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Dear Mr. Kurian,

Sub: Coordination of the updating of the AMFI Model Compliance
Manual based on the results of the survey of the implementation of the
manual and changes in regulations since the SEBI Regulations (Mutual
Funds), 1996.

At the request of the Association of Mutual Funds in India (“AMFI”), the
USAID-sponsored Price Waterhouse Financial Institutions Reform and
Expansion (FIRE) Project coordinated the updating of the AMFI- Model
Compliance Manual. (“Manua”). The Manual was developed with assistance
from the FIRE Project and adopted by the AMFI Membership in September
1997. The updating of the Manual was based on feedback from a survey of
Mutual Funds to assess its implementation as well as the changes in regulations
since the SEBI Regulations (Mutual Funds), 1996. The FIRE Project invited
Sandhya Bhate, Special Consultant, to assist on this project. During 1997, Ms.
Bhate had worked on drafting the Manual and conducted Compliance Workshops
for the FIRE Project.

The survey was conducted between March - June, 1998 with the help of a
guestionnaire as well as through interviews. The results of the survey as well as
related recommendations have been detailed in a separate report. In updating the
Manual, we incorporated changes to relevant regulations and outlined applicable
compliance procedures. Finally, we evaluated the implementation of the
recommendations made by the FIRE Project in the Executive Summary attached
to the Model AMFI Compliance Manual report dated August, 1997.



August 5, 1998
Mr. A. P. Kurian
Chairman, Association of Mutual Funds in India (“AMFI”)

o

We are pleased to note that some of our previous recommendations have been
implemented and that others are under consideration. We commend the initiative
that AMFI has taken in promoting a culture of compliance within the industry.
We would like to thank Mr. K.N. Vaidyanathan, Chairman, AMFI Compliance
Working Group, and the members of this group for their valuable inputs and
cooperation in this project.

The updated Manual is part of the enclosed report. If you have any questions,
please do not hesitate to contact me at (022)496-3599.

Yours sincerely,

VW R

W. DENNIS GRUBB ‘
PRINCIPAL CONSULTANT CAPITAL MARKETS
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L EXECUTIVE SUMMARY

The AMFI Model Compliance Manual (“Manual”) attached to this document summarizes
basic compliance controls that mutual funds need to implement to assure that they adhere
to the Securities and Exchange Board of India (Mutual Funds) Regulations. 1996 and the
subsequent amendments to these regulations. The Manual was prepared by the IFIR1:
Project in conjunction with the AMFI Working Group on Compliance headed by Mr.
K.N. Vaidyanathan of Morgan Stanlcy India. Its purpose is to assist AMI] and its
members in sustaining fundamental compliance standards for the mutual tund industry.

In August 1997. the Working Group on Compliance drafted the Manual as the first step
towards addressing the various compliance requirements that Asset Management
Companied trustees need to comply with in the management of mutual funds. The scope
of the Manual was limited to the SEBI (Mutual Funds) Regulations, 1996. This was to be
followed by compliance guidelines for other legislative/ regulatory issues. the Code of
Ethics as well as standardized operating procedures for AMFI member firms. During the
past year, AMFI has formalized and adopted a Code of Ethics and is in the process of
finalizing guidelines for Advertising and Valuation with a view to standardizing

operating procedures for its members.

This revised Manual does not purport to encompass all regulations that apply to mutual
funds. It does not, for example, cover requirements relating to the Indian Trust Act. the
RHI. SEBI’s Anti-Fraud Regulations, the requirements under the Companies Act or
financial and accounting standards. The Manual limits itself to the SEBI (Mutual Funds)
Regulations, 1996 and the amendments dated January 12, 1998, February 4. 1998. March
4. 1998. March 31, 1998 and April 15, 1998. This Manual should be an evolving
document. It should be modified as regulations are updated and in response to perceived
weaknesses in compliance controls. It should be used in conjunction with the AMF|
Code of Ethics, the Advertising Guidelines, and the Valuation and Accounting Policies.

revised July 1998 Pagel
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I. BACKGROUND

In March 1998. Mr .A. P. Kurian, Chairman, AMFI and Mr. K.N. Vaidyanathan. Vice
President. Morgan Stanley India and Chairman of AMF1's Working Group on
Compliance met with the I'IRE Project to discuss how to evaluate the implementation of
the Model Compliance Manual and to revise the Manual for amendments to the
regulations. It was decided that AMFI1, with the assistance of the FIRE Project. would
conduct asurvey of itsmembers to assess the implementation of the Manual, determine
areas of the Manual that needed further clarification and finally to obtain information
related to perceived compliance training needs. The information obtained is contained in
the report entitled = Survey of the Implementation of the Model Compliance Manual by
AMFI Members’.

The preparation of the Manual in 1997 brought into focus certain areas where the existing
regulatory framework could be strengthened. In addition, it identified issues that need
further discussion between the mutual fund industry and regulatory authorities. These
formed the basis of the FIRE Project recommendations that were made at that time. As
part of this revision of the Manual, the earlier recommendations were reviewed to
determine if any corrective action had been taken.

The FIRE project would like to thank Mr. K.N. Vaidyanathan, Vice President and Mr.
P.C. Singh, Compliance Officer, Morgan Stanley, Mr. B. S. Pandit, Chief General
Manager and Ms. Roshni Chargeman, Compliance Manager, Unit Trust of India, Jimmy
Patel, Deputy Manager - Finance/ Compliance Officer, Tata Asset Management Ltd.. Mr.
B. C. Nimkar. Deputy General Manager, SBI Mutual Fund and Mr. U.R. Rao. Divisional
Manager, Canbank Investment Management Services, Ltd.. The FIRE Project appreciates
the time each individual devoted to this project and the valuable inputs provided.
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I1l.  FIRE RECOMMENDATIONS

During the process of drafting the Manual, certain anomalies and lacunae were identified
and recommendations were made to address these concerns. Some of these issues have
been addressed since the adoption of the Manual in September. 1997 while others are
either not been addressed or have been only partially addressed.

Recommendations that have been implemented include:

1 The rcsponsihilitics and liabilities of trustees and directors of trustee
companies should he clearly defined.

The P.K. Kaul Committee report outlines the responsibilities and liabilities of trustees
and directors of trustee companies. This report is being discussed and is in the process of’
being adopted.

2. “Undue concentration of business with any broker” should be defined as
mor e than 5%.

Regulation 25(7) has been amended to address this concern. This regulation details limits
for both associated as well non-associated brokers. The 5% limit is required to be
calculated for “ablock of any three months” with respect to associated brokers and “a
block of three months’ for non-associated brokers. Although the limit for associated
brokersis arigid 5%, the limit for non-associated brokers can be exceeded if the AMC
has documented the justification for exceeding the 5% limit and reports of all such
transactions are sent to the trustees on a quarterly basis. An issue requiring clarification
is whether the 5% limit for non-associated brokersis to be computed on a three-monthly
moving average basis (as in the case of associated brokers) or if it isto be computed on a
quarterly basis. In addition. further discussion is needed regarding the purpose of
aggregating debt and equity transactions in the Indian context. A debt transaction. for
business reasons, cannot be split up and therefore a trade tends to be large. Combining all
purchases and sales results in a distorted view of the brokerage allocation of a fund.

3. Private placement transactions involving associated companies should be
disallowed.

This issue has been addressed by amendment item 9 of the Seventh Schedule of the SEBI
(Mutua Funds) Regulations. 1996.

revised July 1998 Puge3



Association of Mutual Funds in India: Model Compliance Manual
Price Warerhouse FIRE Project

3. The logistics of shareholder approval need to clarified.

AMTFTisfinalizing guidelines on the process of seeking shareholder approval

5. The term ‘fundamental attributes of a scheme' should be clarified.

This issue has been addressed in regulation 18( 15)(d). However. in addition to the
attributes therein, the fundamental attributes of a fund should disclose whether the fund is
diversified or not.

Earlier reccommendations that are still pending include:

L The due diligence of key employees ( regulation 7(d)) should include police
clearances.

2. The term ‘conflicting objectives (in regulation 16(6)) needs to be clarified.
3. Theterm ‘a majority of trustees (regulation 18(15(c)) should be clarified.

4., The scheme portfolio (regulation 18(22)) should be disclosed at least semi-
annually.

5. The interpretation of ‘activities in conflict . . . ..with activities of the mutual
fund’ (regulation 24(2)) needs to be clarified.

6. Guarantees should be eliminated or alternatively meaningful “resources’
backing a guarantee should be required to be described in full detail (item 11
of the Sixth Schedule).

Section VIII item (ii)(c) and item (i) of the Standard Offer Document describe some
disclosure norms. However, further details are required regarding how the resources
backing the guarantee will be tracked on an on-going basis.

7. Theterms “diversification” and “diversified” need to be defined.

All funds that advertise that they are diversified must abide by a uniform definition. The
Sixth Schedule does not define the terms “diversification” or “diversified” and the terms

are not defined in any other section of the SEBI (Mutual Funds) Regulations, 1996.

8. Internal Ratings should be an assigned to unrated debt securities.

revised July 1998 Paged
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V. NEXT STEPS

PW/FIRL Project recommends that this report be submitted to the Working Group for its
review and comments and thereafter to the AMF1 Board for adoption.

In addition, over the next year, AMFI needs to:

e expand the manual to include compliance with all pertinent laws and regulations
relating to Mutual Funds including those of the Reserve Bank of India, the
Companies Act of 1956, the Trust Act of 1882, SEBI regulations related to
Custodians, Transfer Agents and Fraudulent and Unfair Trade Practices relating to the
Securities Markets;

e adopt Advertising Guidelines, Investment Va uation and Accounting Guidelines:

e standardize operating procedures for the mutual fund industry; and

o adopt service standards for the industry.

revised July 1998 Page’
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ASSOCIATION OF MUTUAL FUNDS OF INDIA (AMFI)
MODEL COMPLIANCE MANUAL

A. Purpose:

The purpose of this manual is to establish minimum standard policies and guidelines for
the business activities of mutual fundsin India. It applies to all employees, key
personnel. officers. directors and trustees associated with the operation of a mutual fund.
This manual is based on the SEBI (Mutual Funds) Regulations, 1996 and the
amendments to the regulations through April. 1998. It is the responsibility of supervisory
and management staff to ensure that employees are familiar with applicable sections of
this manual. The manual is divided into two parts: the first part is generic compliance
issues and the second part is in the form of atable addressing SEBI (Mutual Funds)
Regulations. 1996 and amendments to the regulations through April, 1998. The manual
should be updated and supplemented periodically by the Compliance Officer as SEBI
Regulations are updated.

B. Regulatory Environment:

A mutual fund is governed by many laws, rules and regulations. These include the
Securities and Exchange Board of India (SEBI) Act, 1992 (No. 15 of 1992), SEBI
regulations including. but not limited to, regulations related to Mutual Funds, Custodians,
Transfer Agents and the Prohibition of Fraudulent and Unfair Trade Practices relating to
Securities Markets: the Companies Act of 1956: anti-fraud regulations; the Reserve Bank
of Indiarules. the Indian Trust Act etc. It isthe responsibility of the Asset Management
Company (AMC) to designate individuals (such as the Company Secretary, Compliance
Officer and / or staff in the Legal Department) to keep abreast of developmentsin the
regulatory environment and to apprise the affected operational groups of any relevant
changes. This document limitsitself to the SEBI Mutual Fund Regulations, 1996 and
amendments to the regulations through April 1998.

C. Standards of Conduct:

All employees. officers. and directors of the AMC as well as trustees of the mutual fund
should observe high standards of integrity and fairness in dealing with investors. issuers,
market intermediaries and the general public. The AMC has a responsibility to adopt a
Code of Ethics that establishes standards of daily conduct and seeks to minimize conflicts
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of interest or the appearance of a conflict of interest.  In addition. the Code should be
designed to detect and prevent insider trading and front-running by officers, directors and
employees of the asset management company and trustees of the mutual fund. Finaly.
the (‘ ode should prohibit employees from being a party to any kind of unethical practice
such as market manipulation. price rigging, front-running or engaging in any acts that
may be construed as being fraudulent or deceptive.

D. Confidentualitn of Information:

In the course of their daily activities. employees. officers and directors may have access
to confidentia information rclating to client accounts and securities transactions. These
individuals are required to maintain the confidentiality of this. information strictly. Any
breach may be grounds for termination.

E. Advertising and Sales Literature:

Advertising and sales literature are synonymous terms and include any notice, circular,
letter. or other written communication addressed to more than. one person (outside of the
company), or any notice or other announcement in any publication or by radio, television
or other electronic medium that offers any report, analysis, graph, chart or formula or
other information regarding the offer, purchase or sale of mutual fund shares. All such
material needs to be reviewed internally to ensure it complies with applicable SEBI
Mutual Fund regulations. This quality control function niay be performed by the
Compliance Officer or by ascparate department / group. If a separate group performs
this function. then the Compliance Officer should conduct periodic audits of this process.
in addition. al sclling information designed for distribution to the public should be filed
per SEBI regulations. The information provided should be accurate and fairly presented.
See to AMIT Advertising Guidelines and the Sixth Schedule of the SEBI (Mutual Funds)
Regulations. 1996 for additional details.

F. Diversification:

Currently there are no criteria in the regulations regarding diversification. Mutual funds
that advertise themselves as diversified should establish clear guidelines regarding the
percentage of assets that can be invested in an individual issuer and in a single industry.
This interpretation of “diversified” should be disclosed. In the United States, section
5(b)(I) of the Investment Company Act of 1940 describes ‘diversified’ as (paraphrased)
limiting exposure to any single 1ssuer to not more than 5% with respect to 75% of total
assets. Prudent practices indicate that single industry exposure should not exceed 25% of
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total assets. Investments in sceurities with sovereign backing could be exempted from this
requirement.

G. Customer Complaints:

A complaint isan expression ol displeasure and dissatisfaction by or on behalf of a client
with aservice or product provided by the asset management company. A complaint
could be cither oral orwritten. | itiSoral. then it needs to be documented and responded
to like any other complaint. .\l complaints should be logged in and arecord of the
complaint and the disposition or resolution should be maintained. Every AMC should
maintain a complaint log or complaint tracking svstem and should require that the
transfer agent also do so. The complaint may be related to the management or
performance of afund or could be directed at services or products provided by associates
or subcontractors such as registrars. brokers. underwriters or salesmen.

