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The main aim of this Bulletin is to provide information on various topics relating to the administration / operation of
Collective Investment Schemes (“CISs”) after the “point of sale”. Other topics may be included, where relevant, if
they relate to the regulatory “corporate” requirements of an operator of a CIS. We have not set out to recommend
any specific actions that arise from the topics covered. However, in some cases, appropriate general suggestions
may be offered.

This document is for the information of JPMorgan clients only and is designed to make you aware of our views
regarding recent regulatory changes. It is not intended as a substitute for your own due diligence as to what action
should be taken as a result of the regulatory changes described herein. JPMorgan has taken reasonable care in
forming its views, however, it cannot be responsible for inaccuracies or misrepresentations in the information
furnished hereby.

J.P. Morgan Trustee and Depositary Company Limited (“MTDL") is authorised and regulated by the Financial
Services Authority. Registered in England number 2017279 at 125 London Wall, London, EC2Y 5AJ.
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A. EXECUTIVE SUMMARY

Feedback from Bulletin Survey

Thank you to all who responded to our recent survey. Generally the response has been very positive and we
are pleased to hear that, for the most part, the Bulletin is providing all the information you need to the right level
of detail. Nevertheless, a number of very useful suggestions have been received which we are now evaluating
to see what improvements can be made.

Capital Cash in Collective Investment Schemes [refer to B.3 for further detail]

The FSA proposes that: any capital cash held by a depositary must be considered for the relevant spread limit
(usually 20% of NAV); and the concept of “single bodies” in calculating spread risk will apply to Non-UCITS
Retail Schemes.

Dual pricing [B.3]

The FSA proposes changes (largely mirroring old CIS rules) to clarify how investment related charges (e.g.
commissions) should be considered when calculating the relevant unit prices.

FSA’s International Regulatory Outlook [B.24]

This reminds firms to: watch out for the continuing challenge of implementing EU measures; engage in
developments; and support “better regulation”. It also mentions that, with the increasing use of derivatives, a
firm’s risk management process and clarity of investor disclosure is a key issue.

Taxation of UK funds / REITs

= A KPMG report makes several recommendations on how UK funds can be more competitive, but this
largely depends on changes being made to the tax regime; [B.7]

= Issues can arise in the taxation of REITs under the new UK regime, if existing property companies
convert to become a REIT; [B.25]

= The ECJ has finalised its decisions regarding the Denkavit and FIl Group cases. Nevertheless, tax
advice is still necessary in determining the relevant action to be taken for a fund. [B.26]

Effective Yield: investor notification, distributions and pricing [B.19]
The IMA has produced an update on the current situation.
Risk Management

An FSA publication for insurers might be of general use to risk managers [B.17]. The FSA has also published an
ARROW guide for non-executive directors. [B.18]

Private Equity [B.6]

The FSA has published its findings on risk considerations when investing in private equity and is asking for
industry responses on this. It is feasible that private equity investments could become an eligible investment for
Non-UCITS Retail Schemes and Qualified Investor Schemes.

EU Commission’s White Paper on investment funds [l.2]

The paper explains how European legislation, etc. can be simplified to enhance the development of European
investment funds (i.e. both UCITS and non-UCITS). This includes: a consideration of cross border mergers of
funds; how to facilitate asset pooling; and strict deadlines to authorise funds.
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Principles based regulation [B.14, B.15, B.9]

The FSA explains its current thinking on approaching principles based regulation and how it proposes to
implement a “Knowledge Management” system to help the process (e.g. to provide consistent guidance to firms).
An FSA Simplification Plan has also been published (e.g. client asset rules will be considered). It is also
interesting to note an FSA fine involving a breach of “Approved Person” Principles 2 and 3.

UK developments in product disclosure, selling, etc.

e The FSA has provided feedback on investment product disclosure rules; [B.5]

e The results of an FSA retail distribution review will be published in mid 2007; [B.8.1]

e The FSA has summarised: three initiatives that it believes will help improve industry outcomes; the
above retail distribution review approach; and the risks that fund “platforms” pose; [B.10]

e An FSA speech summarises the expected outcomes regarding financial promotions / advertising and its
concerns over four key recurring issues. [B.12]

Financial Crime [B.13]

A speech explains current concerns regarding: low levels of fraud when no action is taken by firms; targeting of
personal information; phishing; etc.

Bulgaria [J.2]

JPMorgan is reviewing its custody arrangements in Bulgaria and currently is unable to provide satisfactory safe
custody arrangements for Government debt securities in this market.

Other UK developments cover the following:

e “Other” collective investment schemes can be a “permitted link” for UK insurance funds; [B.1]
e Major changes to SYSC, although this has minimal impact for firms not affected by MiFID / CRD; [B.2]
e The rules for listed collective investment schemes will be a separate Chapter of the Listing Rules, but
authorised unit trusts are not included in the FSA’s proposals; [B.4]
< An AIMA guidance note on hedge fund “side letters” has been published; [B.8.1]
e A summary of FSA’s 2007 agenda (e.g. principles based regulation and appropriate supplemental
information; capable, etc. consumers; unsecured debt issues; and TCF concerns); [B.11]
e FSA's “List” publication explains when investment managers should disclose holdings; [B.16]
e Legal Instruments [B.20] - rule changes regarding:
0 anon-UCITS Retail Scheme’s eligibility as an admissible asset for insurers;
o0 dismantling of Authorisation Manual,
0 reporting requirements in the Supervision Manual,
e The FSA's General Counsel Division has published some internal advice on best execution; [B.21]
e CRD Implementation Bulletin 5 mentions UCITS firms’ categorisation letters; [B.22]
e FSA's “good practice” views on valuation of hedge funds. [B.23]

General Market Awareness |
Key points include:

= Thailand and eligible market criteria — introduction of 30% foreign reserve requirement regarding
transactions in fixed income instruments; [J.8]

OECD project on tax treaty entitlements of collective investment schemes; [J.1]

a quick refund service for retrospective tax relief on Danish dividends; [J.3]

change of policy regarding Japanese “odd lots” that arise from corporate actions; [J.4]

change in reclaim process for Norwegian withholding tax; [J.6]

adoption of Euro by Slovenia. [J.7]
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Other European developments cover the following:

e Luxembourg:

1. Circular 06 / 265 has been issued covering the transposition of MiFID into Luxembourg law; [C.1]
2. Circular 06 / 267 and 06 / 272 cover the implementation of the EU Prospectus Directive; [C.2]
3. Draft law, abolishing the 1929 holding companies regime has been published; [C.3]
4. The VAT position of Luxembourg investment funds has been clarified; [C.4]
5. Changes to withholding tax rate, impacting reclaim procedure; [C.5]
6. Changes to VAT rate. [C.5]
e Ireland:

1. Restrictions on debt instruments traded on Russian exchanges have been lifted, but Registrar risks
still need to be discussed with the relevant JPM fiduciary representative; [D.1]

2. IFSRA policy statement regarding money market funds; [D.2]

3. Non-UCITS funds now have, in effect, a passport for marketing in the Netherlands; [D.3]

4. Trustees of pension plans who invest in Professional Investor Funds have up to 12 months to meet
the minimum investment requirement; [D.4]

5. Minimum subscription requirements for certain qualifying investors (e.g. directors) are not affected if
the investor resigns from the qualifying directorship, etc; [D.5]

6. CP 24 considers the acceptability and notification requirements regarding financial indices for UCITS
and the requirements for funds that use Structured Products / complex trading strategies. [D.6/ D.7]

e Germany:
1. The VAT position on transfer of securities and shares / units has been clarified; [E.1]
2. New law on REITs has been published; [E.2]
3. The Solvability, Liquidity and Large Exposure Regulations have been published. [E.3]

* France:
1. The AMF has published its response to papers issued by the EU’'s Expert Group on asset
management; [F.1]

2. A “Schedule of Authorised Activities” regarding Management Companies has been published; [F.2]
3. Hedged share classes are now possible; [F.3]
4. Cross border notification procedures for UCITS have been updated to reflect CESR guidelines; [F.4]
5. Foreign hedge fund managers no longer need to be registered with a local supervisory authority, but
Managers should be cautious of any de-registration. [F.5]
e Jersey:

1. Arevised Expert Fund Guide and a new Listed Fund Guide have been published. [G.1/ 2]

e Belgium:
1. Publication of new accounting rules and reporting requirements for investment funds. [H.1/ 2]

e Pan - Europe:
1. CESR has published its 2007 work programme; a CP on MiFID (passport) notification requirements;
and a CP on inducements under MiFID (e.g. softing and unbundling); [I.1]
2. CESR is consulting on the eligibility of hedge fund indices for UCITS funds; [I.3]
3. Current trends in asset management publication may be useful for firms’ strategic development. [l.4]
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B UK

1 Prudential Changes for Insurers [PS 06 / 14]

1.1 This Policy Statement (“PS”) is not directly relevant for collective investment schemes, but it is worth
noting that (provided certain conditions are satisfied) where “other” CISs (i.e. other than UCITS, NURS
and recognised schemes) are to be held by insurance funds, those CISs are able to invest in assets
other than “admissible” assets. For example, GENPRU 2, Annex 7R, states:

“Investments that are ... units in ... any other collective investment scheme where the insurer's
investment in the scheme is sufficiently small to be consistent with a prudent overall investment
strategy, having regard to the investment policy of the scheme and the information available to the
insurer to enable it to monitor the investment risk being taken by the scheme.”

are an admissible asset.

1.2 Further detail is available via http://www.fsa.gov.uk/pubs/policy/ps06 14.pdf

2 Organisational Systems and Controls: Common platform for Firms - Feedback on CP
06/9 [PS06/13]

2.1 We commented on the Consultation Paper (“CP”) proposals in the July 2006 Information Bulletin and
that the impact of this is largely subject to the structure of an AFM (i.e. whether it has to comply with
MiFID / CRD).

2.2 New rules came into effect on 31 December 2006 (e.g. SYSC 11, 13-18 [the latter are largely
transferred rules rather than new ones]), 1 January 2007 (changes to SYSC 1, 3, 4-8, 10, most of other
relevant Sourcebooks) and 1 November 2007 (other changes to SYSC 1, 3 and 12; CASS; MAR).

