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Dear Mr. K&an,

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. (“Manual”). 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 rigulations
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 Prqject.

The survey was conducted between March - June, 1998 with the help of a
questionnaire 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.
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We are pleased to .iiote  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 S
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,

W. DENNIS GRUBB
PRINCIPAL CONSULTANT CAPITAL MAkKI$TS
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1. EXECII’I’IVE  SliMMARY-

The AMFI Model  Compliance Manual (“Manual”) attached to this document summarizes
basic compliance controls that mutual funds need to implement to assure  that the! adhere
to the Securities and Exchange Board of India (Mutual Funds) Regulations. 19% and the
subsequent amendments to these regulations. ‘I‘hc Manual \vas prepared by the 1~11-U~
Pro.ject  in collLjunction  with the AMFI Working Group on Compliance headed by Mr.
K.N. Vaidyanathan of Morgan Stanlcy  India. Its purpose is to assist AM13 and its
members in sustaining fundamental compliance standards for the mutual tiind  industry.

In August 1997. the Working Group on Compliance drafted the Manual as the first step
tou:ards  addressing the various compliance requirements that Asset Management
Companies/ trustees need to comply with in the management of mutual funds. ‘I‘he scope
of the Manual was limited to the SEBI (Mutual Funds) Regulations, 1996. This ivas to bc
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 3 1, 1998 and April 15, 1998. This Manual should be an evolving
document. It should be modified as regulations are updated and in response 10 bcrcci\.ed
weaknesses in compliance controls. It should be used in coIl.junction  with the .~%!I-‘1
Code of Ethics, the Advertising Guidelines, and the Valuation and Accounting Policies.
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In March 1998. Mr .A. P. Kurian, Chairman, AMFI and Mr. K.N. Vaidyanathan. Vice
President.  Morgan Stanley India and Chairman of AMFI’s Working Group on
Compliance met with the FIRE Project to discuss how to evaluate the imple~~lentatioll  of‘
the Model Compliance Manual and to revise the Manual for amendments to the
regulations. It \vas decided  that AMFI, with the assistance of the FIRE Prqject.  would
conduct a sur\rey of its mcmbcrs  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
Pate], 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 Prqject  appreciates
the time each individual devoted to this project and the valuable inputs provided.
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I>uring  the process  of drafting the h4anual.  certain anonialics  and Iacunae  nwe idcntitied
and recolnmendaticlns  were  made to address these concerns. Some 01‘ these issues have
been addressed since  the adoption of the Manual in September. 1997 while  others  are
either not hccn  addrcsscd  or have been only partially addressed.

-
Iiecommcndations  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.

7I. “Undue concentration of business with any broker” should be defined as
more 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 “a block of any three months” with respect to associated brokers and “a
block of three months” for non-associated brokers. Although the limit for associated
brokers is a rigid 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 \zhether the 5% limit for non-associated brokers is to be computed on a three-monthly
mo\.ing  average basis (as in the case of associated brokers) or if it is to 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
(Mutual Funds) Regulations. 1996.
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3. The logistics of shareholder approval need to clarified.
-

AMFI  is finalizing guidelines on the process  of seekin g shareholder approval

-
5C. The term ‘fundamental attributes of a scheme’ should be clarified.

This issue has been addressed in regulation l8( 15)(d). However. in addition to the
attributes therein, the fundamental attributes of a fund should disclose Lvhether  the fund is
diversified or not.

Earlier recommendations that are still pending include:

1. 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. The term ‘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. The terms “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.



IV. N II:XT  STEPS
-

I’lA~/FII~l~  I’ro,ject  recommends that this report be submitted to the Working Ciroup  li)r its
review and comments and thereafter to the AMFI Board for adoption.

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

. 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;

. adopt Advertising Guidelines, Investment Valuation and Accounting Guidelines:

l standardize operating procedures for the mutual fund industry; and

l adopt service standards for the industry.
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ASSO~‘IATION  OF MlrTUAL  FUNDS OF INDIA (AMFI)
MOI)EL  COMPLIANCE MANUAL

-

A. Purpose:

-

-

-

The purpose of this m~tnual  is to establish minimum standard policies and guidelines for
the business acti\.ities  of mutual funds in 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 SFBI  (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 a table 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. Regulatorv 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 India rules. the Indian Trust Act etc. It is the 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 developments in the
regulatory environment and to apprise the affected operational groups of any relevant
changes. This document limits itself to the SEBI Mutual Fund Regulations, 1996 and
amendments to the regulations through April 1998.

C Standards of Conduct:L

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 AlMC  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 intcrcst  or the appcarancc  ol’a conflict of intcrest. III addition. the Code should be
designed to detect  antI prc\‘cn~  insider trading and front-running by officers, directors and
tmployces  of the asset manag~mcnt  company and trustees of the mutual fund. Finally.
the (‘ode should prohibit employees  from being a party to any kind of unethical practice
such as market IiianiI~illati~,ti.  price  rigging, front-running or engaging in any acts that
may be construed 3s king  I~r~~ildulent  or deceptive.

1). Conlidcntialit\  ol‘I1~1~~~~m;~rion:

In the COLII~SC” 01‘ their dail!  acti\‘ities.  employees. officers and directors may have access
to confidential information relating  to client accounts and securities transactions. These
individuals are rcquircd  to maintain the confidentiality of this. information strictly. Any
breach may be ground,s  ti)r termination.

E. Advertisin(r  and Sales Literature:

Advertising and sales literature  arc synoliymous  terms and include any notice, circular,
letter. or other \\.ritten  comnillnication  addressed to more than. one person (outside of the
company), or an). notice or tither  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 &ith applicable SEBI
Mutual Fund regulations. This quality control function niay be performed by the
Compliance Officer or b>r a separate  department / group. If a separate group performs
this function. then the Compliance  Officer should conduct periodic audits of this  process.
In addition. all selling  inii~rmation  designed for distribution to the public should be filed
per SEBI regulations. ‘I‘hc in t;)rmation  provided should be accurate and fairly presented.
See to AMFI Ad\-errking Guidelines and the Sixth Schedule of the SEBI (Mutual Funds)
Regulations. 1006  !br additi~~nal  &tails.

F. Diversification:

Currently there are no criteria in the regulations regarding diversification. Mutual funds
that advertise themscl\~es  as di\,crsilied  should establish clear guidelines regarding the
percentage of assets that can be in\,csted  ,in  an individual issuer and in a single industry.
This interpretation of‘ ‘tii\.crsi  lied’ should be disclosed. In the United States, section
5(b)(l) of the In\~cstm’cnt  Cc~npany  Act of 1940 describes ‘diversified’ as (paraphrased)
limiting exposure to an!~ sinylc  issuer  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. ln\~cs~mcn~s  in ~ccuril~cs  \\~tll so\,creign  backing could be exempted from this
requirement.

-

A complaint is an esprcssion  ol’displca~ure  and dissatisfaction by or on behalf of a client
with a ser\sicc  or product pro\,idcd  I~> the asset management company. A complaint
could bc cithcr  oral 01’ \\ rittcn.  I I‘ il is OIJI. then it needs to be documented and responded
to like any other complaint. ;\I1 complaints should be logged in and a record of the
complaint and the disposition or resolution  should be mai?tained. Every AMC should
maintain a complaint lo? or coinpl2int  trackin g svstem and should require that the.
transfer agent also do so. UK complaint may be related to the management or
performance of a fund or could  hc directed at services or products provided by associates
or subcontractors such as rcsistrars. 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 ~sponses  to all Customer Cotiplaints,  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 liles  should also be audited in conjunction with complaint files to ensure
that complaints ILILY not been incorrectly  classified as correspondence. Correspondence
refers to routine li~~lls.  letters. inquiries  or requests that may be received from a
unitholder whereas a complaint is ~111  cspression of dissatisfaction. Complaints can
sometimes be indicative of\\-~~~hnesses  in internal controls or lapses in compliance and as
such need to be reviewed carct’ull~

H. Accountimz  and Recordkecpinc  Procedures:

All processing departments ol‘thc  AMC. including trading, back office and accounting.
should maintain information as required  by applicable regulations. The procedures*
followed should be documcntccl  in cnch department’s operations manual. The operations
manual should be sufXcientl!  detailed  to serve as a training tool for new and existing
employees as well ser\;c as ;I ~~efcrcncc  source for internal auditors. It needs to be kept



ul?datcd.  I:acl1 <Ic.I~;II  Ill~~lli \~~tjuitl  ~~,~:~l~lish  record  retention procedures in compliance
with applicable re~ulalion.~  ;II;(I c,c)llhislcnt  \vith prudent business practices.

Trading procedures  sl1011ld  illcludc  dclails  of processing of order tickets, trade
executions. cinil!~  hl~~(tcrs.  IIXIC allocation  procedures, brokerage allocation procedures.
affiliated transactions :IIKI C;IIKC~  and c‘orrcct  procedures. Trade allocation procedures
should be designed  IO gi\zc fail.  and  ccluirable  treatment  to all accounts and whether the
system uscci  is ~mdom  or p~-o-~~ata  or :lnotller  system altogether. Trading procedures
should be apl~ro\.cJ  I~!, the di r’cclors OI‘IIK  11M(’  and the trustees of the mutual fund.
Accounting and back ol‘licc  procedures should include reconciliation. valuation of assets,
daily balancing ol’tllc  ~CIKT:I~  ILY~~cI..  and calculation of the NAV and the normal
maintenance of books  and I-CC ordh.

I. Re,gulatory.  Leoal.  Other  Incluirics:

Any communication rccei\4 17). an employee from a governmental or regulatory .body
(such as SEBI) wgxding  the rn~~tual fund or any other activity should be immediately
directed to the Leyal Departnlcnt  or Company Secretary prior to responding to any
request for information.