All client complaints should be directed to a designated centralized department. such as
the Investor Relations or Correspondence Department. This department should be tasked
with coordinating and ensuring responses to all Customer Complaints, including those
involving subcontractors or associates. There should be a monitoring mechanism for
identifying those complaints that are symptomatic of inherent risk or customer
dissatisfaction and there should be a system for generating periodic reports for review. It
should then be the responsibility of the Compliance Department to periodically audit the
timeliness as well as the adequacy of the.responses. This review should be done on a
quarterly basis and the results reported to the trustees of the mutual fund.

Correspondence files should also be audited in conjunction with complaint files to ensure
that complaints have not been incorrectly classified as correspondence.  Correspondence
refers to routine forms. letters. inquirics or requests that may be received from a
unitholder whereas a complaint is an cspression of dissatisfaction. Complaints can
sometimes be indicative ot \wcaknesses in internal controls or lapses in compliance and as
such need to be reviewed carclully

H. Accounting and Recordkeeping Procedures:

All processing departments ot the AMC. including trading, back office and accounting.
should maintain information as required by applicable regulations. The procedures
followed should be documented in cach department’ s operations manual. The operations
manual should be sutticiendy detailed to serve as atraining tool for new and existing
employees as well serve as areference source for internal auditors. It needs to be kept
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updated. ach depa tment sniould establish record retention procedures in compliance
with applicable regulations and consistent with prudent business practices.

Trading procedures should include details of processing of order tickets, trade
executions. daily bloters. trade allocation procedures, brokerage allocation procedures.
affiliated transactions und cancel and correct procedures. Trade allocation procedures
should be designed to give fuir and equitable treatment to all accounts and whether the
system uscd is random or pro-rata or another system altogether. Trading procedures
should be approved by the directors ot the AMC and the trustees of the mutual fund.
Accounting and back office procedures should include reconciliation. valuation of assets,
daily balancing of the gencrailedecer. and calculation of the NAV and the normal
maintenance of books andrec ords.

[. Regulatorv. Leeal. Other Inguiries:

Any communication received by an employee from a governmenta or regulatory body
(such as SEBI) regarding the mutual fund or any other activity should be immediately
directed to the I.cgal Department or Company Secretary prior to responding to any
request for information.

J. Compliance Responsibilit :

It should be incumbent on all individuals and entities associated with a mutual fund to
comply with applicable rules and regulations. It is the responsibility of senior
management to ensure that employees are informed of compliance requirements related to
their functions. It is then the responsibility of each employee to abide by theserules and
regulations. In addition. it is a requirement in the SEBI (Mutual Fund) Regulations,
1996 that trustees of a mutual tund ensure that the asset management company has
appointed a Compliance Ofticer prior to the launch of any scheme. These regulations
place the responsibility of monitoring compliance as well as responding to investor
grievances with the Compliance Otticer.

The Compliance Ofticer should report directly to the trustees of the mutual fund even
though he or she may be an cmployvee of the AMC and have indirect (“ dotted-line” )
reporting to the senior management of' the AMC. Alternatively, the Compliance Officer
may report to the Legal Depuartment of the AMC. As such, the position of Compliance
Officer is a senior fevel position requiring experience in areas such as internal/
external/compliance auditing or alternatively requiring a Company Secretary/ legal
background. The AMC shouldalso tacilitate the Compliance Officer’s access to all
relevant information.
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The Compliance Ofticer has overall responsibility for compliance. Typically each
employee. supcrvisor and manager is responsible for compliance for his or her function.
The Compliance Ofticer has to independently verify that adequate internal controls exist.
As such. he or she should nothave any operational or portfolio responsibilities. He or
she may rely onindependentreview functions performed by an internal or external
auditors, the Company Secrctary or by the Legal Department/Legal Counsel. The
Compliance Officer should design his or her own compliance testing procedures (as part
of a compliance control procram) and submit quarterly reports to the trustees. A
compliance control program ismerely an annual audit or independent testing schedule of
all regulatory. legal and other requirements that need to be adhered to. It should detail the
timings of these audits and the departments/ individuals responsible for carrying out these
activities. In performing compliance tests. the Compliance Officer should. whenever
possible. independently. audit various functions instead of relying on certifications.
Depending on the size of operations of the AMC. the Compliance Officer may require
additional staff to carry out all required compliance functions.

Organization of the rest of* the manual

The tables in the following pages correspond to Chapters 11 - VII of the SEBI Mutua
Fund Regulations. 1996. These chapters correspond to Regulations 3 - 60. These.
regulations relate to registration (Regulation 3 - 13), constitution, management of mutual
fund and operation of trustees (Regulation 14 - 18), constitution and management of the
AMC and custodian (Regulation 19 - 27). schemes of the mutual fund (Regulation 28 -
42). investment objectives and valuation policies (Regulation 43 - 49) and general
obligations (Regulation 30 - 60). The tables are organized in the numerical sequence of
the regulation tor each reference.

The following chapters of the SE:3I Mutual Fund Regulations, 1996 are not discussed in
the attached tables: Chapter | (Regulations 1 - 2) which relates to definitions of terms
used in the regulation’s, Thesc definitions are not reproduced in this manual. Chapter V11|
(Regulations 61 - 67). Chapter 1X (Regulations 68-76) and Chapter X (Regulations 77-
78). Chapter V111 relates to Inspections and Audits that may be conducted by the Board.
It established the right of* the Board to conduct such examinations and the process by
which such examinations will be conducted. Chapter I1X relates to procedures for Action
in Case of Default. It details the circumstances under which the Board may suspend or
cancel a mutual fund’s certificate of registration and related procedures. This chapter
contains clauses establishing the Board' s right to establish clarifications and guidelines in
the form of circulars or notes that are binding on sponsors, mutual funds, trustees, AMCs
and custodians.
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The compliance procedures indicated in the attached tables represent suggestions on ways
of assessing compliance with the reculations indicated as well as possibilities of who the
responsibilities should be assigned to. 1t should be noted that these arc only generic
suggestions and there may be other wavs achieving the same objectives. Each AMC
needs to tailor these suggestions to meet the specific needs of its environment.

The follow ing tables are notmeant o be a teach-yourself manual for mutual fund
compliance. The suggestions presented are high-level guidelines and do not purport to
detail all the steps that need to be followed to assess compliance. As such. it is expected
that the individuals using the following tables w ill already have the necessary experience
and the required know fedge 1o conduct compliance reviews.  The suggestions are merely
positive reinforcements tor the controls that an AMC should have already established/ or
be in the process of cstablishing for assuring compliance with SEBI regulations.

In response to some of’ the rcaulations “Alternative Standards® have been described.
These are. in general. more stringent standards than required by SEBI. These are
provided where it is percein od that there is potential exposure if only the minimum
requirements were adhered o. Finally. “Further Action Required” indicates issues
requiring resolution.
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Reg. | Function SEBI Regulations Compliance Procedures
3.4 Registration | a. Registration application should be on Form A and made to the This is a one-time activity that will tvpically be performed by the
Board. Company Secretary.
b. Submission of a non-refundable application fee per Schedule 2. a. Form A should be accurate and complete.
b Bank draft pavable 1o " The Securities and Exchange Board of
India’ at Mumbai:
Application fees: Rs. 25,000/-
Registration fees: Rs. 23,00,000:-
Service fees: Rs. 2,50,000--
Filing fees: Rs. 25.000:-
7 Registration | a. the sponsor should have a sound track record and general This is a one-time activity and the information requested in Form A4 is
reputation of fairness and integrity in all business transactions. used by the regulators to determine “sound track record’ as defined
aa. the applicant is a fit and proper person. in this regulation.
“Sound track record” is defined as (paraphrased):
(1) in business in financial services for at least five years The sponsorswould typically make at7 evaluation of these factors and
(i) net worth is positive for each of the preceding five years ensure qualification prior to the filing of an applicatiot?.
(i) net worth in the preceding year should is more than the capital
contribution of the sponsor of the asset management company (AMC)
(iv) the sponsor has profits after providing for depreciation, interest and
tax in 3 out of 5 preceding years, including the fifth year.
7 Registration | b. in the case of an existing mutual fund. such fund is in the form of a Funds secking approval would be required 1o have this structure
trust and the trust deed has been approved by the Board. Managements of funds launched prior to these resulations need 1o
address issues related to structure as well as requirements of the
Third Schedule of the regulations with their Legal Counsels, trustees
and, if necessary, with SEBI if specific exemptions are required.
7 Registration | c. the sponsor has contributed at least 40% to the networth of the AMC | This is a one-time check and would tvpically he done by the sponsor
(and provided that the eligibility criteria are met). prior to filing an application.
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a. compliance with regulations
b. the fund informing the Board immediately if any information
previous& furnished to the Board is materially false or misleading.

Reg. | Function SEBI Regulations Compliance Procedures
Registration | d. The sponsor/ directors/ principal officer to be employed by the as stated
mutual fund should not have been found guilty of fraud or have been
convicted of an offense involving moral turpitude or been convicted of | Alternative Standards:
any economic offense. Certain institutions obtain police:CID CBI clearance for all
employees as part of their routine due diligence. It is a commencdable
practice if the AMC is able to obtain these clearances for all kev
employees. In the United States, the NASD requires all emplovees of
member firms be fingerprinted (FBI check).
Registration | e. There should be appointment of trustees to act as trustees for the as staled - note: these items are a prerequisite 0 the setting up of a
mutual fund in accordance with the provisions of the regulations. mutual fund. The appointment should be documented
Registration | f. The appointment of the asset management company to manage the as stated - note: these items are a prerequisite 10 the setting up of a
mutual fund and operate the scheme of such funds in accordance with mutual fund The appointment should be documented
the provisions of these regulations.
Registration | g. The appointment of a custodian in order to keep custody of the as stated. - note.: This 1s a prerequisite 10 the registration of a mutual
securities and carry out custodial activities as may be authorized by the | fund The appointment should he documented
trustees.
Registration | Registration granted to a mutual fund is subject to: Adherence 10 regulations and prompi communication (o the Board of

amy material misrepresentations that might have been made
previously.

Updated: July. 1998




AMFI MODEL COMPLIANCE MANUAL

Reg.

Function

SEBI Regulations

Compliance Procedures

Registration

Service fee due on the 15th April for every financial year following the
year of registration. Service fees: RS. 2.50,000/-

In special circumstances. after permission has been obtained from the
Board, the fund may be allowed to submit the payment two months
after of the start of the financial year.

Fees due on the 15th April for that finuncial year.

In special circumstances, SEBIwill permit an extension of up to two
months after the start of the financial year for pavment of service fees
For example, for a fund with year ending Marceh 3 1si1. this transiutes
to May 31st. The Compliance Secretary or the Compliance Officer
should verify that service fees have heen sent by the due daie
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and trustees

1) A trustee in carrying out his responsibilities as a member of the
Board of ‘Trustees or of the trustee company. shall maintain an arms’
length relationship with other companies or institutions or financial
intermediaries or any body corporate with which he may be associated.

ii) No trustee shall participate in the meetings of the Board of Trustees
of trustee company when any decisions for investments in which he
may be interested are taken.

iii) All the trustees shall furnish to the board of trustees or trustee
company particulars of interest which he may have in any other
company, or institution or financial intermediary or any corporate by
virtue of his position as director, partner or with w hich he may be
associated in any other capacity.

Reg. | Function SEBI Regulations Compliance Procedures
14 Constitution | A mutual fund should be constituted as a trust and the trust deed should | As described.
manage- be registered under section 16 the Indian Registration Act (1908). It
ment of the | should be executed by the sponsor in favor of the trustees named in the
mutual fund deed.
and trustees
15 (1) | Constitution | The trust deed shall contain the following clauses. as described in the The wltimate responsibiline: for the funds compliance with SEBI
manage- Third Schedule. and any other clauses necessary to safeguard the regulations and with the dictates of the trust deed lies with the
ment of the interests of the unit holders: trustees. The Legal Dept./Legal Counsel-Company Secretary should
mutual fund ensure that all these relevant clauses are part OF the deed

The Compliance Officer showld revies the deed as part of the
compliance control program and enswre that all items in the Third
Schedule are included. In addition, any amendments that might
subsequently have been passed should also be reviewed

The Company Secretary/Compliance Officer should document
trustees ' or trustee company' s mterests at the ttime of appointment
This documentation needs to be updated on a semi-annual basis

Updated: July. 1998
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Reg. | Function SEBI Regulations Compliance Procedures

15 (1) |Constitution Third Schedule:

manage-
ment of the | (2) The minimum number of trustees should be mentioned in the trust
mutual fund |deed. as stated

and trustees
(3) The deed must provide that the trustees shall take into their
custody, or under their control all the property of the schemes of the
mutual fund and hold it in trust for the unitholders.

15 (1) |Constitution Third Schedule:
manage- asstated
ment of the (4) The Trust Deed must specifically provide that unitholders would
mutual fund | have beneficial interest in the trust property to the extent of individual
and trustees | holding in respective schemes only. Thetrustees are responsible for providing or causing t0 provide
relevant information to the Board and the unitholders.

(5) The Trust Deed shall provide that it is the duty of the trustees to act
in the interest of the unit holders. The Legal Department, Company Secretary. AMC should facilitute the
dissemination of this information

(6) The Trust Deed shall provide that it is the duty of the trustees to
provide or cause to provide information to unitholders and the Board as
may be specified by the Board.
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and trustees

floated by and managed by the asset management company are in
accordance with the Trust Deed and Regulations.