2.3 SYSC 2 is not changing for the time being whilst the FSA is considering its position vis a vis Article 4 of
MiFID, whilst SYSC 9 (record keeping) has been considered in CP 06 / 19.

2.4 For those firms not affected by MiFID or the CRD, SYSC 3 will remain in force after 1 November 2007.
Notwithstanding the above, all firms will need to consider the various impacts - for example, any cross
references in procedures, etc. See the Legal Instrument that effects the changes via:
http://fsahandbook.info/FSA/handbook/L1/2006/2006 50.pdf

3 FSA Quarterly Consultation [CP 07/ 01]
3.1 The FSA’s normal quarterly CP has been published and proposes:

- that all capital cash held by a depositary, both on deposit and in “unapplied” accounts, must be
taken into account for the 20% deposit limit for a UCITS scheme and a NURS. The exact
characteristics of the “unapplied” accounts will need to be determined carefully;

- that, as there is currently no equivalent provision for NURS funds regarding “single bodies” and
risk spreading, COLL 5.2.11 R (2) will be replicated for NURS funds;

e minor changes to rules regarding unitholder voting (COLL 6.5.7) and a QIS land and buildings
provision (COLL 8.4.4).

Dual pricing:

e COLL 6.3.6.1 “Pricing Guidance” on treatment of charges, commissions and fees (“charges”),
states that an Authorised Fund Manager (“AFM”) should exclude such charges from the price.
This is appropriate for single-priced funds, because the charges will be taken into account in any
dilution levy or dilution adjustment applied by the AFM. However, the previous rules for dual-
priced funds treated such charges differently;

e The FSA proposes to amend the Pricing Guidance to state that such charges should be added to
or deducted from the respective offer and bid valuations. However, it accepts that an AFM may
use any alternative method that achieves the same result of mitigating any potential dilution of
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scheme property.

4 Investment Entities Listing Review: Further consultation and feedback on Part 2 of CP
06/04 [CP 06/ 21]

4.1 Whilst this new CP does not have any direct impact on the operation of collective investment schemes
it discusses the eligibility of collective investment schemes for listing. [CP 06 / 04 was considered in
our May 2006 Bulletin (section B.1).]

4.2 The proposal in this updated CP is that ICVCs and overseas collective investment schemes that are
recognised schemes do not have to comply with the main listing rules for investment entities if the units
are listed. The rules for listed collective investment schemes will be in a new Chapter 2 of the Listing
Rules and such funds will fall within the “Open-Ended Fund Standard”. Regulated open-ended funds
will be treated separately to unregulated closed-ended type of funds. There are no proposals for the
listing of authorised unit trusts, primarily due to lack of industry interest.

4.3 It is also interesting to note that the FSA proposes to cease using the term “secondary listing” and,
when an overseas company applies for a listing, the category under which it is listed will be referred to
as the “European Core Standard”.

4.4 In summary there will be the following categories of listing:

1) Premium company standard;
2) Closed-ended fund standard;
3) Open-ended fund standard;
4) European core standard;

5) Core debt standard;

6) Securities derivative standard;
7) Depositary receipt standard;
8) Preference share standard.

5 Point of sale investment product disclosure: Feedback on CP 170 and CP 05/12 [FS
06 / 05]

5.1 This Feedback Statement (“FS”) focuses on reporting the findings from some of the FSA’s disclosure
reviews.

5.2 The FSA does not now intend to implement the Quick Guide proposals (although the Key Facts
disclosure aspects will continue), but does intend to simplify current requirements and improve the
standard of Key Feature Documents (“KFDs”").

5.3 The FS also comments that the FSA intends to move the Simplified Prospectus requirements to the
COLL Sourcebook.

5.4 The FSA has also published a Consumer Research Publication (CRPR 55) entitled “Investment
Disclosure Research” and a summary of findings by PricewaterhouseCoopers entitled “Compliance
costs of proposed changes to the investment product disclosure regime”. These can be found via
http://www.fsa.gov.uk/pubs/consumer-research/crpr55.pdf and http://www.fsa.gov.uk/pubs/consumer-
research/compliance_costs.pdf

6 Private equity: a discussion of risk and regulatory engagement [DP 06 /06]

6.1 The FSA has undertaken a review of the private equity market and is publishing its findings on the risk
considerations, etc., via this Discussion Paper (“DP”). However, it refers, at the end of the DP, to the
fact that it is consulting the industry and would like responses to the DP by 6 March 2007. This DP is of
interest as background information regarding assets that might be eligible for relevant collective
investment schemes (e.g. NURSs and QISs).

6.2 An example of a private equity fund structure is provided in Annex 1 of the DP using a Limited
Partnership fund concept. The Limited Partnership might be constructed as an unregulated collective
investment scheme.
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6.3 Investors in private equity funds may be committed for the total life time of the fund or until all of the
investments have been successfully divested. As a consequence, the market has developed a
secondary market, thus enabling an investor to sell / transfer it to another investor (with the general
partner’'s consent, although such consent should not be unreasonably withheld). However, it still only
provides limited liquidity as it can take a long time to value the underlying investments.

6.4 The DP also differentiates between private equity fund managers and hedge fund managers who may
invest in private equity. The FSA believes that, typically, private equity funds have a lower risk profile,
largely because their objective is to pursue relatively simply, corporate transformations and
improvement strategies. However, hedge funds often use complex and diverse strategies involving
derivatives, short selling, etc.

6.5 Characteristics of Private Equity Fund Management (“PEFM”) include the following:

e A PEFM manager is likely to take a seat or seats on the board of each investee company (“the
company”);

e The PEFM manager may enact detailed legal agreements to ensure that any potentially
material decision affecting the company is taken at board level, thus helping the PEFM to
transform the company;

e Expansion capital may be required to grow the company (organically or by acquisition) and
PEFM expertise is necessary to manage the transition;

« Professional expertise may be required to transform the company;

e The company’s working capital may need to be run more efficiently to improve margins;

e The riskiest investment stage is during the first 12 months after a deal. Companies that survive
this first 12 months often go on to succeed;

e The company’s executives are often significantly incentivised.

6.6 Characteristics of Hedge Fund Management (“HFM”) when investing in private equity:

e A HFM manager is not as involved as traditional PEFM managers in the application of control
within the company’s transformation process;

e A HFM manager often just backs the Executives’ plans, although it may take a seat on the
board of the company;

e A HFM manager’'s period of holding private equity investments may exceed that of PEFM
managers. The traditional risk that HFM managers might be forced to dis-invest due to
redemption requests from the fund’s underlying investors is addressed by the use of “side
pockets”.

In effect, side pockets are a different class of shares in the hedge fund which have reduced liquidity and
Paragraph 3.27 of the DP explains this in more detail.

6.7 The FSA is inviting views from interested parties to help it reach a conclusion on:

e whether it has correctly identified the risks; and
< which of the potential risk mitigation actions merit further analysis.

6.8 Further information is available via http://www.fsa.gov.uk/pubs/discussion/dp06 06.pdf

7 “Taxation and the Competitiveness of UK Funds” — A Report by KPMG

7.1 The Economic Secretary to the Treasury, Ed Balls, recently announced the setting up of a joint working
group comprising HM Treasury (“HMT"), HM Revenue & Customs (“HMRC") and the Investment
Management Association (“IMA”) to consider the findings of the recent KPMG report entitled “Taxation
and the Competitiveness of UK Funds”.

7.2 The IMA commissioned the report to consider the influence that taxation has on the fund domicile
decision and the further impact this has on the competitiveness of UK funds and the wider UK
economy.

The report indicates that the offshore fund centres in Luxembourg and Ireland have grown significantly
over the past 15 years and are now firmly established as the leading EU locations in which to domicile
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funds intended for cross-border sale. UK domiciled funds have grown at a far slower rate over the
same period.

7.3 The report identifies a number of technical issues that affect the competitiveness of the UK funds
industry, including:

e Fund domicile: Taxation of the fund, taxation of the investor and the regulatory environment
are significant factors managers consider when selecting a domicile for a new fund. As the
more complex products, e.g. property funds and hedge funds, represent the major growth area
in the industry, managers consider the taxation efficiency and the regulatory environment to
have greater importance for such funds over and above the mainstream funds. There is a
perception amongst investment managers that the UK tax authorities are unsupportive of new
development and growth and thus the tax treatment is less established. For such funds,
managers’ belief in the ability of a regime to offer a clear and certain approach and stable
environment is of critical importance together with a supportive approach from Government,
regulatory and tax authorities;

e Fund taxation: Managers view the Luxembourg and Ireland tax regimes more positively than
the UK regime across most fund types. There is a perception that HMRC does not fully
understand the industry, lags behind regulatory change and focuses on anti-avoidance rather
than on supporting a competitive industry. The main specific tax reasons for locating funds
outside the UK are to avoid direct tax at fund level, particularly for hedge funds and property
funds, and Stamp Duty Reserve Tax (“SDRT”). The UK tax structure is much more
burdensome than elsewhere. As funds become more sophisticated, the differences between
the UK and other domiciles will become more apparent, further weakening the UK position;

e Economic impact: Fund domicile and fund administration are often located in the same
centres. Funds that are managed in the UK, but are domiciled overseas, result in a loss to the
UK of economic benefits arising from administration, employment and other indirect services
e.g. provision of tax, legal and accountancy services. This weakens both the UK investment
management industry and the wider UK economy.

