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Dear Mr KurIan,

Sub Results of the Survey of the Implementation of the Model
Compliance Manual

At the request of the ASSOCiatIon of Mutual Funds m IndIa ("AMFI"), the
USAID-sponsored Pnce Waterhouse FmancIaI InstItutIons Reform and
ExpansIOn (FIRE) Project conducted a survey of Mutual Funds to assess the
ImplementatIOn of AMFI' s Model ComplIance Manual ("Manual") The Manual
was developed WIth aSSIstance from the FIRE Project and adopted by the AMFI
MembershIp m September 1997 The survey was deSIgned to determme the
effectIveness of the Manual m momtonng complIance and to assess perceIved
trammg needs The FIRE Project mVIted Sandhya Bhate, SpeCial Consultant, to
aSSIst on thIS project Ms Bhate had worked on draftmg the Manual and
conducted ComplIance Workshops for the FIRE Project

The survey was conducted WIth the help of a questIOnnaire as well as through
mterviews At the end of March, 1998 a questIOnnaire was sent to all 31 AMFI
Members The response rate to the questIOnnaire was unsatIsfactory (below 30
percent) and the mformatIOn obtamed was madequate At the end of Apn1, 1998
It was determmed that the Ms Bhate would meet With the ComplIance Officers
of Mutual Funds located m MumbaI and elICIt relevant mformatIOn Durmg May
and June 1998 Ms Bhate met WIth 23 ComplIance Officers from dIfferent funds
Dunng the meetmgs Ms Bhate sought to obtam mformatIOn related to Issues
related to complIance momtormg as descnbed m the manual, subsequent
amendments and trammg needs The ComplIance Officers were also encouraged
to complete questIOnnaireS If they had not already done so At the end of the
process, 21 completed questIOnnaireS had been receIved
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Overall, the feedback was posItIve ComplIance Officers have apprecIated the
efforts of AMFI and the Pnce Waterhouse FIRE Project m promotmg a culture of
complIance and have found the Manual a useful tool m theIr work There IS also
a perceIved need for penodic comphance trammg The results of the survey and
recommendatIOns for future actIOn are mcluded m the enclosed report If you
have any questIOns, please do not hesItate to contact me at (022)496-3599

y ~ur~mcerely,

W·V~
W DENNIS GRUBB
PRINCIPAL CONSULTANT CAPITAL MARKETS
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Survey ofthe Implementation ofthe AMFI Model Compliance Manual

EXECUTIVE SUMMARY

Background

July 29 1998

The Pnce Waterhouse FIRE ProJect, In cOnjunctIOn With AMFI, conducted a survey of
Mutual Funds to assess the ImplementatIOn of AMFI's Model Comphance Manual
("Manual") The Manual was developed Wlth assIstance from the FIRE Project and
adopted by the AMFI MembershIp In September 1997 It addresses the regulatIOns
outlIned In the Secuntles and Exchange Board of IndIa (Mutual Funds) RegulatIOns 1996
The survey was desIgned to determIne the effectIveness of the Manual In momtonng
comphance and to assess perceIved traInIng needs

The survey was conducted With the help of a questIOnnaire as well as through IntervIews
At the end of March, 1998 a questIOnnaIre was sent to all 31 AMFI Members The
response rate to the questIOnnaire was unsatIsfactory (below 30 percent) and the
InfOrmatIOn obtaIned was Inadequate At the end of Apnl, 1998 It was determIned that
the Ms Bhate would meet With the Comphance Officers of Mutual Funds located In
MumbaI and elICIt relevant InfOrmatIOn Dunng Mav and June 1998 Ms Bhate met With
23 ComplIance Officers from dIfferent funds Durmg the meetIngs Ms Bhate sought to
obtam mformatIOn related to Issues related to complIance momtonng as descnbed In the
Manual, amendments to the SEBr (Mutual Funds) RegulatIOns, 1996 and overall trammg
needs The ComplIance Officers were also encouraged to complete questIOnnaIres If they
had not already done so At the end of the process, 21 completed questIOnnaIreS had been
receIved

SectIOn B contaInS a table of the Mutual Funds that partICIpated m the survey

2 Survey Results

Hlghhghts ofthe responses on the questlOnnazre

• Of the 21 respondents to the questIOnnaire (out of a total of 31 mutual funds), 18
IndIcated that they were usmg the Model ComplIance Manual ThIS represents 85%
of the respondents and 58% of all mutual funds Many respondents IndIcated that the
Manual was used as a reference tool or as a baSIS for prepanng a customIzed
complIance manual Four respondents IndIcated they were not usmg the manual

• There were 17 respondents (81 % of all respondents) that IndIcated they were also
USIng other manuals These other manuals were tailored to theIr funds and some of
them covered addItIOnal areas such as employee dealmg, receIpt/acceptance of gIftS,
speCIfic brokers and agent appomtment norms One respondent mdIcated that theIr

Price Waterhouse FIRE Project Page 1



Survev ofthe ImplementatIOn ofthe AMFI Model Comphance Manual July291998

manual was arranged by functIOn/department rather then by regulatIOn number
sequence

• Nme out of 21 respondents (41 %) mdicated they would lIke to see certam areas m the
Manual clanfied SpecIfically, the area of valuatIOn, brokerage allocatIOn calculatIOn,
usage of sales load needed to be further expanded

o Trammg areas suggested mcluded desIgnmg audIt programs for complIance reVIews,
standard yIeld calculatIOns and standardIzatIOn of performance evaluatIOn methods
Respondents suggested workshops should be held penodlcally to address
amendments to regulatlOns

• Other suggestIOns mcluded updatmg the Model ComplIance Manual every SIX
months/ whenever there IS a slgmficant amendment m regulatlOns, havmg AMFI
organIze a meetmg of all ComplIance Officers every SIX months to dISCUSS solutIOns
to common complIance concerns, havmg standard formats for all reports reqUlred
under the regulatIOns

SectIOn C contaIns a sample cover letter and questIOnnaire as well as a detailed summary
of all questIOnnaire responses

HIghlzghts ofthe comments obtamed dunng mterviews

• Some of the Issues raIsed m the Model ComplIance Manual were supposed to be
clarIfied WIth SEBI Some of these Issues have been addressed by subsequent
amendments - however, other Issues remam unresolved

• There should be much greater stress on an mdependent reportmg structure for the
ComplIance Officer One suggestIOn was to have the ComplIance Officer report to a
commIttee of an ExecutIve Trustee and eIther the ChIef ExecutIve Officer (CEO) or
Managmg DIrector (MD) of the Asset Management Company (AMC)

• The defirutIOn of "assocIate" does not extend to asSOCIates of assocIates

• When a fund exceeds the allowable sellmg and marketmg expenses, there IS some
confuSIOn as to whIch entIty should absorb the excess amount AMCs have been
questIOned as to the appropnateness of theIr absorbmg these expenses by Income-Tax
authontles TypIcally these types of excesses occur at the Irutlallaunch of a scheme
but It could occur on an on-gomg baSIS as well

• RegulatIOns lImItmg busmess WIth mdlVidual brokers to 5% need to be clanfied
Busmess With asSOCIated brokers needs to be calculated on a three-month movmg
average basIS However there IS some confuSIOn regardmg whether busmess WIth
non-assocIated brokers also needs to be morutored on a three-month movmg average

Price Waterhouse FIRE Project Page 2



Survey a/the ImplementatIOn a/the 4.MF! Model Compliance Manual July 29 1998

baSIS or whether It IS on a quarterly basIS m conjUnctIOn WIth reportmg to trustees
There should also be gmdelmes on how thIS percentage should be calculated and
whether pnmary market deals, government secuntles, money market deals and debt
secuntles should be mcluded m thIs computatIOn