Reg. | Function SEBI Regulations Compliance Procedures
15 (1) |Constitution Third Schedule: as dated
manage-
ment of the | (7) The Trust Deed shall provide that the trustees shall appoint an asset | The term and conditions of the appouniment of the AMC should be
mutual fund | management company approved by the Board. to float schemes for the | owutl/ined in the Investment Management 4greement
and trustees | mutual fund after approval by the trustees and the Board, and manage
the funds mobilized under various schemes. in accordance with the The Compliance Officer should review the ugreemenit as part of
provisions of the Trust Deed and Regulations. The trustees shall enter | his'her routine quarterly review. A nvamendments should also be
into an Investment Management Agreement with the asset management | included in the review and should he traced to minutes of the trustees
company for this purpose. and shall enclose the same with the Trust meetings
Deed.
IS5 (1) [Constitution Third Schedule: as stated
manage-
ment of the (8) The Trust Deed shall provide that the duty of the trustee include
mutual fund | taking reasonable care to ensure that the funds under the schemes

15 ( 1)] Constitution [Third Schedule: us stated
manage-
ment of the (9) The Trust Deed must provide the trustees the power to dismiss the
mutual fund | asset management company under specific events only with the
and trustees | approval of the Board in accordance w ith the Regulations.
Updated: July, 1998 12
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Reg. || Function SEBI Regulations Compliance Procedures
15 (1) [Constitution Third Schedule: as dlated
manage-
ment of the | (10) The Trust Deed shall provide that the trustees shall appoint a The Compliance Officer should review this agreement as part of
mutual fund | custodian and shall be responsible for the supervision of its activities in | his’her routine quarterly review.
and trustees | relation to the mutual fund and shall enter into a Custodian Agreement
with the custodian for this purpose.
15 ( I)| Constitution [Third Schedule: as stated
manage-
ment of the | (I 1) The Trust Deed shall provide that the auditor of the mutual fund The Company Secretary /Compliance Officer should ensure this onan
mutual fund | shall be different that the auditor of the asset management company. annual basis.
and trustees
15 (I) [Constitution Third Schedule: as stated
manage-
ment of the | (12) The Trust Deed shall provide for the responsibility of the trustees
mutual fund | to supervise the collection of any income due to be paid to the scheme
and trustees | and for claiming any repayment of tax and holding any income
received in trust for holders in accordance with the Trust Deed,
Regulations.

Updated:
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Reg. | Function SEBI Regulations Compliance Procedures
15 (1) | Constitution | Third Schedule: as stated
manage-

ment of the (13) Broad policies regarding allocation of payments to capital or
mutual fund | income must be indicated in the Trust Deed.

and trustees
15 (1) | Constitution | Third Schedule: as stated
manage-
ment of the (14) The Trust Deed shall also explicitly forbid the acquisition of any
mutual fund | asset out of the trust property which involves the assumption of any
and trustees | liability which is unlimited or shall not result in encumbrance of the
trust property in any way.

15 (1) | Constitution | Third Schedule: as stated
manage-
ment of the (15) The Trust Deed shall forbid the mutual fund and the asset
mutual fund | management company, to make or guarantee loans or take up any
and trustees | activity in contravention of the Regulations.

15 (1) | Constitution | Third Schedule: as stated
manage-
ment of the (16) Trusteeship fee, if any, payable to trustees shall be provided in the
mutual fund | Trust Deed.

and trustees
15 (1) | Constitution | Third Schedule: as stated
manage- (17) The Trust Deed shall provide that no amendment to the Trust
ment of the Deed shall be carried out without the prior approval of the Board and
mutual fund | unitholders.

and trustees | Provided however that in case a Board of trustees is converted into a
trustee company subsequently such conversion shall not require the
approval of unitholders.

Updated: July, 1998 14




AMFI MODEL COMPLIANCE MANUAL

Reg. | Function SEBI Regulations Compliance Procedures

15 (1) [Constitution Third Schedule: as slated - note: Supporting documentation should be retained.
manage- The Compliance Officer should verify that approval was obtained
ment of the | (18) The removal of the trustee in all cases would require the prior prior lo removal of a trustee by reviewing minutes of trustee meetings
mutual fund | approval of the Board. and relevant SEB/ correspondence.
and trustees

15 (1) |Constitution Third Schedule: as dated
manage-
ment of the | (19) The Trust Deed shall lay down the procedure for seeking approval
mutual fund | of the unitholders under such circumstances as are specified in the
and trustees | Regulations.

15 (2) |Constitution Third Schedule: asstated
manage-
ment of the No trust deed shall contain a clause which has the effect of:
mutual fund | (I) limiting or extinguishing the obligations and liabilities of the trust
and trustees | in relation to any mutual fund or the unitholders; or

(ii) indemnifying the trustees or the asset management company for
loss or damage caused to the unitholders by their acts of negligence or
acts of commissions or omissions.

16 (1) |Constitution | Trustees shall be appointed in accordance with the regulations. asstated  Trustees have to be approved by SEBI - The Compliance
manage- Officer should review supporting documentation to ensure that SEBI
ment of the approval/no objection notification has been obtained for €ach trustee.
mutual fund
and trustees
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Reg. | Function SEBI Regulations Compliance Procedures

16 (2) | Constitution No person shall be eligible to be appointed as a trustee unless: as stated
manage-
ment of the (a). he is a person of ability, integrity and standing; and As stated. In addition. refer to Reg. “d
mutual fund (b) has not been found guilty of moral turpitude; and
and trustees (c) has not been convicted of any economic offense or violation of

any securities laws; and
(d) has furnished particulars as specified in Form C.

16 (3) | Constitution | An asset management company or any of its officers or employees Annual certifications should be obtained from the AMC and its
manage- shall not be eligible to act as a trustee of any mutual fund. officers and employees that it/thev do not act Us a trustee of any
ment of the mutual fund. The certification should include a statement that the
mutual fund AMC/officer/employee understands that they shall not accept
and trustees trusteeship of anv mutual fund while still an employee of the A MC.

The Compliance Officer should review this on an annual basis.

16 (4) | Constitution | No person who is appointed as a trustee of a mutual fund can be {a) Certification indicating compliance with srared regulations
manage- appointed as a trustee of any other mutual fund unless: should be obtained from each trustee at rhe time of appointment to the
ment of the effect that helshe is independent per sub-regulation (3).
mutual fund | (a) such a person is an independent trustee referred to in sub-
and trustees | regulation (5): and (b) Certification should be obrained from the other mutual fund

rather than just the trustee to satisfi- this criterion.

(b) prior approval of the mutual of which he is a trustee has been

obtained for such an appointment. The Compliance Officer s should review these documents on an
annual basis and at the time OF appountment of new trustees.
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Reg. || Function SEBI Regulations Compliance Procedures
16 (5) | Constitution | Two thirds of the trustees shall be independent persons and shall not be | Annual certifications should be obtained from the independent '
manage- associated with the sponsors or be associated with them in any manner | trustees andperiodic due diligence should be done by the Compliance |
ment of the whatsoever. Officer/ Company Secretary.
mutual fund
and trustees
16 (6) | Constitution In case a company is appointed as a trustee then its directors can act as | as stated
manage- trustees of any other trust provided that the object of the trust is not in
ment of the conflict with the object of the mutual fund.
mutual fund
and trustees
17 (1) | Constitution | No trustee shall initially or any time thereafter be appointed without as stated
manage- the prior approval of the Board.
ment of the The Compliance Officer should verify that documentation exists to
mutual fund support prior Board approval.
and trustees
17 (2) | Constitution | The existing trustees of any mutual fund may form a trustee company as stated
manage- to act as a trustee with prior approval of the Board. The Compliance Officer should verify that documentation exists to
ment of the support prior Board approval.
mutual fund
and trustees

Updated: July, 1998
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Reg. | Function SEBI
18 (l) |Constitution as stated
manage- verify that documentation exists to
ment of the agreement. support prior Board approval.
mutual fund
and trustees
18 (2)| Constitution | The investment management agreement shall contain such clauses as as stated
manage- are mentioned in the Fourth Schedule and such other clauses as are Note: In general, theinitial review of the management agreement
ment of the necessary for the purpose of making investments. should be done by the Legal Dept. to ensure that the required
mutual fund language is included.
and trustees
18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule: Quarterly compliance reviews to ensure adherence to the agreement
manage- should be conducted by the Compliance Officer.
ment of the 1) the asset management company appointed by the trustees with the
mutual fund | prior approval of the Board shall be responsible for floating schemes Refer to Reg. 78(7).
and trustees | for the mutual fund after approval of the same by the trustees and
managing the funds mobilized under various schemes, in accordance
with the provisions of the Trust Deed and Regulations.
18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule:
manage-
ment of the i) the asset management company shall not undertake any other Compliance reviews of all business activities should be conducted 4;
mutual fund | business activity other than activities specified under sub-regulation the Compliance Officer ro ensure adherence to this requirement.
and trustees (2) of Regulation 24 and management of mutual funds and such other
activities as financial services consultancy, exchange of research and
analysis on commercial basis as long as these are not in conflict with
the fund management activity itself without the prior approval of the
trustees and Board.
18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule:
manage- refer to Reg. /8(7).
ment of the iii) the asset management company shall invest the funds raised under
mutual fund | various schemes in accordance with the provisions of the Trust Deed
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Reg. | Function SEB! Regulations Compliance Procedures
andtrystees | and the Regulations. o

18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule: refer 10 Reg. 18(7). The Compliance Officer should review' the
manage- iv) The asset management company shall not acquire any of the assets | AMC s financial records (including sources/uses of funds) uswel! as
ment of the out of the scheme property which involves the assumption of any agreements entered (1170 to ensure compliance with this requirement.
mutual fund | liability which is unlimited or which may result in encumbrance of the
and trustees | scheme’ property in any way.

18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule: v) On a quarterly basis the Compliance Officer should review
manage- existing as well as new contracts andfinancial records to assess
ment of the v) The asset management company shall not give or guarantee loans compliance with these regulations.
mutual fund | or take up any activity in contravention of the regulations.
and trustees vi) On ¢ quurterly basis, the Compliance Officer should review

vi) No loss or damage or expenses incurred by the asset management expenses of the mutual fund/trust to ensure that they are within the
company or Officers of the asset management company or any person | regulatory framework, allowable expenses. Refer to the Ninth
delegated by the asset management company, shall be met out of the Schedule.

trust property.

18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule: On a quarterly basis, the Compliance Officer shall review minutes OT
manage- trustee meetings to verify that refevant documents were approved
ment of the | vii) The asset management company shall ensure that no offer prior to distribution. In addition. the material distributed should be
mutual fund | document of a scheme, key information memorandum, abridged half reviewed for compliance with Schedule V1. Refer to Reg. 3071) Sixth
and trustees | vearly results and annual results is issued or published without the Schedule und the AMF7 Advertising Guidelines.

trustee:* prior approval in writing, and contains any statement or
matter extraneous to the Trust Deed or Offer Document scheme
particulars approved by the trustees and Board.

18 (2) | Constitution | Requirements in the agreement under the Fourth Schedule: as stuted
manage-
ment of the | viii) the asset management company shalt disclose the basis of On a quarterly basis, the Compliance Officer verify thut NA Vs and
mutual fund | calculating the repurchase price and NAV of the various schemes of repurchase prices of various schemes are disclosed asrequired, The
and trustees | the fund in the scheme particulars and disclose the same to the Compliance Officer /Company Secretary / internal audit should

investors at such intervals as may be specified by the trustees and independently verify that the stated calculation basisis used. Refer to
Board. the Eighth Schedule.
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Reg. | Function SEBI Regulations Compliance Procedures
18 (2)| Constitution | Requirements in the agreement under the Fourth Schedule:
manage-
ment of the ix) the trustees shall have the right to obtain from the asset us stated
mutual fund | management company all information concerning the operations of the
and trustees | various schemes of the mutual fund managed by the asset management | Note: Thisinformution should be furnished to the trustees at least on
company at such intervals and in such a manner as required by the a quarterly basis. Refer to the Appendix of this document for a
trustees to ensure that the asset management complying with the Trust | sample listing of reports.
Deed, and Regulations.
X) The asset management company shall submit quarterly reports on
the functioning of the schemes of the mutual fund to the trustees or at The Compliance Officer should review minutes of trustees  meetings
such intervals as may be required by the trustees or Board: to determine desired frequency and verify that reports were
submitted us required.
xi) The trustee shall have the power to dismiss the asset management
company under the specific events only with the approval of the Board | as stated
and in accordance with the Regulations.
18 (3)| Constitution | The trustees shall have a right to obtain from the asset management as stated
manage- company such information as is considered necessary by the trustees.
ment of the
mutual fund
and trustees
18 (4)| Constitution | The trustees shall ensure before the launch of any scheme that the asset | « - g. The 4 MC’s Chief of Operations should furnish a report to the
manage- management company has: trustees indicating thar all relevant details arein place.  The trustees
ment of the should be encouraged to independently verify these systems/ staff ure
mutual fund | a. systems in place for its back office, dealing room and accounting. on board. The Compliance Officer needs to review minutes of the
and trustees trustee meetings and supporting documentation to ensure thut this
b. appointed all key personnel including fund manager(s) for the has occurred.
scheme(s) and submitted their bio-data which shall contain the
educational qualifications, past experience in the securities market with | d. The Compliance Officer should ideally report to the Bourd of
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SEB). 41( Furectiony

Compliance Procedures

the trustees. within 15 days of their appointment.
c. appointed auditors to audit its accounts.

d. appointed a compliance officer to comply with regulatory
requirements and to redress investor grievances.

e. appointed registrars and laid down parameters for their supervision.

f. prepared a compliance manual and designed internal control
mechanisms including internal audit systems.

g specified norms for cmpanelment of brokers and marketing agents.

Trustees or to the Lega/ Dept.. There would normally be dotred-line
reporting to the senior-most levels of the AMC. The reporting
structure should be such that it allows the Compliunce Officer to be
independent in currying out his or her responsibilities. As such, the
Compliance Officer should not have any operational or portfolio
responsibilities.

The Compliance Officer should create and maintain a compliance
control program that schedules out the compliance tasks to be
performed during the year and the designated individuals (including
himself or herself) responsible for performing these tasks. This
program should be implemented in conjunction with the Company
Secretary/internal audit. The Chief Financial Officer should ensure
that adequate internal controls exist over financial and accounting
systems. The Compliance Officer has overall compliance
responsibility although certain tusks may be delegated to other
independent individuals. Results of compliance reviews should be
periodically (at least quarterly) reported directly to the trustees.

e. The Compliunce Officer should review the reports receivedfrom
the registrars and conduct an independent audit of the information

reported. [f this is performed by unother independent function such
us internal/external auditors, then the Compliance Officer may rely
on their work.

f The Compliance Officer should mainttrin and update the
Compliunce Manual us SEBI c/hanges its regulations and

inter pretations. Changes in regu/ations should be brought to the
notice of the affected departments.