7.4 The report made the following recommendations:

e Encourage improved consultation and strengthened trust between the industry, HMRC and the
FSA. Whilst the Irish and Luxembourg authorities are generally supportive of the industry and
work together to deliver a coherent overall approach to industry issues, this is not the
experience of many UK managers. The UK needs to develop the same constructive approach
and must recognise that the industry and authorities need to work more closely;

e HMRC should promote a better internal understanding of the industry. There is concern that
HMRC does not fully understand the investment management industry. There should be
greater focus by HMRC on investment management;

e Address the property fund conundrum. Due to current tax rules, managers are forced to
domicile property funds offshore. HMRC should work with the industry to agree and implement
an appropriate tax regime for these funds;

e Consider the abolition of SDRT. SDRT adds complexity to the UK tax regime, creating an
additional compliance burden for managers, as well as making UK funds harder to understand
and thus less attractive to investors when marketed offshore. HMRC should consider
abolishing this regime;

e Allow authorised funds to trade without incurring a corporation tax charge. The UK tax regime
distinguishes between trading and investment activities, subjecting the former to corporation tax
at fund level. HMRC should consider removing this distinction;

e Pending the European Court of Justice (“ECJ") decisions, consider full tax exemption at fund
level. Taxation of funds was identified as a significant negative component of the UK tax
regime. It is recognised that UK funds find it difficult to compete on equal terms with tax
exempt offshore funds. The outcome of the ECJ cases could significantly reduce any treaty
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benefits. If this is the case, the industry and HMRC should work together in order to grant
funds tax exempt status.

7.5 Further detail is available via:
http://www.investmentuk.org/press/2006/jointkpmg-imataxreport.pdf

8 FSA Asset Management Newsletter No 5
8.1 Issue No 5 has been published and key points arising that are not covered elsewhere in this Bulletin
are:

e aconsultation on wider range products will be published in Q1 2007;

e the results of an FSA retail distribution review will be published in mid 2007. Further
background information on the review is available via
www.fsa.gov.uk/pages/Library/Communication/Speeches/2006/1102_ch.shtml;

e the Alternative Investment Management Association (“AIMA”) has published an industry
guidance note for the benefit of hedge fund managers regarding the circumstances in which
material side letters need to be disclosed to a fund’s investors. It is interesting to note that,
under the FSA'’s Principles based approach, the FSA's Supervisors will refer to this guidance.
Further details is available via:
http://www.aima.org/uploads/IndustryGuidancenotesideletterspublic.pdf

8.2 Further information can be found via:
http://www.fsa.gov.uk/pubs/newsletters/am newsletter5.pdf

9 FSA fines salesman for inappropriate conduct (Press Release 122)

9.1 Although the subject of this case, an approved person, was not involved in the operation of collective
invetsment schemes, it is worth noting the outcome.

9.2 The individual concerned was fined £20,000 for failing to exercise due skill, care and diligence and to
observe proper standards of market conduct when carrying out his function as an approved person.
This was a breach of Principles 2 and 3 of the FSA's Statements of Principle for Approved Persons.
Further information is availble via http://fsahandbook.info/FSA/html/handbook/APER/2/1

10 Developments in the Retail Financial Services Market: Speech by Dan Waters, Asset
Management Sector Leader, FSA (given by Bruce Robson) at a PIMA Conference

10.1  This speech focussed on the FSA's view of the state of the market for the distribution of savings and
investment products in the UK. Some key points that set out the FSA’s thinking are summarised below:

e Appropriate incentives can change behaviour, sometimes very significantly. However,
competing on the basis of what a firm will pay in commission will still leave fundamental flaws in
business models;

e Providers of retail financial services would probably like their brands to be known for their
reliability, trustworthiness and good performance;

e Providers would also probably like to establish and develop a long-term relationship with
customers;

e Consumers suffer from providers’ product bias and do not have products offered or receive
advice that suits the consumers’ needs;

e Consumers may suffer from the relevant remuneration policies (e.g. that offered to
intermediaries, etc).
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10.2 The FSA is working on three initiatives that it believes will help to improve the industry outcomes and
these include:

< Financial capability initiatives — in effect, educating consumers;

e The Treating Customers Fairly (“TCF”) initiative (e.g. see B.6 in the November Bulletin i.e. DP
06 / 04). The keynote speech at the FSA’s TCF Conference, which reiterates points already
made, can be found via:
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2006/1107 cb.shtml
and emphasises:

1. the consumer outcomes and delivery mechanisms the FSA is seeking to achieve;
2. the role of senior management;

3. some examples of how the FSA and firms can measure the difference that Treating
Customers Fairly is making to the consumers of financial products and services;

* A Retail Distribution Review.

10.3 The Retail Distribution Review intends to address the root causes of the current industry problems and
focus on the outcomes needed. This will require:

e a better understanding of the costs and the profitability of the retail financial services
distribution business. For example, to identify regulations whose costs outweigh their benefits;

e improving market efficiency as a means of achieving better levels of consumer protection - i.e.
the FSA wishes to enable the market to identify its own solutions as far as possible, while
recognising that regulatory requirements might also need to change. The FSA has been
meeting some relevant stakeholders, trade bodies, etc., to understand their issues.

The FSA aims to publish the findings of its review, including any recommendations, in a Discussion
Paper during the second quarter of 2007.

10.4 The FSA launched its Retail Distribution Review in June 2006 with the specific aim of identifying and
addressing the root causes of problems that continue to emerge in the retail investment market (which
includes banks, life insurers, financial advisers, building societies and fund managers). The five themes
being addressed by the review are:

e the sustainability of the sector;

e the impact of incentives;

e professionalism and reputation;

e consumer access to financial products and services; and
e regulatory barriers and enablers.

10.5 The FSA has noted the emergence of “platforms” (online services used by intermediaries and,
sometimes, their customers, to view and administer portfolios) — e.g. fund supermarkets, etc. Some
key points that the FSA is considering are set out below:

e Itis important to consider the regulatory implications of the various platforms to ensure that the
FSA's rules do not inadvertently stifle competitive and innovative developments;

e The FSA has started to work with different firms that are in, or thinking of entering, the platform
market, to check if there are areas where the FSA is not providing a “level playing field”.

10.6  Some key concerns with platforms are:

e risk to consumers — the FSA notes that, in the trade press, some firms see platforms as a way
of taking more commission without offering additional services;

e the extent to which some firms take responsibility for their own compliance in the absence of
detailed rules. A platform that is, essentially, a product wrapper with a new name, is not what
the FSA is looking for;
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e In particular:

1. are customers treated fairly?

2. is there adequate disclosure of material information?

3. are charges and the impact of them transparent and easy to understand?

4. where advice is held out to be independent, it is in fact independent? For example,
independent advisers will need to look across the whole market to provide independent
advice, and this may mean that they end up using more than one platform for their
customers.

11 The FSA's agenda for 2007: Speech by Clive Briault, Managing Director, Retail Markets,
FSA at the BBA 3rd Annual Retail Banking Conference: The Future of Retail Banking
Regulation

11.1  Although the speech was delivered to the banking sector, it is worth noting the FSA’'s four key
messages for its 2007 agenda:

e A shift towards more principles based regulation (although high level requirements will not
change) and the responsibilities of senior management;

e The need for capable, confident and informed consumers who can act as a strong market
force;

e The good times for retail banks will not last forever and banks need to prepare for potential
“storms” ahead (e.g. regarding unsecured debt);

e The evidence from thematic work shows that the retail market is not yet delivering the
consumer outcomes that the FSA is looking for via TCF.

11.2 Inrelation to principles based regulation:

e the FSA intends to supplement this approach, where appropriate, with examples of good (and
less good) practice, case studies and statements of how it interprets the minimum standards
necessary to meet the requirements (e.g. the respective responsibilities of product providers
and distributors — see section B.6 of November 2006 Bulletin);

e the FSA has considered industry bodies’ desire for FSA recognition for supplementary
guidance that they produce. The FSA’'s proposals are in DP 06 / 05 (see section B.7 of
November 2006 Bulletin). The FSA cites the Banking Code as evidence of such guidance
being put in place in the past.

12 The FSA's Financial Advertising Regime: a proactive and proportionate approach to
consumer protection - Speech by Vernon Everitt, Director, Retail Themes Division, FSA
at the City and Financial Conference

12.1  Principle 7, “a firm must pay due regard to the information needs of its clients, and communicate
information to them in a way which is clear, fair and not misleading”, provides the principle that gives
the key outcome expected by the FSA regarding financial promotions. Two other expected outcomes
are that:

1. consumers are provided with clear information and are kept appropriately informed before,
during and after the point of sale; and

2. consumers are provided with products that perform as firms have led them to expect.

12.2 In addition:

e advertising has a highly influential role in how consumers make decisions. Poor promotions
can lead consumers to buy the wrong product;

» there is still a low level of financial capability in the UK, especially considering the increase in
the complexity of markets and range of choice faced by consumers;
This document contains information that is confidential and the property of JPMorgan Chase & Co.
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e competition between firms would be distorted if some firms pushed the boundaries too far in
attempting to gain market share, this affecting the overall integrity and reputation of the
industry.

12.3 The FSA’s approach to overseeing advertising considers:

e the areas of highest risk to consumers (e.g. looking at the type of product, distribution channel,
target market and scale of potential harm);

e reviewing promotions across all types of media (e.g. printed, internet, broadcasting);
e all aspects of firms' systems and controls and culture;

e addressing the root causes of deficiencies and to take early action, rather than rely on the
complaints process;

e the use of thematic approaches.
12.4  The FSA cites the case of the Friendly Society fine in August 2006 following sub-standard television
adverts and direct offer packs that targeted older, and thus more vulnerable, consumers. The lessons
for firms generally are:

e are you clear that you have considered the needs of your target audience?

e are you clear that you provide a fair and adequate description of the risks and drawbacks of the
product?

e are you clear that you have described the product properly?

12.5 The four key recurring issues that are identified by the FSA, and which bring into doubt the application
of TCF, are:

 need for senior management responsibilities and management information — e.g. appropriate
systems and controls; management information that identifies if issues are occurring;
engagement of senior management; compliance, legal and marketing engagement in delivering
outcomes;

e clarity of the product and target audience — what is the product’s nature (using non-technical
terms)?

e explanation of risks and drawbacks — e.g. main issues upfront, use of straightforward wording
which is likely to be understood by the target audience, sufficiently prominent disclosure; and

e inappropriate use of percentages and “headline” claims.
12.6 It is also worth noting the publication of a paper by the FSA and Office of Fair Trading entitled

“Delivering better regulatory outcomes — an update” - see http://www.fsa.gov.uk/pubs/other/oft-fsa-
plan.pdf. The paper includes a summary of progress made on key actions established in April 2006.