J. Compliance ResponsibiIir\  :

It should be incumbent on all individuals and entities assdciated  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 these,rules and
regulations. In addition. it ih ;I rccluirement  in the SEBI (Mutual Fund) Regulations,
1996 that trustees of‘s mutt~al  1\1nd  ensure  that the asset management company has
appointed a Compliance Ol‘fi~cr  prior to the launch of any scheme. These regulations
place the responsibilit!~  of monitoring compliance as well as responding to investor .
grievances with  the C’oiiipli~~:~c.c  Ol‘!iccr.

The Compliance  Ofticer sho~~ld  ~-c‘pc~rt  directly to the trustees of the mutual fund even
though he or she rna!~  be an c~nplo~~ce  of‘ the AMC and have indirect (“dotted-line” )
reporting to the senior mana~cmcnt  of‘ the AMC. Alternatively, the Compliance Officer
may report to the Legal Dcparrment  o!‘ the AMC. As such, the position of Compliahce
Officer is a senior le\,el pmilion requiring experience in areas such as internal/
exter~ial/coml~li~~ncc audiring  or alternatively  requiring a Company Secretary/ legal
background. ‘1‘1~ AR*l(’ sI1011lcl  ;1140 t’lcilitate  the Compliance Ofilcer’s access to all
relevant information.
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The Compliance Ol‘liccr has o\~cr;III  responsibility for compliance. Typically each
employee. supcr\.isor  and iii:~na~er  is responsible for compliance for his or her function.
The Compliance Ol‘ticer  has to indel~cndently  verify that adequate internal controls exist.
As such. he or she should IIOI II;IW a~!~  operational or portfolio responsibilities. Ile or
she may rely on inclepcndent  rc\lic\v  functions performed by an internal or external
auditors, the ~‘ompan~  Sccrc~a~-~~  or b:\ the Legal Department/Legal Counsel. The
C’ompliancc  Ol‘licer should design  his or her own compliance testing procedures (as part
of a compliance control ~IX~~I~;II~I  1 and  submit quarterly reports to the trustees. A
compliance control !~ro~ram  is mcrcly  an annual audit or independent testing schedule of
all regulatory. I@ and otlli~.  rcquircmcnts  that need to be adhered to. It should detail the
timings of these audits  and tlie  dcl~;utments/  individuals responsible for carrying out these
activities. In performing compliance tests. the Compliance Officer should. ivhenever
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 ~111 rec!uired compliance functions.

Organization of the rest of‘ the mant~al

The tables in the fo!lo\ving  !Jages correspond to Chapters II - VII of the SEBI Mutual
Fund Regulations. 1996. Ulcse  chiptcrs  correspond to Regulations 3 - 60. These.
regulations relate to registration (Regulation  3 - 13),  constitution, management of mutual
fund and operation of‘trustces  (Regulation 14 - 1 S), constitution and management of the
AMC and custodian (Regulation 19 - 27). schemes of the mutual fund (Regulation 28 -
42). investment objecti\‘es  and valuation policies (Regulation 43 - 49) and general
obligations (Regulation 50 - 00). -!‘he  tables are organized in the numerical sequence of
the regulation t‘or each reference.

The following chapters of the SE111 Mutual Fund Regulations, 1996 are not discussed in
the attached tables: Chapter I (Regulations 1 - 2) which relates to definitions of terms
used in the regulation’s, Thcs;c  dclinitions  are not reproduced in this manual. Chapter VIII
(Regulations 01 - 67). Chapter IX (Regulations 68-76) and Chapter X (Regulations 77-
78). Chapter VIII 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 IX 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 certilicate of registration and related procedures. This chapter
contains clauses  estab’lishing  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 prt~cc’durc!.  ~~~iic;lld  iI1 111~  attached tables represent suggestions on ways
of assessing conlpliancc  \\.1111 the rcyulations  indicated as well as possibilities of\v!lo the
responsibilities sh~~ultl  bc assigned  to. It should bc noted that these arc cjnl\, generic
suggestions and thcrc  IILIJ’ IW other  \\‘a!~ achic\‘ing  the same o!jecti\.es.  l+kh AMC
needs to tailor thcsc suFgesti<)ns  10 mccl  the s!“citic needs of its en\4ronmcnt.

The lOllo\\  in? ~;~blc‘s  ;II’C‘ 1101 meant to IX ;1 tcacll-~~ourself~ia~i~l~ll  for mutual limd
compliance.  .l‘hc st~gycstic~rl~  prcscntctl  are high-level guidelines and do not purport to
detail all the steps that need  to bc I;~llo\\.et!  to assess compliance. As such. it is expected
that the indi\~idu;lls  using t/IL, l’ollo\\  iny tables \\ ill already have the necessary  experience
and the requirctl  I,no\\  ledge  10 conduct  compliance reviews. The suggestions are merely
positive reintbrccmcn~s  i;jr lllc  controls that an AMC should have already established/ or
be in the process ol‘csrablislling  1;~ assuring compliance with SEBI regulations.

In response to some of‘ the rc‘gulations “Alternative Standards“ have been described.
These are. in general..  inorc  stringent standards than required by SEBI. These are
provided wlwe it is percei\ cd that there is potential exposure if only the minimum
requirements WI’L’  adhered to. tYinall>~.  “Further Action Required” indicates issues
requiring resolution.
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Reg. Function SEBI Regulations Compliance Procedures

3. 4
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Registration

Registration

Registration

iegistration

a. Registration application should be on Form A and made to the
Board.

b. Submission of a non-refundable application fee per Schedule 2.

a. the sponsor should have a sound track record and general
reputation of fairness and integrity in all business transactions.

aa. the applicant is a fit and proper person.
“Sound track record” is defined as (paraphrased):
(I) in business in financial services for at least five years
(ii) net worth is positive for each of the preceding five years
(iii) 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.

b. in the case of an existing mutual fund. such fund is in the form of a
trust and the trust deed  has been approved b! the Board.

c. the sponsor has contributed at least 40% to the networth of the AMC
(and provided that the eligibility criteria are met).

The sponsors ~*oztld t!picall)~  t77ake  at7 e\.al1tatiot1  ofthese factors at7d
ensure qtralification  prior to thefilit7g  qf an applicatiot7.

1 Ipdatcd:  .Iul> 199s 7
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Reg. Function SEBI Regulations Compliance Procedures

Registration d. The sponsor/ directors/ principal officer to be employed by the
mutual fund should not have been found guilty of fraud or have been
convicted of an offense involving moral turpitude or been convicted of
any economic offense.

Registration e. There should be appointment of trustees to act as trustees for the
mutual fund in accordance with the provisions of the regulations.

Registration f. The appointment of the asset management company to manage the
mutual fund and operate the scheme of such funds in accordance with
the provisions of these regulations.

Registration c The appointment of a custodian in order to keep custody of the
yicurities and carry out custodial activities as may be authorized by the
trustees.

Registration Registration granted to a mutual fund is subject to:
a. compliance with regulations
b. the fund informing the Board immediatei!.  if any information
previous& furnished to the Board is materialI!,  false or misleading.

us .slutcd

Altertic~tiw Sitrtidi&

as staled - tiote: ll7e.w itet11.s ure a ~3rercq7iisitc  to tl7c .settit7g 7rp of’u
t171t17ral,firt7d  Tl7e uppoit7lt1wt7t  .sl7071ld  he doc7tt71ct7ted

as stated - t7ote: tl7cse  i/cm trre u ptwcq7tisitc  to tl7c .scttit7g  717 qfa
t717rtltal  fkt7d.  The uppoitttt11et7t  sl707tld  he doc7rmet7tcd

as stated. - nolc: This  IS a prereqltisite to tl7e regtstrotiot7 ofu t717ttwl
fir&  The uppoit7tmet7t  sho7rld he docwmented

Adlieret7cc to ty~iilotiot7.s  utidprotitpt  ~~otiit117it1tculIr)ll  III tl7~’ 11~~utd  (I/
uty‘ tiruteritrl tiii.st~c~~~re.sc~til~i/i~ttis tiiiit mr,y/7r  /7tt11~ lvyt7 ttitt&
ptw~roiislj~.

Updated: July. 1998 8
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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.

Updated: Jul!,.  199s 9
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-----A

Constitution A mutual fund should be constituted as a trust and the trust deed should ,4.r tkso~ihctl

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

I5 (I) Constitution The trust deed shall contain the following clauses. as described in the The ultimu/r ~e.s/~ot?.sihili/~~/i)~.  [lx fnt?tl~ cotuplimcr  )i,ilh  SEb’l
manage- Third Schedule. and any other clauses necessary  to safeguard the rep~ltrliom  ut?d  llY/h  Ilk’ dic.trrlc.s  (!f Ilka  ttxs/ ~CYY/ 11~7  11 1117  l/ii.

1nent  of the interests of the unit holders: trustees.  Tl7e  Lcgd Ikpl.~f~ey~Jl  C’~J~JJ.S~,~,C‘~IJ~~J(~?J~,  Sei~r.cftrn~  .slJorrld

mutual fund et7swe lhl LIII tl1e.rc?  ,.eleIYrl7t cltrl/.sc~~  Ul’i’  ptrrt Of thl> f/Cd

and trustees I) A trustee in carrying out his responsibilities as a member of the
Board of ‘Trustees or of the trustee cornpan>.  shall maintain an arms’ The C‘OJJJ~dillJJW  (~~icX!/-  .ShOlt~ti  I’c!1’li’\(  t/Je l/W/  11s [kll’t  Of th!

length relationship with other colnpanies  or institutions or financial comp/iomx!  ~.otilw~ progr~tir  NII~ c~I?.s~~I’L’  t/~trt ui/ i/et??.\‘  //? Ihe Third
intermediaries or any body corporate with which he rnay be associated. Schchie  we it7cl7~cld  It7 c?ddi/lotl.  trtlg amendt?wwts  (hut r??~ght

slrh.scyuer~~l~~  hm~e beer1  ptrssed  sholtld  trlso he revicu&
ii) No trustee shall participate in the meetings of the Board of Trustees
of trustee co1npany  when any decisions for investments in which he The Co171ptrr7~~  Seoe~u~~:/Con~~~liu~?ce  Of:cer .skould docw~le~~t
may be interested are taken. twstecs  ’ or lrxstw co?JJp7Ji~~  *.s  i?itwc.st.s  tit (he IuJie o/uppoitttr77ent

This  docr,t??e/?/uliori  ti~‘d~ to he i~pduled  OIJ 11 .s~~????-LII~?J~~  htrscs
iii) All the trustees shall furnish to the board of trustees or trustee
company particulars of interest \\hich he 111a>~ have in any other
compan\~.  or institution or financial intcrmedi;ir!~  or an) corporate bq
virtue of his position as director. piirlncr or \\ ilh \I hich hc may be
associated in any other capacity.

-
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1.5 (1) Constitution Third Schedule:
manage-
ment of the (2) The minimum number of trustees should be mentioned in the trust
mutual fund deed.
and trustees

as stated

(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.

I5 (I) Constitution Third Schedule:
manage- as sfafcd
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. The trustees are respomihlefor  prm~lding or cu~rsryy to prcn,,de

relel~ant infornratiot~  to the Board md the wlltholders.
(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,  Compaq!,  Secretuq: 141\K’  should fucrlttutr  the

dissetnirlatio~7 ofthis itlftiwatm7
(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.

L’pdatcd:  Jul!. I998
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I5 (1) Constitution Third Schedule: as slated
manage-
ment of the (7) The Trust Deed shall provide that the trustees shall appoint an asset The term und conditions ofthe  trppo~~vm~nt of the .-f.\l~’ sho~tld  bc
mutual fund management company approved by the Board. to float schemes for the olltlirlea’ in the Investvwr~t  Alamgeme~~t .~grceu7enr
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 Compliamx~ OffiLw .shol~lti  re\‘wu’  t/w tl,yrC’Lww~;t  US pt’t (g
provisions of the Trust Deed and Regulations. The trustees shall enter his/her rmtiw yirorter(\~ rm‘leu’. .-I r7j’ m~~7dmertt.s  sholrld  CT/SO  hp

into an Investment Management Agreement \vith the asset management iucllrded in the re\,iew u~~a’sho~cltl  he ~rawd IO molutc.\  ofthe rr1~.srct’t

company for this purpose. and shall enclose the same with the Trust meetinp
Deed.

I5 (I) Constitution Third Schedule:
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
and trustees floated by and managed by the asset management company are in

accordance with the Trust Deed and Regulations.

as stated

I5 ( I) Constitution Third Schedule:
manage-
ment of the (9) The Trust Deed nlust provide the trustees the power to dismiss the
llllltllnl  fund asset  ~lla~ln~c~ile~~l  coillp~~n~~  under specilic  e\‘ciils 0111~~  with the
alld tlxstccs appro\~;il  oflhc I3oard in i~ccordancc  \\ ith tlic Regulations.

Updated: Jul!,,  1998
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15 (1) Constitution Third Schedule: as slated
manage-
ment of the ( IO) The Trust Deed shall provide that the trustees shall appoint a The Cotttpliattce  Officer  should review this agreemettt  as part of
mutual fund custodian and shall be responsible for the supervision of its activities in his/her routine  quarterly revielr,.
and trustees relation to the mutual fund and shall enter into a Custodian Agreement

with the custodian for this purpose.

I5 ( I) Constitution Third Schedule: as stated
manage-
ment of the (I I) The Trust Deed shall provide that the auditor of the mutual fund The Cotnpatq~  Secretat;~~ K’otttpliattce  Offtccr .should  oiswe il71.r 011 at7

mutual fund shall be different that the auditor of the asset management company. armral 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:  .Iul\‘, 199s I3



I I 1 I I

AMFI MODEL COMPLIANCE MANUAL

I
Reg. Function SEBI Regulations Compliance Procedures

15 (1)

15 (1)

1.5 (1)

15 (1)

IL (1)

Constitution
manage-
ment of the
mutual fund
and trustees

Constitution
manage-
ment of the
mutual fund
and trustees

Constitution
manage-
ment of the
mutual fund
and trustees

Constitution
manage-
ment of the
mutual fund
and trustees
Constitution
manage-
ment of the
mutual fund
and trustees

Updated: July, 1998

Third Schedule:

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

Third Schedule:

(14) The Trust Deed shall also explicitly forbid the acquisition of any
asset out of the trust property which involves the assumption of any
liability which is unlimited or shall not result in encumbrance of the
trust property in any way.

Third Schedule:

(15) The Trust Deed shall forbid the mutual fund and the asset
management company, to make or guarantee loans or take up any
activity in contravention of the Regulations.

Third Schedule:

(16) Trusteeship fee, if any, payable to trustees shall be provided in the
Trust Deed.

Third Schedule:
(I 7) The Trust Deed shall provide that no amendment to the Trust
Deed shall be carried out without the prior approval of the Board and
unitholders.
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.

I4

as stated

as stated

as stated

as stated
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I5 (I) Constitution Third Schedule: as slated - nole: Sltppor~ing doctrttren~a~ion sho~tld  be remitled.
manage- The Compliance Officer should verify, that upptwul NYU  ohrutned
ment of the (18) The removal of the trustee in all cases would require the prior prior lo rettiovul  ofu Irzislee  lqv reviewit7,g  mit7itIe.s oflrfrstee ttieelings
mutual fund approval of the Board. and relevant SE‘131  correspondence.
and trustees

I5 (I) Constitution Third Schedule: as slated
manage-
ment of the (I 9) 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: as slalcd
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.

I6 (I) Constitution Trustees shall be appointed in accordance with the regulations. as staled Trtcslecs  ho\,e 10 he appro\‘ed  h\, SEBI The Compliance
manage- Ojker .sholrld tw~iew .rltppw~itlg docttttlC’t11u1tllt1  10 ensure  &I SEBI
ment of the appro\ul/no  ohjeclion  tlo~~fka~ion  has  beet1 ohrained,for  each wu.wc.
mutual fund
and trustees

Updated: July. 1998 I5
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16(2)

16 (3)

16 (4)

Constitution
manage-
ment of the
mutual fund
and trustees

No person shall be eligible to be appointed as a trustee unless: as staled

(a). he is a person of ability, integrity and standing; and
(b) has not been found guilty of moral turpitude; and
(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.

As staled  In addition. ,cfir lo Reg -cl

An asset management company or any of its officers or employees
shall not be eligible to act as a trustee of any mutual fund.

Annual certtfkations should be oh~aincdfr-ottt  ~hc A,\lC  and its
officers and etnplo)~ces /hat it/thq* do no/ acl us a trustee of an>,
tnu~ualfk~d. The certifjcation should include a stafetnent  fhaf the
AMC/qfJicer/etttplo).ee  trnders~antIs  thaf /he), .shall rm accept
!rusreeship  ofaty  tmr~ualf2md  while still an etnplo~~ee  of the A MC.
The Compliance Officer should re\-iew /his on an annual basis.

Constitution
manage-
ment of the
mutual fund
and trustees

Constitution
manage-
ment of the
mutual fund
and trustees

No person who is appointed as a trustee of a mutual fknd can be
appointed as a trustee of any other mutual fund unless:

(a) such a person is an independent trustee referred to in sub-
regulation (5): and

(b) prior approval of the mutual of which he is a trustee has been
obtained for such an appointment.

(a) Cer@alion indicating compliance with stared  regulations
should be oblainedfrotn  each trwee  al rhe time of uppointnwtt  lo /he
eflecr that he/she is independenr  per sub-regularion  (3).

(b) Certt$catiott should be ob~attwdfront  Ihe other ttturualf2tnd
rather than just Ihe trustee 10 sali@.  thrs cri/eriotI.

The Compliance Qfficer  i should rcI’tcI{’  these doocwttents  on un
annual basis and al /he /ime of upportl[tvwl o/‘twj, ttxtfees.

Jpdated: July, 1998 I6
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16 (5)

16 (6)

17 (1)

17 (2)

Constitution
manage-
ment of the
mutual fund
and trustees
Constitution
manage-
ment of the
mutual fund
and trustees
Constitution
manage-
ment of the
mutual fund
and trustees
Constitution
manage-
ment of the
mutual fund
and trustees

Two thirds of the trustees shall be independent persons and shall not be
associated with the sponsors or be associated with them in any manner
whatsoever.

In case a company is appointed as a trustee then its directors can act as
trustees of any other trust provided that the object of the trust is not in
conflict with the object of the mutual fund.

No trustee shall initially or any time thereafter be appointed without
the prior approval of the Board.

The existing trustees of any mutual fund may form a trustee company
to act as a trustee with prior approval of the Board.

Annual certifications should be obtainedfrom  the independent I

trustees andperiodic due diligence should be done by the Compliance
Officer/ Company Secretary.

I

as stated 1

as stated

The Compliance Officer should vet-13 that documentation exists to
support prior Board approval.

as stated
The Compliance Officer should verijL that documentation exists to
support prior Board approval.