9. The criteriafor empanelment of brokers should be documented
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and trustees

Reg. | Function SEBI Regulations Compliance Procedures
and current files maintained on each broker. The Compliance Officer
should audit these files 10 ensure that empanelled brokers meet the
stated criteria.
18 (5)| Constitution | The trustees shall ensure that an asset management company has been | Documentation should be maintained indicating due diligence
manage- diligent in empanelling brokers, in monitoring securities transactions reviews performed prior to empanelling brokers. Brokerage
ment of the | with brokers and avoiding undue concentration of business with any allocation reports should be review to determine if there is undue
mutual fund | broker. concentration with any broker.
and trustees
18 (6)| Constitution | The trustees shall ensure that the asset management company has not All transactions involving associates and their related companies
manage- given any undue or unfair advantage to any associates or dealt with should be identified and reviewed. The transactions should bein
ment of the | any of the associates of the asset management company in any manner | compliance with the regulations, the Compliance Manual and the
mutual fund | detrimental to the interests of the unitholders.

Code of Ethics. The Code of Ethics should establish procedures for
pre-clearance procedures for affiliated transactions, including the in-
house documentation of the fairness of the transaction or ,if

necessary the evaluation by an outside appraiser and the reporting
of the transaction 10 the trustees.
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Reg. | Function SEBI Regulations Compliance Procedures 1
18 (7) |Constitution | The Trustees shall ensure that the transactions entered into by the asset | Quarterly compliance reviews should be conducted of each scheme by
manage- management company are in accordance with regulations and the the Compliance Officer. The review should include a derailed

ment of the scheme. checklist of all investment and other restrictions outlined in the

mutual fund offering document and stated in related regulations. [t is advisable to

and trustees have the portfolio manager review this list of restrictions periodically.
The results OF  these reviews should be communicated to the trustees
by the Compliance Officer.

18 (8)| Constitution | The trustees shall ensure that the asset management company has been | This should be addressed in the compliance control program.
manage- managing the mutual fund schemes independently of other activities Particular care should be taken to review interfund or interscheme
ment of the and have taken adequate steps to ensure that the interest of investors of | transfers and their pricing. For this, the Compliance Officer would
mutual fund | one scheme are not being compromised with those of any other have to look at documentation suchas daily blotters/transaction-
and trustees | scheme or of other activities’of the asset management company. brokerage reconciliation records to identify interfund transactions

and supporting documentation justifying the pricing used. In
addition, there should be no brokerage charged to the fund for this
type of a transaction.

As part of assessing compliance with this regulation, the Compliance
Officer should ensure that assets of any given scheme are not used
to guarantee the return of another scheme or other activity of the
assel management company.

18 (9) [Constitution | The trustees shall ensure that all the activities of the asset management | us stated
manage- company are in accordance with the provisions of these regulations. The compliance control program of a company should be designed to
ment of the monitor compliance with the provisioru of these regulations. The
mutual fund Compliance Officer should identify all activities that the AMC' is
and trustees engaged in and ensure thateach is addressed in the compliance

control program. /» addition, the 4MC s CEO should be reporting all
activities 10 the trustees on a quarterly basis.
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Reg. | Function SEBI Regulations Compliance Procedures

18 Constitution Where the trustees have reason to believe that the conduct of business us stated

(10) manage- of the mutual fund is not in accordance with these regulations and the
ment of the scheme the!; shall forthwith take such remedial steps as are necessary Note: The remedial stepstaken should include those immediate steps
mutual fund | by them and shall immediately inform the Board of the violation and that need to be tuken to protect investments and restore the interests
and trustees | the action taken by them. of the unitholders. The stepscould range fromarranging for a

special audit or discharging the services of an A AK.

18 Constitution Each trustee shall tile the details of his holdings in securities on a half us stated

(1 manage- yearly basis with the trust. These filings should be retained, used 10 update the datafile on
ment of the trustees’ holdings and reviewed by the Compliance Officer in
mutual fund conjunction with the transactions of the funds. The purpose would be
and trustees ‘to identify any potential conflict of interest situations.

Refer to Reg. 13(1)(ii)

18 Constitution The trustees shall be accountable for, and the custodian of, the funds as stated

(12) manage- and property of the respective schemes and shall hold the same in trust
ment of the for the benefit of the unit holders in accordance with these regulations
mutual fund | and the provisions of the trust deed.
and trustees

8 Constitution | The trustees shall take steps to ensure that the transactions-of the Refer to Reg. 18 (7) above

(13) manage- mutual fund are in accordance with the provisions of the trust deed.
ment of the
mutual fund
and trustees
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and trustees

of the unit holders of any scheme; or

c. when the majority of the trustees decide to wind up or prematurely

redeem the units; or

d. when any change in the fundamental attributes of any scheme or
the trust or fees and expenses payable or any other change which
would modify the scheme or affect the interest of the unitholders
is proposed to be carried out unless the consent of not less than
three-fourths of the unitholders is obtained.

Note: “Fundamental attributes” refer to

(i) type of scheme: open ended/close ended/interval; sectoral fund/
equity fund/ balance fund/ income fund/index fund/any other type
of fund;

(ii) investment objective: main objective- growth/income/both;
investment pattern -the tentative equity/debt/money market
portfolio break-up with minimum and maximum asset allocation,
while retaining the option to alter the asset allocation, while
retaining the option to alter the asset allocation for a short term
period on defensive considerations;

Reg. | Function SEBI Regulations Compliance Procedures

18 Constitution The trustees shall be responsible for the calculation of any income due | as stated

14) manage- to be paid to the mutual fund and also any income received in the The trustees are responsible for reviewing quarterly income reports
ment of the mutual fund for the holders of the units of any scheme in accordance regarding the mutual fund schemes managed by the AMC and
mutual fund | with these regulations and the trust deed. assuring themselves of the fairness and accuracy of the transactions.
and trustees The Compliance Officer / Internal Audit should review the inflow and

outflow of funds.

18 Constitution The trustees shall obtain the consent of the unitholders: as stated

(15) manage- a. whenever required to do so by the Board in the interest of the
ment of the unitholders; or nding AMFI| guidelines and clarification:
mutual fund | b. whenever required to do so on the requisition made by three-fourths | This procedure requires further clarification. The clarification

should define the relationship between unitholder/shares held/votes
and the logistics of obtaining consent (meetings and/postal

ballot). The other issue that needs to be addressed is whether the
majority indicated is that of the unitholders who voted or of all
unitholders and if it is the former, whether a minimum percentage of
unitholders is required.

Note: The “majority of trustees ” should also be defined. In lieu of
any: additional information, it could be interpreted as a simple
majority of trustees wherher or not present at a meeting.

Both fundamental as well as non-firndamental policy should be
explicitly stated in the offer document. Typically fundamental policy
would include, but not be limited to, attributes to achieve stated
investment objectives, wherher or not the fund is diversified (and if so
then the intopretaticn of “diversification”), allocation if any, fees
and expenses, sales and redemption policies.
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Reg. | Function SEBI Regulations Compliance Procedures
(iii) terms of issue: liquidity provisions such as listing, repurchase,
redemption; aggregate fees and expenses charged to the scheme;
any safety net or guarantee provided.
Provided that no such change shall be carried out unless three fourths
of the unit holders have given their consent and the unit holders who
do not give their consent are allowed to redeem their holdings in the
scheme. Note: For the purposes of this clause “fundamental
attributes” means the investment objective and terms of a scheme.
18 Constitution | The trustees shall call for the details of transactions in securities by the
(16) manage- key personnel of the asset management company in their own name or | as stated
ment of the on behalf of the asset management company on a six monthly basis Refer to the AMFI Code of Ethics
mutual fund | and shall report to the Board, as and when required. Collecting and collating this information shouldform part of the
and trustees compliance control program. Compliance procedures should involve
maintaining data on key personnel, comparingfund transactions with
personal securities transactions of access persons or the AMC. The
objective should be to identify instances/a pattern offront-running or
insider trading. The necessary information may be calledfor in SEB/
form CRG.
18 Constitution The trustees shall quarterly review all transactions carried out between | us stated
(17 manage- the mutual funds. asset management company and its associates. Refer to Reg. 18¢6), 25(7)
ment of the
mutual fund
and trustees
18 Constitution | The trustees shall quarterly review the networth of the asset The AMC (Treasury or Accounting Departments) should be reviewing
(18) manage- management company and in case of any shortfall, ensure that the the nenworth on a weekly basis or even more frequently if necessary.
ment of the asset management company make up for the shortfall as per clause (f) | Reports should be forwarded to the trustees on a monthly basis. The
mutual fund | of sub-regulation ( 1) of regulation 2 1. net worth includes paid up capital and free reserves. The latter
and trustees should be marked to market. The nerworth should be net of any set
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Reg. | Function SEB! Regulations Compliance Procedures
(iii) terms of issue: liquidity provisions such as listing, repurchase,
redemption; aggregate fees and expenses charged to the scheme;
any safety net or guarantee provided.
Provided that no such change shall be carried out unless three fourths
of the unit holders have given their consent and the unit holders who
do not give their consent are allowed to redeem their holdings in the
scheme. Note: For the purposes of this clause “fundamental
attributds” means the investment objective and terms of a scheme.
18 Constitution The trustees shall call for the details of transactions in securities by the
(16) manage- key personnel of the asset management company in their own name or | as stated
ment of the on behalf of the asset management company on a six monthly basis Refer to the AMFI Code of Ethics
mutual fund | and shall report to the Board, as and when required. Collecting and collating this information shouldform part of the
and trustees compliance control program. Compliance procedures should invoive
maintaining data on key personnel, comparing fund transactions with
personal securities transactions of access persons or the AMC. The
objective should be 1o identify instances/a pattern offront-running or
insider trading. The necessary information may be culledfor in SEB/
form CRé6.
18 Constitution The trustees shall quarterly review all transactions carried out between | as stated
(17 manage- the mutual funds, asset management company and its associates. Refer 10 Reg. 18(6), 25(7)
ment of the
mutual fund
and trustees
18 Constitution | The trustees shall quarterly review the networth of the asset The AMC (Treasuty or Accounting Departments) should be reviewing
(18) manage- management company and in case of any shortfall, ensure that the the networth on a weekly basis or even more frequently if necessary.
ment of the asset management company make up for the shortfall as per clause (f) | Reports should be forwarded ¢o the trustees on a monthly basis. The
mutual fund | of sub-regulation () of regulation 21. net worth includes paid up capital and free reserves. The latter
and trustees should be marked o market. The networth should be net of airy set
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SEBI Regulations

Compliance Procedures

mutual fund
and trustees

(Paraphrased below:)

1. Mutual funds should be run in the interests of all classes of the
unitholders rather than in the interests of sponsors, directors of the
AMC. trustees, associated persons or any special class of unitholders.

2. Trustees and AMCs must ensure the timely dissemination of
adequate and accurate information regarding investment objectives
and policies, financial position and general affairs of the scheme
presented in a fair and understandable manner to all unitholders.

3. There should not be excessive concentration of business with
broking firms, affiliates and also excessive holding of units of a scheme
among a few investors.

4. Conflict of interest situations must be avoided in managing schemes
and the interests of the unitholders should be paramount in all matters.

5. There should be schemewise segregation of cash and securities
accounts.

6. Investments should be made in accordance with investment
objectives stated in the offer document and decisions should be made in
the interests of the unitholders.

7. Unethical means should not be used to scll, market or induce
investors to buy the schemes.

trustees may choose to be covered by the AMFI Code of Ethics.
Refer to the A MF1 Code of Ethics (being devel oped)

The purpose of the AMFI Code of Conduct is to set the standardsfor
the conduct of daily business. It requires that employees have
integrity and exercise due diligence in the conduct of business.

2. There should be timely disclosure of relevant information..

In uddition to annual audited financials, unaudited half-year!ly
information should also be made available to investors/potential
investors (at a nominal cost if required). /n additidn, there should be
complete annual and semi-annual disclosure of portfolios. This
provides the unitholder with an accurate picture of the kinds of
investments made on behalf of the investor and allows for an
independent evaluation of the potential of the portfolio. The
Compliance Officer in his reviews should verify the accuracy and
completeness of these portfolio disclosures aswel! us the valuation off
the portfalio.

3. refer to Reg. /8 (5) and 25¢7 ). In uddition, the Compliance
Olfficer should review the unitholding pattern for each scheme on a
semi-annual basis. Unitholders owning more than 3% of the scheme
should he identified und reported to the trustees. Note: There should
ideally be an arrangement with the transfer agent to identify all
shareholders owning 3% or more of the scheme on an on-going basis
and these unitholder should be reported to the Compliance Officer,
The Compliance Officer should compare thislist with the securities
owned by the schemes of the mutual fund.
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4. as stated Also, refer to Reg. 78(8).
3,6. Thismust be reviewed as part of the compliance review of amv
scheme as described in Reg. /8(7,8).
7. Refer to the AMFI Code of Ethics and the AMFI Advertising
Guidelines. /n addition, refer to Reg. 30(1)/Schedule 6.
18 Constitution | The trustees shall furnish to the Board on a half year basis: as stated
(23) manage-
ment of the | a. a report on the activities of the mutual fund. The half-yearly report to the Board shall be based on the quarterly
mutual fund Compliance Reports furnished to the trustees by Compliance Officer
and trustees | b. a certificate stating that the trustees have satisfied themselves that and the certifications provided to the trustees by the AMC. The
there have been no instances of self dealing or front running by any of | Compliance Reports should include, but not be limited to, a summary
the trustees, directors and key personnel of the asset management of the reviews of each scheme and its compliance with investment
company. restrictions outlined in the offer document as well asin the SEB/
Mutual Fund Regulations, 1 PP6; a summary of the review of all AMC
c. a certificate to the effect that the asset management company has and personal securities transactions in conjunction with trades
been managing the schemes independently of any other activities and executed on behalf of schemes of the fund; trade allocation reports
in case any activities of the nature referred to in sub-regulation (2) of and brokerage allocation reports,. and affiliated transactions.
regulation 24 have been undertaken by the asset management company
and has taken adequate steps to ensure that the interest of the
unitholders are protected.
18 Constitution | The independent trustees referred to in sub-regulation (5) of regulation | The Compliance Officer should identify all transactionsin the
(24) manage- 16 shall give their comments on the report received from the AMC securities of group companies of the sponsor and verify thut
ment of the | regarding the investments by the mutual fund in the securities of group | independent trustees have reviewed these transactions. This can be
mutual fund | companies of the sponsor. done by reviewing their comments on reports receivedfrom the AMC
and trustees or by reviewing the minutes of trustee meetings.
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19(1) AMC The application: as stated
The application for the approval of the asset management company Thisis a one-time function performed ar the launch of the AMC.
shall be made on Form D.
19 (2)| AMC The provisions of regulations 5, 6 and 8 shall, so far as may be, apply as stated
to the application made under sub-regulation (1) as they apply to the
application for registration of a mutual fund.
20()AMC The sponsor or, if so authorized by the trust deed, the trustee shall as dlated
appoint an asset management company which has been approved by
the Board under sub-regulation (2) of regulation 2 1.
20 (2) AMC The appointment of an asset management company can be terminated as dated.
by majority of the trustees or by 75% of the unitholders of the scheme. Refer to Reg. 18(15)
20 (3) | AMC Any change in the appointment of the asset management company shall | asstared. Thelogistics of obtaining shareholder consent aswell as
be subject to prior approval of the Board and the unitholders. “approval” needs clarification. Issues similar to those indicated in
Reg. 78(15) need to be addressed
21 ()| AMC For grant of approval of the asset management company (AMC) the These conditions are a pre-requisite ro the appointment of the AMC.
applicant has to fulfill the following:
a, b. These conditions should be reviewed by the trustees prior to
a. if the AMC is an existing AMC it has a sound track record, general executing the investment management agreement.
reputation and fairness in transactions. The directors of the AAMC should be individuals of high moral and
Note: for the purpose of this clause sound track record shall mean the ethical standards. The Company Secretary/Compliance Officer
networth and the profitability of the AMC. should maintain documentation of the professional experience of all
directors as well as obtain certifications from directors at the time of
aa. the AMC is a fit and proper person. appointment indicating that the director has not been found guilty of
moral turpitude or convicted of any economic offense or violations of
b. the directors of the asset management company are persons having securities laws.
Updated: July, 1998 30




AMFI MODEL COMPLIANCE MANUAL

Reg. | Function

SEBI Regulations

Compliance Procedures

adequate professional experience in finance and financial services
related field and key personnel of the AMC have not found guilty of
moral turpitude or convicted of any economic offense or violation of
any securities laws.

c. The key personnel of the asset management company have not been
found guilty of moral turpitude or convicted of economic offence or
violation of securities laws or worked for any asset management
company or mutual fund or any intermediary during the period when
its registration has been suspended or canceled at any time by the
Board.