13 Keynote address to the BBA's Annual Financial Crime Conference Speech by Philip
Robinson, Financial Crime Sector Leader, FSA at the BBA Annual Financial Crime
Conference

13.1 Key points arising are set out below:

* A reported trend is that organised criminals and terrorists are defrauding the financial services
sector at levels low enough for the affected firms to decide to take no action. However, the
FSA believes that this results in wider implications (e.g. social harm);

e Firms’ vigilance regarding “personal”’ information security is very important. New products,
delivery channels and technology are often targeted and, therefore, more at risk. “Old” data

(e.g. on electronic mediums, PCs, etc) needs to be disposed of properly and safely. Care also
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needs to be taken if relevant activities are outsourced,;

e Phishing (i.e. e-mails / websites that appear to be from / by a genuine company) is still a
regular issue;

e Firms’ procedures and practices need to be observed in practice to determine whether they
work properly;

e A risk based approach and senior management’'s involvement is seen as key to fighting
financial crime;

e FSA supervisors have been receiving training on financial crime risks, etc.

14 Implementing principles based regulation - Speech by Dan Waters, Director Retail
Policy, FSA at the ABI Conference, London

14.1  Whilst the speech was aimed at the Insurance industry and several of the themes have already been
summarised in this and past Bulletins, it is worth noting the following:

e In 2007, the FSA will begin a comprehensive programme of training for FSA supervision and
enforcement staff on NEWCOB. The future supervisory focus will be the extent to which
compliance is embedded in the culture of firms;

e The TCF initiative has not introduced any new regulatory requirements. The initiative has only
asked senior management to put in place a review (proportionate to business size and
complexity) of the degree to which they currently meet the existing FSA Principles and high
level rules, and to remedy the position where they find they are adrift;

e Senior management in many firms have recognised that they were less compliant with the
Principles than they at first supposed, and have sought to address the issue — often
increasingly recognising the commercial benefits of doing so;

e Knowledge Management (“KM”) has also been identified by the FSA as a key delivery
component in achieving the shift to principles based regulation, so it has begun an internal
major project to ensure this will happen. The implementation of effective KM will mean that:

1. FSA staff will have one interface to systems. This should mean that they will only need to
ask a firm for information once;

2. the FSA should be able to provide clear and consistent guidance and information with
faster response times to enquiries;

3. the FSA will look to capture guidance given by supervisors to each firm to help to ensure
that all firms that are similarly placed are being required to deliver similar outcomes and
being treated equitably.

15 FSA Simplification Plan

15.1 The FSA has published this Plan to explain how it has improved and will continue to improve UK
regulations. The Plan acknowledges that the shift to principle based regulation will take time to fully
implement.

15.2  The areas currently under review for simplification include client asset requirements. The publication
contains a Simplification Measures Table and a Table of Principle Incoming Burdens (from September
2005) [e.g. MIFID] that outlines the work done and to be done. Further detail is available via
http://www.fsa.gov.uk/pubs/other/simplify plan.pdf

15.3 The Plan also refers to an Oxera paper (Oxera is an independent economics consultancy) entitled “A
framework for assessing the benefits of financial regulation”. Further details of this can be found via:
http://www.fsa.gov.uk/pubs/other/oxera framework.pdf

15.4  Another related FSA paper that has been published is “A Guide to Market Failure Analysis (“MFA”) and
High Level Cost Benefit Analysis (“CBA”)". This provides a guide for FSA policy makers when
considering a regulatory issue. Further detail is available via:
http://www.fsa.gov.uk/pubs/other/mfa guide.pdf
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16 List — Issue 14 (a UKLA publication)

16.1 This issue focuses on the transparency directive and gives some useful examples for investment
managers that explain when disclosure is necessary. The examples refer to assets held in collective
investment schemes. Further detail is available via:
http://www.fsa.gov.uk/pubs/ukla/list dec06.pdf

17 Risk management

17.1 The FSA has published a paper entitled “Risk Management for Insurers”. Whilst not related to
collective investment schemes, there are some topics that might be useful for risk managers to
consider, on a general basis, and determine if there are any “gaps” in their current risk system vis a vis
FSA expectations. See http://www.fsa.gov.uk/pubs/other/isb_risk.pdf

18 ARROW

18.1 The FSA has produced a guide for non executive directors that sets out the FSA'’s risk based approach
to supervising firms. Further detail is in:
http://www.fsa.gov.uk/pubs/other/arrowguide.pdf

19 Effective yield and accounting for debt securities

19.1  Further to our comments in previous Bulletins (section B.3 November 2006, section B.20 July 2006 and
section B.14 January 2006), we are aware that the IMA has published Circular 282 / 06 that:

e includes comments on investor notification;
e considers issues regarding a fund’s distribution basis.

19.2  The IMA will advise its members as soon as there is more certainty about the outcome of the FSA's
consideration of responses received to CP 06 / 18. In the meantime, IMA advises that:

. the distribution assumption for pricing should be effective yield, appropriately adjusted as set out
in the Circular; and

. until further notice, for funds with accounting periods beginning on or after 1 January 2007, fund
pricing should be done on the basis that taxation follows accounting income, unadjusted in
respect of AG8 amounts.

19.3 Members should consult the IMA website for further detail - http://www.investmentuk.org

20 FSA Handbook Updates

20.1  Several legal instruments (“LIS”) have been issued via Handbook Notices 61. Some relevant details are
set out below:

IPRU(INS) [LI 2006 / 63]

e a non-UCITS Retail Scheme (“NURS”) is automatically eligible to be a permitted link without
having to restrict its investment in underlying assets (as is the case for a UCITS);

» for other types of collective investment schemes — the FSA will be considering these as part of
the Permitted Links Review (intends to consult on this at the end of quarter 1 of 2007).

Glossary / COLL [LI 2006 / 64]

e there have been amendments made to the Glossary and to COLL Transitional Provisions 5 and
6.
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21

211
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22.1

23

23.1

This document contains information that is confidential and the property of JPMorgan Chase & Co.
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Authorisation Manual [LI 2006 / 66]

e via this Legal Instrument the FSA is completing the dismantling of the Authorisation Manual.
The text deleted via this will, in effect, appear in online forms.

Supervision Manual [LI 2006 / 67]

e changes made to reporting requirements (SUP 16).
IPRU(INV) [LI 2006 / 55]

e IPRU(INV) - Chapter 7 has been moved to UPRU (i.e. for UCITS firms).
L1 2006 /50, 53

e Various changes to SYSC, etc. as a result of MiFID and the CRD.
A Feedback Statement on Best Execution was expected in Q4 2006, but it is understood that the sell
side of the asset management industry may produce some guidance on this topic and a Consultation
Paper on funds of unregulated schemes is expected in Q1 2007.
Best Execution: Orders
The FSA has published some advice from the General Counsel Division of the FSA that explains how it
is approaching the implementation of MIFID regarding best execution. The FSA stresses that the

advice is for their own purposes. Nevertheless, it is interesting to note the existence of this advice.
Further detail is available via http://www.fsa.gov.uk/pubs/other/best execution.pdf

FSA’s CRD Implementation Bulletin — Investment firms: Issue 5

Issue 5 of the CRD Bulletin is available via:
http://www.fsa.gov.uk/pubs/international/CRD _bulletin5_inv.pdf
and gives an update on the FSA'’s capital requirements proposals, etc.

This referred to the issue of “categorisation letters” that would be sent to the Chief Executives of UCITS
firms and the proforma letter has now been published on the FSA website via:
http://www.fsa.gov.uk/pubs/ceo/crd categorisation ucits.pdf

IOSCO: Good practices for the valuation of hedge funds

Whilst not directly related to collective investment schemes it is interesting to note the response from
the FSA to IOSCO’s consideration on this topic. The response, in effect, includes some of the
requirements in COLL’s Pricing Guidance. It summarises good practice as including the following:

e clearly separate duties between back office and portfolio (investment) managers;

e regularly reconcile positions held by back office and prime records. Regularly compare
valuation records of back office and administrators;

e provide relevant training before new investment types / instruments are traded;

e conduct regular visits to administrators and check pricing controls;

* review legal agreements with third parties to ensure kept up to date;

e pricing sources should be specified that are used to value different investment types;

 need for procedures for when there are no clear independent and verifiable values (e.g.
specialist price providers);

< how differences in valuations between parties are resolved;

- define what is meant by stale prices;

e what happens if re-pricing of the fund is necessary;

e set cut-off times for valuations;

e specify pricing basis for the valuation;

e produce internal deadlines for the production of the NAV that clearly sets out responsibilities;
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23.2

24

24.1

24.2

24.3

25

251

25.2

25.3

26

26.1

e have service level agreements with third parties.

Further detail is available via http://www.fsa.gov.uk/pubs/international/iosco letter 271106.pdf

FSA’s International Regulatory Outlook — December 2006

This paper looks at policy developments and gives three high level messages to the industry from the
FSA:

1. don't underestimate the continuing challenge of implementing EU measures, particularly MiFID
and the CRD;

2. continue to influence policy and engage fully in consultations (e.g. the Investment Funds White
Paper — see section 12 below);

3. support the adoption of “better regulation” initiatives.

The FSA also notes that the increased use of derivatives in UCITS Il funds leads to several issues
regarding the adequacy of a firm’s risk management process and the clarity of disclosure to investors.

Further information is avalible via http://www.fsa.gov.uk/pubs/iro/iro_2006.pdf

Real Estate Investment Trusts (“REITs”)

As the new Real Estate Investment Trust regime has now entered into force, a nhumber of property
companies have indicated their intention to convert to a REIT. There are a number of tax issues arising
from investment in REITs as opposed to shares in property companies, which are summarised below:

REITs pay dividends which are streamed between:

e Property Income Distributions (“PIDs”) in respect of their tax-exempt real estate investments i.e.
Schedule A income. Authorised Investment Funds (“AlFs”) in receipt of this type of income will
need to identify and subject it to corporation tax; and

e Franked Investment Income in respect of their non-exempt business, which will continue to be
treated as exempt for corporation tax purposes within AlFs.