~ ~

fl Currently, regulatIOns reqUIre an equahzatIOn account and a premIUm account
However, there should be a careful analySIS of whether these accountmg practIces are
necessary

• It IS often dIfficult to get current mformatIOn on the outstandmg votmg secunties of
an Issuel At tImes pnor financIal reports do not present an accurate pIcture

Q DematenalIzed scnps are typIcally valued at phySIcal delIvery pnces at mutual funds
These scnps should be valued at theIr correct pnces

Ii The computatIOn of the 25% hmit for exposure to group companIes needs to be
further clarified SpeCIfically, It needs to be mentIOned If thIs figure apphes only at
the tIme of purchase or at all tImes

G For Pubhc Sector (PSU) Mutual Funds, there need to be some AMFI gmdelmes on
the extent of mdependent testIng that a Comphance Officer should do These funds
and organIzatIOns are large and very hIerarchIcal and typically comphance resources
are lImIted

• Fot certaIn PSU Mutual Funds, the 10 day turnaround for processIng redemptIOns IS
not practIcal nor feaSible

Oi The mechaniCS of obtalmng shareholder votes as well as the InterpretatIOn of three­
quarters of the umtholders should be defined

• There should be trammg on the requIred onentatIOn that should be proVIded to
trustees as well as the on-gomg InfOrmatIOn that needs to be dissemmated to trustees

SectIOn D contams a detailed summary of the observatIOns and comments made by
ComplIance Officers dunng the IntervIew process

Price Waterhouse FIRE Project Page 3
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3 RecommendatIOns

July 29 1998

Some of the Issues raIsed by ComplIance Officers of Mutual Funds m the wrItten
responses receIved or dunng dIScuSSIons are specIfic to a fund whIle others relate to
several or all funds The latter form the basIs of the recommendatIOns that follow

AMFI should organIze penodic (quarterly or semI-annually) workshops to address
routme complIance mspectIOn practIces as well as speCIfic complIance Issues These
Issues may be Issues that affect all funds or could be Issues that currently affect
speCIfic funds but could potentIally Impact other funds Areas suggested for future
traInIng Include the desIgmng of complIance audIt programs, standard yIeld
calculatIOn and performance evaluatIOn

2 ComplIance Officers should meet on a regular basIS to exchange mformatIOn on
complIance procedures, mterpretatIOn of regulatIOns and concerns noted In the
executIOn of responsIbIlItIes These meetIngs could be organIzed as Informal forums
to encourage the establIshment of a network of complIance profeSSIOnals In addItIOn,
workIng groups could be establIshed to address speCIfic complIance Issues or
accountIng Issues and aSSIst AMFI In representmg the mdustry's pOSItIOn to the
regulators

3 There should be traInIng on the kInd of onentatIOn as well as the type of mformatIOn
that should be prOVIded to trustees ComplIance Officers expressed concern that
trustees may not be reVIeWIng all relevant matenals In appropnate detaIl

4 The ComplIance Officer should report dIrectly to the trustees of the mutual fund even
though he/she may be an employee of the AMC and may have mdirect ("dotted-hne")
reportmg to the semor management of the AMC The pOSItIOn of ComplIance Officer
should be a semor level pOSItIOn and It IS the responsIbIlIty of the semor management
of the AMC to ensure that the ComplIance Ofticer IS prOVIded access to all relevant
InfOrmatIOn

5 AMFI should seek further clanficatIOn from SEBI regardIng brokerage allocatIOn
restnctIOns under regulatIOn 25(7) Under thIs regulatIOn, there IS a 5% lImItatIOn on
the purchase or sale of secunties made through any broker by the mutual fund In all
ItS schemes FIrstly, there should be clanficatIOn on whether eqUIty and debt trades
should be combmed for thIS calculatIOn Trades In debt and money market
mstruments are large and, m general, It does not make busmess sense to splIt these
trades CombmIng all segments tends to dIStortS the pIcture Secondly, for assocIated
brokers, thIS hmit applIes for "a block of any three months" whereas for non­
assocIated brokers the language used IS "a block of three months" There appear to be
dIfferences m how the latter term IS bemg mterpreted by dIfferent ComplIance
Officers Some mterpret It as a three month movmg average (just as In the case of

Price Waterhouse FIRE Project Page -I
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assocIated brokers) whIle other conSIder It to be quarter end AMFI should ascertam
the appropnate InterpretatIon With the regulator

6 AMFI should seek clanficatIOn from SEBI regardmg the regulatIOn descnbed In Item
9 c) of the Seventh Schedule relatmg to the 25% lImIt relatIng to mvestments In lIsted
secunties of group companIes of the sponsor ThIS IS bemg Interpreted by some funds
as an absolute lImItatIOn so that If the fund IS In danger of exceedmg thIS lImIt, there
IS unmedlate sale of secunties to adjust the overall percentage to under 25% Other
funds have mterpreted thIS as an condItIOn that must be met at the tIme an Investment
IS made Thus, If there IS market appreCiatIOn that causes the percentage lImIt to be
exceeded, then thIs IS not a complIance VIOlatIOn and there IS no need for partIal
lIqUIdatIOn of group secunties The addItIOnal argument for thIs IS that when these
secuntles are domg well (and causmg the percentage to Increase), m the mterests of
the umtholders, the fund should not be lIqmdatmg these scnps

7 AMFI needs to confinn With SEBI and clanfy to all ItS members that the "full
scheme-WIse portfolIo dIsclosure ofmvestments" as reqUIred urIder (Vll) (c) In the
Eleventh Schedule should Include all types of Investments Includmg eqUItIes, debt,
money market mstruments as well as cash eqUIvalents In addItIOn, clanficatlOll
needs to be sought on whether valuatIOn of these Investments should be only at
market value or whether both market value as well as cost needs to be dIsclosed

8 AMFI should wOlk m cOnjunctIOn WIth SEBI and the Income Tax Department to
resolve the handlmg of excess of sellIng and marketmg expenses Incurred dunng the
launch of a new scheme AccordIng to certaIn ComplIance Officers, mutual funds
have been questIOned by offiCIals of the Income Tax Department as to the
appropnateness of the AMC absorbmg the excess of the IllltIaliSSUe expenses that are
allowed to be charged to the scheme or fund (1 e the excess over the allowable 6% of
the Illltial corpus of the scheme) The offiCIals state that the regulatIOns allow these
excess expenses to be borne by the trustee or sponsors beSIdes the AMC HoweveI,
the prOVISO prOVIded to regulatIOn 52 (5) In the January 12, 1998 amendment states
that "any excess over the 6% ImtIa1ISSUe expense shall be borne by the asset
management company"

Price Waterhouse FIRE Project PageS
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SUMMARY OF PARTICIPANTS IN THE SURVEY
(v' IJ1dlcates a lesponse X mdlcates no lesponse NC indicates not contacted note only Mumbm-basedfunds were contactedfor mtervJi-lVs)

# NAME CEO ADDRESS TEL Compliance Q Response IntervIew

I 20th Century MF VR 20'h Century Asset (D) 2182397
Deshpande Management Corp Sudhakar
CEO Ltd SBS Centre, 2182328/ X •

Jehanglr Villa 107 (B) 2182328 2187449
Wodehouse Road 2187449
Colaba, Mumbal
400005

2 Alliance CapItal AJay Kaul, AllIance Capital (D) 4975604
MF President & Asset Mgt India Ltd, Suchet Padhye

Country Mgl Indage House 82 v" v"
AnnIe Besant Rd, (B) 4960094
Worh, Mumbal
400018