‘d. The Board of Directors of such asset management company has at
least fifty percent directors, who are not associate of, or associated in
any manner with, the sponsor or any of its subsidiaries or the trustees.

e. The Chairman of the asset management company is not a trustee of
any mutual fund.

f. The asset management company has a networth of not less than
Rupees ten crores.

Provided that an asset management company already granted approval
under the provisions of the Securities and Exchange Board of India
(Mutual Funds) Regulations, 1993 shall within a period of twelve
months from the date of notification of these regulations increase its
networth to Rupees ten crores. For the purposes of this clause,

“networth” means the paid up capital and free reserves of the company.

Provided that the period specified in the first proviso may be extended
in appropriate cases bv the Board unto three vears for reasons to be

c.d,e. The Company Secretary/Compliance Officer should ensure thar
appropriate certifications have been obtained.

/- as stated Refer to Reg. /8(18). Note: The Rupees ten crores
should be net of any set asides for guarantees.
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recorded in writing.
Provided further that no new schemes shall be allowed to be launched
or managed by such AMC till the net worth has been raised to Rupees
ten crores.
21 (2)|AMC The Board may, after considering an application with reference to the as stated
matters specified in sub-regulation (I), grant approval to the asset
management company.
22 AMC The approval granted under sub-regulation (2) of regulation 21 shall be | Conditions of approval are as stated.
subject to the following conditions:
a. Any director of the asset management company shall not hold the as stated. Certifications should be obtained at the time of
office of the director in another asset management company unless appointment and annually thereafter. Note: 1 the independent
such person is an independent referred to in clause (d) of sub- director holds office in another AMC, the other AMC’s approval
regulation (1) of regulation 2 1 and approval of the board of the asset should be obtained.
management company of which such person is director, has been
obtained.
22 AMC b. The asset management company shall forthwith inform the Board of | The AMC should promptly communicate material changesin
any material change in the information or particulars previously information provided to the Board for granting the AMC approval.
furnished, which have a bearing on the approval granted by it.
22 AMC c. No appointment of a director of an asset management company shall | Trustee approval of appointment of directors of the AMC should be
be made without prior approval of the trustees. documented The Compliance Officer should review this
documentation and the dates of the appointment letters of directorsto
assess compliance with thisregulation. Typically this compliance
task would be performedjust once for a director.
22 AMC d. The asset management company undertakes to comply with the as stated
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activities in the nature of management and advisory services to

offshore funds, pension funds, provident funds, venture capital funds,
management of insurance funds, financial consultancy and exchange of
research on commercial basis if any of such activities are not in conflict
with the activities of the mutual fund.

Provided that the asset management company may itself or through its
subsidiaries undertake such activities if it satisfies the Board that the
key personnel of the asset management company, the systems, back
office, bank and securities accounts are segregated activity wise and
there exist systems to prohibit access to inside information of various
activities.

Provided further that the AMC shall meet capital adequacy
requirements, if any, separately for each such activity and obtain
separate approval, if necessary under the relevant regulations.

Reg. || Function SEBI Regulations Compliance Procedures
above regulations.

22 AMC e. Any change in controlling interest of the asset management as stated
company shall be only with the prior approval of trustees, the Board Note: The method of obtaining this approval from trustees and
and the unitholders. unitholders needs further clarification.

22 AMC f. The asset management company shall furnish such information and | as stated
documents to the trustees as and when required by the trustees.

23 AMC Where an application made under regulation 19 for grant of approval as stated
does not satisfy the eligibility criteria laid down in regulation 2 1, the
Board may reject the application.

24(1)|AMC The AMC shall not act as trustee of any mutual fund. as stated

24 (2)] AMC The AMC shall not undertake any other business activities except as stated
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24 (3)] AMC The AMC shall not invest in any of its schemes unless full disclosure as stated
of its intention to invest has been made in the offer documents in case The Compliance Officer should verify this as part of the quarteri
of schemes launched after the notification of these regulations. compliance review of each scheme. Tests should include (/)
determining if the AMC has invested in any of its schemes (done by
Provided that an AMC shall not be entitled to charge any fees on its reviewing transfer agent records) and AMC investments (2) reviewing
investment in that scheme. offer document disclosures and (3) reviewing accounting records to
determine fees chargedfor the transaction.
25 ()| AMC The AMC shall take all reasonable steps and exercise due diligence to This should be part of the quarterly compliance review conducted by
ensure that the investment of funds pertaining to any scheme is not the Compliance Officer. Refer to 18(7).
contrary to the provisions of these regulations and the trust deed.
25 (2)] AMC The AMC shall exercise due diligence and care in all its investment as stated
decisions as would be exercised by other persons engaged in the same
business. Refer Reg. 18(7.8,9)
25 (3)] AMC The AMC shall be responsible for the acts of commission or omission The AMC should establish appropriate supervisory review and
by its employees or the persons whose services have been procured by internal control procedures in all areas of mutual furnd operations to
the AMC. ensure professional standards are met.
25 (4) AMC The AMC shall submit to the trustees quarterly reports of each year on as stated
its activities and the compliance of these regulations.
25 (5) AMC The trustees at the request of the AMC may terminate the assignment as stated
of the AMC at any time:
Provided that such termination shall become effective only after the
trustees have accepted the tennination of assignment and
communicated their decision in writing to the AMC.
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2.5 (6) AMC Notwithstanding anything contained in any contract or agreement or as stuted
termination, the AMC or its directors or other officers shall not be
absolved of liability to the mutual fund for their acts of commission or Internal staff rules and policies should not absolve the directors or
omission, while holding such position or office. other officers from liability related to any acts of omission or

commission.

2.5 (7] AMC (a) An AMC shall not through any broker associated with the sponsor, Associated brokers should be flagged and total transactions executed
purchase or sell securities, which is average of 5% or more of the by such brokers need to be tracked on a three-month moving average
aggregate purchases and sale of securities made by the mutual fund in basis as a percentage of the total transactions to ensure that the
all its schemes. purchases and sales through the asscoiated brokers were less than
Provided that for the purpose of this sub-regulation. aggregate 3% of uggregute purchases amd sale of securities made by the mutudd
purchase and sale of securities shall exclude sale and distribution of jirnd in all its schemes. For these transactions, the Compliance
units issued by the mutual fund. Officer should also determine whether best execution was obtained.
Provided further that the aforesaid limit of 5% shall apply to a block of | This review should be documented.
any three months.

(b) An AMC shall not purchase or sell securities through any broker The business directed at non-associated brokers should also be

(other than referred to in clause (a)of sub-regulation (7)) which is tracked on a three-month moving average basis The Compliance

average of 5% or more of the aggregate purchase and sale of securities | Officer should verify that there is an appropriate, documented

made by the mutual fund in all its schemes, unless the AMC has justification for exceeding the 5% limit and that this information has

recorded in writing the justification for exceeding the limit of 5% and been sent to the trustees on a quarterly basis.

reports of all such investments are sent to the trustees on a quarterly

basis. Alternativ :

Provided that the aforesaid limit shall apply for a block of three months | A/ transactions with affiliated brokers should be discouraged to
prevent any potential conflict of interest.

25 (8) | AMC An AMC shall not utilize the services of the sponsor or any of its as stated
associates, employees or their relatives, for the purpose of any
securities transaction and distribution and sale of securities.

Provided that an AMC may utilize such services if disclosure to that
effect is made to the unitholders and the brokerage or commission paid
is also disclosed in the half yearly annual accounts of the mutual fund.
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value of a scheme, the investment made by that scheme or by any other
scheme of the same mutual fund in that company or its subsidiaries
shall be brought to the notice of the trustees by the AMC and be
disclosed in the half yearly and annual accounts of the respective
schemes with justification for such investment provided the latter
investment has been made within one year of the date of the former
investment calculated on either side.

Reg. | Function SEBI Regulations Compliance lures
25 (9) AMC The AMC shall file with the trustees the details of transactions in refer to the AMFI Code of Ethics
securities by the key personnel of the AMC in their own name or on All personal or AMC securities transactions by key personnel should
behalf of the AMC and shall also report to the Board, as and when be reported to the Compliance Officer on a quarterly basis. These
required by the Board. transactions need to matched with transactions conducted on behalf
of the schemes to ensure that there are no instances offront-running.
Controls could include pre-clearance and/ or blackout periods.
25 AMC In case the AMC enters into any securities transactions with any of its as stated
(10) associates a report to the effect shall be sent to the trustees at its next The Compliance Officer shouldforward affiliated transactions to the
meeting. trustees at the following meeting.
25 AMC In case any company has invested more than 5 percent of the net asset This should be included in the compliance review of the scheme.

Refer to Reg. 18(22 (3))If thisreview identified a specific company
owning more than 5 percent of the NA V of the scheme, then the
Compliance Officer should independently determine all subsidiaries
of the company. The Compliance Officer would then need to review
portfolio holdings of all schemes of the mutual fund in this company
and its subsidiaries during the review period to determine if there was
any reason for concern. The findings should be reported to the
trustees and disclosed in the financial statements.
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25 AMC The AMC shall tile with the trustees and the Board: as stated

(12)
a. Detailed bio-data of all its directors along with their interest in other | The Compliance Officer should review records (bio-data,
companies within 15 days of their appointment. appointment letters, dates of filings etc. ) to verify that appropriate

documents have been filed with the trustees as well as the Board.

b. Any change in the interests of directors every six months.
c. A quarterly report to the trustees giving details and adequate
justification about the purchase and sale of securities of group
companies of the sponsor or the AMC as the case may be, by the
mutual fund during the said quarter.

25 AMC A statement of holdings in securities of the directors of the asset as stated

(13) management company shall be filed with the trustees with the dates of | The Compliance Officer should review minutes of trustee meetings
acquisition of such securities at the end of each financial year. verify that this has been done.

25 AMC The AMC shall not appoint any person as key personnel who has been as stated

(14) found guilty of any economic offense or involved in violation of As a condition of appointment, a statement should be obtainedfrom
securities laws. the key employee 10 this effect (using the SEBI-stipulated form) at the

time of appointment..

25 AMC The AMC shall appoint registrars and share transfer agents who are as stated

(15) registered with the Board.
Provided if the work relating to the transfer of units is processed in- If this is applicable, the Compliance Officer should evaluate
house, the charges at competitive market rates may be debited to the compliance with these requirements by auditing transfer records,
scheme and for rates higher than the competitive market rates, prior mar ket rates applied, and trustee approvals obtained
approval of the trustees shall be obtained and reasons for charging (Note: there would also have 10 be reviews of other transfer agent
higher rates shall be disclosed in the annual accounts. functions.)