Equity funds investing in REITs will therefore receive income which is now taxable, although the REIT
itself will not have suffered tax on its exempt business.

In the event that a bond fund is investing in shares in a property company which then converts to a
REIT, the AIF Tax Regulations provide that “amounts chargeable to corporation tax under sch A may
not be included in any amount shown in the distribution accounts as available for distribution as yearly
interest.”

The implication of this is that where the distribution account contains any PID income, the fund will not
be able to pay a deductible interest distribution.

As part of the recommendations from the KPMG report “Taxation and the Competitiveness of UK
Funds” (see section B.7 above), discussions are taking place between IMA, HMT and HMRC in respect
of the tax regime for AlFs investing in property directly, or property related securities, including REITs.

European Court of Justice (“ECJ”) Rulings in Denkavit and FIl Group Litigation Order
Cases

The final decisions in the Denkavit and FIl cases were issued by the ECJ in December 2006. The
decisions have implications on the tax treatment an EU country may impose on dividends paid to
investors resident in another EU country or on dividends received by resident investors from an
investment in another EU country.
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26.2  Fll Group Litigation Order

The decision appears favourable to UK portfolio investors (i.e. owning less than 10% of the distributing
company) receiving dividends from other EU countries as the ECJ ruled that the UK’s system for double
taxation relief was incompatible with Article 56, free movement of capital, as it did not provide any relief
to the UK investor for the underlying corporate tax paid by the distributing company resident in another
EU country.

The ECJ also found that the Advanced Corporation Tax (“ACT”) system and the Foreign Income
Dividend (“FID") system were not compatible with EU law but these rules have been obsolete since
1999. Whilst the findings on these aspects of the case could conceivably affect AFMs, the 6 year time
limit for any claim should be borne in mind in examining whether there would be any benefit in making a
claim.

Full details of the case can be found on the ECJ’s website using the following link:

http://curia.europa.eu/jurisp/cqi-
bin/gettext.pl?where=&lang=en&num=79938787C19040446&doc=T&ouvert=T&seance=ARRET

26.3 Denkavit

The decision deals with the treatment of outbound dividends. The ECJ ruled in favour of the non-
resident shareholder against less favourable treatment being applied by the source country — in this
case France.

The ECJ ruled that the imposition of a withholding tax (“WHT") on dividends received by a non-resident
company from its French subsidiary, while dividends received by a French parent company were almost
fully exempt from tax, is a discriminatory restriction of freedom of establishment.

The implication of the judgement for UK funds investing in other territories is that where local WHT is
imposed on dividends which would not be payable if those dividends were payable to a local recipient,
this WHT is unlawful.

Full details of the case can be found on the ECJ’s website using the following link:

http://curia.europa.eu/jurisp/cqi-
bin/gettext.pl?where=&lang=en&num=79938785C19050170&doc=T&ouvert=T&seance=ARRET

26.4  While potentially beneficial to portfolio investors, the new decisions add a layer of complexity to the
taxation of cross-border dividends within Europe. Therefore, AFMs should still determine with their tax
advisers as to whether these decisions impact their own position and how they interact together as well
as with previous decisions issued by the European Courts on tax discrimination. The conclusions
should be documented and discussed with your relevant JPMorgan fiduciary representative.
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C LUXEMBOURG

1. Transposition of the Directive 2004/39/EC on Markets in Financial Instruments (“the MiFID
Directive”) into Luxembourg Law

On 9 November 2006, the Commission de Surveillance du Secteur Financier (“CSSF”) issued Circular
06/265 to inform all parties impacted by the MiFID Directive of the publication of the draft law 5627 that
will transpose the MIFID Directive into Luxembourg law. The Circular recommends that financial
professionals take strategic and organisational measures in a timely manner in order to prepare for the
implementation of the new requirements.

The draft law implements Directive 2004/39/EC of 21 April 2004 concerning the Markets in Financial
Instruments (“MiFID”). The draft law is divided into two different parts addressing the different aspects of
MIFID. The first part relates to markets in financial instruments and replaces the law of 23 December
1998, which will be repealed. The second part of the law will modify the law of 5 April 1993 relating to the
financial sector.

These new requirements will be transposed into national law by 31 January 2007 at the latest and will
take effect as of 1 November 2007.

The Level 2 Directive 2006/73/EC of 10 August 2006 implementing MiFID’s organisational requirements
and operating conditions for investment firms will be enforced through a Grand-Ducal regulation. CSSF
Circulars are expected in the course of 2007 in order to interpret certain obligations imposed on banks
and investment firms.

The draft law is avalable in French only on the website of the Chambre des Députés, www.chd.lu, under
Portail documentaire, Réle des Affaires, Projets de loi, numéro de dossier 5627.

2. Prospectus Law — Technical Specifications From the CSSF

In the context of the law on prospectuses for transferable securities, the CSSF issued Circular 06/267 on
22 November 2006 to Undertakings for Collective Investment (“UCIs”) and Circular 06/272 on 21
December 2006 to the Sociétés d’ investissement en capital a risque (“SICARS”).

The EU Prospectus Directive (Directive 2003/71/EC) was locally adopted on 10 July 2005, and clarified in
subsequent CSSF Circulars 05/226 and 05/225.

The new Circulars aim to provide technical specifications regarding the communication to the CSSF.

Closed-ended UCIs and SICARs applying for listing on a regulated market or making a public offer of
units / shares are subject to these Circulars.

The Circulars are available in French only on the website of the CSSF, www.cssf.lu, under Laws and
Regulations and then Circulars.

3. 1929 Holding Companies — Draft Law to Abolish the Laws and Regulations Relating to the 1929
Holding Companies Regime

On 13 December 2006, the Luxembourg Parliament voted the draft law abolishing the laws and
regulations of the 1929 holding companies regime. This draft law implements the EU Commission’s
decision (“the EU Decision”) which stated that the tax regime granted by the 1929 law violates EU state
aid rules and should be abolished. Since the EU Decision on 19 July 2006, no new companies benefiting
from the 1929 tax regime can be created.

During a transitional period, commencing 1 January 2007 until 31 December 2010, holding companies
incorporated before 20 July 2006 will benefit from a grandfathered status (subject to certain conditions).

The EU Decision has no impact on Luxembourg investment funds governed by the laws of 30 March
1988 and 20 December 2002 regarding UCls. The EU Decision does however have an impact on certain
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advisory companies of incorporated investment funds, which are limited to the services of investment
advice to a single investment fund. The transitional provisions will also apply to such advisory
companies.

Advisory companies of investment funds which benefit from the 1929 regime need to consider the impact
of the final abolishment of the regime in 2010.

The new law is available in French only on the website of the Luxembourg Government, www.legilux.lu,
under Mémorial A, Mémorial A 241 of 29 December 2006.

4, VAT impact on Luxembourg Investment Funds Resulting From the European Court of Justice
(“ECJ") Decision in the BBL and Abbey National Cases

On 29 December 2006, the Luxembourg Tax authorities (“Direction de I’ Enregistrement et des
Domaines”) issued Circular Number 723 for the purpose of transposing the decision of the ECJ in the
BBL and Abbey National cases. This new Circular will take effect as of 1 April 2007 with no retroactive
effect.

Background to the new regulation

On 4 May 2006, the ECJ Decision on the Abbey National case (C-169/04) found that certain services
provided to Undertakings for Collective Investment in Transferable Securities (“UCITS”) are VAT exempt
where they qualify as “management” of special investment funds.

The Court held that fund accounting and administration services would be regarded as management, and,
as such, VAT exempt when “viewed broadly, they form a distinct whole and are specific to, and essential
for, the management of those funds”.

However, the Court also determined that some services are not covered by the concept of management
and are therefore excluded from being VAT exempt. As a consequence in Luxembourg, some services
provided to UCITS and the fees relating thereto can no longer be treated as VAT exempt, such as:

e The pure safekeeping activity i.e. a charge for physical safekeeping of security; and

e The supervision functions of the depositary bank i.e. the services of depositaries remunerated by
a fiduciary fee, also called the depositary fee within JPMorgan.

VAT treatment of the safekeeping fee
As outlined above the services of physical safekeeping remain subject to VAT (12 % in Luxembourg).

J.P. Morgan Bank Luxembourg S.A. (“*JPMBL") has reviewed its services and would like to draw your
attention to the fact that the services provided by JPMBL under the description of safekeeping fee include
not only pure safekeeping functions but also services which are exempt from VAT such as corporate
actions, income collection, reconciliation, etc. Consequently, only the portion of the total invoiced fee
representing pure safekeeping activity, if this was perceived to be a standalone product, would be subject
to VAT.

VAT treatment of the fiduciary fee (or fee for the depositary’s supervisory functions)

The fiduciary fee / depositary fee charged by JPMBL will become subject to 12% VAT when the VAT
regulations are changed.

Please note that in cases where a Depositary Bank does not charge a segregated "fiduciary fee", instead
only charging a custody fee, the draft circular requires that a deemed fiduciary fee (“DFF”) will have to be
considered from a VAT point of view and such amount will be subject to VAT. The methodology for
determining the DFF is not mentioned in the tax circular. It will be the depositary’s responsibility to
assess a fair DFF. In cases where a DFF applies, such DFF will be evidenced on the invoice, without
having to amend the fee schedule signed by the UCITS.
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For additional information or clarification on this matter, please contact your Relationship
Manager.

5. Withholding Tax on Income from Capital and VAT on Liberal Professions

In the 2007 Budget voted by the Luxembourg Parliament on 20 December 2006, the 20% withholding tax
rate on dividends is replaced by a rate of 15%. This is applicable to dividends paid to shareholders on or
after 1 January 2007.

As the majority of Luxembourg tax treaties reduce the withholding tax on dividend income to 15%, the
revised standard tax rate of 15% will mean that the majority of non-resident investors will no longer be
required to submit a retrospective reclaim application in order to obtain treaty benefits. Those investors
eligible for a treaty rate of less than 15% must continue to file a retrospective reclaim to obtain such
benefits.