3 Apple MF A P KUrian Apple Asset Mgt (D) 2665206
AdvIsor RaJglr Chambers ShaJlesh

Shahld Bhagat S10gh Parikh V V
Rd, Opp Old (B) 2660331
Customs House Fort 5665
Mumbal 400023

4 Btrla MF S K MItra Blrla Capital (D)2840031
DIrector InternatIOnal AMC 2880660 Anshul

Ltd, Voltas JoshI X v'
InternatIOnal House 2661690
3rd Floor, 28 N G N 2673380
Valdya Marg (Bank 2672032
St) Fort Mumbal 2672632
400023

5 BOBMF V H Bhatia BOB Asset Mgt Co (D)2670110
Managmg Ltd , ManeckJI Wadla
Director Bldg, 2nd Floor (B)2670112 A A GandhI v' v'

Nal1lk Motwane 2670153
Marg opp Mumbal
U11lVefSlty Fort
Mumbal 40023

File AMII-survey-track June, 1998
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SUMMARY OF PARTICIPANTS IN THE SURVEY
(v mdlwtes a lesponse X mdlcates no lesponse NC mdlcates not contacted note only Mumbm-basedjimds were contactedfor interviews)

# NAME CEO ADDRESS TEL Compliance Q Response Intervtew

6 BOIMF K H Vora BOI Asset Mgt Co (D)

Managmg Ltd 241h Floor, MN

DIrector JeeJeebhoy Towers (B)2654546/ Snnlvasan vi vi
Dalal St , Mumbal 2654549 Babu
400023 2654202

2654511

7 Canbank MF K V Hedge Canbank Investment (D) 2620465
Managmg Mgt Services Ltd U R Rao
DIrector 2nd Floor Onent (B)2620466/ vi vi

House, Adl Marban 262016668
Path, Ballard Estate,
Mumbat 400038

8 Cholamandalam D Ravlshankar CC Asset Mgt Co (D) 044-

Cazenove Mf Chief Ltd Tlam House 5240046, P SUJatha
ExecutIve (Annel\.e) FIfth R4917489 V NC

Floor 28 RaJaJI Salal
Chennal600001 (B)044-

5242560/
5242561-62

9 CRBMF CRB Asset Mgt Co (D) 2073097

- Ltd , CRB MansIOn,
3'd Floor 90 (B)2096435/ - NC NC
Chandanwadl Cross 36
Lane, near New
Manne Lmes Church

I Mumbal 400002

FIle AMFI survey-track June 1998 2
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SUMMARY OF PARTICIPANTS IN THE SURVEY
(v md/cates a II-sponse )( md/cates no leSpOllSI- NC mdlcates not I-ontacted note only lv/umbat-basedjimds were contacted/or lI1/ervlews)

# NAME CEO ADDRESS TEL ComplIance Q Response IntervIew

10 oSP ML MF S Ramanathan DSP Merrill Lynch (D)288483 I
ChIef Admm Asset Mgt (I) Ltd Seema
Officer 914 Raheja (B) Thakore V v

Chambers Naflman 2884830/
Pt MumbaJ 400021 2884822

I I Escorts MF S Kannan ESCOl1s Asset Mgt (D) 011-
YP & Head Ltd N-6 Pratap 3313027

Bldg 151 Floor (R) 6894230 -
)( NC

Connaught CIrcus
New Deihl 11000 I (8)011-

3313027
33.:-> 1336,
3321654

12 GICMF A R Prabhu GIC Asset Mgt Co (D) 2851916
ChIef Ltd Untvelsal T Rajagopalan
ExecutIve Insurance Bldg 2nd (B)285 1920- X V

Floor SIr P M Rd 24
Fort, Mumbal
400001

13 H B MF R K Gupta H B Asset Mgt Co (D)OII-
CEO Ltd 10E DCM Bldg 3321769

Barakhamba Rd X )(-
New Deihl 110001 (8)011-

3321631/33
21756

File AMFI survey trdck june 1998 3



SUMMARY OF PARTICIPANTS IN THE SURVEY
(v mdlLates a re5pOll5L )C mdlcates no /Lsponse NC mdlcate5 not contacted note only Mumbm-ba5edjimds were contactedfo/ interviews)

# NAME CEO ADDRESS TEL Comphance Q Response Interview

14 ICICIMF AJay ICICI Asset Mgt Co (D) 2651301 M Lakshman

Snnlvasan Ltd Shantl, Ist Floor Kumar

MD 13 Walchand (B)26 I825 I, Shnkant Dev V V
Hlrachand Marg 267966)-8
Ballard Estate
Mumbat 400038

15 !DBI MF SlvapI akasam !DB! Investment (D) 2846440

CEO Mgt Co Ltd Upesh Shah/
227 Vmay K Shah (B)2846436 Mama Iyer V v
Malg, 9th Floor 38
Nanmar Bhavan
Nallman Pomt
Mumba! 400021

16 Indian Bank MF K M Gopmath Ind Fund Mgt Ltd (D) 2670312

Managmg 1st Floor D G YGV Sivaram/

Director Chambers 100/1 04, (B)2671362 BalasubIamam )C )C

Nanak Motwam 2672604 urn
Marg, Fort, Mumbal 2642267
400023

17 ITC Threadneedle Richard ITC ClaSSIC (D)

Mf Overton Threadneedle AMC Iqbal Jugan

Managmg Ltd, World Trade (B)2153045 V V
Director Center-I 18th Floor,

Cuffe Palade,
I Mumbat 400005

18 JM MF S V Prasad JM CapItal Mgt Ltd (D) 2820824

PI LSldLnl &.. 112 Jolly Chamber Net! 0 SouLa

CEO II, Nanman Pomt (B)2826474 v v
Mumbal400021

7
FIle AMfI-survey trach. June 1998 4



SUMMARY OF PARTICIPANTS IN THE SURVEY
(V mdlcates a I esponse X indicates no I uponse NC mdlcates not contacted note only MlIInbm-basedfunds were contactedf01 mtervlells)

# NAME CEO ADDRESS TEL ComplIance Q Response InterView

19 JardIne Flemmg U R Bhat Jardme Flemmg India (D) 2885880

MF Director & Asset Mgt Pvt Ltd, Irwm DSouza

Chief Amarchand ManSIOn (B)2846942- II' v
Investment D Block 16 Madam 44
Officel Cama Rd MumbaJ

400001

20 Kathan PIOneer Vlvek Reddy KP Asset Mgt Co (D) 044-

MF ChIef Ltd Kathan Bldg 8233073
Executive 117 Uthamar Gandhi (B)8232404/ X NC-

Salal, Chennal 8232405
600034

21 Lie MF R G Sharma Jeevan Blma (0)2042450
CEO Sahayog ASt>et mgt Shubhangl

Co Ltd, 4th Floor (B)2830191 Nalk v' v
Industnal Assurance 2851661 63 2044248
Bldg , opp
Churchgate StatIOn
MumbaJ 400020

22 Morgan Stanley K N Valdyanat MS Asset mgt India (D) 2096600

MF han, VP Pvt Ltd Forbes ext 4500 Chetan Jam/
Bldg 5th FloO!, PC Smgh v' v
Charan]!t Ral Marg (B)2096600
Mumbal 40000 I

23 PNBMF Arun Kaul MD PNB Asset Mgt Co (D)OII-
Ltd Jeevan Bhartl, 3724084-89 -
Tower II, Level III X NC
Connaught Circus, (B)3315666
New Delhi 11000 I

~ FIle AMfI survey track June 1998 5



SUMMARY OF PARTICIPANTS IN THE SURVEY
(v mdlcates a lespome X ndlcates no nsponse NC indicates not contacted note only Mumbm-basedfimds were contactedior mtervu.. w!»