25 AMC The AMC shall abide by the Code of Conduct as specified in the 5th Refer 10 the AMFI Code of Conduct

(16) Schedule. xref: Reg. 18(22)
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26(1) | AMC The mutual fund shall appoint a custodian to carry out the custodial as stated
services for the schemes of the fund and send intimation of the same to | The Compliance Officer should review the agreement and the date of
the Board within 1.5 days of the appointment of the custodian. the correspondence notifying the Board.
26 (2) | AMC No custodian in which the sponsor or its associates hold 50% or more The custodian should be independent of the sponsor.
of the voting rights of the share capital of the custodian or where 50%
or more of the directors of the custodian represent the interest of the Due diligence needs to be performed prior to the uppointment of the
sponsor or its associates shall act as custodian for a mutual fund custodian.
constituted by the same sponsor or any of its associate or subsidiary
company.
27 AMC The mutual fund shall enter into a custodian agreement with the as stated
custodian, which shall contain the clauses which are necessary for'the
efficient and orderly conduct of the affairs of the custodian. The Compliance Officer should verify that formal contracts were
approved by the trustees prior to execution.
Provided that the agreement, the service contract, terms and
appointment of the custodian shall be entered into with prior approval
of the trustees.
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28 (1)

Schemes of

a. The scheme should be approved by the trustees.

a. The Compliance Officer should review minutes/ resolution of the

the Mutual board of trustees’ meeting to ensure that scheme has the consent and
Fund (MF) approval of the trustees.
b. The Compliance Officer should review supporting documentation
b. An offer document should be filed by the Board. to verify that the offer document has been filed with the Board.
28 (2)] MF Payment of filing fees along with the offer document as specified in The AMC should ensure that correct payment should be made to the
Schedule 2. Board along with the filing of the offering document for the scheme.
Fees: Rs. 25,000/- xref: Registration and Schedule 2.
29 MF () The offer document shall contain disclosures which are adequate in | (I) The Legal Department/Company Secretary/Legal
) order to enable the investors to make an informed investment decision Counsel/Compliance Officer should initially review offer document to
©) including the disclosure on maximum investments proposed to be made | ensure that investment policies and objectives are clearly stated.
(4) by the scheme in the listed securities of the group companies of the Subsequently the Compliance Officer should review investment
sponsor.  (Refer to Standard Offer Document requirements.) activity to ensure that it complies with the offer document. There
should be a guarterly compliance review of each scheme. Refer to
(3) If the Board has no suggestions for modifications in the offer 18(7) The offer document should be consistent with SEB/ s standard
document within 2 | working days of filing the offer document, the offer document.
asset management company may issue the offer document.
(3) The Compliance Officer should verify that the offer document was
(4) No one shall issue any form of application of units of a mutual not issued prior to 27 days of filing with the Board.
fund unless the form is accompanied by the memorandum containing
such information as may be specified by the Board. (4) as stated
It shall be mandatory for investors of mutual fund schemes to mention
their bank account numbers in their applications/ requests for
redemptions. For this purpose, mutual funds shall ensure provision of
space in the application forms.
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30 4dvertising | Advertisements shall be submitted to the Board within 7 days from the | as stared
1) date of issue. This should be part of the Compliance Officer ‘s review.
30 4dvertising | Advertisements shall conform to the Advertisement Code as specified Refer to AMFI Advertising guidelines.
' in the Sixth Schedule:
There should be a guality control review process conducted by either
1. Advertisements shall be truthful, fair and clear and shall not contain | the Compliance Officer or a dedicated group or department.
a statement, promise or forecast which is untrue or misleading. Sandards should be establishedfor in-house reviews of all
advertising materials regardiess of the medium used. If this
2. (a) Misleading Statements include: procedure is conducted by a group or department, it should be
I) presenting performance without adequate explanation that may lead | subject to periodic independent review by the Compliance Officer.
to exaggerated picture of performance.
ii) implying past performance will be repeated in the future. Further Action Requijred:
iii) presenting the advantages of investing in the scheme without Uniformity and standardization of measurements, time frames, total
presenting associated risks. return and yield calculation needs to be established.
3. Advertisements should not be designed in content! format/ print to The purpose of this Code is 10 promote truth andfairness in
be misleading or to disguise the significance of any statement. advertising and in the selling practicesused. In general, the text of
the Code is clear although specific criteria and definitions would
help. For example, “advertising” could be defined to mean any
communication by any medium to more rwo or more individuals
external 10 the company. Thus, stundardized |etters to unitholders
would also have to undergo an initial quality control process.
Performance data that is not meant for general circulation, should be
clearly marked “ For /nternal Use Only ™,
30 Advertising | Sixth Schedule: Further Action Reguired.

b

4. Sales literature may only contain information, the sybstance of
which is included in the funds’ current advertisements in accordance

{tem | of the Code forbids a forecast from being untrue. In order to
comply with this, a MF would have to exclude any forecast or
promise because it would be difficulr to ensure that it will be true
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with the Advertisement Code.
As unothcr example. item 4 needs further clarification since a
distinction appears to be made between sales literature and
advertisements. In common parlance, these terms are
interchangeable.  If thereisadifference in meaning for the purpose
of this code, then the terms should be defined.
30 Advertising | Sixth Schedule: Refer to AMFI Advertising Guidelines.
(H Asin Reg. 30(1(1)) above.
7. The advertisement shall not compare one fund with another,
implicitly or explicitly unless the comparison is fair and all information | The Compliance Officer should review any comparison made or
relevant to the comparison is included in the advertisement. benchmarks used for appropriateness.
3 Advertising | Sixth Schedule: Refer to AMFI Advertising Guidelines..
(H
10. All advertisements shall make a clear statement to the effect that
all mutual funds and securities investments are subject to market risks, Disclaimers should include statements of the market and investment
and there can be no assurance that the fund’s objective will be risk associated with any scheme. A4ny disclaimers should be given
achieved. sufficient emphasis (font size) in the advertisement.
30 Advertising | Sixth Schedule: The Compliance Officer should ensure that the nature of the
e)) guarantee (escrow account, duration, individual 's guarantee, etc )
L 1. If however, in any Advertisement a mutual fund guarantees or should be stated in the offer document. The Compliance
assures any minimum rate of return or yield to prospective investors, Officer/internal auditors should monitor, on an on-going basis, the
resources to back such a guarantee should also be indicated. steps taken by the AMC/ sponsor to back the guarantee. It is
insufficient to rely merely on certifications from AMCs, trustee
companies or sponsors etc. Certifications should be backed by
bunk/custodian etc. records indicating that the assets backing the
certification/guarantee are restricted / earmarkedfor the purpose of
the fund’s guarantee and that these assets will not be liquidated or
otherwise disposed without the prior consent of the trustees of the
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Jfund. Typically the collateral should be very liquid, highly rated
instruments that are marked to market and should be

increase& decreased in relation to the corresponding liability. The
AMC’s net worth should be net of these reserves.

Alternative Sandards.

In general, guarantees of rates of return or redemption price in an
MF scheme should be avoided..

SHlling on the basis of a guarantee of either returns or of a
redemption price misrepresents the investment process because
investors need to recognize that a// investments in securities involve
some degree of risk. In addition, unfulfilled guarantees results in
frustrated unitholders and loss of credibility for the entire mutual
Jund industry as well as SEBI From the sponsor’s or 4 MC's

per spective, guarantees that are honored may result in huge losses
during unfavorable swings of the market.

30 (2)

Advertising

The advertisement for each scheme shall disclose the investment
objective of each scheme.

as stated

The stated items should be routinely reviewed as part of the internal
quality control process and reviewed on a quarterly basis by the
Compliance Officer.

Advertising

The offer document and advertisement materials shall not be
misleading or contain any statement or opinion which are incorrect or
false.

as stated
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32

Listing

Every closed ended scheme shall be listed on a recognized stock
exchange within six months from the closure of the subscription.
Provided that the listing of the close ended scheme shall not be
mandatory:

a. if the said scheme provides for periodic repurchase facility to all the
unitholders with restriction, if any, on the extent of such repurchase; or

b. if the said scheme provides for monthly income or caters to special
classes of persons like senior citizens, women, children, widows or
physically handicapped or any special class of persons providing for
repurchase of units at regular intervals; or

c. if the details of such repurchase facility are clearly disclosed in the
offer document; or

d. if the said scheme opens for repurchase within a period of six
months from the closure of subscription.

This review should be performed by the Compliance Officer/
Company Secretary or any other designated individual.

s Stated

These items should be part of the fundamental policy and should bein
the offer document.

33 (1)

Repurchase

The AMC may at its option repurchase or reissue the repurchased units
of a close ended scheme.

75 Stated

33(2)

Repurchase

The units of close ended schemes referred to in the proviso to
regulation 32 may be open for sale or redemption at fixed pre-
determined intervals if the maximum and minimum amount of sale or
redemption of the units and the periodicity of such sale or redemption
have been disclosed in the offer document.

as stated
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33 (3)

Repurchase

The units of close ended scheme may be converted into open ended
scheme:

a. if the offer document of such scheme discloses the option and the
period-of such conversion; or

b. the unitholders are provided with an option to redeem their units in
full.

as stated

(79}
L2

S
N

Repurchase

A close ended scheme shall be fully redeemed at the end of the
maturity period.

Provided that a close ended scheme may be allowed to be rolled over if
the purpose, period and other terms of the roll over and all other
material details of the scheme including the likely composition of
assets immediately before the roll over, the net assets and the NAV of
the scheme are disclosed to the unitholders and a copy of the same has
been filed with the Board.

Provided further, that such roll over will be permitted only in case of
those unitholders who express their consent in writing and the
unitholders who do not opt for the roll over or have not given written
consent shall be allowed to redeem their holdings in full at net asset
value based price.

as stated

34

Offering
Period

No scheme of a mutual fund other than the initial offering period of
any equity linked savings scheme shall be open for subscription for
more than 45 days.

as stated

The Compliance Officer/Company Secretary should ensure
compliance by closely monitoring this subscription process through
the offering period.

35 (1)

Allotments

The AMC shall specify in the offer document:

as stated
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a. the minimum subscription amount it seeks to raise under the The Compliance Officer should review the offer document for these
scheme; and disclosures as part of the compliance control program.
b. in case of over subscription the extent of subscription it may retain.
Provided that where the AMC retains the over subscription referred to
in clause (b), all the applicants applying upto five thousand units shall
be given full allotment subject to the over subscription mentioned in
clause (b).
35(2) | Allotment The mutual fund and AMC shall be liable to refund the application as stated
money to the applicants
The Compliance Officer shall monitor reports from the transfer agent
1. if the mutual fund fails to receive the minimum subscription amount | t0 ensure compliance.
referred to in clause (a) of sub-regulation (1);
ii. if the moneys received from the applicants for units are in excess of
subscription as referred to in clause (b) of sub-regulation (1).
35 (3) | Allotment Any amount refundable under sub-regulation (2) shall be refunded as stated
within a period of six weeks from the date of closure of subscription
list, by registered A.D and by check or demand draft marked A/C The Compliance Officer shall monitor reports from the sransfer agent
Payee” to the applicants. to ensure compliance.
35 (4) | Allotment In the event of failure to refund amounts within the period specified in as stated
sub-regulation (3}, the AMC shall be liable to pay interest to the
applicants at a rate of fifteen percent per annum on the expiry of six The Compliance Officer shall monitor reports from the transfer agent
weeks from the date of closure of the subscription list. to ensure compliance.
36 Certificates | The AMC shall issue to the applicant whose application had been as stated
accepted, unit certificates or a statement of accounts specifying the
number of units allotted to the applicant as soon as possible but not The Compliance Officer/internal auditors should audit these activities
later than six weeks from the date of closure of the initial subscription of the transfer agent to provide independent verification of timely
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list and or from the date of receipt of the request from the unitholders processing. Note: Customer complaint fogs should afso be reviewed
in any open ended scheme. to identify instances of delayed processing.
Provided that if an applicant so desires, the AMC shall issue the unit The Compliance Officer should ensure that service standards detuifed
certificates to the applicant within six weeks of the receipt of request in the offer document are also met.
for the certificate.

37 (1)| Transfer A unit certificate unless otherwise restricted or prohibited under the as stated
scheme, shall be freely transferable by act of parties or by operation of
law.

37 (2)| Transfer The AMC shall, on production of instrument of transfer together with as stated
relevant unit certificates, register the transfer and return the unit
certificate to the transferee within thirty days from the date of such There should be a thirty day turn aroundfor transfer/ registration.
production. Compliance with this function should be part of internal audit

Junctions or part of an overaff compliance control program. The

Provided that if the units are with the depository such units will be Compliance Officer/ internal audit shoufd review transfer agent
transferable in accordance with the provisions of the SEBI records for this purpose.
(Depositories and Participants) Regulations, 1996.

38 Guaranteed No guaranteed return shall be provided in a scheme: as stated

returns

a. unless such returns are fully guaranteed by the sponsor or the AMC; | Refer to Reg. 30¢7 (1))
b. unless a statement indicating the name of the person who will
guarantee the return, is made in the offer document;
c. the manner in which the guarantee to be met has been stated in the
offer document.

39 (1) | Winding Up | A close-ended scheme shall be wound up on the expiry of duration us stated
fixed in the scheme on the redemption of the units unless it is rolled
over for a further period under sub-regulation (4) of regulation 33.
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39 (2)

Winding Up

A scheme of a mutual fund may be wound up, after repaying the
amount due to the unitholders,

a. on the happening of any event which, in the opinion of the trustees,
requires the scheme to be wound up; or

b. if 7.5% of the unit holders of a scheme pass a resolution that the
scheme be wound up; or

c. if the Board so directs in the interest of the unit-holders.

us stated

b. Thelogistics of this need to be clarified.

39 (3)

Winding Up

Where a scheme is to be wound up under sub-regulation (2), the
trustees shall give notice disclosing the circumstances leading to the
winding up of the scheme:

a. to the Board; and
b. in rwo daily newspapers having circulation all over India, a

vernacular newspaper circulating at the place where the mutual fund is
formed.

us staled

The Compliance Officer/ Company Secretary should ensure that these
procedures are carried out.
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40

Winding Up

On and from the date of publication of notice under clause (b) of sub-
regulation (3) of regulation 39, the trustee or the AMC as the case may
be, shall

a. cease to carry on any business activities in respect of the scheme so
wound up;

b. cease to create or cancel units in the scheme;

C. cease to issue or redeem units in the scheme.

us stated

The Compliance Officer/ Company Secretary should ensure that these
procedures are carried out.

41 (1)

Winding Up
Formalities

The trustee shall call a meeting of the unitholders to approve by simple
majority of the unitholders present and voting at the meeting
resolution for authorizing the trustees or any other person to take steps
for winding up of the scheme.