Also, it is important to note the increase of the intermediate VAT rate from 12% to 15% for liberal
professions, including amongst others lawyers, consultants, notaries, accountants. This VAT rate
increase will impact slightly the investment funds as they are not in a position to fully recover this VAT.
The VAT increase is also applicable from 1 January 2007.

D IRELAND

1. RTS Stock Exchange and MICEX Eligible for UCITS funds

The Irish Financial Regulator has lifted all restrictions imposed on Irish authorised UCITS and retail non-
UCITS funds in respect of investments (both debt and equity) traded on RTS Stock Exchange and MICEX
(the Moscow Inter-bank Currency Exchange), provided the Prospectus contains relevant emerging market
risk warnings.

Previously, investment by Irish-authorised retail funds in Russian traded securities was limited to equity
securities and such investment could not constitute the sole objective of the retail scheme.

However, as the Russian market has very specific risks relating to the share Registrars, which expose
investors to a direct market risk, Fund Managers giving consideration to direct investment into this market
must contact their JPMorgan fiduciary representative to discuss the issues before taking any action.

2. New IFSRA Policy on Money Market Instruments Exempted From Final Maturity Requirement in
Relation to Asset Backed Floating Rate Instruments

In a recent policy statement, the Irish Financial Regulator stated that money market funds which are rated
by an international rating agency may disregard the final maturity requirement in relation to asset backed
floating rate instruments on the basis that the money market fund must meet with the relevant
requirements of the rating agency.

3. Marketing of Irish non-UCITS Funds in the Netherlands

Irish funds now benefit from an equivalent jurisdictions decision by the Netherlands Authority for the
Financial Markets. While UCITS funds already have a pan-European passport, non-UCITS funds no
longer require authorisation to be marketed in the Netherlands. The fund simply requires to provide proof
of Irish authorisation to the Dutch authorities and to comply with local information and advertising
requirements. The designation took effect on 31 October 2006.

The article can be found on the website of the Irish Financial Regulator, www.ifsra.ie, under News,
Archive 2002-06, Regulatory Connection Number 9 November 2006.

4, Trustees Pension Plans Authorised to Meet the Minimum Subscription Requirement Within One
Year

The Financial Regulator will permit investors who are trustees of pension plans, wishing to invest in Irish
Professional Investor Funds, to be excused from meeting the €125,000 minimum subscription
requirements, provided that the investors commit to invest the minimum subscription amount within a
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period of 12 months.
5. Irish Professional Investor Funds and Qualifying Investor Funds Exempted From the Minimum
Subscription Requirement

Notices NU12 and NU24 of the NU Series of Notices permit exemptions from the relevant minimum
subscription requirement for certain knowledgeable investors, such as directors and employees of the
investment manager. The Financial Regulator has issued a policy statement that investments in the
Professional or Qualifying Investor Funds by these investors are not affected in the event that they
subsequently resign from the qualifying directorship or employment.

6. Use of Financial Indices in UCITS Funds

On 22 December 2006, the Irish Financial Regulator issued Consultation Paper (“CP”) 24, requesting
receipt of responses by 26 January 2007. One of the subjects considered in the CP is a draft Guidance
Note on the subject of Financial Indices.

Irish UCITS funds have generally used financial indices for simple replication purposes, benchmarking
investment performance and hedging investment risk. There has also been an increase in the utilisation
of less well known or bespoke indices.

The purpose of the draft Guidance Note is to set out the criteria that must be met in order that a UCITS
may use a financial index as part of its portfolio. The draft Guidance Note seeks to clarify the
circumstances where an index should be submitted to the Financial Regulator for clearance and the
circumstances where this is not necessary. The draft Guidance Note also includes an updated checklist
to assist in the submission process.

CP 24 is available on the IFSRA website:

http://www.ifsra.ie/data/CP_Files/CP%2024-%20draft%20Guidance%20UCITS.pdf

7. Prospectus Disclosure Requirements for Structured Products and Complex Trading Strategies

On 22 December 2006, the Irish Financial Regulator issued CP 24, requesting receipt of responses by 26
January 2007. One of the subjects considered in the CP is a draft Guidance Note on the subject of
Structured Products and Complex Trading Strategies.

The UCITS Il Product Directive considerably expanded the permissible parameters for UCITS in utilising
Financial Derivative Instruments (“FDI”). The Financial Regulator has seen a noticeable increase in the
number of UCITS funds utilising FDIs to pursue particular trading strategies or to engineer particular
exposures or investment characteristics.

The Financial Regulator is also increasingly concerned that current prospectus disclosure of complex
strategies is inadequate, given the retail nature of the UCITS vehicle. For example, prospectuses may
provide too little information, too much information, jargon, complex descriptions and definitions, lack of
logical sequence, complex appendices and unhelpful tables. The Financial Regulator is requesting that
the investment objectives and policy be set out in plain English in a clear, concise and logical manner.

Where the fund has a more complex strategy or a structured exposure as its objective, the Financial
Regulator has requested that the Prospectus set out the commercial rationale for the adopted position.

CP 24 is available on the IFSRA website:

http://www.ifsra.ie/data/CP_Files/CP%2024-%20draft%20Guidance%20UCITS.pdf
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E GERMANY

1. Value Added Tax (“VAT") Treatment on the Transfer of Securities and Shares / Units

On 30 November 2006, the Federal Ministry of Finance published a letter on VAT treatment of the
transfer of securities and shares / units.

According to this letter, all transfers of equities as well as other securities, e.g. units in investment funds
and fixed-interest securities, should be qualified as “other services” and not as “deliveries* within the
meaning of the German Value Added Tax Act in all open cases as of 30 November 2006. This “new”
classification entitles the taxpayer to deduct the input VAT (charged on the services which have been
supplied to transfer / issue the securities), provided that the taxpayer’s full turnover resulting from his
economic activity are taxed.

In a letter dated 22 August 2006, the Association of Foreign Banks in Germany asked for a change in the
German law following the European Court of Justice Decision on 26 May 2005 (C-465/03) in order to
avoid extensive documentation requirements for the taxpayer’s in the future. The German Law should be
amended in such a manner that the classification as mentioned above will be explicitly mentioned.

2. New German Law on Real Estate Investment Trusts (“REITs”)

The federal cabinet passed a draft law on REITs containing the following key points:

« the REIT has to hold at least 75 per cent of its assets in real property and the gross proceeds
have to derive at least 75 per cent of its income from rent and lease and from the transmission of
real property. The acquisition of “Bestandswohnimmaobilien” (premises having a total area with
more than 50 per cent used for residential purposes) is not allowed.

e atleast 15 per cent of the shares have to be owned by diverse shareholders; the BaFin has to be
notified of the “diversified ownership’s rate” at the end of each year.

e the shareholders are not allowed to directly hold 10 per cent or more of the shares. Shareholders
directly or indirectly holding more than 85 per cent of the shares will no longer be subject to a
“Squeeze-Out” procedure, but will be subject to special reporting duties (i.e. majority
shareholders will not be allowed to “squeeze out” small shareholders of the corporation by means
of cash compensation).

e the distribution of a REIT as well as the sale of “REIT-shares” is subject to taxation, whereas the
rate of taxation depends on the tax status of the underlying investor which is finally based on his
worldwide income. The “Halbeinkiinfteverfahren” (half-income-system) is neither applicable to
German nor to Foreign REITSs.

e As far as the taxation of funds is concerned, the German Investment Act (“InvG”) will be amended
so that income resulting from the REITs “half-income-system” will not apply.

3. Implementation of Basle Il — Solvability Regulation was Passed

We refer to our Information Bulletins published in May and November 2006, whereby we informed you
about the drafts of the Solvability Regulation and the Regulation for Large Exposure and Loans of over
1.5 Million Euro in the context of the implementation of Basle II.

On 20 December 2006, the Solvability Regulation, the Liquidity Regulation and the Large Exposure
Regulation were published in the German Federal Law Gazette.

The Solvability Regulation came into effect on 1 January 2007. One year after the passage of the
Minimum Requirements for Risk Management and one month after the amendment of the German
Banking Act, the remaining elements of Basle Il have now passed into German Law.
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F FRANCE

1. AMF Response to the Reports of the European Commission’s Expert Groups on Asset
Management

On 31 October 2006, the Autorité des Marchés Financiers “AMF” published its response to three reports
of the European Commission’s expert groups on asset management. These EU reports published on 4
July 2006, address key issues relating to investment funds, hedge funds and private equity funds. The
reports are available at the following website:

http://ec.europa.eu/internal _market/securities/ucits/index_en.htm

The AMF welcomed the expert group’s proposals and hopes that its response will provide the
Commission and the industry with constructive input. In summary, the AMF expectations are to:

e Build a more appropriate European framework in which to develop. Currently, there is no
common EU approach to distinguish products which are suitable for retail investors from products
which should remain the preserve of sophisticated investors;

< Allow investors to take advantage of a more deeply integrated market for investment funds; and

e Enable supervisors to deliver a high degree of protection for savings and investment.

2. AMF Launched the Schedule of Authorised Activities of Management Companies

With the objective of enhancing the information available on the authorised activities of Management
Companies, the AMF decided to make available a standardised “Schedule of Authorised Activities”. This
schedule is available for each authorised Management Company on the AMF website: www.amf-
france.org under “OPCVM et produits d'épargne”.

3. AMF Authorises the Creation of Hedged Share Classes

Since the beginning of 2005, French UCITS have been authorised to create various share classes from
an operational point of view. Until recently, this possibility was only granted to non-complex situations.
On 3 November 2006, the AMF amended Article 411-11 of its Réglement Général to allow the creation of
hedged classes of shares.

4. Notification Procedure for Authorisation for Sale of Foreign UCITS — Application of CESR
Guidelines

We refer to our Information Bulletin published in July 2006, whereby we informed you about the CESR
final guidelines on simplification of the cross-border notification procedures of UCITS. The purpose of
CESR'’s guidelines is to set a common approach to the administration of notification procedures by host
authorities. The guidelines also seek to bring greater simplicity, transparency and certainty on the
notification process.