# NAME CEO ADDRESS TEL Compliance Q Response InterView

24 Reltance Capital Amlt RC Asset Mgt Ltd (D) 2875821

MF Prahladka Arcadia, 12th Floor, Nita Mehta

CEO NCPA Rd Nanman (8)2845656- v v
Pt Mumbal 40002 I 60

25 S8I MF Nlamatullah S8I Funds Mgt Ltd (D) 2185696

MD 191 Mak.er Tower E
Cuffe Parade (8)2180221- Nlmkar V v
Mumbal 400005 27

26 Shnram MF D A Gadgll Shnram Asset Mgt (D) 2835042

MD Co Ltd Dalamal K Prak.ash/
Tower 8 Wmg (8)2842845 X v"
Nanman Pomt, 2843111
Mumbal 400021

27 Sun F&.C MF Nlk.hll Khattau Sun F&C Asset Mgt (D)

MD (I) Ltd, World Trade Yezdl
Center I 19111 Floor (8)2181641 Khanwalla V v"
Cuffe Parade,
Mumbal400005

28 Tata MF KN Tata Asset Mgt Ltd (D) 2881190

Atmaramalll Jehanglr Wadla Bldg JImmy Patel

MD 4th Floor (above (8) v" v
Davar s College) 51
MG Road Mumbal
400001

;"'"
; ..... File AMFI survey-track. June, 1998 6



SUMMARY OF PARTICIPANTS IN THE SURVEY
(V indicates a rLlpome ~ mdlcates no response NC indicates not contacted note only Mumbat-basedfimds ,~efe contactedfor. mtavleHs)

# NAME CEO ADDRESS TEL ComplIance Q Response Interview

29 Taurus Mf P S Mathur CredIt CapItal Asset (D) 2835741
MD Mgt Co Ltd, Bl ady U C

House 3rd Floor, (B)2855926- Lakhwanl V V
Veer Nanman Road 28
Mumbal 40000 I

30 Templeton MF VlJay Adval1l TempleLon Asset (D)
President and Mgt (IndIa) Pvt Rajesh
CEO Ltd 125 Flee Pless (B)2886123 Radhakl15hnan V V

House, Nanman
Pomt Mumbal
400021

31 UTI Dr P J Nayak UTI 13 New Manne (D) 2015429
Executive Lmes Mumbal B S Pandlt/
Trustee 400020 (B)2068468 S K Munda V V

Total 21 23

-~ File AMFI survey track June, 1998 7
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ASSOCIAILON OF IVtlJTUAL FUNDS IN INDiA

408 A WIng Dalamal To .... e'
F,ee Press Journal Marg
Nafltl\4\n Pou'll Mumoal 400 021 INDIA

A P Kunan
tHAIJtMAM

REF NO M1FI/SEMJ/Oli97-98

Dear Shn GADGrL

Tel 1°221 2B2 SA'£,
(022) 2sa • SS

F:u (0221 2M 4')<

CHAIRMAN" OHIO ~() lM.zn
fA" ~O IM<I.Jo,

MflICh 23 1998

I would ltke to thank AMFI members for theIr partIcIpatIon In the \1utual Fund
ComplIance Workshop that AMFI and the Pnce Waterhouse FTRE PrOject orgamsed
on December 4-5 t997 In MumbaJ The Workshop was deslgned to provIde 1 broad
compliance tramewor" and, more speclfic::Iily facIlitate the Imrlementatl0n of lhe
A.t\1FI Model Compliance Manual

0.,,> a follow-up to the Workshop, we would hke feedback from partlclpams on whether
the manual has been useful In morutonng compliance and any problems e~penenced In

the actual Implementation of the manual We have designed a bnef QUestIonnaIre
(attached) and would apprecIate your takmg the time to get It filled' up bv the
partlclpant or the Compltance Officer and forwarded to us with four comments and
observatIons We are consldenng updatmg the AJv{fI Manual to Incorporate
amendments to the regulations subsequent to SEE I (Mutual Fund,» Regulations 1996
and your response would be most helpful In thIs regard fr your fund has not
participated In the December'97 Workshop stIli we would gre::J.tly varue your vIew'>

and comments Kmdlv, therefore forward the questIonnaire duly filled tn

We look forward to hearmg from you Ms Sandhya Bhate Consultant to the Price
Waterhou'lc F1RE ProJect, may cantaer you dIrectly In this regard Please send your
completed questlonnalre to AMFI at the above address by March J \.. 1998

With \...md regards

You rs Sincerely

A P KURIAN /

"HRl D A CADGlL
'\1ANAGli'tG DIRECTOR - .-
SH RI R \ i\ t \ <:; ') F r M \ NAG [, \ H" NT C (j LTD
101 DALA.\1Al TO¥rLR, B \\ l"'ie
1'L\RJI\1t\i't POI...."Y
t\llli\lB\1 --100021
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F;:;>fJrl P I J FIPE PPQJ ..\%355
022-2884::'05
TO 02'2 288-ic 55

AM"f1 '5URVEY ON T'f{E MODEL COMPLIANCE MAN1J'AL FOR MUTUAl.. FUNDS LN lffDIA

Name of Fund

1'-t~mc and Till!: of indIVIdual Cumpletln.g the Que~tlannaue _

Tel

CEO flVlt.W at camllh;!tedG~uanntll!e

Are you u~mg the AMFT Modd Comllhance MllluiJ? Ye~ No

If)~ how do you use It? (a< 3. feferenel! tool? for tramlng? ouurr?) [rna, pre~ explain whv

(

2 Are fOU USIn!;. any other manual" Yes No

It )CS plcJS<: de:scnbc the document you are uSlllg and how It dIffers rrbm the Model Cumplumc" Manual

3 Arc: mc:re: ;uli areas of tho AMFI Manual yoU would like to see clan.fied" Yes ~o

11 ~c5 please: 1151 the soeclfi<: secnons and what you would 1Jke to see claCified (Examples of ~Ions Ino::lude
dUVCrtlSlf1g IJ( rc:lUms eVallJilLlOn ot gtJ;J.T4Iltl:-es portfoho compliance etc)

4 If AJ'vt! 1 were to oq:;anJle a.ncxher Tramtng Worlcsitop, wluch Sp¢C1UC are:l('I) 'M'ould'you lfke ro !et! addrC"'53cd?

(E"'tlmples of ¥eas eould mdude comphan<:.e wIth Cock ofEmlcs, v;:Uu:a.tJon, desl~lOg audlt ?f0p"am~ for
murual tund re."u.:w~ de)

) i\O) other ~ugge1l1ons?

Ph Cl:>t mod '/11< rc<""n.<c In ASSOClOllOn of MUTlJal FU1Tds In India (AMFf) 40X.4 Win!:, Dalamal To .....,., Fnr!
I reJJ )()'Jrna{ Mar,; "1o",.,an P0lf11 Murnhal .JOOO2J by March 3 J~( 1998

•

I
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SUMMARY OF RESPONSES TO THE QUESTIONNAIRE

1 Are you usmg the AMFI ComplIance Manual?

Yes

17

Comments

No

4

o As a reference tool
e I refer to It sometimes
.. It IS bemg used as a basIs for preparmg our own ComplIance Manual
• By refemng to It m day to day wOlk or speCIfic purpose lIke launchmg new scheme

2 Are you usmg any other Manual?

Yes

15

Comments

No

6

G We also use our mternal ComplIance Manual, WhICh IS more or less m lme wIth the
t\.MFI Manual, except that It covers other laws lIke CompanIes act, Income Tax etc
and IS used for AMC and Trustee Company The SEBI (MF) RegulatIOns are a part
ot the manual

• The Manual used IS on lmes SImIlar to Model ComplIance Manual, the only
dIfference bemg that It IS more speCIfic to the fund