Provided that a meeting of the unitholders shall not be necessary if the
scheme is wound up at the end of the maturity period of the scheme.

as stated

41 (2)

Winding Up
Formalities

a. The trustee or the person authorized under sub-regulation (1) shall
dispose of the assets of the scheme concerned in the best interests of
the unitholders of that scheme.

b. The proceeds of sale realized under clause (a), shall be first utilized
towards discharge of such liabilities as are due and payable under the
scheme and after making appropriate provision for meeting the
expenses connected with such winding up, the balance shall be paid to
the unithoiders in proportion to their respective interest in the assets of
the scheme as on the date when the decision for winding up was taken.

as stated

The AMC should ensure that these procedures are carried out. The
Company Secretary/ Legal Department should ensure that records
are preserved,
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41 (3) | Winding Up | On completion of winding up, the trustee shall forward to the Board as stated
Formalities and the unitholders a report on the winding up containing particulars
such as circumstances leading to the winding up, the steps taken for The A MC should ensure that these procedures are carried ot
disposal of assets of the fund before winding up, expenses of the fund
for winding up, net assets available for distribution to the unitholders
and a certificate from the auditors of the fund.
41 (4) | Winding Up | Notwithstanding anything contained in this regulation, the provisions us stated
Formalities of these regulations in respect of disclosures of half yearly reports and
annual reports shall continue to be applicable until winding up is The AMC should ensure that these procedures are carried out
completed or the scheme ceases to exist.
42 Winding Up | After receipt of the report under sub-regulation (3) of Regulation 41, if | as stated
Formalities the Board is satisfied that all measures for winding up of the scheme
have been complied with, the scheme will cease to exist. The AMC should ensure that these procedures are carried out
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43 Investment | The moneys collected under any scheme of a mutual fund shall be us stated
Objectives invested only in transferable securities in the money market or in the
capital market or in privately placed debentures or securitised debts. Compliance with these restrictions should form part of the quarterly
compliance review conducted by the Compliance Officer.
Provided that moneys collected under any money market scheme of a
mutual fund shall be invested only in money market instruments in In general, a portfolio compliance checklist should be devel opedfor
accordance with directions issued by the RBI; each scheme. Investment restriction stated in the offer document
along with these SEB/ restrictions and any additional restrictions/
Provided further that in case of securitised debts such fund may invest regulations that apply should be included on that checklist. It should
in asset backed securities excluding mortgage backed securities. also include diversification or investment policies of the AMC.
Diversification policies, ifapplicable to the scheme, should typically
relate to the holding at the time of investment. This checklist should
form the basis of the quarterly compliance review.
44 (1) |nvestments | Any investments to be made under regulation 43 shall be invested Each of these restrictions should be part of the scheme' s portfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to reg. /8(7).
(Paraphrased below:) The A MC Bourd approval of the unrated debt instrument should be
documented.
1. Investments in debt instruments should be only in investment grade | Alternative Sandards.
instruments rated by an approved credit rating agency. If its not rated, Portfolio Managers should prepare an analysis and assign an
then specific approval should be taken from the Board of the AMC. internal rating to the instrument (unlessit is a government security)
while submitting it for AMC Board approval. This internal rating
should be continuously updated and distinct on system reports from
ratings of approved credit rating agencies. All internal ratings
should be reviewed at each trustee meeting.
14 (1) [Investments | Any investments to be made under regulation 43 shall be invested Each of these restrictions should be part of the scheme's portfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to reg. /8(7).
2. The back affice/ portfolio management should maintain an
(Paraphrased below:) accurate database of companies ‘ paid-up capital carrying voting
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rights and flag investments approaching this limit.
2. No mutual fund under all its schemes should own more than 10% of
any company’s paid up capital carrying voting rights.
44 (1) | Investments | Any investments to be made under regulation 43 shall be invested Each of these restrictions should be part of the scheme s portfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to Reg. 78(7).
(Paraphrased below:) a. Thedaily hi-iow should be obtained to verify that the transfer was
within acceptable limits.
3. Transfers of investments from one scheme to another in the same
mutual fund shall be allowed if:
a. if its done at the prevailing market price for quoted instruments on a
spot basis. (Spot basis shall have the same meaning as specified by
stock exchange for spot transactions.)
b. the security so transferred is a suitable investment for the scheme to
which it is transferred.
44 (1) Investments | Any investments to be made under regulation 43 shall be invested Each of these restrictions should be part of the scheme’s portfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to Reg. /8(7).
(Paraphrased below:)
4. A scheme may invest in another scheme under the same AMC or Records that need to be reviewed are unitholders reports and
any other mutual fund without charging any fees, provided that supporting documentation such as trade blotters. In addition, it
aggregate investment does not exceed 5% of the NAV of the mutual should be determined if any advisory fees were charged.
fund.
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44 (1)

Investments

Any investments to be made under regulation 43 shall be invested
subject to the investment restriction specified in Schedule 7.

(Paraphrased below:)

5. Initial issue expenses should not exceed 6% of funds raised under
the scheme.

us stated

This should be verified by the Company Secretary/internal audit as
part of the routine accounting review.

44 (1)

Investments

Any invedtments to be made under regulation 43 shall be invested
subject to the investment restriction specified in Schedule 7.

(Paraphrased below:)
6. Every mutual fund shall buy and sell securities on the basis of

deliveries. Short sales, carry forward transactions and badla finance
are not allowed.

Each of these restrictions should be part of the scheme’s portfolio
compliance checklist. Refer to Reg. 78(7).

44 (1)

Investments

Any investments to be made under regulation 43 shall be invested
subject to the investment restriction specified in Schedule 7.

(Paraphrased below:)
7. Every mutual fund shall get securities transferred in the name of the

mutual fund on account of the concerned scheme, wherever
investments are intended to be of a long term nature.

Each of these restrictions should be part of the scheme’s portfolio
compliance checklist. Refer to Reg. /8(7).
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44 (1) Investments | Any investments to be made under regulation 43 shall be invested as stated
subject to the investment restriction specified in Schedule 7.
(Paraphrased below:)

8. Pending investment, funds of the scheme may be invested in short
term deposits of scheduled commercial banks.

9. No mutual fund shall make any investment in:

a) any unlisted security of an associate or group company of the
sponsor; or

b) any security issued by way of private placement by an associate or
group company of the sponsor; or

c) the listed securities of group companies of the sponsor which is in
excess of 25% of the net assets of all the schemes of the mutual

fund.
44 Investments | The mutual fund having an aggregate of securities which are worth Rs. | as stated
(1A) 10 crores or more, as on the latest balance sheet date, shall subject to

such instructions as may be issued from time to time by the Board
settle their transactions entered on or after January 15, 1998 only
through dematerialised securities.

44 (2) | Investments | The mutual fund shall not borrow except to meet temporary liquidity as stated
needs of the mutual funds for the purpose of repurchase, redemption of

units or payment of interest or dividend to the unitholders. This can be reviewed either as part of internal audit review or as prrrt
of the portfolio compliance review during the review of general
Provided that the mutual fund shall not borrow more than 20% of the ledger/accounting records of the scheme.

net asset of the scheme and the duration of such a borrowing shall not
exceed a period of six months.

Updated: July, 1998 53



AMFI MODEL COMPLIANCE MANUAL

Reg. || Function SEBI Regulations Compliance Procedures
44 /3 [[lnyvestments_| The. mnfual fund shall_nnt_advance. any. loans. fot any, npi-jose.. As stated
44 (4) | Investments | The mutual fund may lend securities in accordance with the Stock As stated
Lending Scheme of the Board.
45 investments | The funds of a scheme shall not in any manner be used in option as stated
trading or in short selling or carry forward transactions.
Note: Per this regulation, trading in options on an index (NSE) is not
allowed.
46 Investments | Mutual funds may enter into underwriting agreement after obtaining a I, 2. as stated
certificate of registration in terms of the SEBI (Underwriters) Rules and | Alternative Sandards:
SEBI (Underwriters)Regulations, 1993 authorizing it to carry on The AMC/mutual fund should consider not engaging in underwriting
activities as underwriters. activities or alternatively defining very clearly the extent (in terms of
the percentage of total assets) of such activities.
Explanation:
1. For the purpose of these regulations, the underwriting obligations There is substantial risk associated with underwriting activities.
will be deemed as if investments are made in such securities. Thereis also the potential for a conflict of interest in the managing of
portfolio assets and the underwriting of securities. The interest of the
2. The capital adequacy norms for the purpose of underwriting shall be | unitholders should be paramount.
the net asset of the scheme.
Provided that the underwriting obligation of a mutual fund shall not at Currently there are no /imits as to the extent of a portfolio that could
any time exceed the total net asset value of the scheme. be invested in any one scrip or issuer. Thus, it is possible that an
entire portfolio could be put at risk in an underwriting situation. If a
scheme intends to engage in such activities, the extent of such
activities should be disclosed to the unitholders in the offer document.
47 Investments | Every Mutual fund shall compute and carry out valuation of its
Valuation investments in its portfolio and publish the same in accordance with the | Refer to AMFT Valuation Guidelines (being devel oped).
valuation norms specified in Schedule 8.
48 (1) {NA'V Every mutual furid’shall compute the Net ‘Asset” Value {NAV) ot €ach as stated
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scheme by dividing the net asset of the scheme by the number of units
outstanding on the valuation date.

Typically this should be done on a daily basis, even if it is not
required to be published.

18 (2)

NAV

The NAV of the scheme shall be calculated and published at least in
two daily newspapers at intervals of not exceeding one week:

Provided that the NAV of any scheme for special target segment or any
monthly'income scheme which are not mandatorily required to be
listed in any stock exchange under Regulation 32 may publish the NAV
at monthly or quarterly intervals as may be permitted by the Board.

as dated

The Compliance Officer should independently review supporting
documentation to ensure compliance.

90

Pricing of
Units

The price at which the units may be subscribed or sold and the price at
which such units may at any time be repurchased by the mutual fund
shall be made available to investors.

as stated

29 (2)

Pricing of
Units

The mutual fund. in case of open ended scheme, shall at least once a
week publish in a daily newspaper of all India circulation, the sale and
repurchase price of units.

as stated

19 (3)

Pricing of
Units

While determining the prices of units, the mutual fund shall ensure that
the repurchase price is not lower than 93% of the NAV and the sale
price is not higher than 107% of the NAV.

Provided that the repurchase price of the units of a close ended scheme
shall not be lower than 95% of the NAV.

Provided further that the difference between the repurchase price and
the sale price of the unit shall not exceed 7% calculated on the sale
price.

as stated
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49 (4) | Pricing of The price of units shall be determined with reference to the last

us stated
Units

determined NAV as mentioned in sub-regulation (3) unless.
a. the scheme announces the NAV on a daily basis; and

b. the sale price is determined by with or without a fixed premium
added to the future net asset value which is declared in advance.
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50 (1)| Record Every AMC for each scheme shall keep and maintain proper books, as stated
Keeping records and documents so as to explain its transactions and disclose at | Note: Books and records includes daily order tickets, trade blotters,
any point of time the financial position of each scheme and in confirms, daily general ledger updates, weekly custodian reports,
particular give a true and fair view of the state of affairs of the fund and | documentation of fair valuation calls etc.
intimate to the Board the place where such books, records and
documents are maintained.
50 (2)| Record Every AMC shall maintain and preserve for a period of 8 years its as stated
Keeping books, records and documents.
The AMC should develop record retention procedures. The
Compliance Officer should conduct periodic audits to verify that
procedures are being followed.
50 (3)| Record The AMC shall follow the accounting policies and standards as as stated
Keeping specified in Schedule 9 so as to provide appropriate details of the
schemewise disposition of the assets of the fund at the relevant
accounting date and the performance during that period together with
information regarding distribution or accumulation of income accruing
to the unitholder in a fair and true manner.
51 Financial The financial year for all schemes shall end as of March 3 1 of each us stated
Year year.
Provided that, for a new scheme commenced during a financial year,
the disclosure and reporting requirements would apply for the period
beginning from the date of its commencement and ending on March
3 I st of that financial year.
52 (1) |[Fees and All expenses should be clearly identified and appropriated by the as stated
Expenses individual schemes.
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This should be part of the routine review by infernal audit/ Company
Secretary. The procedures for allocating common expenses of
schemes should be reviewed by rhe trustees.
52 (2) |Fees and The AMC may charge the mutual fund with investment and advisory as stated
expenses fees which are fully disclosed in the offer document subject to the
following: This should be part of the routine review by internal audit/ Company
Secretary.
I. 1.25% of the weekly average net assets outstanding in each
accounting year for the scheme concerned, as long as the net assets do
not exceed Rs. 100 crores, and
ii. 1% of the excess amount over Rs. 100 crores, where net assets so
calculated exceed Rs. 100 crores.
52 (3) |[Fees and For schemes launched on a no load basis, the AMC shall be entitled to as stated
expenses collect an additional management fees not exceeding 1% of the weekly
average net assets outstanding in each financial year. This should be part of the routine review by internal audit/ Company
Secretary.
52 (4)[Fees and In addition to the fees mentioned in sub-regulation (2), the AMC may | as stated
Expenses charge the mutual fund with the following expenses:
a. initial expenses of launching This should be part of the routine review by internal audit/ Company
b. recurring expenses (marketing and selling expenses including Secrelaty.
agents’ commission, brokerage and transaction costs, registrar services
for transfer of units sold or redeemed, fees and expenses of trustees,
audit fees, custodian fees, costs related to investor communication,
costs of fund transfer from location to location, cost of providing
account statements and dividend/redemption cheques and warrants,
insurance premium paid by the fund, winding up costs for terminating a
fund or a scheme. costs of statutory advertisements and such other
costs as may be approved by the Board.
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52 (5) | Fees and Any expense other than those specified in sub-regulation (2) and (4) as stated
Expenses shall be borne by the AMC or trustee or sponsors.
This should be part of the routine review by internal audit/ Company
Provided that initial expenses of floating the scheme shall not exceed Secretary.
6% of the initial resources raised under the scheme and such expenses
shall be accounted in the books of accounts of the scheme as specified
in Schedule 10.
Provided further that any excess over the 6% initial issue expense shall
be borne by the AMC.
52 (6) | Fees and The total expenses of the scheme excluding issue or redemption us stated
Expenses expenses, whether initially borne by the mutual fund or by the AMC,’
but including the investment management and advisory fee shall be This should be part of the routine review by internal audit/ Company
subject to the following limits: Secretary.
I. on the first Rs 100 crores of the average net assets: 2.5%
ii. On the next Rs. 300 crores of the avg. weekly net assets: 2.25%
iii. On the next Rs. 300 crores of the avg. weekly net assets: 2.00%
iv. On the balance of the assets: 1.75%
Provided that such recurring expenses shall be lesser by at lest 0.25%
of the weekly avg. net assets outstanding in each financial year in
respect of a scheme investing in bonds.
52(7) | Fees and Any expenditure in excess of the limits specified in sub-regulation (6) as stated
Expenses shall be borne by the AMC or by the trustee or sponsors. This should be part of the routine review by internal audit/ Company
Secretary.
52 (8) | Fees and The provisions of sub-regulations (3), (4), (5) and (6) will come into us stated
Expenses effect after 3 months* from the date of notification of these regulations | *subsequently amended to April I, 1997
for those schemes of mutual funds which have been launched prior to This should be part of the routine review by internal auditl Company
notification of these regulations. Secretary.
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53 Warrants Every mutual fund and AMC shall: as stated
a. dispatch to the unitholders the dividend warrants within 42 days of a, b. The Compliance Officer should independently validate the
the declaration of the dividend. transfer agent ’s reportsto determine compliance with this
regulations. This should be done on a quarterly basis.
b. dispatch the redemption or repurchase proceeds within 10 working
days from the date of redemption or repurchase.
54 Annual Every mutual fund or the AMC shall prepare in respect of each us stuted
Report financial year an annual report and annual statement of accounts of the
schemes and the fund as specified in Schedule 1.
55 () [Auditor’s Every mutual fund shall have the annual statement of accounts audited us stated
Report by an independent auditor.
55 (2)| Auditor’s An auditor shall be appointed by the trustees. as stated The Compliance Officer should review the minutes of
Report trustee meetings to verify this. Refer to Reg. /8(4c).
55 (3)|Auditor’s The auditor shall forward his report to the trustees and such report shall | us stuted
Report form part of the Annual Report of the mutual fund.
56 (I) |Publication | The schemewise Annual Report of a mutual fund or abridged as stated
of Annual summary thereof shall be published through an advertisement and an
Report abridged schemewise annual report shall be mailed to all unitholders as
soon as possible but no later than 6 months from the date of closure of
relevant accounts year.
56 (2)| Publication The Annual Report and abridged summary thereof shall contain details | as stated
of Annual as specified in Schedule 11 and such other details as are necessary for
Report the purpose of providing a true and fair view of the operations of the The Company Secretary/ internal auditors should review this as part
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mutual fund.