On 16 November 2006, the AMF announced that it transposed the integral provisions of the guidelines by
amending Articles 42 to 44 of Appendix lll to Instruction 2005-01 on authorisation procedures and
periodic disclosure requirements for French UCITS and foreign UCITS marketed in France. In
accordance with CESR'’s guidelines, the AMF has made available details of the notification procedures for
foreign UCITS in relation to non-harmonised provisions. Such provisions can be found in French only at
their website: www.amf-france.org, under the headings, Services Provider area, Forms, Foreign UCITS.

The new provisions of the instruction have been applicable since 1 January 2007.
5. AMF Modifies Hedge Fund Regulation to Reflect US Court Decision

On 16 December 2006, an amendment to the AMF General Regulation was published in the Official
Journal. The AMF no longer requires foreign hedge fund managers of hedge funds, in which French
funds may invest, to be registered with a local supervisory authority. The modification was made
following a decision of the Federal Appeals Court of Columbia in June 2006, which decided to strike down
a rule of the Securities and Exchange Commission (“SEC”) requiring investment managers to register
with the SEC in certain cases.
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Although current investments benefit from a “grandfathering” provision, the AMF recommends that French
managers remain cautious with hedge fund managers who de-register from their local supervisory
authority.

Further information about this amendment, and in particular about the scope of the “grandfather clause”,
is available on the AMF website: www.amf-france.org, under Texts, Access by category of text and AMF

Positions.
G JERSEY
1. Issue of Revised Expert Fund Guide

The Jersey Financial Services Commission (“JFSC”) issued a revised Expert Fund Guide, following a
period of public consultation, on 9 November 2006. Revisions to the Guide are intended to introduce
greater clarity or flexibility. The main revisions are detailed below:

e Stock Exchange Listings: clarification that an Expert Fund may be listed under certain criteria;

 Transfer of Interests: new criteria to reinforce the principle that a transfer of interests should
only be to another expert investor;

e Acquisition on Behalf of Non-Expert Investors: reminder that professional intermediaries
should be satisfied that an investment in an Expert Fund is suitable for the underlying investor;

e Minimum Investment: US$100,000 initial investment in the Expert Fund;

 Location of Investment Manager: a broadening of the range of permissible jurisdictions in which
the investment manager may be established;

 Due Diligence: clarification of the Jersey functionary’s responsibility in terms of due diligence;
and

e Span of Control: introduction of text to recognise that there may be cases where there are
exceptional circumstances justifying a degree of relaxation from the Commission’s normal policy.

The Guide can be viewed on the JFSC website:
http://www.jerseyfsc.org/pdf/expert fund guide nov_ 2006.pdf

2. Issue of Listed Fund Guide

Following a period of public consultation, the JFSC issued a new Listed Fund Guide (“the Guide”) on 8
January 2007.

The purpose of the Guide is to define a Listed Fund and to set out the expected characteristics of such a
Fund. An essential feature is that it must be closed-ended.

A Listed Fund meeting the criteria set out in the Guide may be established using a streamlined
authorisation process.

Details of the Guide can be viewed on the JFSC website:
http://www.jerseyfsc.org/pdf/listed fund guide january 2007.pdf

H BELGIUM
1. New Accounting Rules for Belgian Investment Funds

A new Royal Decree (“the Decree”) dated 10 November 2006, was published on 30 November 2006 for
the purpose of setting out new accounting rules for Belgian investments funds. The Decree introduces a
number of rules and notions that are inspired by the International Reporting Standards (“IFRS”), although
the IFRS are not applicable as such. The Decree also sets out the content requirements applicable to
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funds’ annual and semi-annual reports.

For investment funds existing at the date of the publication of the Decree, the new provisions are
applicable for the next financial reports starting after 30 November 2006.

The new Decree is available in Dutch and French on the CBFA website:

http://www.cbfa.be/fr/cs/icb/wg/pdf/rd 10-11-2006.pdf

2. New Reporting Requirements for Belgian and Foreign Investments Funds

On 29 December 2006, the CBFA (Banking, Finance and Insurance Commission) published a Decree
amending the regulatory reporting requirements applicable to Belgian funds which are authorised under
article 7, 1° or 2° of the Law of 20 July 2004 or under article 122, § ler, 1° or 2° of the Law of 4 December
1990, and to foreign funds that do not qualify under the UCITS Directive and that are publicly distributed
in Belgium.

The Decree sets out the content and the format of the statistical information required by the CBFA,
including the transmission methodology.

The Decree became effective on 1 January 2007 with regard to Belgian funds and will come into effect on
1 January 2008 with regard to foreign funds. The reporting is due on a quarterly basis, or on a monthly
basis for money market funds.

The Decree is available in Dutch and French on the Belgian Government’s website:

http://www.ejustice.just.fgov.be/cgi/article body.pl?language=nl&caller=summary&pub date=2006-12-
29&numac=2006003602

I PAN — EUROPE

1. Committee of European Securities Regulators (* CESR”): Update on activities
CESR has published its 2007 work programme and some key points are summarised below:

e Provide input to European Commission’s work on MiFID;

< Follow-up work on the eligibility of indexes of Hedge funds;

e Development of Level 3 measures on eligible assets;

 Work on conduct of business rules and supervisory practices;

e Evaluation of the implementation of the notification guidelines;

e Follow-up of the White Paper of the European Commission;

e Possible mandate from the Commission on Simplified Prospectus.

Convergences across EU jurisdictions:

* Review of the implementation of the simplification procedure for UCITS notification;
e Revision of existing CESR standards, guidelines and recommendations.

A consultation paper entitled “The Passport under MiFID” has been published. It contains proposals and
guestions for a common approach on the naotification procedures set out in Articles 31 and 32 of MiFID
and considers the issues arising from the branch concept, provision of services, distribution, etc. Further
detail is available via: http://www.cesr-eu.org/index.php?page=consultation_details&id=83

A consultation paper entitled “Inducements under MiFID” has been published. It includes a section on
softing and bundling arrangements. The other subjects covered include:

< relationship with conflicts of interest;

e Article 26 (a): items "provided to or by the client";

e Article 26 (b): conditions on third party receipts and payments - it considers some examples of
scenarios where payments may be made from one firm to another - e.g. a UCITS management

company providing training to the staff of an investment firm;
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e Article 26 (b): disclosure;
e Tied agents softing and bundling arrangements.

Further details are available via:
http://www.cesr-eu.org/index.php?page=consultation details&id=84

European Commission White Paper on Enhancing the Single Market Framework for Investment
Funds

The paper comments that structural changes in European financial markets are putting new strains on the
UCITS regulatory system. Therefore, the paper sets out the views of the European Commission on ways
to appropriately simplify the European legislative environment.

Potential actions that are envisaged are to:

e Strengthen single market freedom - the fund industry should be able to serve European and
global investors more efficiently;

e Ensure that investors are in a position to make informed investment decisions;

e Consider whether to allow the cross border sale of some types of non-UCITS to retail investors;

e Consider a European “private placement” regime to facilitate the sale of non-harmonised funds
and financial instruments to institutional and sophisticated investors in other Member States.

At a high level, the most significant changes proposed to legislation relating to market efficiencies are to:

e remove administrative barriers to cross border marketing (e.g. notification process) [requires a
UCITS Directive change];

e remove obstacles to cross border mergers of funds [requires a UCITS Directive change and
appropriate interpretation of tax requirements];

- facilitate asset pooling (e.g. entity / virtual pooling) - i.e. the simultaneous management of assets
“gathered” by different funds [requires a UCITS Directive change],

< introduce measures to bring about the enactment of a fully-functioning management company
passport [requires a UCITS Directive change];

e strengthen supervisory co-operation.

Possible actions that do not require changes to the Directive include:

e Introducing strict deadlines to authorise a UCITS fund,;

« Provide appropriate message routing and fund order processing / settlement;

e Remove local barriers to choice and flexibility regarding custodians [latter requires local
regulatory change];

« Review the use of investment powers by UCITS and non-UCITS.

Proposals for the end investor include:
< Amend the simplified prospectus process so that it works in practice [requires a UCITS Directive
change plus some other non legislative measures];
e Ensure MIFID has appropriate distribution arrangements.
Non-harmonised funds (i.e. non-UCITS)
The paper suggests considering how to apply a passport to
e Retail funds — e.g. open-ended real estate funds (a 2007 / 2008 project);

e Qualified Investor type schemes — e.g. private equity funds, hedge funds (a 2007 project).

A summary of the proposed improvements and the respective EU action points can be found in Appendix
1 of this Bulletin.
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Further detailed information is available via the following three documents:

http://ec.europa.eu/internal _market/securities/docs/ucits/whitepaper/whitepaper_en.pdf
which includes in Annex 1 a summary of the actions needed.

http://ec.europa.eu/internal _market/securities/docs/ucits/whitepaper/executive_summary en.pdf

http://ec.europa.eu/internal_market/securities/docs/ucits/whitepaper/impact _assessment_en.pdf

3. CESR Consultation on the Eligibility of Hedge Fund Indices for UCITS Funds

When CESR published its final advice on 26 January 2006 to the European Commission on the
clarification of the definition concerning eligible assets for investments by UCITS, the matter on the
eligibility of hedge fund indices for UCITS funds was left outstanding.

On 26 October 2006, CESR launched a consultation for the purpose of collecting additional advice to
consider whether hedge fund indices are eligible for UCITS funds and under which conditions.

On 8 December 2006, CESR published responses to the consultation which can be viewed on CESR’s
website, www.cesr-eu.org, under the section “Consultations” and then “Closed Consultations”.

The majority of the participants of the consultation would consider hedge fund indices eligible for UCITS
funds under strict requirements and adequate prospectus disclosures.

CESR should issue a first draft paper at the end of January 2007. The final Paper is expected to be
approved in May 2007.

4, Current Trends in Asset Management: A Report Prepared for the European Commission DG
Internal Market and Services by Oxera

This report (193 pages) aims to identify and analyse leading current trends within the European asset
management industry and their implications. There is a summary of the leading trends on page vi of the
report and this may be of interest to product / strategic development experts.

The research process identifies some new risks (see page xii) and these include “informational problems
for the end investor due to the increase in sophistication of products”. Further implications of the trends
are summarised on page X, with Chapter 7 considering, in more detail, the various risk aspects. A
summary of relevant operational risks is contained in Appendix A3.