• I use the Jardme Flemmg Manual for the MF It IS more detailed WIth procedures
.. AllIance CapItal's complIance procedure IS modIfied for local Issues & SEBI

ComplIance Manual
• We are m the process of prepanng our manual wlllch mteralIa contams our mternal

gUIdelmes for mvestment and other actIVItIes •
CIi In house manual - whIch has as Its source the AMFI Manual but has laid down

certam stnngent I addItIonal compltance norms
• In addItIOn ~o the AMFI Model ComplIance Manual, pnmanly we use the UTI Act,

UTI General RegulatIons and SEBI (MF) RegulatIOns We also use the AMFI Code
of EthICS as a reference

I
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• We have our own ComplIance Manual m place Apart from covenng provIsIOns under
SEBI (MF) RegulatIOns 1996, ( whIch appears under AMFI Model ComplIance
Manual) we have mcluded chapters on

a) Employee Dealmg
b) ReceIpt!Acceptance of gIftS
c) CommumcatIOn WIth the MedIa
d) Redressal for complamts
e) Momtonng of ComplIance
f) Appomtment of Brokers
g) Appomtment of Agents

• The office Comphance Manual IS the baSIC document for comphance purposes The
basIc comphance Issues have been addressed m both ( Model ComplIance Manual
and the office ComplIance Manual)

• We have a separate comphance manual for the AMC and Trustee Company We have
deSIgned a monthly complIance check lIst

• The ComplIance Manual followed by LIC Mutual Fund IS segregated by department
complIance e g Marketmg, Fmance,etc makmg It eaSIer to follow

3 Are there any areas of the AMFI Manual you would hke to see clanfied?

Yes

8

Comments

No
11

• ValuatIOn m fixed deposIts and reverse repa transactIOns
• ClarIfy calculatIOn of brokerage allocatIOn- VIS- a -VIS mcludmg government

secuntles, trade bIlls, debt transactIOns
• As per Reg 56 and 59, each MF should publIsh annual reports & half yearly accounts

m newspapers However there IS no standard format for such publIcatIOn
• Some of the solutIOns need to be firmed up and be more torthcommg on

recommended practlces
• Investmg
o Accountmg norms, meetmg procedure, mcome tax, RBI, pro-rata allotment, use of

load, load accountmg
• State what constltutes front-runnmg and self-dealmg
• Manual IS qUIte comprehensIve
• My suggestIOn IS that AMFI should enlarge the scope of thIS manual so as to cover

audIt functIOns smce both these functIOns are complementary to each other ThIS
suggestIOn IS bemg made WIth a VIew that m carrymg out the functIOns of ComplIance
and mtemal audIt, the Job IS not duplIcated

• EvaluatIOn of guarantees
• PortfolIo ComplIance
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4 If AMFI were to orgamze another trammg workshop, WhICh specIfic area would
you lIke to see addressed?

Comments

• DesIgmng audIt programs for audIt reVIews
G Investment opportumtIes In overseas markets
• AdvertIsmg Code
~ Offer Document
.. ValuatlOn partIcularly debt mstruments WhICh are not traded
o Employee Dealmg
" DesIgmng audIt programs for revIewmg, Standard YIeld ComputatIOns
• Another workshop should cover all areas & not any specific areas
• StandardIzatIOn of mutual funds performance evaluatiOn methods for e g mceptIOn

to date, weekly, monthly, quarterly, annually, etc
• ComplIance as a whole also on standard offer documents and mteractiOn WIth other

mutual funds to understand practIces followed by others
• AMFI may conduct such trammg workshops at regular mtervals to prOVIde updates to

developments m the mdustry, amendments to the SEBI(MF) RegulatiOns, 1996 and
addItIOnal roles and responsIbIlItIes of ComplIance Officer m the changed
enVIronment

• The course contents m the last workshop was basIcallv to get the mSIght mto the
varIOUS complIance areas However all the areas be covered mto more depth and
emphasIs should be on partICIpant dISCUSSIon

5 Any Other SuggestIOns?

Comments

• An updated copy of the AMFI Model ComplIance Manual should be clfculated every
Sf'{ months/ whenever there IS a sIgmficant amendment m regulatIOns

e Contmuous updatIOn of present manual
• AMFI should call for a meetmg of all ComplIance officers (bI-annually) to dI~CUSS

solutIOns or Issues on a common platform
., Should organIze trammg overseas to gam first hand informatIOn m practIces followed

abroad
III AMFI Model ComplIance Manual may gIve as annexures, formats for VariOUS

certIficatIOns that need to be obtamed from dIrectors, key personnel, the Board of
AMCs and Trustee Compames, referred under VariOUS regulatIOns of SEBI(MF)
regulatIOns

• Amendments to SEBI RegulatIOns should be CIrculated as supplement
• AMFI Model ComplIance manual IS taIlored In such a way that practIcally all the

aspects/actIOns covered under the regulatIOns are to be reVIewed by the ComplIance

3
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Officer But to carry out the functIOns stnctly m accordance wIth the suggestIOns m
thIS model manual becomes a dIfficult task gIVen the lImIted resources the
ComplIance Officer has at hIS dIsposal Considenng the tIme and resources the
constramts WIth the ComplIance Officer and WIth an ultImate aIm to achIeve the
deSIred goal prIorItIzmg the areas for complIance checks m stages may be worth
consIderIng

• We would dISCUSS m detaIl WIth Ms Sandhya Bhate when she calls on us as mdicated
by you

9 The Comphance Officer found the semmar & the draft ComplIance Manual extremely
useful The report to our dIrectors mclude complIance WIth regard to SEBI regulatIOns
as well all other statutory laws We are submIttmg the reports on a regular basIS III all
our Board meetmgs
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COMMENTS AND OBSERVATIONS MADE BY COMPLIANCE OFFICERS
DURING THE INTERVIEW PROCESS

(MF Mutual Fund References to the MF are related to an mdlVldual ComplIance Officer s
specific fund)

What's happened to the Items m the manual (AMFI Model ComplIance Manual)
that needed further clanficatIOn from SEBI?

2 The SEBI MF regulatIOns are wntten wIthout any cross-references or
annotatIOns between dIfferent chapters and sectIOns

3 The danger With the alternatIve standards m the manual IS that If the trustees see
them, they Will want to adopt them

4 Is It possIble to mclude a sectIOn m the manual that WIll lIst the responsIbIlItIes
of trustees, how they should morutor, what they should look at - a sort of how-to
for trustees?

5 The manual IS bemg used but It has not yet been adopted or approved by the
Trustees

6 The MF has ItS own manual that IS tailored to Its own systems and procedures
The model complIance manual IS more of a reference tool

7 There are mherent problems m the trustee structure smce salarIes of dIrectors of
trustee companIes are lImIted by the Comparues Act

8 The trustee's role IS very far removed from the day-to-day AMC operatIOns

9 The MF has a trustee cell that prepares the reqUIred matenals for trustee
meetmgs, the agenda papers, filmg of trustee reqUIrements to SEBI

10 There should be trustee control at a more mIcro level

11 Today there are varIOUS regulatIOns that apply - the Secunties Contracts
RegulatIOn Act, the SEBI regulatIOns, the Company Act, RBI rules etc There
should be comprehensIve legIslatIOn to address mutual funds

12 The MF has completely adopted the manual and the ComplIance Officer relIes
on It completely The only thmg the ComplIance Officer would suggest IS that
there be some trammg so that some of the complIance procedures be taIlored to
be more practIcal to the Indian scenano

13 The manual IS mamly a reproductIOn of the regulatIOns One has to abide by the
regulatIOns so there IS no optIOn

14 The format for the holdmg statements of trustees should be defined DIrectors
of the AMC are reqUIred to prOVIde date of acqUISItIOn etc - are trustees reqUIred
to do that too?



15 There IS sometImes a problem m the receIpt of transactIOn statements from
Board of Trustees / DIrectors of the AMC These have to be reported as of end
of quarter but the final eTRs also need to be approved! revIewed by the Board
of Trustees before sendmg to SEBI ThIs whole process IS a lIttle tlght

16 Trustees should not be reqUIred to furnIsh holdmg statements - there IS always
reSIstance to dIsclosure of assets - mstead they should be reqUIred to dIsclose
purchases and sales dUflng the reportmg penod and certam lImIts - such as
Rupees 10 lakhs (Rupees 1 mIllIon) shot.ld be set

17 Can a dIrector of an AMC be a dIrector of another trustee company [page 11 (3)
of the regulatIOns]?

18 Per regulatIOn 18(11) trustees holdmgs and transactIOns have to be reported Is
tills to assess If there have been any mstances of front runnmg and self dealmg?

19 For the 2/3 mdependent trustees reqUIrement, If one reSIgns and pnor to another
bemg appomted - IS that consIdered to be out of complIance?

20 The Jan 12, 1998 amendment regardmg regulatIOn 16(5) reqUIres 2/3
mdependent trustees There should be some phase m penod allowed because It
IS dIfficult to reconstItute or add trustees uumedlately

21 It IS not that dIfficult to obtam a lIstmg of holdmgs from trustees - however,
how can the Comphance Officer certIfy that trustees or anyone else has not been
gUIlty of moral turpItude etc') What mdependent baSIS does the Comphance
Officer have for these statements? The ComplIance Officer only has the
certIficatIOns obtamed from the concerned mdividuais

22 Issues that need to be addressed are how the trustees are expected to fulfill theIr
responsIbIlItIes when they don't have the staffing, the mfrastructure and the
tIme to do day-to-day momtonng

23 The Chmnnan of the Board of Trustees SIgns off on all the advertlSlng for the
MF

24 There should be a separatIOn of operatIOnal and comphance functIOns

25 There should be two levels of comphance momtonng - the operatIOnal detaIl
level and the supervISOry mechanIsm/management control level

26 The dealers of the MF are clencal staff and are more lIke order takers
Investment deCISIons are made by the Managmg DIrector (MD) There are no
VOIce recorders and the computer <;ystem has no securIty system Some of the
imtial Investments In the schemes of the MF were not good Investments A lot
of these mvestments were not m the mterests of the umt holders These
mvestment deCISIOns were made by the MD or the MD was dIrected by one or
more of the trustees
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27

28

There needs to be a more direct reportmg structure for the ComplIance Officer
He should not be reportmg to the AMC ThIS creates a COnflIct of mterest
Perhaps the best structure would be to have a commIttee of an ExecutIve

_ Trustee and the CEO/MD of the AMC and the ComplIance Officer could report
to thIS commIttee ThIS E'(ecutIve Trustee would have tQ have a dIfferent
compensation structure and would be dIrectly mvolved m the day-to-day
runnmg of the fund

It IS often dIfficult for a ComplIance Officer to confront the 1vfanagmg DIrector
about certam IrregularIties

29

30

The mdependence of the ComplIance Officer should be bUIlt m to the structure
of the orgamzatIOn The CO should report to the DIrector of the AMC or the
trustees The problem IS that the trustees are non-executIve Trusteeslup is not
a professIOn

AMFI should pnontize areas for the Comphance Officer to reVIew

How can a ComplIance Officer look at everythmg? In general, there IS only one
person or at the most two

32 The MF has adopted the ComplIance Manual Key areas that are checked by
the Comphance Officer on a daily basIs are mter-scheme transfers, lIqUIdatIOns
for redemptIOn and mvestor complamts PortfolIos are revIewed quarterly
Brokerage lImIts are revIewed on a weekly basIs All aSSOCIate transactIOns are
revIewed immedIately For affilIate transactIons even the contract note IS
revIewed Off-market deals are dIscouraged Call money transactIOns are
checked vs the Reuters screen All supportmg documentatIOn for broker
empanellment IS checked by the ComplIance Officer The NAV calculatIOn IS
also revIewed

33 The MF's ComplIance OffIcer also reports to the Group ComplIance Officer
who reports to the U S Head of ComplIance /InternatIOna,l Counsel

34 All advertIsements should be SIgned off by the ComplIance Officer and by
Marketmg

35 Who should have custody of complIance-related documents that are filed wl,th
SEBI? At certam funds, the ComplIance Dept retams custody

36 There IS a confhct of mterest With some of the SEBI Inspectors for mutual
funds Certam SEBI Inspectors (who are pnvate chartered accountmg firms)
have associated relatiOnshIps With competmg mutual funds ThIS had been
brought to the regulators attentIOn but there has been no corrective actIOn taken
by the regulator m thIS regard

37 SEBI mspectIOns should only be every alternate year The fees are about 1 5
lakhs but there should be dIfferent slabs for debt or eqUIty schemes
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38 The SEBI audItors do not appear to have a good grasp of the MF Industry
They Just provIded the Compliance Officer wIth a long lIst of questIons whIch
appear to be the regulatIOns reproduced

39 Under the new regulatIOns the audItors are reqUIred to comment on complIance
wIth regulatIOns mcludmg mvestor gnevances What should be the scope of a
statutory audItor?

LlO What exactly should be the contents of the ActIVIty Report that SEBI has
requested?

41 The defimtIOn of aSSOCiates IS not clear enough For example, are aSSOCiates of
aSSOCiates also consIdered assocIates? For a PSU Mutual Fund, smce the PSU
IS the sponsor and an aSsocIate, are other Subsidianes of the PSU also
associates?

Ll2 Certam terms need to be defined more clearly For example, although SEBI has
a defimtIOn for assocIate It IS not detaIled enough so the MF obtamed a lawyer's
note/mterpretatIOn for theIr needs In addItIOn, the term "group" IS not defined
adequately In general, the MRTP defimtIOn IS used If SEBI doesn't define
these terms, then AMFI should provIde some gUIdance

43 AssocIates does not Include trustees If the dIrector of an AMC IS a dIrector of
another company - then IS the other company an aSSOCiate company?

44 The MD of the MF IS deputed from a PSU Also most corporates are dIrectly
or dIrectly chents of thIS PSU The PSU may eIther have a loan to the corporate
or could even have an eqUIty stake m a venture WIth the company How does
one define assocIates m thIS context?

45 AccordIng to recent amendments to the regulatIOns, converSIOn of schemes from
close to open end do not reqUIre shareholder consent Refer to sectIOn 33 (3) In
the January 12 1998 amendment relatIng to converSIOn from close to open end
Note closed to open-end fund IS the only fundamental attnbute change that was
SIngled out as not requmng shareholder consent per sectIOn 18 (l5(d)) of the
same memo Why was thIS smgled out?

46 SectIOn(15)(d) indIcates that aggregate charged fees and expenses payable are
fundamental attnbutes under the terms of Issue Does that mean any changes
WIthm that umbrella are allowed and a fund does not need to go to shareholders
for approval?

47 RegardIng market sellmg and advertIsmg expenses, the Income Tax (IT)
Department says that the excess InItial launch expenses should not be borne by
the AMC It may be borne by the sponsor, the trustees or some other party
When the AMC bears the expenses, the IT Department claims It looses tax
revenue from the AMC
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48 There should be a defirutIOn of the term "load" wIth reference to the Tenth
Schedule Item (b) In additIOn, the purposes for whIch the load can be utilized
should be clearly laId out

49 Funds, at theIr discretIOn, should be allowed to reduce the sales load for certam
Investors - for example, for employees or large mvestors

50 Item (e) m the Tenth Schedule (page 94) of the regulatIOns, descnbes
contmgent deferred sales charge such as the 4% charge Who gets to keep It
(AMC, fund)?

51 Do on-gomg marketmg and dIstnbutIOn expenses (for example, correspondmg
to 12b-l fees) mclude marketmg team expenses?

52 In the January 12th
, 1998 amendment to the Nmth Schedule m Item (j) the

debIt/credIt changes are mIxed up for repurchases

53 Is there a need for an equalIzatIOn account and a premIUm account? Isn't thIS
obsolete?

54 Is an equalIzatIOn fund needed?

55 The amended regulatIOns as In the Eleventh Schedule Item 3 (vu) (c) reqUire full
scheme-WIse disclosure of Investments Does thIS constItute only eqUity
Investments or IS It full dIsclosure (mcludmg debt as well as cash/money market
Instruments)?

56 RegulatIOns reqUire that the Annual Report be filed WIth SEBI the portfolio
has to be reported but should It be at Market Value or Cost?

57 Does the reqUired publIcatIOn of half yearly results as descnbed m regulatIOn 59
cover a penod of 6 months or does It cover the pnor 12 months?

58 At a certam mutual fund, the ComplIance Officer stated that m addItIOn to the
reqUirements under the SEBI MF RegulatIOns, 1996, the trustees as well as
AMC DIrectors are prOVIded WIth vanous speCial reports - the culture IS to
prOVIde full dIsclosure

59 Note the 5% limIts (regulatIOn 25(7)) per broker IS to be morutored as a three­
monthly movmg average

60 The MF generates quarterly brokerage allocatIon reports to morutor the 5%
limIt The problem anses more on the debt tradIng smce transactIOns are large
and It does not make sense to split a trade

61 5% aSSOCIate broker limIt The MF follows thIS very stnctly and m general
would aVOid domg busmess WIth the aSSOCiated brokers because semor
management takes a very conservatIve approach
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62 Broker lImIts should pnmary dealers, debt deals be mcluded m the calculatIOn?
The MF has a relatIvely large money market fund and smaller eqUity and debt
schemes Pnmary market deals mvolvmg GOI secuntIes, call money
transactIOns, repo deals are huge and sk.ew the percentage Also, for busmess
reasons these deals cannot be splIt up

63 Regardmg the regulatIOn relatmg to the 5% broker lImIt, there shouJd be a
clanficatIOn VIs-a-VIS government secunties dealers, debt dealers smce these
trades are large and It IS not possIble to keep to thIS lImIt

64 The 5% lImItatIOn per broker does not make sense Trades m debt secunties
cannot be splIt up BeSIdes, there are some brokers who provide better
mformatIOn/research than others - why should busmess WIth these brokers be
frozen at 5%?

65 5% debt brokerage allocatIOn IS dIfficult The MF typIcally vanes between 5­
20% for the debt allocatIOns because debt transactIOns are large The fund
makes sure these trades are not done through assocIated brokers - the associated
broker IS used to a very lImIted e'<:tent

66 Are merchant bankers mcluded m the 5% lImIt? For example, If you have a
pnvate placement or you are buymg m the pnmary market through a merchant
banker - should that also be momtored?

67 The 5% brokerage trackmg should be segregated for growth and debt funds
Debt transactIOns are necessanly larger All brokerage IS tracked on a 3-month
movmg average baSIS smce the new regulatIOns refer to a block of three months
for determmmg percentages

68 The brokerage allocatIOn Issue IS Important For the 5% hmit based on a 3­
month movmg average, should GOI secuntIes, debt and eqUItIes all be lumped
together? How IS the 5% calculated? The numerator and denommator need to
be defined Also, there IS a dIfference m the "block of three months" language
m the January 12, 1998 amendment WIth respect to aSSOCIate brokers and non­
aSSOCiate brokers The former IS worded "any block of three months" and the
latter IS Just" a block of three months" The ComplIance Officer had talked to
SEBI and the regulator stated that "a block of three months" was really refenng
to quarter end ThIs was not obtamed m wntmg

69 Regardmg the 25% lImIt m group exposure, the problem IS redemptIOns If that
happens, then the percent can change Tills then needs to be momtored weekly
It should be made clear that whether these percentages apply at the tIme of
purchase or at all tImes

70 It IS dIfficult to get accurate mformatIOn of the outstandmg votmg shares of
companIes Annual reports are sometImes dated and the votmg share
mformatIOn IS necessary to momtor complIance WIth 10% lImItatIOn Also, It IS
dIfficult to capture data on WhICh <..orporates/entitles may own 5% or more of
the corpus ThIS mformatIOn IS necessary, however, to comply WIth the
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restnctIOns on the extent (5%) to whIch the fund may Invest In these entItles
The share transfer work IS sourced out so InfOrmatIOn IS delayed and outdated
One goes With the best InfOrmatIOn one has

71 Trackmg 10% at votIng capItal of companIes reqUIres one to ensure that there
are operatmg systems to momtor these thIngs

72 Momtonng the 10% outstandIng votIng seclmties of Issuers IS dIfficult and not
always plecIse - the data on outstandIng votIng securItIes IS sometImes outdated

73 There IS a concern about the valuatIOn of not traded or de-lIsted secuntles How
frequently should these be valued - dally/ weekly/ monthly/ quarterly?

74 The formats for some of the SEBI-mandated reports should be defined better
For example, the formats for the financlals reqUIred under regulatIOn 56 and 59
seem to be dIfferent formats - the sort of Items that should be clanfied mclude
dIsclosure and layout of per umt e'Cpensesl notes etc SEBI should prescnbe the
mlll1mUm reqUIrement under these regulatlOn

75 Tre half-yearly results reqUIred under the Twelfth Scl'edule reqUlre three sets of
current year-preVIOUS year data It IS not clem what exactly needs to be reroned
m these three sets of columns Each fund seems to be domg Ib own thIng

76 The MF has developed schedules for all the complIance testmg I repomng It has
to do It has Its own complIanc\:' manual WhICh was developect to address SEBI
regulatIOns as well as the MF(I II) s own global complIance reqUIrements

77 The MF's regulaJ. reportIng reqUIrements mc1uae the fortmghtly reportmg
reqUIrement to the RBI on call plal-emtnts/holdIng statements that IS requned of
all FHs

78 Thele needs to be a clarIficatIOn for ASR and MSAT forms regardmg exactly
what data SEBI wants (money market mstruments/calls/purchases/matuntles)

79 There are specIfic problems assOCIated WIth money market funds For example,
a corporate may put m Rupees 2 crores (Rupees 20 ml1hon) when the corpus IS
say Rupees 8 crores (Rupees 80 milhon) but If sudderll} the corpus changes to
Rupees 4 crores (Rupees 40 ffillhon), then the percentage Just goes haYWire .In
general, the money market funds are used by corporates to teIl1poranly park
cash so there IS a lot of money In and out

80 'Front-runmng" needs to be defined and the InterpretatIOn should be
<;tandardized Th(" black-out penod IS not defined In the SEBI regulatIons For
example, If a personal trade 1S done 7 days before a fund trade IS that OK or IS It
front-runmng? Or would 3 days before be OK?