Provided that the abridged schemewise annual report mailed to
unitholders need not contain full portfolio disclosure but must contain
details on group company investments such as the name of the
company, the amount of investment made in each company of the
group by each scheme and the aggregate investments made by all
schemes in the group companies of the sponsors.

Provided further that full portfolio disclosure is not required if the full
accounts are published in newspapers.

of their regular fiinctions.

Board:

a. Copies of duly audited annual statements of accounts including

56 (3)| Publication | The report if published in summary form shall carry a note that for as stated
of Annual unitholders of a scheme the full Annual Report shall be available for
Report inspection at the Head Office of the mutual fund and a copy thereof
shall be made available to the unitholder on payment of such nominal
fees as may be specified by the mutual fund.
57 Annual Every mutual fund shall within six months from the date of closure of as stated
Report each financial year forward to the Board a copy of the Annual Report
and other information including details of investments and deposits
held by the fund so that the entire schemewise portfolio of mutual
funds is disclosed to the Board.
58 (1)| Disclosures | The fund, the AMC, the trustee, custodian, sponsor of the mutual fund as stated
shall make such disclosures or submit such documents as required by
the Board.
58 (2) | Disclosures .. ..The mutual fund shall furnish the following periodic reports to the as stated
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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 of movements in net assets for each of the
schenies of the fund;

d. a quarterly portfolio statement, including changes from the previous
periods, for each scheme.

58 (3) | Disclosures | No sale of units of any scheme of a mutual fund shall be made by the as stated
trustees or an AMC unless accompanied by documents which contain
information which is adequate for investors to take an informed

decision.
59 Half Yearly | A mutual fund and asset management company shall before the expiry as stated
Results of two months from the close of each half year that is on 3 1st March

and on 30th September, publish its unaudited financial results in one
English daily newspaper circulating in the whole of India and in a
newspaper published in the language of the region where the Head
Office of the mutual fund is situated.

Provided that the half yearly unaudited report referred in this sub-
regulation shall contain details as specified in Schedule 12 and such
other details as are necessary for the purpose of providing a true and
fair view of the operations of the mutual fund.

60 Disclosure The trustees shall be bound to make such disclosures to the unitholders | as stared
as are essential in order to keep them informed about any information
which may have an adverse bearing on their investments. These disclosures (including pending litigation related to the AMC or

Mutual Fund that would adversely impact investments) should be
made in a timely manner and made available at the AMC s office.
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Suggested Responsibilities Chart

SEBIHMUTUAL I-UNDS)REGULATIONS, 1996

Representative assisnment of Compliance Review. Responsibilities

(Compliance Officer: C/O: Company Secretary: C/S)

Regulation Requirement Responsibility Freq.
3,78 Registration of Fund - application to SEBI C/S Once
7(b), 14, 15 | Fund to be constituted as a trust: trust deed to be C/S Once
approved by SEBI: registered under Registration Act '
1(c) Sponsor to contribute 40% to net worth of AMC Sponsor Once
T(e) Trustees to be appointed per reg. 16 and 17 (persons of | Sponsor Once
ability/ imegril_\‘) (2/3 independent trustees; form C to
be sent to SEBI)
() AMC to be appointed per reg. 19-21 C/O Once
T(g) Custodian to be appointed per reg. 26-27 C/S Once
10(b).(¢) SEBI to be intormed of any misleading/false C/S As
particulars needed
10(d) Fees to be paid per second schedule - (application and | C/S Once
registration fees)
12 Service fees to be paid per second schedule - before C/S Annually
15th April every vear
15(1). (2) Contents of trust deed C/O Quarterly
18(1), (2) Trustees to sign lnvestment Management Agreement C/O Once
with AMC: contents of agreement per fourth schedule
18(4) RESPONSIBILITIES OF TRUSTEES C/o Once
Trustees to ensure controls in place before launch of .
any scheme.
Il 18(5) Trustees to ensure AMC diligent in empanelling of C/O Quarterly
brokers. monitoring securities transactions with
brokers. avoiding undue concentration of business
18(6) Trustees to ensure AMC does not give unfair/ undue C/O Quarterly
advantage to associates or deal with associates in a
manner detrimental to interest of unit holders
18(7). (8). | Trustees to ensure AMC complies with regulations, . C/O Quarterly
i(9) manages tund independent of other activities
18(10) Trustees 1o take remedial action, where necessary, and | C/O Quarterly
inform SEBI
18(11) Trustees to file details of holdings in securities with C/O Half-
Trust - half vearly yearly
18(12) Trustees to ensure compliance with Trust Deed/ C/O Quarterly
Regulations
18(14) Trustees responsible for calculation of any income due | Fund Quarterly
to be paid to Fund. etc. Accountant/
C/S




company imnvestments.

Regulation Requirement Responsibility Freq.

18(15) Trustecs to obtain consent of unit holders under certain | C/S. C/O As
circumstances . ' needed

18(16) Trustees to call for details of transactions in securities | C/O Quarterly
by key personnel of AMC in his own name or on
behalf o AMC: and report to SEBI when required

18(17) Trustees to review quarterly all transactions between C/O Quarterly
Fund, AMC and associates

18(18) Trustees to continuousiy review net worth of AMC C/0, C/S Quarterly
and shortfall to be made up per reg. 21(1)(f)

18(19) Trustees 10 periodically review all service contracts - C/O0 As .
custodian, transfer agents. etc. : ‘needed

18(20) Trustees to ensure no contlict between deployment of | C/O Quarterly
net worth by AMC and interest of unit holders

18(21) Trustees 1o periodically review investor complaints C/O Quarterly
and redressal by AMC

18(22) Trustees to tollow Code of Conduct - fifth schedule Trustees/C/O

18(23) Trustees to furnish hall yearly report to SEBI on C/O Half-
activities of Fund. certificates re. self dealing/front yearly
running and AMC managing scheme independent of
other activities. cte.

21,22, 23 AMC C/O Quarterly
Eligibility criteria for AMC
Conditions to be complied with by AMC

! Restrictions
[25(1)2X3) | AMC 1o exercise due diligence while investing funds C/O Quarterly

25(4) AMC to send quarterly report to Trustees C/O Quarterly

25(7) AMC shall not deal with an associated broker beyond | C/O Daily/
5% ot daily gross business of the Fund ' Quarterly

25(8) AMC shall not deal with sponsor/associates for any C/O Quarterly
securities transactions/ distribution and sale of
securities unless disclosed to unit holders and
commisston disclosed in half yearly and annual
accounts

25(9) AMC shall file with Trustees, details of transactions in | C/O Quarterly
securities by keyv per sonnel of AMC i their own namp
or on behalf of AMC '

25(10) AMC shall report securities transactions with C/O Quarterly
associates o Tiastees

25(1H AMC shall repeortinvestment in excessof 5% of the C/O Quarterly
NAV of a schenie 1o the Trustees; disclose in half
yearly and annual accounts

25(12) AMC shall file with Trustees and SEBI: C/O As
detailed biodata ot all directors with interest in other needed;
companies within 15 days of appointment; any change semi-
in interests of directors every six months; AMC/ group annually;

quarterly




Regulation

Requirement Responsibility Freq.
25(13) AMC shall file a statement of holdings in securities of | C/Q Annual
dircctors of AMC with the Trustees at the end of each '
fimancial vear
25(14) AMC shall notappoint any person as key personnel if | C/O
he is guilty of any cconomic offence or violation of
securities laws
25(19) AMC shall appoint Registrars/ Transter Agents C/0 Once
registered with SEBLIf transfer of wnits done in house
charges at competitive rates may be debited to the
scheme -
25(16) AMC shall abide by the Code of Conduct - Fifth C/0 Quarterly
schedule
26 Custodian to be non-altiliated C/0
27 Fund to enter into an agreement with Custodian, with C/O Once/as
prior approval ot I'rustees needed
28t031.34 | SCHEMES C/S Once
to 36, 38 Procedure tor launching schemes, fees, disclosures,
offering period. allotment. refunds, certificates,
guaranteed returns. etc.
32 ic’/Sose ended schemes to be listed within 6 months Once
33 AMC shall follow the procedure for repurchase C/S Quarterly
37 AMC shall ransfer units within 30 days R&T/ C/O Quarterly
39t0 42 Procedure for winding up of a close ended scheme C/S As
needed
43 to 45 INVESTMENTS C/O Quarterly
AMC shall follow vestment restrictions given in
Sevemh schedsiic,
46 Fund may underw rite i approved by SEBI, with C/0 Quarterly
obligations not exceeding net asset value of scheme
47 to 49 Fund shall value investments and publish in Fund Quarterly
accordance w ith Eighth schedule on a weekly basis. accountants/
C/O
50(1)2) AMC shall preserve books of accounts, ete. for 8 years | C/O Quarterly
50(3) AMC shall follow the accounting policies and AMC/ Fund On-going
standards giv en in Ninth schedule accountants/
C/S
51 AMC shatt hav ¢ financial vear ending 3 1st March for | C/S Quarterly
alf schemes
52 AMC shall charge fees and expenses as specified C/s Quarterly
53 AMC shall dispatch dividend warrants within 42 days | C/O Quarterly

of declaration and redemption repurchase proceeds

within 10 working days




Regulation Requirement Responsibility Freq.

54 AMC shall prepare Annual Report per Efeventh Fund Annually
schedule accountants/ '

C/8

55 Fund accounts shall be andited by an auditor, Fund Annually
appointed by Trustees: the auditor shall not be accountants/
associated with auditor of AMC C/S

56 Scheme wise annual report shall be published within 6 | C/S 7 Fund Annually
months from closure ot relevant accounts year/ accountants :
mailing abridged schemewise report to all unitholders

57 Copy of annual report shall be sent to SEBI within 6 C/0,C/S Annually
months from closure of cach financial year

58 AMC shall send the annual statement of accounts to C/0, C/S As stated
SEBL once a vear: six monthly unaudited accounts;
quarterly statement of movement in net assets for each
scheme: and quarterly portfolio statement '

59 Fund shal publish unaudited half yearly financial C/S As stated
results within two months of the close of each half
year / not required in audited annual results are
published within two months of year end.

60 Trustees shall make such disclosures to unit holders as | C/S As
are essential to keep them informed about an adverse required
bearing on their investments '




REPORTING REQUIREMENTS

Title/Nature of report Recipient |  Frequency
of report
1. Activities of fund confirming that the activities are Trustees Quarterly
in compliance with Trust Deed and the Regulations
2. Empanelment of brokers Trustees Quarterly
3. Distribution of business among brokers Trustees Quarterly
4. Transactions in securities with affiliated brokers| Trustees Quarterly
(percentage of daily gross business)
5. Transactions in securities by key personnel of* AMC | Trustees Quarterly
6. Transactions in securities by or on behalf of AMC Trustees Quarterly
7. Other transactions with associates Trustees Quarterly
S. Net worth and its deployment Trustees Quarterly
9. Exccution of service contracts in the previous [Trustees Quarterly
L]ULH'(CX
10.Redressal of investor complaints Trustees Quarterly
11 .Investment in excess of 5%/75% of the NAV of| Trustees Quarterly
divers tied fund
12.Detailed bio-data of directors with interests in other | Trustees 15 days of
companies appointment
13.Change in interest of directors of AMC Trustees Half-yearly
14.Holdings in securities of directors of AMC Trustees Annually
1 5. Appointment of AMC directors (for approval) Trustees Prior to
appointment
1 6.Change in controlling interest (for approval) Trustees Prior to change
17.Annual report (publication in newspapers) Unitholderg Six months of
close of the
financial year
1 8.Unaudited half-yearly results (publication in| Unitholders| Two months of
newspapers - refer to AMFI memo regarding close of each half
exemption) year
19.Annual report SEBI Six months of
close of the
financial year
20.Unaudited half-yearly accounts SEBI Half-yearly
2 1 .Movement in net assets of scheme SEBI Quarterly
22.Portfolio statement SEBI Quarterly
23.Change in material particulars SEBI As needed
24.Change in controlling interest of AMC (for |SEBI Prior to change
approval)
25. Appointment of new directors SEBI As needed




Title/Nature of report Frequency

Activities of fund Half-yearly

Certificate re. self-dealing/ front running Half-yearly

Certificate re. AMC managing fund independent | Half-yearly
of other activities

Compliance checks - report for the quarter :
A. ‘ Daily checks Remarks
1. Affiliated trades
2. Trades with affiliated brokers
3. Trades with restricted brokers
B. Monthly checks
1. Fair valuation calls : I
2. Commission variances
3. Execution price variances
4. Trades without order tickets,

Cancel/Corrects

v

Brokerage exposure report

Fair trade allocation

Private placements

Outstanding R&T issues

of 00| o =

Outstanding registrations

C. Quarterly checks

Porttolio Compliance

Emplovee trades

Ryvcord retention

Registration/ Licensing

New accounts

S Sl Bl Bl Bl Ben

| Filing of reports with SEBI, RBJ




COMPLAINT LOG

Date Name of Account Scheme Type of Processed Status Date of Days
IJnitholder Number Complaint|By Resolution Elapsed

AGING REPORT

Date No. Received | No. Resolved | Pending <30 days 30-59clays | 60 -89 days | 90+ days

(Beginning of

Quarter)

(End of

Quarter)

Reasons for pending items:




