or the trust or any other change
would modIfy the scheme or affect the mterest of the umtholders IS proposed to be carned out "
[Sec. 18(15)] Although terms lIke "investment polICIes," "Investment objectIves" or
"fundamental attnbutes" are not defmed, IfquestIOns anse as to theIr meanIng, SEBI can define
them In accordance With Its power to Issue clanficatIons and gUldelmes.

FaIrness reqUIres that NAV be calculated on a umform basIS. One of the most difficult
determmatIOns hes m the valuatIOn ofthmly traded and unlisted secuntles. The EIghth Schedule
of the 1996 Mutual Fund RegulatIons sets forth an appropnate standard. It reqUIres such
secuntIes to be valued "m good faIth" by the asset management company based onj'nncIples
approved by Its board and reported on as "farr and reasonable" by the fund's audItors WhIle the
standards are appropnate, there IS stIll room for dIscretIon by the AMC's. For example, eqUItIes
are to be valued on the basIS ofcapitalIZatIOn ofearmngs solely or m combmatIon WIth net asset
value, usmg for purposes of capItalIzatIOn, the PIE ratIos of comparable tradedts~cunties and
WIth an appropnate dISCOunt for lower lIqUIdity" ThIs IS an area where the AsSCtatIOn ofMutual
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5. Protection of the Physical Integrity of Assets. It IS cntlcaIly l1llportant that the
integnty of fund assets be mamtamed An mdependent custodIan can not only protect the
phySIcal safety of fund assets, but can also help to assure the efficient adrmmstranon of the fund
through the record keepmg procedures budt Into Its operatIOns It is very much In the mterests
ofunit holders that thIS functIOn be carned out m a thoroughly profeSSIOnal manner The 1996
Mutual Fund RegulatIOns reqUIre every mutual fund to appoint a regIstered custodian to carry
out the custodial servIces for the schemes of the fund and to notIfy SEBI Wlthm 15 days of the
appomtment. (Sec 26) The appointment m~t be entered mto with the prior approval of the
trustees and the "Custodian Agreement" must "contam clauses whtch are necessary for the
effiCIent and orderly conduct of the affarrs of the custodIan "(Sec 27)
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SEBI, recognIzmg thIs pnncipal, reqUires funds to adopt Codes of Conduct that would
reqUire

Funds 10 India ("AMFI") could make an Important contnbution by provIdmg umform valuatIOn
gUldehnes for the mdustry.

"Trustees and AMC's and trustees .. (to) ensure the dissem1OatIOn to all urntholders of
adequate, accurate, exphcIt and tImely infOrmatIon farrly presented In SImple language
about the mvestment polICIes, Investment ObjectIves financial pOSitIOn and general affarrs
of the scheme."

Reports to which unitholders have access. Mutual funds and therr AMes are reqwred
to pubhsh an annual report, 10 a prescnbed form, or abndged summary of It, m an advertIsement
withm SIX months of the end of the fund's fiscal year If a summary IS pubhshe"d It must be
accompanied by a note that the full report wIll be avaIlable for inSpectIOn at the fund's Head
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(a) COpIes ofannual audIted statements ofaccounts, mcludmg a balance sheet and profit
and loss account for the fund and In respect of each scheme, once a year;
(b) a copy of SIX monthly unaudited accounts;
(c ) a quarterly statement ofmovements in net assets for each of the schemes of the fund,
and
(d) a quarterly statement, 1Oclud1Og changes from the preVIOUS periods, for each scheme

;;,

Another womsome area, arIses from the practIce of hIstoncal pncmg rather than forward
pncmg. "HistOrIcal pncmg" means that funds use the last quoted pnce rather than the next or
"forward" pnce for all secunties they own Hlstoncal pncmg can result 10 dIlutIon of the mterests
of eXIstmg umtholders 10 rIsmg markets It also allows Investors to tIme theIr purchases In a
nsmg market III order to receIve a lower pnce (1 e pay less) SimIlarly, In a declImng market,
redeemmg urutholders may receive greater values and dIlute the mterests of remammg
umtholders. ThIs potential for dIlution IS exacerbated by the mterval permItted between
valuations whIch may be as much as one week I strongly recommend the adoptIon of forward
pncmg for all funds and that the Interval between valuatiOns be narrowed

7. Accurate Periodic Reports About the Funds and Their Investments. It IS
aXIOmatIc that secuntIes markets must be transparent If capItal IS the heart of the secuntIes
market, reliable current informatIon IS Its lifeblood Both are necessary for the markets to work.
Mutual fund investors need continUOUS relevag.t informatIon about theIr investments portfolios,
costs and expenses, performance, portfoho turnover ratIOS, repurchase programs, and any
changes m management or operatIOnal procedures.

Reports to SEBI. The 1996 Mutual Fund RegulatIOns establIsh the general pnnciple that
every mutual fund, AMC, trustee, custodian, sponsor of the mutual fund shall make such
dIsclosures or submIt such documents as they may be called upon to do by (SEBI) [Sec. 58(1)]
More specifically, funds and AMCs are reqUIred to furrush SEBI.
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• SchemeWlse Hlstoncal per UnIt statistics for the past three years, including

The only additIOnal disclosures I could suggest adding are portfolIo turnover ratios and
descnptlOns of any affilIated/associated transactIOns, the reasons for them and the amounts

Office and a copy made available to the UnIt holder at a nominal fee as specified by the
fund (Sec 56) The Annual Report and details of Investments and deposits revealIng entIre
schemewise portfolIOs must also be forwarded to SEBI (Sec 57) The annual report must
contam various kinds of informatIOn, which any Investor would find highly useful, Includmg
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-LiabilIties and responsibilities of the Trust,ees and the Sedor;
-Investment Objective ofeach scheme,
-Basis and polIcy of mvestment underlying the scheme,
-A prescnbed statement on market value fluctuations, and
-Trustees comments on the performance of the scheme, With full

JustIfication,

USAID FIRE Project Contract No 386-0531-C-OOOO-5010-00
An Assessment a/the Regulatory Em'lronment/or IndIa's Mutual Funds

(a) NAV per UnIt,
(b) gross Income per UnIt broken Into components;
(c ) aggregate of expenses, wrIte off, amortisation and charges, per UnIt;
(d) net Income per W;llt,
(e) unrealized appreciatIOn/depreciation In value of investments, per UnIt;
(f) If the UnItS are traded or repurchased/resold, the highest and lowest
pnces per UnIt dunng the year and the pnce earnings ratiO,
(g) Per UnIt, ratio of expenses to average net assets by percentage,
(h) Per UnIt, ratio of gross mcome to average net assets by percentage
(excluding transfer to revenue account from past year's reserve but
Includmg unrealized appreciatIOn on Investments); and
(I) per UnIt NAV

• the report of the Board ofTrustees on operations of the schemes and the fund as
a whole and the future outlook of the fund;

• Balance Sheet and Revenue Account,
• Auditor's Report,
• a bnefstatement of the Board ofTrustees on

Price Waterhouse LLP

I

In additIOn, twice yearly, within two months ofMarch 31 and September 30, the fund and
AMC are reqUIred to publish unaudited finanCial results In a prescnbed fonn "and such other
details as are necessary for the pUFpose ofproVIdmg a true and farr view of the operations of the
mutual fund," m an EnglIsh DaIly Newspaper Circulating In the whole of India and m a
newspaper in the language ofthe regIOn where the head office IS located (Sec.59) "The trustees
are also bound to make such disclosures to the UnIt holders as are essentIal In order to keep them
mfonned about any InformatIOn wluch may have an adverse beanng on their Investments " (~c
60)

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



Involved In each However, I would lIke to see the kInds ofdisclosures required to be In Annual
Reports (other than addltlonal audits) to be made more frequently, perhaps semi-annually at first
and then quarterly I would also hke to see the mformatlOn become more easily and freely
accessible to umt holders

The 1996 Mutual Fund Regulations have mtroduced a number of meamngful steps to
raise the level of transparency surroundmg mutual funds The rehabdlty and comparablhty of the
mformatlon proVided to mvestors must also be contmually upgraded. Further steps to agree upon
and Implement generally accepted accountmg standards for mutual funds would be welcome

Enforcement. There IS one theme which bears repeatmg m every market and wmch I,
stated in India m 1989 "(T)he adoptiOn ofnew rules that remam unenforced IS worse than futile
All that IS accomphshed IS mcreased disenchantment of the public Thus the secuntles mdustry
has a strong stake m a comprehensive and well functlOmng system of regulatlOn...and
enforcement...

SEBI also could dramatically lmprove the transparency and fairness of the market, by
makmg informatlOn dlstnbutlon one of Its pnnclpal ftmctlOllS, becommg an mformatlOn
cleanng house, demandmg and collectmg rehable informatlOn and Immediately provldmg the
means for its qmck and effiCient reclfculatlOn to the market SEBI could do this WIthout greatly
taxmg its resources by estabhshmg a Pubhc InformatlOn Centre
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To sum up, SEBl's 1996 Mutual Fund RegulatiOns have slgmficantly Improved the
regulatory envrronment for mutual funds flIld their umtholders They set the nght tone and
dlfection. Although there IS more to be done, much can be accomphshed by the mdustry through
a pro-active stance In copmg WIth mdustry problems SEBI has lent its encouragement to an
expanSiOn ofthe role ofmdustry through the ASSOCiation ofMutual Funds m India ("AMFI'') the
mdustry trade assOCIatlOn. This development m Itself must be Viewed as highly pOSItive.

Price Waterhouse LLP

AMFI IS now m a POSitIon to Improve the regulatory environment in which It operates
by adoptmg and Implementmg Codes settmg higher standards and filling gaps where greater
clarity and umformity are needed These could mclude formulating umform accounting and
valuatIon methods, and polIcies for segregatmg assets; adoptmg an AMFI Code of Ethlcs and
a Model Comphance Manual, draftmg an AMFI Model AdvertIsmg Code to ensure umform
defimtions of key concepts and provIdmg standards for performance measurement WIth SEBl's
continued surveIllance and enforcement behmd them, AMFI standards could make a meanmgful
contributlOn to the qualIty of mutual fund regulatiOn
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I. INTRODUCTION

II. Mr. Silver's Recomfllendatlons for Strengthemng AMFI

In hiS remarks before the AMFI General Membership Meetmg and hiS Keynote Address
before the AMFI - UTI Semmar, ~r SlIver suggested that AMFI

The month of January may prove to be an extremely fortunate one for AMFI Mr
SIlver's appearance at the UTI-AMFI sponsored ThIrd Annual Mutual Fund Semmar, the AMFI
General MembershIp Meetmg and the sene~ of round table diSCUSSIOns WIth mutual fund and
secunties mdustry leaders were very well received HIS recommendatIOns gave us all a lot to
thmk about and act upon.
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ACTION MEMORANDUM

: Mr G A Shenal
Chairman, ASSOCIatIOn ofMutual Funds m India ("AMFI")

:Lewls J Mendelson
Mutual Fund Consultant, Pnce Waterhouse FIRE Project

:ImplementatIOn of DavId SIlver's Recommendations
For Strengthenmg AMFI

I nlManr.e to Mutual Funds
Strenf{themng AMFI

FROM

TO

RE

RECOMMENDATION: That AMFI take lnlffiedIate ~teps to
• hIre a professIOnal staff
• adopt a work plan, orgamzatIOnal chart and budget
• set goals, pnontles and dates
• assign CommIttees and mdependent contractors to begm

workm~ on achlevmg the programme recommended by Mr.
SIlver

Price Waterhouse LLP

My forthcommg USAID Report wIll discuss 10 greater detaIl Mr SIlver's assessment of
the mutual fund mdustry and hIS recommendations for Improvmg its products, servIces and
regulatIon However, It WIll not be dlstnbuted for a few weeks To contmue to nde the
enthusIasm and momentum created by Mr Sliver, thIS Memorandum attempts to summarIze rus
recommendatIOns for strengthenmg AMFI You may WIsh to use It as a ChecklIst and to help
you and the AMFI Board of DIrectors take the deCISions whIch WIll enable AMFI to develop the,
operatIons, structure, capaCIty and polICies to become a strong, contmuous, effective and
respected VOIce for the fund mdustry
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1. Budd a Professional Staff. AMFI should unmedlately start the rapId buIld-up of a
high qualIty professIonal staff WIth the capacIty to play an appropnate role m helpmg
create and faCIlItate the growth of the fund mciustry WhICh bes ahead It Will need to
develop expertise m four areas RegulatIOn, MedIa RelatIOns, EconomIC and StatIsttcal
Research and OperatIOns

3. Promote High Professional Standards. AMFI should also mdependently address
questIOns whIch would otherwIse be tJIe subject of government actIOn Examples of
effective actIons from the U S expenence mclude development ofa uruform yield
formula for fund advertIsmg and promotIOnal literature, a model Code of EthICS, and
Code dealmg speCifically WIth InSider Tradmg by fund personnel

2. Influence the Regulatory Environment. The mdustry should take a proactIve stance
m the regulatory process and m copmg WIth mdustry problems not Just on an ad hoc or
mdividual fund basIS, but through AMFI, Its mdustry asSOCIatIon AMFI should become
a contmumg pomt of contact between the regulator and the mdustry AMFI's Office of
General Counsel must have the abIhty to consult closely With policy-makmg bodIes
regardmg pendmg legIslatIOn and WIth SEBI to assure that It gets the benefit of the
industry viewpomt and that the mdustry understands SEBl's VIews Nothmg Will be more
important than thIS abIhty to mfluence the regulatory enVironment

4 Provide Guidelines and Training. AMFI mIght also WIsh to
• recommend gUIdelmes such as complIance and procedures manuals and
• proVIde trammg semmars dealIng WIth.

• comphance matters,
• trustees' and directors' responsIbIlItIes, and
• onentatIOn of new AMC and fund employees, and

• develop procedures for the rapId and effiCIent settlement ofmutual fund
transactIOns and to create uruformity

It could also prOVIde workshops, manuals and mteractive VIdeos at cost to the mdustry

) I/",
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5 Take the Lead in Investor Education. AMFI should contmue to playa major role m
mvestor educatIon by provIdmgpress releases, medIa contacts and educatIOnal brochures,
meetmg publIc requests for mformatIOn and members' needs for smpments m bulk of
brochures on WhICh they can Impnnt theIr names Such a programme can be a contmumg
sigmficant source of free publiCIty for the mdustry As a sustammg part of its Investor
Awareness CampaIgn, AMFI mIght WIsh to follow the example of the ICI whIch ten
years ago created a speCIal annual pnze awarded by Impartial experts to those reporters
who have done the best Job m wntmg finanCial stones of speCial mterest to mdividuals
and fanuhes about personal finanCIal planmng

·h\lstan,e to Mutual Fund~
Strengthenmg AMFI
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III. AMFI'S NEXT STEPS

7. Create an Operations Department An OperatIons Department can asSISt the
industry and Its transfer agents m mtr~ducIng UnIformity which IS good for all mvestors
and broker-dealers by mvestigatmg computer developments on a common basIS. Tllis
kmd of mformatIOn IS useful on a techrncal level for the mdustry

1 Set up admimstrative functIOns Take ImmedIate steps to
• hIre a profeSSIonal staff •
• adopt a work plan, organIzatIonal chart and budget
• set goals pnonties and dates
• asSIgn CommIttees and mdependent contractors to begm workmg on achIevmg

the programme recommended by Mr SIlver

Followmg the series of round table dIScussIons hosted by PW on January 22, It was
suggested that AMPI set up addItIonal CommIttees to engage more members m ItS actiVIties and
enhst stronger support for the organIzatIOn Below are lIsted eleven steps dIstIlled from the
suggestIOns of mdustry leaders and Mr SlIver over the course of hIS VISIt They are organized
and pnorittzed as suggested by Mr SIlver and takmg mto account the concerns expressed by
AMFI's leadershIp
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6 Build a Data Base and Create a Research Department. The infOrmatIOn that a
Research Department accumulates and the studIes It performs should be readIly avaIlable
to the mdustry The Department should be able to
• mOnItor the flow of funds In and out of the mdustry and observe WhICh kmds of

funds are selhng and bemg redeemed
• clasSIfy funds by obJective, load vs no-load, close-end or open, types of sales

forces, among others
• compIle and mamtam a comprehensIve histoncal data base whIch may be denved

from members' monthly reports to AMFI
• cover the entIre mdustry and serve as the source of AMFI's own research
• be able to perform marketmg studIes or surveys dIrectly for members, mcludmg

furnIshing the names of shareholders for personal mterviews, and
• contmuously track demographIc trends, such as agmg populatIOn vs. young

people to gUIde promotional efforts by trackmg Cha!lges In the composItIOn of the
mdustry and of fund unIt holders.

2 Formulate umform
• accountmg and valuatIOn methods, and

·h\l.~tan,-e to Mutual Funds
Strengthemng AMF!
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4 Tram Fund Sellers (as Tramers) and conduct Investor Conferences

5 Complete, CIrculate and adopt AMF!'s Code of Conduct. AMF!'s Model ComplIance
and OperatIOns Manual, and tram trustees and AMC's officers, dIrectors and employees

8 Undertake a market research study to evaluate the Impact on the mdustry ofmarketmg
strategIes featunng guaranteed redemption pnces and assured or mdlcatlve returns and
recommend actIOns to Improve the mdustry's credIbIlity WIth respect to such practices

7 Draft a Model Advertlsmg Code to ensure umform defimtIOns ofYIeld, total return and
indIcatIve returns and proVIde standprds for performance measurement, mcludmg
benchmarks and penods of measurement.

, '
I
J
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• polICIes for segregatIOn of assets
3 Complete AMFI fnvestor EducatIOn Brochures
• Investor's GUIde
• Agent's Handbook and
• Understandmg Fund Performance
• AMFI MembershIp DIrectory
SubmIt to Focus Groups, revise and publish

6. Set up groups to prOVIde contmumg lIatson With regulators, policy makers and
legislators and to promote legislative and regulatory changes which will enable the
mdustry to
• develop new products such as,Money Market Schemes, Mumclpal Bond

Schemes, Index Schemes, Personal Eqwty Plans ("PEPS), PenSIOn and other
retirement benefit plans; and to permit funds to use hedgmg technIques and
denvatlve secunties] and

• suggest reforms to clanry and Improve eXIstmg regulations

10 DeSIgnate a Media Relations Officer and Institute Annual Awards for best
• Investment performance m vanous categones
• dIsclosures and
• pubhshed artIcles and/or telecasts on personal and famIly finance

9 ASSIgn an outSIde agency to compile and mamtam a data base of industry statIstICS and
to conduct ongomg performance evaluatIOns and marketmg surveys and asSIst m
producmg "AMFacts" an Annu'll AMFI Factual Reference Book on the Fund Industry for
members and the press

·h""tance tu Mutual Funds
StrengthemnR AMFl
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IV. POSSIBLE AMFI COMMITTEES AND THEIR FUNCTIONS

Based upon subsequent dISCUSSIOns WIth your leadershIp, we have attempted to group the
above steps and to suggest possIble CommIttees through whIch to organIze theIr actIVItIes
conSIstent WIth AMFI's ComprehenSIve Plan and the ICI Model

1. AMFI Administration Committee. ThIs Comrmttee wdl hire a profeSSIOnal staff;
adopt a work plan, organizatiOnal chart and budget; set goals, pnontIes and dates, and
asSIgn Comrmttees and mdependent contractors to begm workmg on achieving the
programme recommended by Mr Sdver

(B ) contmuIng regulatory hatson clarifymg and ImprovIng regulations through
Interpretive Letters and reView of proposed and eXitmg regulations whether
enunCiated m the Mutual Fund RegulatIons, the Compames Act, the IndIan
Income T'\X Act, the Indian Trust Act, or wherever, and
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(C) restructunng and mtegratlOn of UTI

(A ) product development: preparmg legislative strategies and regulatory
changes for broademng the'range of products and Investment technIques
offered by the fund industry to possibly Include, among others
• money market schemes,
• muniCipal bond schemes;
• mdex schemes,
• tax benefitted retirement schemes, and
• allOWIng funds to use hedging techmques and derivatIve securities to

mmimize nsk and/or seek pOSSible enhanced returns;

11 Compare the ~haractenstics that dIstIngUIsh UTI's structure, operations and
regulation from those of AMFI's other members Outhne the steps necessary to brmg
UTI under the full regulatIOn of SEBI and provide Its umtholders the same protectIons
as those who mvest m funds WhICh are fully regulated by SEBI