Updated: July, 1998 17
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18 (I) 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, the initial 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 u!der the Fourth Schedule: Quarterly compliance reviews to ensure adherence to the agreement
manage- should be conducted by the Compliance Oficer.
ment of the I) the asset management company appointed by the trustees with the
mutual fLmd prior approval of the Board shall be responsible for floating schemes Refer to Reg. 18(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 ii) the asset management company shall not undertake any other Compliance reviews of all business activities should be conducted 61
mutual fund business activity other than activities specified under sub-regulation the Compliance Officer to 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. 18(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

1Li
1

Updated: July, 1998 18
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18 (2) Constitution Requirements in the agreement under the Fourth Schedule: rejtir IO Reg. /Y(7). The Compliance Offi’cer  should review’ the

manage- i\i) The asset management company shall not acquire any of the assets AhdC  ‘s,financial  records  (including sources/uses of firnds,)  us well as
ment of the out of the scheme property which involves the assumption of any agreements entered into 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 OfJcer 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 u quurterly basis, the Compliance Officer should review

vi) No loss or damage or expenses incurred by the asset management expenses of the ,llutlralflmd/trust to ensure that they are within the
company or Officers of the asset management company or any person regulitoty  ji-antework,  allowable e..rpenses. 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 Ofjcer shall review minutes of
manage- trustee meetings to vet-ljj. that reievant 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, ke>,  information memorandum, abridged half revielined  jbr compliance with Schedule VI. Refer to Reg. 30/l) Sixth
and trustees bearly results and annual results is issued or published without the Schedule und the AMFI 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. -
Requirements in the agreement under the Fourth Schedule: as stuted

viii) the asset management company shalt disclose the basis of
calculating the repurchase price and NAV of the various schemes of
the fund in the scheme particulars and disclose fhe same to the
investors at such intervals as may be specified by the trustees and

On u quurterly busis,  the Compliance Officer verlfi thut NA C’s and
repurchase prices of various schemes are disclosed as required, The
Compliunce  Officer /Company Secretuty  / internal uudit should
independently verify, that the stated calculution basis is used. Refer to
the Eighth Schedule.

Updated: July, 1998 19
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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 stuted
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: This informution shozdd  bejiirnished to the trllstees ut least on

company at such intervals and in such a manner as required by the a quarterly basis. Refer to the Appendix ofthis  docltmentfor  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  shorrld  review minutes $‘trustees  ’ meetings
such intervals as may be required by the trustees or Board: to determine desired frequency and verijj, thut reports were

slrbmitted  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 u - g. The .4 AK~s Chief of Operations sholrldfzrrnish  a report to the
manage- management company has: [rlrstees indicating /hut all rel~,\~ant detuils  are in place. The tr1rs:re.s
ment of the should be encolrruged  lo independent()s  \,eri/,j  these systems/ stufJurr
mutual fund a. systems in place for its back office, dealing room and accounting. on board. The Compliance Ojyleer needs to review,  minlrtes of the
and trustees ttxstee meetings and slrpporting  documentation to ensure thut this

b. appointed all key personnel including fund manager(s) for the hus occurred.
scheme(s) and submitted their bio-data which shall contain the
educational qualifications, past experience in the securities market with d. The Compliunce  OfJcer should ideally report to the Bourd of

Updated: July. 1998 20
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the trustees. within 15 days of their appointment.

c. appointed.auditors  to audit its XCOLIII~S.

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

Trustees or to the Legal Dept.. There would normally* be dotted-Line
reporting to the senior-most levels of the AMC. The reporting
structure shodd 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.

I

e. appointed registrars and laid down parameters for their supervision. The Compliance Officer should create and maintain a compliance
control program that schedules out the compliance tasks to be

f. prepared a compliance manual and designed internal control performed during the year and the designated individlruls (inchding
mechanisms including internal audit systems. himself or herselJ,I  responsible for performing these tasks. This

program should be implemented in conjunction with the Company
g. specitied norms for cmpanelment of brokers and marketing agents. Secretary/internal audit. The Chief Financial OfJcer should ens&e

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 quarterly9 reported directly to the trustees.

e. The Compliunce Qffict’r  should review the reports receivedfrom
the registrars and conduct an independent audit of the informution
reported. ffthis  is performed byI unother independentfltnction  such
us internal/e.~ternaI attdrtors,  ~hc:rl  the Compliance Officer mu?’  rely,
on their H.ork.

f The C’ompliunce  OfJicer  should mainttrin and updute  the
Compliunce Manual us SEBI c!mnges  its regulations and
interpretations. Changes in regulutions  should be brought to the
notice of the affected departments.

g. Thr criteriu for cmptrnelment  of brokers .rhould  be documented

Updated: July, 1998 21
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und current files mdintained on each broker. The Compliance Officer
should uudir  lhesefiles IO ensure that empwelled  brokers meel  [he
slated 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 ifthere 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 be in
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 shouldestablish  procedures for
and trustees pre-clearance procedures jbr 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
qfthe [ransaction  to the trustees.

-
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18 (7) Constitution The Trustees shall ensure that the transactions entered into by the asset Quwtcr(~~  cotrrplitrr7ce  w~~ie~t*s  shwltl be comhrcted  of euch scheme b.1,
manage- management company are in accordance with regulations and the 117~’  C’onrplinncc  Oflicer,  The revielc, should include a detrriled
ment of the scheme. checklist of all investtner7t  ol7d  other restrictions outlirted irl tl7e
mutual fund offerirlg document o/7tl  stated ir7 related regulatiotu. It is advisable to
and trustees hmv the portfolio munuger  review ri7is list of restrictions periodical!,*.

The results of these re\,ielts should be communicated to the trustees
by the Compliance OfJcer.

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 interfurld  or interscheme
ment of the and have taken adequate steps to ensure that the interest of investors of trcrtlsfers ar7d tl7eir  pricing. For this, the Compliartce  Of$cer would
mutual fund one scheme are not being compromised with those of any other have to look at documentation sucI7 as daily blottersitransaction-
and trustees scheme or of other activities’of the asset management company. brokerage reconciliation records to identifji interfur7d  trnnsactions

ar7d  supportirtg  documentation justifying the pricing used. In
udditiot7,  there should be no brokeruge  charged to the flrndfor tl7i.r
t!‘pe of 0 tratuaction.

As purt of nssessir7g  compliar7ce  wit/7 this regulation, the Complinr7ce
Officer should etuure that assets  of af7y give!7 scheme are ngt used
to guuruntee the returj7 of ut7other  scheme or other activio, of the
usset  mat7ugement  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 con7pany  should be designed to
ment of the mw7itor  compliunce  ltith the provisioru of these regulations. The
mutual fund Compliance Officer should identlfi  all activities that the A,W is
and trustees enguged in crnd et7sure tl7ut etch is addressed in the compliu,7ce

control program. I)7 addition, the AMC ‘s CEO skould  be reporting ull
uctivities to [he trustees on a quarterly busis.
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18 Constitution Where the trustees have reason to believe that the conduct of business us stated
(IO) manage- of the mutual fund is not in accordance with these regulations and the

ment  of the scheme the!; shall forthirith take such remedial steps as are necessary Note: Tl7e remedial steps tuken shollld inclmle  those immediate steps
mutual fund b!, them and shall  immediately inform the Board of the violation and thtrt need to be tuken to protect im-estments  and restore the interests
and trustees the action taken by them. of the lrnitholders. Tl7e steps collld rmge from trrrurlgirl~~,for  a

special alldit or dischurging the services of a)1 A AK.

18 Constitution Each trustee shall tile the details of his holdings in securities on a half us stated
(11) manage- yearly basis with the trust. These filings should be retained, wed IO ~pdute the datujle 017

ment of the trlrstees ’ holdings and reviewed by the Compliance Officer in
mutual fund conjumtion  with the transactions of thefirnds. The purpose \volrld  be
and trustees ‘to ident[fij  any potential conflict of in:erest  situations.

Refer to Reg. lj(l)(ii)
I8 Constitution The trustees shall be accountable for, and the custodian of, the funds us 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

I8 Constitution The trustees shall take steps to ensure that the transactionssf 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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18 Constitution The trustees shall be responsible for the calculation of any income due as stated
:IA) 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.

I8 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 Pendinrr AMFI widelines and clarificatiow
mutual fund b. whenever required to do so on the requisition made by three-fourths This procedure requires further clarification. The clar$cation
and trustees of the unit holders of any scheme; or should de$ne the relaiionship  between unitholder/shares  held/votes

c. when the majority of the trustees decide to wind up or prematurely and the logistics of obtaining consent (meetings and/postal
redeem the units; or ballot). The other issue that needs to be addressed is whether the
d. when any change in the fundamental attributes of any scheme or majority indicated is that of the unitholders who voted or of all

the trust or fees and expenses payable or any other change which unitholders and /fit is the former, whether a minimum percentage of
would modify the scheme or affect the interest of the unitholders unitholders is required.
is proposed to be carried out unless the consent of not less than
three-fourths of the unitholders is obtained. Note: The “majori@  of trustees ” should also be d@ned.  In lieu of

uny additional informution,  it co~rld be interpreted as a simple
Note: “Fundamental attributes” refer to majority of trustees \chether  or not present at a meeting.
(i) type of scheme: open ended/close ended/interval; sectoral  f\md/

equity fund/ balance fund/ income fund/index fund/any other type Both fimdamental  as well as non-firndamental policy should be
of fund; explicitl~~  stated in the offer document. Typicallyjirndamentalpolic)~

(ii) investment objective: main objective- growth/income/both; \cjould include, but not be limited to, attributes to achieve stated
investment pattern -the tentative equity/debt/money market in\,estment  objectives, \c,hether  or not the frrnd is diversified (and ifso
portfolio break-up with minimum and maximum asset allocation, then the intopretaticn of “divers$cation”), allocation if’any, fees
while retaining the option to alter the asset allocation, while und expenses, sales und redemption policies.
retaining the option to alter the asset allocation for a short term
period on defensive considerations;
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(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.

Constitution The trustees shall call for the details of transactions in securities by the
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 invoh~e

maintaining data on kqy personnel, comparingfund transactions with
personal securities transactions of access persons or the Ah4C. The
objective should be to identify, instances/a pattern offront-running ot
insider trading. The necessaty information may be calledfor in SEPI
form CR6.

Constitution The trustees shall quarterly review all transactions carried out between us stated
manage- the mutual funds. asset management company and its associates. Refer to Reg. 18(6),  25(7)
ment of the
mutual fund
and trustees
Constitution The trustees shall quarterly review the networth of the asset The AIZ4C  (Treasury or Accounting Departments) should be reviewing
manage- management company and in case of any shortfall, ensure that the the networth on a weeklv basis or even more frequently tfnecessaty
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 ( I) of regulation 2 I. net worth includes paid up capital andfree reserves. The latter
and trustees should be marked to market. The networth should be net of any set
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(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.

Constitution The trustees shall call for the details of transactions in securities by the
manage- key personnel of the asset management company in their own name or as smed

ment of the on behalf of the asset management company on a six monthly basis Refer to ;he AA4Fl 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 comp/icrnce  control program. Complinnce  procedures should invohz

ttruin~uining  data  on key personnel, comparing frtnd Iransaclions  wirh
personal securities trmuuctions  of access  persons or the AMC. The
objective should be lo identtfi  instances/a pattern offront-running or
insider trading. The nccessaty  informalion  mq* be culledfor in SEBI
form CR6

I8 Constitution The trustees shall quarterly review all transactions carried out between as stated
(171 manage- the mutual funds, asset management company and its associates. Refer fo Reg. l??(6), 2X7)

ment of the
mutual fund
and trustees

I8 Constitution The trustees shall quarterly review the networth of the asset The An4C  (Treasuty or Accoutzting  Departmenrs)  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 ifnecessoty.

ment of the asset management company make up for the shortfall as per clause (f) Reports should be forwarded lo the trustees on a monthly basis. The
mutual fund of sub-regulation (I) of regulation 21, nef worth includes paid zp capirirl  andfree reserves. The latter
and trustees should be marked lo market. The nellvorth  should be net of airy set
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mutual fund (Paraphrased below:)
and trustees

trustees may choose to be covered by the AMFI Code of Ethics.

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. T&tees and AMCs  must ensure the timely dissemination of

Refer to the A MFI Code of Ethics (being developed)

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

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.

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

In uddition to annual auditedfinancials,  unaudited half;earlJ
3. There should not be excessive concentration of business with information should also be made available to investors/potential
broking firms, affiliates and also excessive holding of units of a scheme investors (at a nominal cost ifrequircc?). In additidn, there should be
among a few investors. complete annual and semi-annual disclosure of portfolios. This

provides the unitholder with an accurate picture of the kinds of
4. Conflict of interest situations must be avoided in managing schemes investments made on behalf  of the investor and allows for an
and the interests of the unitholders should be paramount in all matters. indepe,?dent  evaluation of the potential of the portfolio. The

Compliance Officer in his reviews should ver&+ the accuracy and
5. There should be schemewise segregation of cash and securities completeness of these porlfblio disclosures as wzell  us the valuation of‘
accounts. the portfolio.

6. Investments should be made in accordance with investment 3. refer to Reg. 18 (5) and 25(1 I). In uddition, the Compliance
objectives stated in the offer document and decisions should be made in Ofjcer  should review the unitholding pattern for each scheme on a
the interests of the unitholders. semi-annual basis. Unitholders owning more  than 5% of the scheme

should he identified und report& to the trustees. h’ote: There should
7. Unethical means should not be used to sell, market or induce i&wily be atI urrangettlent  with the trutlsjzr agent to identify>  all
investors to buy the schemes. shareholders owning j% 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 this list with the securities
oIlned by the schemes of the mutual flrnd.
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4. as stated Also, refer to Reg. 18(g).

j, 6. This must be revioved as part of the compliance review o/‘at7>,
schcn1e  as described in Reg. IS(7,8).

7. Re$er to the AMFI Code of Ethics and the AMFI Advertising
Guidelines. In addition, refer to Reg. 3O(I)/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 (‘ompliunce Reportsf2rrnished  to the trustees by Compliance Oflcer
and trustees b. a certificate stating that the trustees have satisfied themselves that u17d  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 in&de,  but not be limited to, a summar)*
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 as in the SEBI

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 afliated  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 ident@ all transactions in the
(24) manage- I6 shall give their comments on the report received from the AMC securities of group compunies  of the sponsor and \,er#jj  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.

Updated: July, 1998 29



I I I I I I I iI

I
/

AMFI MODEL COMPLIANCE MANUAL

Reg. Function SEBI Regulations Compliance Procedures

19(l) A M C The application: as stated

The application for the approval of the asset management company
shall be made on Form D.

This is a one-time function performed al the launch of the AM’.

19 ( 2 )  A M C The provisions of regulations 5, 6 and 8 shall, so far as may be, apply
to the application made under sub-regulation (I) as they apply to the
application for registration of a mutual fund.

as stated

20(l) A M C

20 (2) AMC

The sponsor or, if so authorized by the trust deed, the trustee shall as slated
appoint an asset management company which has been approved by
the Board under sub-regulation (2) of regulation 2 I.
The appointment of an asset management company can be terminated as slated.
by majority of the trustees or by 75% of the unitholders of the scheme. Refer lo Reg. 18(15)

20 (3) AMC

2 1  ( I )  AMC

Any change in the appointment of the asset management company shall as stared. The logistics of obtaining shareholder consent as well as
be subject to prior approval of the Board and the unitholders. “approval” needs clarification. Issues similar to those indicated in

Reg. 18(15)  need to be addressed
For grant of approval of the asset management company (AMC) the These conditions are a pre-requisite lo the appointment qf rhe 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 AnfC should be individuals qf high moral and
Note: for the purpose of this clause sound track record shall mean the elhical standards. The Company SecrelatyKompliance  Officer
networth and the profitability of the AMC. should maintain documentarion  of the professional experience of all

directors as well as obtain  cerfifications  from directors at the lime 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 violatiom  of
b. the directors of the asset management company are persons having secirrifies laws.
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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.d,e. The Conlpany  Secretar~Kompliance  Officer should enswe thar
appropriate certijications have been obtained.

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. f as stated Refer to Reg. 18(18).  Note: The Rupees ten crores

should be net of any set asides for guarantees.
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, I993  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 antxonriate  cases bv the Board unto three years for reasons to be
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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 )  A M C The Board may, after considering an application with reference to the
matters specified in sub-regulation (I), grant approval to the asset
management company.

as stated

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
office of the director in another asset management company unless
such person is an independent referred to in clause (d) of sub-
regulation (1) of regulation 2 I and approval of the board of the asset
management company of which such person is director, has been
obtained.

as stated. Certifications should be obtained at the time of
appointment and annually thereafter. Note: If the independent
director hold off?ce in another AMC, the other Ah&Z’s  approval
should be obtained.

22 AMC b. The asset management company shall forthwith inform the Board of The AMC should promptly communicate material changes in
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

22 AMC

c. No appointment of a director of an asset management company shall Trustee approval of appointment of directors of the AK’ 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 directors to
assess compliance with this regulation. T)lpically this compliance
task would be performedjust once for a director.

d. The asset management company undertakes to comply with the as stated
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above regulations.

22 AMC e. Any change in controlling interest of the asset management
company shall be only with the prior approval of trustees, the Board
and the unitholders.

as slated
Note: The method of obtaining this approval from trustees and
unitholders needs further clar$cation.

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

2 4 ( l )  A M C
24 (2) AMC

Where an application made under regulation I9 for grant of approval as stated
does not satisfy the eligibility criteria laid down in regulation 2 I, the
Board may reject the application.
The AMC shall not act as trustee of any mutual fund. as slated
The AMC shall not undertake any other business activities except as srared
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.
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24 (3)  AM?- The AMC shall not invest in any of its schemes unless full disclosure
of its intention to invest has been made in the offer documents in case
of schemes launched after the notification of these regulations.

Provided that an AMC shall not be entitled to charge any fees on its
investment in that scheme.

as stated
The Compliance Officer should verifji this as part of the quarteri)
compliance review of each scheme. Tests should include (I)
determining ifthe AMC has invested in any of its schemes (done by
reviewing transfer agent records) and AMC investments (2) reviewing
offer document disclosures and (3) reviewing accounting record to
determine fees chargedfor the transaction.

25  ( I )  AMC The AMC shall take all reasonable steps and exercise due diligence to
ensure that the investment of funds pertaining to any scheme is not
contrary to the provisions of these regulations and the trust deed.

This should be part of the quarterly compliance review conducted by
the Compliance Officer. Refer to 18(7).

25 (2)  AMC

25 (3)  AMC

25 (4)  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. I8(7,8,9)

The AMC shall be responsible for the acts of commission or omission The Ah4C  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 flrnd operations to
the AMC. ensure professional standards are met.

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
of the AMC at any time:

as stated

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 e.xcuted
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
Pro\,idrd  that for the purpose of this sub-regulation. aggregare .j:‘,,  O/‘rl,~pi’~~rJlr’  [?lIrr~hWS  rid .d’ L)/‘.Sr’L.llrlflr7  IIid~’  b.b’  filr’  nIfihi

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. Oflcer  should also determine whether best eiecution  NUS 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 vet?> 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. Alternative Standards:
Provided that the aforesaid limit shall apply for a block of three months Ail transactions with affiliated brokers should be discouraged to

prevent any potential conjlict 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 f\md.
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25 (9) AMC

25 AMC

(10)

The AMC shall file with the trustees the details of transactions in
securities by the key personnel of the AMC in their own name or on
behalf of the AMC and shall also report to the Board, as and when
required by the Board.

In case the AMC enters into any securities transactions with any of its
associates a report to the effect shall be sent to the trustees at its next
meeting.

refer to the AMFI Code of Ethics
All personal or AMC securities transactions by key personnel .should
be reported to the Compliance Officer on a quarterly basis. These
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 periocis.
as stated
The Compliance Officer shouldforward affiliated transactions to the
trustees at the following meeting.

25 AMC In case any company has invested m,ore than 5 percent of the net asset This should be included in th? compliance review of the scheme.
(11) value of a scheme, the investment made by that scheme or by any other Rqfer to Reg. 18(22 (3))lf this review identified a specijc  company

scheme of the same mutual fund in that company or its subsidiaries owning more than 5 percent of the NA V of the scheme, then the
shall be brought to the notice of the trustees by the AMC and be Compliance Oflcer should independently determine all subsidiaries
disclosed in the half yearly and annual accounts of the respective of the company. The Compliance Of$cer would then need to review
schemes with justification for such investment provided the latter portfolio holdings of all schemes of the mutual fund in this company
investment has been made within one year of the date of the former and its subsidiaries during the review period to determine tfthere was
investment calculated on either side. any reason for concern. The findings should be reported to the

trustees and disclosed in the financial statements.
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25

(12)

AMC The AMC shall tile with the trustees and the Board: as stated

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 offilings  etc. ) to verijj, 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

(13)
AMC A statement of holdings in securities of the directors of the asset as stated

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. vertfi that this has been done.

25

(14)

25

W

25

(16)

AMC

AMC

AMC

The AMC shall not appoint any person as key personnel who has been as stated
found guilty of any economic offense or involved in violation of As u condition of appointment, a statement should be obtainedfrom
securities laws. the ke.v employee IO this effect (using the SEBI-stipulatedform)  at the

time of appointment..
The AMC shall appoint registrars and share transfer agents who are as stated
registered with the Board.

Provided ifthe 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 market rates applied, and trustee approvals obtained
approval of the trustees shall be obtained and reasons for charging (Note: there would also have IO be reviews of other transfer agent
higher rates shall be disclosed in the annual accounts. functions.)
The AMC shall abide by the Code of Conduct as specified in the 5th Refer IO the AMFl Code of Conduct
Schedule. xref Reg. 18(22)
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26 (I)

26 (2)

27

AMC

AMC

AMC

The mutual fund shall appoint a custodian to carry out the custodial
services for the schemes of the fund and send intimation of the same to
the Board wjthin I.5 days of the appointment of the custodian.

No custodian in which the sponsor or its associates hold 50% or more
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
sponsor or its associates shall act as custodian for a mutual fund
constituted by the same sponsor or any of its associate or subsidiary
company.

The mutual fund shall enter into a custodian agreement with the
custodian, which shall contain the clauses which are necessary for’the
efficient and orderly conduct of the affairs of the custodian.

Provided that the agreement, the service contract, terms and
appointment of the custodian shall be entered into with prior approval
of the trustees.

as stated
The Compliance Ofjccr should review the agreement und 111~ dale  of
the correspondence not@ng  the Board.

The custodian should be independent of the sponsor.

Due diligence needs to be performed prior to the uppointment of the
custodian.

as stated

The Compliance Officer should vet-13 that formal contracts were
approved by the trustees prior to execution.
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28 (I) Schemes of a. The scheme should be approved by the trustees. a. The Compliance Of$cer  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. An offer document should be filed by the Board.
6. The Compliance Officer should review supporting documentation
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 thejiling of the offering document for the scheme.

i13
(3)
(4)

MF

Fees: Rs. 2.5,000/- xref Registration and Schedule 2.
(I) 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.
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 quarter!),  compliance review of each scheme. Refer to
(3) If the Board has no suggestions for modifications in the offer I&(7) The offer document should be consistent with SEBI ‘s standard
document within 2 I working days of filing the offer document, the of&r-  document.
asset management company may issue the offer document.

(3) The Compliance Officer  should vertJ$ that the offer document I,‘as
(4) No one shall issue any form of application of units of a mutual wet issued prior to 21 dqs ofjilirg  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

Cl)

30

:I>

30

11)

4dvertising

4dvertising

4dvertising

Advertisements shall be submitted to the Board within 7 days from the
date of issue.

Advertisements shall conform to the Advertisement Code as specified
in the Sixth Schedule:

I. Advertisements shall be truthful, fair and clear and shall not contain
B statement, promise or forecast which is untrue or misleading.

2. (a) Misleading Statements include:
I) presenting performance without adequate explanation that may lead
to exaggerated picture df performance.
ii) implying past performance will be repeated in the future.
iii) presenting the advantages of investing in the scheme without
presenting associated risks.

3. Advertisements should not be designed in content! format/ print to
be misleading or to disguise the significance of any statement.

Sixth Schedule:

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

pdated: July, 1998 4 0

as stared
This should be part of the Compliance Officer ‘s review.

Refer to AMFI Advertising guidelines.

There should be a qrraliry comrol review process conducted by either
the Compliance Oficer  or a dedicated group or department.
Standards should be establishedfor in-house reviews of all
advertising materials regardless of the medium used. If this
procedure is conducfed by a group or departmenr,  it should be
subject to periodic independent review by (he Compliance Officer.

Furlher Action Reauired:
Unijbrmity  and standardi~azion  of measurements, time frames, total
relurn  andyield  calculation needs to be established.

The purpose of this Code is IO promote Iruth andfairness in
advertising and in the selling practices used. In general, the text of
the Code is clear although specijic criteria and definitions would
help. For example, “advertising” could be defined to mean an)
communication by any medium to more mo or more individuals
external IO [he compan?~. Thus, stundardized letters to unitholders
would also have ro undergo an initial quality control process.
Performance data that is not meant for general circulation, should be
clearly marked “For Inlernal  Use Only “_

Fur/her  Action Required.
item I 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 difficul[ to ensure that it will be true
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with the Advertisement Code.
.4s unothcr example. item 1 needs flrrther clarification since a
distinction appears to be mude  between sales literature and
advertisements. In common parlance, these terms are
interchangeable. If there is a d@rence  in meaning for the purpose
ofthis  code, then the terms should be defined.

30
(1)

Advertising Sixth Schedule: Refer to AMFI Advertising Guidelines.
As in Reg. 30(1(l)) 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 usedfor appropriateness.

30

(1)

Advertising Sixth Schedule: Refer to AA4Fl  Advertising Guidelines..

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. ,4ny disclaimers should be given
achieved. slrfficient emphasis font size) in the advertisement.

30
(1)

Advertising Sixth Schedule: The Compliance Officer  should ensure that the nature ofthe
guarantee (escrow account, duration, individual ‘s guarantee, etc )

I I. 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
cert$cation/guarantee  are restricted / earmarkedfor the purpose of
thejrnd’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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firnd. Typical(v  the collateral should be vety liquid, highly rated
instruments that are murked 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 Standards.
/n general, guarantees of rates of return or redemption price in an)
MF scheme should be avoided..

Selling on the basis of a guarantee of either returns or of a
redemption price misrepresents the investment process because
in\*estor.s  need to recognize that afl investments in securities invohe
some degree of risk. In addition, unflirlfilled  guarantees results in
frustrated unitholders and loss of credibility for the entire mutual
jilnd industr), as well as SEBI From the sponsor’s or .4 A4C’s
perspective, 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 as stated
objective of each scheme.

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

31 Advertising The offer document and advertisement materials shall not be as stated
misleading or contain any statement or opinion which are incorrect or
false.
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32

33 (1)

33 (2)

Listing

Repurchase

Repurchase

Updated: July, 1998

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

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.

43

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

2s stated

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

3s stated

as stated
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3 (3) Repurchase The units ofclose ended scheme may be converted into open ended as stuted
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.

33

(4)

Repurchase A close ended scheme shall be fully redeemed at the end of the as stated
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.

34 Offering No scheme of a mutual fund other than the initial offering period of as stated
Period any equity linked savings scheme shall be open for subscription for The Compliance Officer/Company Secretary should ensure

more than 45 days. 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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35 (2)

35 (3)

35 (4)

36

Allotment

Allotment

Allotment

Certificates

Updated: July, 1998

a. the minimum subscription amount it seeks to raise under the
scheme; and

b. in case of over subscription the extent of subscription it may retain.

Provide’d  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).
The mutual fund and AMC shall be liable to refund the application
money to the applicants

I. if the mutual fund fails to receive the minimum subscription amount
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).

Any amount refundable under sub-regulation (2) shall be refunded
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
Payee” to the applicants.

In the event of failure to refund amounts within the period specified in
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
weeks from the date of closure of the subscription list.

The AMC shall issue to the applicant whose applicarion  had been
accepted, unit certificates or a statement of accounts specifying the
number of units allotted to the applicant as soon as possible but not
later than six weeks from the date of closure of the initial subscription

45

The Compliance Officer should reiyiew the offer docwnent  for these
disclosures as part of the compliance control program.

as stated

The Compliance Officer shall monitor reports from the transfer agent
to enswe cbmpliance.

NS stated

The Compliunce  0f;cer  .shaN monitor reports from the trajlsfer  agent
to enwre  compliance.

as stated

The Compliance Officer shall monitor reports from the transfer agent
to enswe compliance.
us stuted

The Compliance Ojkcr/internul  alrditors sholrld  alrdit  these uctivities
of‘rhe trunsfer  ugent  to provide independent ver$cation of timely
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list and or from the date of receipt of the request from the unitholders
in any open ended scheme.

Provided that if an applicant so desires, the AMC shall issue the unit
certificates to the applicant within six weeks of the receipt of request
for the certificate.

processing. Note: Customer complaint fogs should afso be reviellled
to ident/> instances of defa).ed  processing.

The Compliance Officer should ensure that service standards detuifed
in the offer document are also  met.

37 (1) Transfer

37 (2) 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.
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
production.

There should be a thirty day turn aroundfor transfer/ registration.
Compliance with this function should be part of internal audit
fzmctions or part of an overaff compliance control program. The

Provided that if the units are with the depository such units will be
transferable in accordance with the provisions of the SEBI

Compliance Officer/ internal audit shoufd review transfer agent
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. 3O(f  (1 I))
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 us stated
amount due to the unitholders,

6. The logistics ofthis need to be cfarijied.
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.

39 (3) Winding Up Where a scheme is to be wound up under sub-regulation (2), the us staled
trustees shall give notice disclosing the circumstances leading to the
winding up of the scheme: The Cot?lpfiunce  OfJcer/  Company  SecretaT shoufd ensure that tfme

procedures are carried out.
a. to the Board; and

b. in two daily newspapers having circulation all over India, a
vernacular newspaper circulating at the place where the mutual fund is
formed.
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40 Winding Up On and from the date of publication of notice under clause (b) of sub- us stated
regulation (3) of regulation 39, the trustee or the AMC as the case may
be, shall The Compliance Officer/ Company Secretary should ensure that these

procedures are carried out.
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.

41 (1) Winding Up The trustee shall call a meeting of the unitholders to approve by simple as stated
Formalities 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.

41 (2) Winding Up a. The trustee or the person authorized under sub-regulation (1) shall as stated
Formalities dispose of the assets of the scheme concerned in the best interests of

the unitholders of that scheme. The AAK should ensure that these procedures are carried out. The
Company Secretary/ Leguf  Department should ensure that records

b. The proceeds of sale realized under clause (a), shall be first utilized ure preserved,
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.
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_i
41 (3) Winding Up On completion of winding up, the trustee shall forward to the Board us sraled

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 AK’  should enmre that these procedures are carried out
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) W’inding  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 slcllrd

Objectives invested only in transferable securities in the money market or in the
capital market or in privately placed debentures or securitised debts. C’ompliunce  with thrse  restrictions  .shoddform  part ofthe quarter!\%

compliance review conducted 6). [he Compliance OfJcer.
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 developedfor
accordance with directions issued by the RBI; each scheme. Investment restriction stated in the offer document

along with these SEBI 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 divers$cation or investment policies of the AMC.

Diversification policies, ifapplicable to the scheme, should typical!v
relate to the holding at the time of investment. This checklist should
form the basis of the quarterly compliance review.

4-1 (I) Investments Any investments to be made under regulation 43 shall be invested Each of these restrictions shoula’  be part of the scheme’s portfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to reg. 18(T).

(Paraphrased below:) The A MC Bourd approval of rhe unrated debt instrument should be
documented.

I. Investments in debt instruments should be only in investment grade Alternative Standards.
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 (unless it 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 (I) Investments Any investments to be made under regulation 43 shall be invested -Each of these restrictions should be part of the scheme ‘s porlfolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to reg. 18(7).

2. The back officeiportfolio  management should maintain an
(Paraphrased below:) accurate database of companies ‘paid-up capital carrying voting
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2. No mutual fund under all its schemes should own more than 10% of

rights andjlag investments approaching this limit.

any company’s paid up capital carrying voting rights.
44 (1) Investments Any investments to be made under regulation 43 shall be invested Each ofthese restrictions should be part of the schenle  ‘s portfolio

subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to Reg. 18(7).

(Paraphrased beiow:) a. The daily hi-iow should be obtained to vet-13 that the transfer wus
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 m,eaning  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.

14 (I) Investments Any investments to be made under regulation 43 shall be invested Each of these restrictions should be part of the scheme’s portjolio
subject to the investment restriction specified in Schedule 7. compliance checklist. Refer to Reg. 18(7).

(Paraphrased below:)

4. A scheme may invest in another scheme under the same AMC or
any other mutual fund without charging any fees, provided that
aggregate investment does not exceed 5% of the NAV of the mutual
fund.

Records that need to be reviewed are unitholders  reports and
supporting docunlelltution  such as trade blotters. In addition, it
should be determined ifany advisotyfees were charged.
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44 (I ) Investments Any investments to be made under regulation 43 shall be invested us stated
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.

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

44 (I) Investments Any invedtments to be made under regulation 43 shall be invested
subject to the investment restriction specified in Schedule 7.

Each of these restrictions should be part of the scheme ‘s porrfolio
compliance checklist. Refer to Reg. 18(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.

44 (I) Investments Any investments to be made under regulation 43 shall be invested
subject to the investment restriction specified in Schedule 7.

Each of these restrictions should be part of the scheme ‘s portfolio
compliance checklist. Refer to Reg. 180.

(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.
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44 (1) Investments Any investments to be made under regulation 43 shall be invested us stured
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

(IAl
Investments The mutual fund having an aggregate of securities which are worth Rs. us stated

IO 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.

14 (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.
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&.I (31 1 Invectmentc  1 The miltual  fund shall nnt advance anv loans for anv nut-nose. 1 As stated
\-I _...---...-..-- _..- . ..----. --..- _..-.. ..__ --.- .___ -.., .--.._ .-. ---, r--l---.

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 inde.u (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 &t-native  Standards:
SEBI (Underwriters)Regulations,  1993 authorizing it to carry on The AMClmutualjirnd  should consider not engaging in underwriting
activities as underwriters. uctivities 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. There is also the potential for a conjli’ct  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 parumount.
the net asset of the scheme.
Provided that the underwriting obligation of a mutual fund shall not at Currently there are no linlits 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 docuntetrt.

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 AMFI Valuation Guidelines (being developed).

valuation norms specified in Schedule 8.

.- ,.~ _. . . _ _ .,- . . . . . . . _. . ,_. . . ^ .
G(l)  1 N A V 1 tvery mutual tund  shall colnpute the Net Asset Value (NAV) ot each 1 as .stuted

Updated: July, 1998 54

-



, r l- r I

AMFI MODEL COMPLIANCE MANUAL

P
(’ Reg. Function SEW Regulations Compliance Procedures

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 ifit is not

required to be published.

18 ( 2 )  N A V The NAV of the scheme shall be calculated and published at least in
two daily newspapers at intervals of not exceeding one week:

as slated

Provided lhat the NAV of any scheme for special target segment or any
The Compliance Officer should independently review supporring
documentation to ensure compliance.

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.

19 (1) Pricing of The price at which the units may be subscribed or sold and the price at as stated
Units which such units may at any time be repurchased by the mutual fund

shall be made available to investors.

29 (2) Pricing of
Units

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

19 (3) Pricing of
Units

While determining the prices of units, the mutual fund shall ensure that as stated
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.

J
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1 49 (4) 1 Pricing of 1 The price of units shall be determined with reference to the last 1 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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II

50 (1) Record
Keeping

Every AMC for each scheme shall keep and maintain proper books, as stated
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 offair  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
Keeping books, records and documents.

as stated

The AA4C  should develop record retention procedures. The
Compliance Officer should conduct periodic audits to ver@+  that
procedures are being followed.

50 (3) Record
Keeping

The AMC shall follow the accounting policies and standards as as stated
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
Year

The financial year for all schemes shall end as of March 3 I of each
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.

us stated

52 (I) Fees and
Expenses

All expenses should be clearly identified and appropriated by the
individual schemes.

as stated
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This should be part of the rourine review 6y infernal audit/ Compan.$-
Secrelary. The procedures for allocating common e.ypenses  of
schemes should be reviewed by rhe trustees.

52 (2) Fees and
expenses

The AMC may charge the mutual fund with investment and advisory
fees which are fully disclosed in the offer document subject to the
following:

I. I .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. IO0 crores, and

as stated

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

ii. 1% of the excess amount over Rs. 100 crores, where net assets so
calculated exceed Rs. 100 crores.

52 (3) Fees and
expenses

52 (4) Fees and
Expenses

For schemes launched on a no load basis, the AMC shall be entitled to
- -

as stated
collect an additional management fees not exceeding 1% of the weekly
average net assets outstanding in each financial year. This should be part of [he routine review by internal auditi Computg~

In addition to the fees mentioned in sub-regulation (2), the AMC may
Secrefav.
as stated

charge the mutual fund with the following expenses:
a. initial expenses of launching
b. recurring expenses (marketing and selling expenses including

This should be pari ojthe routine review by inrernal audit/ Compaq,

agents’ commission, brokerage and transaction costs, registrar services
Secrelaty.

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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Reg. Ii-
52 (5)

52 (6)

52 (7)

52 (8)

Function

Fees and Any expense other than those specified in sub-regulation (2) and (4)
Expenses shall be borne by the AMC or trustee or sponsors.

Provided that initial expenses of floating the scheme shall not exceed
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 IO.

Provided further that any excess over the 6% initial issue expense shall
be borne by the AMC.

Fees and
Expenses

The total expenses of the scheme excluding issue or redemption
eipenses, whether initially borne by the mutual fund or by;he AMC,’
but including the investment management and advisory fee shall be
subject to the following limits:

I. on the first Rs 100 crores of the average net assets: 2.5%
ii. On the next KS.  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.

Fees and
Expenses

Any expenditure in excess of the limits specified in sub-regulation (6)
shall be borne by the AMC or by the trustee or sponsors.

Fees and
Expenses

AMFI MODEL COMPLIANCE MANUAL

SEBI Regulations Compliance Procedures

The provisions of sub-regulations (3), (4), (5) and (6) will come into
effect after 3 months* from the date of notification of these regulations
for those schemes of mutual funds which have been launched prior to
notification of these regulations.

This should be part of the rouline  review by, inlernai auditi Compa,lgs
Secretary.

us sraled

This should be part of the routine review by internal audit/ Compat~~*
Secretau)t.

as stated
This should be part of the routine review by internal audit/ Company
Secretaty.
us stated
*subsequenrly  amended to April I, 1997
This should be part of the routine review by internal audit1 Company
Secretary.

Updated: July, 1998 59



/ AMFI MODEL COMPLIANCE MANUAL

I I

Reg. Function SEBI Regulations Compliance Procedures

--_-

53 Warrants Every mutual fund and AMC shall: us stured

a. dispatch to the unitholders the dividend warrants within 42 days of a, b. The Compliance @f$cer  sholrld  independently validate the
the declaration of the dividend. trumfir  agent ‘s reports to dctetwim conrplrunce with this

regzrlutions. This should be done on a yuartcrly basis.
b. dispatch the redemption or repurchase proceeds within IO working
days from the date of redemption or repurchase.

54 Annual
Report

Every mutual fund or the AMC shall prepare in respect of each us stuted
financial year an annual report and annual statement of accounts of the
schcnics  and lhc fund as xpccilietl in Schcdulc  I I.

55 (I) Auditor’s
Report

-
Every mutual fund shall have the annual statement of accounts audited us stated
by an independent auditor.

55 (2) Auditor’s
Report

55 (3) Auditor’s
Report

-An auditor shall be appointed by the trustees. as stated The Compliance Officer .should review the rnimrtes  of
trmtee meetings to verifjj this. Refer to Reg. 18(-k). -

The auditor shall forward his report to the trustees and such report shall us stuted
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 I I 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 Secretat$  internal altditors  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.

(If their regular fiinctions.

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

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
Report

Every mutual fund shall within six months from the date of closure of as stated
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 (I) 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
Board:

a. Copies of duly audited annual statements of accounts including

Updated: July, 1998 61



I I I

b
i AMFI MODEL COMPLIANCE MANUAL

Function
/I

SEBI Regulations
(I

Compliance Procedures Ii

58 (3)

59

60

Disclosures

Half Yearly
Results

Disclosure

Updated: July, 1998

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.
No sale of units of any scheme of a mutual fund shall be made by the
trustees or an AMC unless accompanied by documents which contain
information w’hich is adequate for investors to take an informed
decision.
A mutual fund and asset management company shall before the expiry
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.

C

as stated

as stated

The trustees shall be bound to make such disclosures to the unitholders I I

I as starea
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 investmersts)  should be
made in a timely manner and made available at the AA4C’s  office.
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wested Resnonsibilities  Chart

SEUI (kll!I‘UAL I-UNDS)REGULATIONS, 1996

Rrprescnt:tti\.r  :tssienment  of Compliance Review.  Responsibilities
(C’otnplianw  ( )l‘licer: C/O:  Company Secretary: C/S)

brokers.  monitoring  securities transactions with

brokers.  algoiding undue concentration  of business

Trustees to ensure AMC  does not give unfair/  undue C/O Quarterly

advantage 10 ahhcxintes  or deal with associates  in a

manner detrimetlral to interest of unit holders

I8(7). (8). Trustees to CIISU~-e  AMC  complies with regulations,, c/o

(9)

Quarterly

iiiannf~es  t‘und ~~~tlcpetide~~t  of other activities

18(10) Trtrstees.to  tak remedial action, where necessary,  and c/o Quarterly
inform SEBl

18(1  I) Trustees to file details of holdings  in securities with c/o Half-
Trust - half‘ yearI>. yearly

18(12) Trustees to ensure compliance  with Trust  Deed/ c/o Quarterly

Regulations

lS(l4) Trustees responsible for calculation of any income due Fund Quarterly

to be paid to I-UIKI. etc. Accountant/

I- c/s



Eligibilit! criteria tbr AMC

Conditions  to hc complied with by AMC

srcuritics trat~~;~ctions/  distribution  and  sale of

securities unlc‘s~  disclosed to unit holders and .

sonncl  of AMC  in their own nam

art invcstlncnt  in excess



cconnmic  offence or violation of

515131:  if transfer  of units

schelllc  '

25(16) AMC &II abitlc 11~ tbc (‘ode of Conduct  - Fifth c/o
schedule

26 Custodian  to Ix u<rn-affiliated c/o

27 Fund IO etller IIIIO ;II~ ngr~en1e.m  with  Custodian,  with c/o
prior appr~;~l  01‘  I‘rustees

28to31.34  SCHE!VIES c/s

to 36, 38 Proccdurc for I:iuucltiug scltemes.  fees, disclosures,

offering period. :~llotmcnt. refunds, certificates,

~~uaranteed  rcfurns. etc.

32 Flose ended sctremes to be listed within 6 months

33
c/s
AMC sltall folio\\ the procedure for repurchase. c/s

37 AMC sItall transf&  units witbin 30 days R&T/ C/O

39 to 42 Procedure  for \\ indin: up of a close ended scheme c/s

43 to 45 INVESThI EYTS c/o
AMC shall 1;~lI~~\v investment restrictions given in

Sevenrli SCIICI.~:,:~.

Quarterly

Once/as

needed  ,

Once

Once

Quarterly

Quarterly

As

needed

Quarterly

46

47 to 49

50( I)(2)
50(3)

51

52

53

Fund ma!.  uudcr\\ rite it’ approved by SEBI,  with c/o
obligatiojs not cxccecling net asset value of scheme

Quarterly

Fund sltall \YIIW  in\~estments  and publish in Fund

accordance \v irlr Eighth schedule  on a weekly basis.

Quarterly

accountants/

c/o

AMC shall prc~crvc  boohs of.accounts, etc. for S years C/O

AMC sball folio\\ tbc accounting  policies and

Quarterly

AMCI Fund

standards gi\ eri in Nintlr schedule
On-going

accountants/

c/s

AMC shall IGI\ C’ linanci:rl year ending 3 1 st March for c/s
all S~IICI~CN

Quarterly

AMC sIral cl’i;rrge fees 311d expenses  as specified c/s

AMC shall dispatch dividend  warrants within 42 days

Quarterly

c/o
of declaratiotr  :rnd rcdcmption repurchase  proceeds

witbin IO \\orhing days

Quarterly





REPORTING REQUIREMENTS

Titldh’aturc  of report 1 Recipient  1 Frequency

C

L

of report
1. Adi\-itics  of‘ i‘irnd  conliming  that the activities are Trustees

in ccmpliance  with ‘l’rust  Deed and the Regulations
2. 1311panu1n1ent  of brokers Trustees
3. Distribution of business among brokers Trustees
4. Transactions in securities with affiliated brokers Trustees

(pcrcentagc of daily gross business)

Qmrterly

Quarterly
Quarterly
Quarterly

5. Transactions in securities by key personnel of‘ AMC Trustees
6. ‘l‘ransi~ctions  in securities by or on bel1alfofAMC Trustees
7. Other transactions with associates Trustees
S. Net \\wth and its deployment Trustees
0. Esccurion  of service contracts in the previous Trustees

~]llXtt3

Quarterly
Quarterly
Quarterly
QuarterI)
Quarterly

1 O.Redressal  of investor complaints Trustees
11 .In\.estment in excess of 50/o/75%  of the NAV of Trustees

divcrsi tied fund

Quarterly
Quarterly

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.lHoldin~s  in securities of directors of AMC Trustees Annually
1 S.Appointment  of AMC directors (for approval) Trustees Prior to

appointment
1 G.Changc in controlling interest (for approval)
17.Annual  report (publication in newspapers)

Trustees Prior to change
Unitholders Six months of

I close of the )
financial year

1 S.Unauclited  half-yearly results (publication in Unitholders Two months of
nc\\‘sJxlp”-s  - refer to AMFI memo regarding close of each half
eseml~tion)

19.Allllllill report SEBI
year
S ix  mon ths  o f
close of the

20.lJnuudited  half-yearly accounts SEBI
2 1 .Movement  in net assets of scheme SEBI
2Wortfolio  statement SEBI
33.Chan~c  in material particulars SEBI
23.Change  in controlling interest of AMC (for SEBI

financial year
Half-yearly
Quarterly
Quarterly
As needed
Prior to change

applwll)
2S.Appointment  of new directors SEBI As needed



Comnliance  checks - Ixy)c~rt for the rluarter :

Title/N;tturc of report Fiequency

Activities of fund Half-yearly
Certificate re. self-dealing/ front running Half-yearly
Certificate re. AMC nlan:lging  fund independent Half-yearly
of other activities

3.
<
b.

7.

1 lhhcrage  exposure report
-.

1 I.arr rrnde allocation

I Prime Dlacements

I

Rcgislrationi Licensing

NC\\ accounts

Filiue of reDor& with SEBI. RBI
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COMPLAINT LOG

Date Name of Account
!Jnitholder Number

Scheme Type of Processed
C o m p l a i n t  B y

Status Date of
Resolution

Days
Elapsed

I-

AGING REPORT

lhfc No. Rcccivccl No. Ibxolvcrl I’ctitlitig <:30 lhys 30 - SC) clays 60 - 80 days 00-t days .’
(Beginning of
Quarter)
(End of
Quarter)

. .

Reasons for pending items:

,