81 There should be umform employee dealIng rules throughout the AMC and for
all Alv1Cs

82 "Self-dealIng" needs to be defined

7



83 The MF has Its own polICIes re acceptmg/glYmg gIftS etc Redressal of
complamts IS handled at two levels mvestor complamts related to non-receIpt
of account statement/dIVIdend etc are handled by the Investor Gnevance
Officer, complamts related to AMC are handled by the Compltance Officer

84 Each MF should have clear personal tradmg polIcIes that address mSIder
tradmg, the AMC's role m pre-clearance and pohcles such as requmng tradmg
through the firm

85 Trustees are reqmred to certIfy on a 6-monthly basIS that there have been no
mstances offront-runmng They have no means ofvenfymg thIs

86 The MF has defined cntena for the selectIOn of brokers the due dIhgence
mvolves venfymg BSEINSE regIstratIOn, any pendmg lItIgatIon, assessmg
financIal strength, etc The ChIef Investment Officer has a lot of mput once
these cntena are met Each empanellment IS revIewed by a comrmttee 111ere
are 22-23 brokers empanelled There are no associated brokers

87 There IS a reqmrement to report secunty dehvenes outstandmg more that 60
days as of the end of the quarter The problem IS If a secunty purchased on 1-1­
98 IS delIvered by 31-3-98, It would not be outstandmg at the end of the quarter
But m realIty It would have been an over 60 day Item dunng March

88 If there was a pnvate placement by an assocIate whIch was later h~ted (a
pnvately placed debenture (PPD] of a company that was later lIsted) and If the
fund bought It subsequent to listmg from a non-assocIated broker - would It be
consIdered a vIOlatIOn? The January 12, 1998 changes m the Seventh Schedule
Item 9b) state that no MF shall make any mvestment m any secunty Issued by
way of pnvate placement by an assocIate or group company of the sponsor

89 AMFI has made negatIve remarks about PSU Mutual Funds - and praIsed the
pnvate sector mutual funds There are a lot of thIngs wrong With pnvate sector
mutual funds as well (For example an FII MF has charged management fees
even when the NAV IS below par and another pnvate sector MF has had
problems WIth associated transactiOns)

90 At AMFI conferences, PSU funds are not mVlted to be the speakers

91 Investors need to be educated on market fluctuatIOns

92 The ComplIance Test Report (CTR) formats are reqmred quarterlv There have
been changes m the regulatiOns re reportmg requIrements - the CTRs need to be
updated

93 Regardmg the valuatIOn of dematenahzed secuntIes, there IS a dIfference
between pnces of dematenalIzed scnps and the BSE closmg pnces for scnps m
phYSICal form WhIch rates should be taken? Funds have been mformally told
to take the BSE closmg pnces
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94 Clause 41 of the exchange ltstmg reqUIrements reqUIres quarterly unaudIted
results to be provIded to the exchange ThIs means lIsted funds Will also have to
proVIde thIS mformatIon Current quarterly results are not produced by funds
Funds should be exempted from thIS reqUIrement

95 For eqUIty valuatiOn the BSEINSE quotes are aVailable For debt the YTM
Model can be used and dIfferent funds have theIr own gUIdelmes In some
funds the back office does the valuatiOn Some funds are lmked to Cnsil

96 RedemptIOns have to be processed m 10 days The PSU has a one week
encashment penod at certam fixed mtervals They sometunes receIve
redemption requests from outlymg areas such as Assam that amve late (after the
stipulated date) The transfer agent typ'cally forwards them to the AMC for
processmg smce they were receIved after the stated cut-off date The MF has
been hononng these requests as a specIal accommodatIOn to clIents but smce
these Items are manually processed and approved at the AMC, ItS IS dIfficult to
complete the processmg withm the requIred time

97 10 days IS very tIght for redemptIOn checks at the end of the quarter Once the
pnce IS declared, the Board of Trustees has to approve the accounts and only
then Will redemptIon checks be processed

98 What should be done about unclaimed checks of compames - IS there any
process to dIrect them to any partIcular body after 3 years?

99 Where does one get a hold of "Ammendment RegulatIOns, 1997 s 0 no
327(E) ofIndm dated 15 497"?

100 In Schedule 11 (Page 100 of the regulatIOns) the reqUIrement under the annual
report !balance sheet #3 (V11l) for the treatment of doubtful debt appears to be
contradIctory to page 106 Item V whIch descnbes prOVlSlons for loss/doubtful
debt Also, for a mutual fund, why are there prOVISIOns for gratuIty/staff welfare
fund under the latter?

101 Should the profit on redemptIOn (relatIve to par value of Rupees 10) be added to
normal profit or the urnt premIUm reserve account?

102 In the January 12, 1998 amendment, p17 #29 - EIghth Schedule (I)(c) call
money mvestments should be valued at cost plus accrual TypIcally m the
accounts these mvestments are camed at cost and the accrued mterest IS tracked
m a separate account

1U3 The AMFI half yearly report format (for regulatIon 18(23) ) hdS unnecessary
detaIls

104 Umts are defined as undIVIded share (page 5 (z) of the regulatIOns) However,
umts are Issued IIi fractIons for open ended schemes
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105 Sponsors should contnbute at least 40% of net worth - should thIS be 40% of
paid up capItal? Net worth IS paid up capItal and free reserves How would
preference shares be treated, If such a thIng were done?

106 Votmg needs to be defined How IS % of umt holders defined and what are the
modalItIes? Umt value? Postal ballot?

l07 Allotment has to be Wlthm 42 days but now It has to be advertIsed Is the last
day of the IPO consIdered the deemed date of allotment? For foreIgn exchange
drafts It takes 21 days to clear and the RBI approval process takes about a
month UntIl RBI approves, the allotment cannot be made Tlus delays the
allotment process

108 There should be some gUIdelInes for valuatIon Should the deposItory rates be
used? Also, If dIfferent funds are all usmg the same I-Sec formula, how come
the same type funds (for example money funds) under dIfferent MFs USIllg the
same model move to dIfferent e'\:tents and sometImes move III dIfferent
dIrectIons on the same day?

109 The gUldelmes ask you to use other stock exchange pnces If BSEINSE pnces
are not avaIlable ThIs IS really not practlcal for open end funds They have to
be pnced the same day and an NAV cut If there IS one central source for
mformatIOn from dIfferent e'\:changes, that would be OK but It IS not eaSIly
aVailable AMFI should standardIze valuatIOn procedures

110 Is the commencement date (page 14 of the regulatIOns) the IPO date or the
allotment date?

111 For fees, 25% IS the maXImum allowable WIth 1 % for management fees If
there IS no load at the IPO level, can one charge fees later on?

112 Accounts have to be publIshed (page 47 ofthe regulatIOns) III the whole ofIndia
- there IS no natIonal daily that clTculates III the whole of India

113 Can unrealIzed appreCIatIOn be dIstnbuted as dIVIdends? (page 100 of the
regulatIOns)

114 Accountmg Issues If new accounts are opened on 31st March - when III general
there Wlil be a closmg of books of accounts should these UnIts be created as of
1st Apnl or 31st March?

115 Secunties Contracts Act - SEBI has allowed MFs to Invest III reverse repos ­
there IS no accountIng polley on how to value these

116 Can a fund Invest III fixed depOSIts pendIng InvestIng In secuntIes? (note thIS IS
after the allotment of Ulllts has been done)

117 For valuatIOn, the I-Sec model IS used as a base
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118 There should be some practIcal, entry-level trailing for MF staff on how to
deSIgn schemes and draft offer documents BasIC trailing should mclude the
dIfferences between schemes such as balanced/growth as well as the structure of
mutual funds

119 The key areas requmng addltlonal traInmg are performance evaluat10n and
desIgnmg audIt proglams

120 There should be more trammg m the operatIOnal areas complIance traIling and
valuatIOn trammg would be very useful

121 There should be basIC trailing on what to look at, m what detaIl and to what
extent to rely on statements of dIfferent departments It would be useful to have
traIling on the deSIgn of audIt programs

122 There should be trailing twIce a year for all departments AMFI should also
IllitIate the standardIzatIOn of accountmg practices

11