2. Legislative and Regulatory (Government Relations) Committee. This Committee
or several subcofiumttees withm it could Identify legislative goals and working with
SEBI; the Mimstry of Finance; the Reserve Bank of India; and other concerned
Government Departments increase the industry's Impact on legislative and regulatory
matters that affect ItS VItal interests and those of Its unit holders, including:

4~~lstan,-e to Mutual Funds
Strengthenmg AMFf
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(E ) develop accountIng standards for Mutual Funds over the longer term In
coOrdInatIon With the InstItute of Chartered Accountants of India and SE81

(F ) asSISt the Industry and ItS transfer agents In IntrodUCIng uniformIty by
mvestigatIng computer developments on a common basIS.

3. Research and OperatIons Committee: ThIS CommIttee or several subcomnllttees
WItlun It could

4. Professional Standards Committee. ThIS COmmlttee or several subcommIttees
WIthm It could
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(8 ) analyze and evaluate the hIstOry and impact on the mdustry of marketing
strategIes featurIng "guaranteed" redemptIon schemes and "assured" and/or
"indicatIve" returns; suggest reserve requirements for guararItors of such
schemes; arid recommend alternative marketing strategies arid mearIS of
safeguardmg the interests ofmvestors arid the credibIlity of the mdustry in the
face of theIr contmuIng exposure to the pOSSIble failures of such funds to meet
theIr stated goals

(C) maIntaIn, ImtIally With an outSIde source, the mdustry database, IncludIng
statIstIcs on performance and mvestor demograprncs, and conduct contInUOUS
performance studIes

(A) prepare an AMFI Model AdvertISIng Code whIch would define urnform
performance standards for advertising YIeld, total return, IndIcatIve returns, etc
and provIde umform standards for measunng perfonnance, mcludmg
benchmarks, penods and consIstency over time It would contInuously momtor
the advertIsements of its members and those for competmg products and
recommend changes m the AMFI Code as necessary

(D ) Immediately develop urnform methods of accountIng, valuatIOn and poliCIes
for segregatIOn of assets, as well as determlmng appropnate reserve reqUIrements
for any entItles whIch guarantee fund redemptIOn pnces or returns

(A ) complete and Implement the Al\.1FI Code of Conduct and create other
complIance mechanIsms, such as an Al\.1FI Model ComplIance and OperatIOns
Manual and Internal reporting formi, reports and schedules to help trustees,

.j \Sl'ttance to Mutual Funds
Structurmg AMFI
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* * * * *

(B ) structunng and planmrtg tramIng of fund sellers and conductmg Investor
Conferences

funds, AMC's and their employees understand and meet then responsibilIties,
mcludIng helping to define the role of ComplIance Officer

(C ) mamtalmng media contacts, preparing press releases, publIc relatIOns and
collectmg news abstracts
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(D ) establIsh "best practice" standards for VariOUS aspects of fund operatIons
mcludIng SWift and accurate processing of unit holder transactIOns, back office
procedures, reqUired disclosures and advertisements

(B ) be responsible for structunng and planning imtlal traInmg of fund trustees,
dIrectors, complIance officers and other employees of AMC's, including
explammg SEBI's new regulatIOns and the AMPI Code of Conduct and
helping the funds to adapt to them.

(C ) be responsible for settmg standards for sellers of mutual fund schemes
WhICh would be observed by members In dealing with those who market their
schemes

(A) preparing and updating educatIOnal brochures such as the Investors' GUIde,
Agent's Handbook, Mutual Fund Performance AnalySIS and AMFI DIrectory

(0 ) creatmg a speCial annual prize to be awarded by Impartial experts to those
reporters or TV Journalists who have done the best Job In publishmg or presentmg
finanCial stones of speCial mterest to mdividuais and famIlIes about personal
finanCial plannmg

Ass/stance to Mutual Funds
Structurmg AMFI

5. Information Services Committee(Tms Committee or several subcommittees Within It
could playa major role In Investor education by prOVIdIng press releases, medIa contacts and
educatIOnal brochures, meetmg publIc requests for InformatIOn For example by

I would be pleased to answer any questIOns you, the AMFI Board or any members mIght
have or to explain or dISC'uSS further any of the suggested steps or pOSSIble AMFI CommIttees

Price Waterhouse LLP
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