Further information is availble via:

http://ec.europa.eu/internal _market/securities/docs/ucits/expert-group/extstudies/current-trends-in-
asset-management4.pdf

and also a further report via:
http://ec.europa.eu/internal_market/securities/docs/ucits/expert-group/extstudies/report3.pdf
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J GENERAL MARKET AWARENESS

1. Product

The Organisation for Economic Co-operation and Development (“OECD”) has announced that it is
launching a project to examine the tax treaty entitlements of collective investment schemes and the
procedural mechanisms for cross-border investors to claim treaty benefits.

Depending on the outcome of this OECD initiative, collective investment schemes may benefit from
increased tax relief opportunities. In addition, all clients would potentially benefit from improved
procedural mechanisms for claiming treaty benefits.

This announcement follows a roundtable discussion hosted by the OECD in February 2006, from which
the following main points arose:

e treaty-eligible investors in collective investments schemes that are regarded as “transparent” due
to their legal form are highly likely to lose the treaty benefits that they would have received if they
had invested directly;

e tax treaty entitlements are often effectively denied to cross border investors holding securities
through one or more intermediaries due to varied, and sometimes wholly impractical procedural
mechanisms adopted by the countries of investment; and

- further work is required to explore ways in which these issues can be addressed.

The “further work” referred to at the roundtable is now able to commence and to this end, an informal
consultative group of industry specialists, government representatives dealing with tax policy and
representatives of tax administrations is currently being formed to examine the issues and make detailed
proposals for improving the current situation. JPMorgan is closely involved in this initiative.

Further information can be found in Product NewsFlash number 97.
2. Bulgaria

Bulgaria became an EU Member State on 1 January 2007 and, therefore in principle, acquired automatic
market eligibility. However, effective 1 January 2007, JPMorgan is reviewing its custody arrangements in
Bulgaria and currently is unable to provide satisfactory safe custody arrangements for Government debt
securities in this market.

Further information can be found in Bulgaria NewsFlash number 2.
3. Denmark

Clients who have subscribed to a custody tax reclaim service with JPMorgan can now benefit from an
electronic quick refund service for retrospective tax relief on Danish dividends. The refund timeframe will
be reduced from approximately seven months under the current regulations to one month under the new
rules, starting from the date of filing.

JPMorgan will only be able to provide a reclaim service to treaty eligible custody clients who have
provided JPMorgan with all requested tax documentation. Reclaims will not be submitted until the
appropriate documentation is on file; delays in the provision of documentation will require a paper
reclaim, as per the current procedure, to be filed.

Further information can be found in Denmark NewsFlash number 12.
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4, Japan

JPMorgan Corporate Actions announced a change of policy regarding Japanese odd lots. JPMorgan will
no longer automatically sell odd lots resulting form a Japanese corporate action event. From 1 January
2007, JPMorgan will automatically retain Japanese odd lots.

Each Japanese corporate action event notification will clearly communicate to clients that they may
choose to sell or round up any resultant odd lots.

Further information can be found in Japan NewsFlash number 41.
5. Luxembourg

Details regarding withholding tax changes are contained in section C.5, with further detail available via
Luxembourg NewsFlash number 1.

6. Norway

Entities organised in corporate form and resident in an EEA member state should be eligible to a
repayment of Norwegian withholding tax deducted from dividend income paid on or after 1 January 2003,
following an agreement by the Norwegian Ministry of Finance, and exemption on future dividends going
forward.

For clients who subscribe to JPMorgan'’s tax reclaim service, JPMorgan will now file reclaim applications,
unless otherwise advised in writing to do so, on all dividend income paid on or after 1 January 2003 for
entities organised in corporate form and resident in an EEA member state based on tax documentation
provided to JPMorgan.

Clients wishing to file claims for income paid between 1 January 1994 and 31 December 2002 should
discuss the matter with their tax advisors in the first instance in order to provide an appropriate cost
benefit analysis, prior to discussions with their JPMorgan fiduciary representative, as these claims fall
under the EU / EEA discrimination protocol.

Further information can be found in Norway NewsFlash number 16.

7. Slovenia
Slovenia adopted the Euro effective 1 January 2007. The conversion rate was EUR 1 = SIT 239.64
Further information can be found in Slovenia NewsFlash numbers 22 and 23.

8. Thailand

The Bank of Thailand (“BOT”) announced the introduction of new measures aimed at lessening the
volatility in the foreign exchange market and combating speculation of the Thai Baht (“THB”") effective 19
December 2006. BOT initially issued a thirty per cent reserve requirement on foreign currencies bought
or exchanged against THB. However, following a sharp drop in the Thai market, the Finance Minister
announced a relaxation in the newly imposed measures.

Equity investment is exempted from the reserve requirement. Therefore, non-residents entering into
purchases of THB on-shore in Thailand, which are related to investments traded on SET, TFEX, AFET
and MAI will not be required to remit a thirty per cent reserve requirement on foreign currencies
exchanged for THB.

The thirty per cent reserve requirement remains for purchases of THB on-shore in Thailand related to
investment in non-exempt securities e.g. fixed income instruments. The reserve requirement will be held
by BOT in a non-interest bearing account, in foreign currency not THB. Refunds of the reserve
requirement will only be paid by BOT on the 7th of each month.
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As a result of the significant challenges to ensure compliance with the new regulations, JPMorgan took
the decision, effective trade date 8 January 2007, to move to on-shore Agent FX. Clients who have
appointed JPMorgan as custodian, will therefore need to meet the thirty per cent foreign reserve
requirements for all transactions in non-exempt securities.

In addition to the reserve, it is necessary to monitor the original in-bound foreign exchange that was used
to purchase the security upon which the reserve was originally based. The funds related to the purchase
need to remain in Thailand for one year in order for 100% of the reserve amount to be repatriated. For
example, the security could be sold and the proceeds re-invested into another non-exempt security which
could be sold and then re-invested etc. In order to obtain 100% of the reserve amount back after one
year, proof must be provided evidencing that the original purchase monies have remained in the
country for one year. Repatriation earlier will result in a penalty of one third of the sum (in foreign
currency), two thirds only being released.

JPMorgan has implemented a zero THB cash balance for clients. As a result, clients will need to
repatriate sale proceeds or reinvest them same day into another instrument. This is applicable to both
exempt and non-exempt securities.

The zero balance policy has an implication on clients’ ability to obtain 100% reimbursement of
their reserve amount. For example, if a client buys a non-exempt instrument and provides the
reserve requirement and then one month later sells the bond but does not immediately reinvest,
they will be required to repatriate the sale proceeds. This will also mean that the client will
immediately forego one third of the reserve amount.

It is a requirement of BOT that interest payments received from debt instruments are repatriated same
day as received. To ensure that this is achieved, JPMorgan has put procedures in place to ensure all
interest monies are FX'd into USD. Dividend income and corporate action proceeds will also be FX'd into
USD.

Nevertheless, an AFM should, when considering any investment management decision to invest in Thai
non-exempt securities via a purchase of THB on-shore:

< consider the extra thirty per cent cost involved; and
e bear in mind that the original purchase monies must remain within Thailand for one year before
the reserve requirement can be fully repatriated.

Further information can be found in Thailand NewsFlash numbers 43 to 53 inclusive (2006) and Thailand
NewsFlash numbers 2 to 6 (2007).
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K NEWSFLASH SUMMARY

NF Ref".
1.0 A summary of other relevant issues arising from JPMorgan’s “NewsFlashes” (“NF”) is set out

below. Should further information be required, please consult the appropriate NewsFlash
reference number indicated at the right of the text.

11 |TEMS REGARDING MARKET ACTIVITY & SETTLEMENT

CROATIA

As a result of recent amendments to the Foreign Exchange Law, effective 14 December 2006, 4
non-resident investors are permitted to invest in T-Bills issued by the Croatian Ministry of
Finance and CNB-Notes issued by the Croatian National Bank.

EGYPT

The Cairo and Alexandria Stock Exchange has revised the timetable of the official trading 13&4
session with effect from 17 January 2007. The official trading session will now start at 10.30

local time until 14.30, to then be followed by the order driven OTC trading session, which will

start at 14.45 until 15.15 ( reduction of 30 minutes).

GERMANY

Deutsche Bdrse introduced a new real-time trading data feed, “CEF ultra”, which provides 27
complete Eurex trading information as well as the full chain of pre-trade data, effective 18
December 2006.

The Transparency Directive Implementation Law has been approved and will become effective 28

from 20 January 2007. There are amendments to the substantial shareholder disclosure
requirements. There will be a new initial disclosure threshold of 3 per cent. The timeframe in
terms of notification and disclosure to the Federal Agency for Financial Market Supervision and
the company by the underlying investor will be shortened from seven to four trading days.

GHANA

The Ghanaian Government issued a five year bond, which is eligible for foreign investors to 8
participate in, on 21 December 2006.

INDIA

The Securities and Exchange Board of India (“SEBI”) has issued a circular stating that the 354
Bombay Stock Exchange Limited (“BSE”) will set up and maintain a reporting platform for all
corporate bond transactions. Clients executing corporate bond trades on and after 1 January

2007 will have to ensure that the deals and the settlement of the deals are reported to the BSE
reporting platform.

The Association of Mutual Funds in India has made it mandatory from 1 January 2007, for all 1 and 6
investors, including Foreign Institutional Investors, to apply for a Mutual Fund Identification

Number (“MIN”) prior to investing in domestic mutual funds for amounts equal to or greater

than INR 50,000.

' NF - NewsFlash
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JAPAN

There has been a revision of the Financial Instruments and Exchange Law which has a direct 42
impact on substantial shareholder reporting at five per cent and the one per cent thresholds
thereon. Effective 1 January 2007, the substantial shareholding reporting requirements have

been revised in order to enhance controls as well as increase the frequency of providing
information.

KAZAKHSTAN

The Agency of the Republic of Kazakhstan on regulation and supervision of financial markets 5
and financial organisation (“AFS”) introduced new rules which limit the amount of short term
liabilities that non-residents can maintain with local commercial banks. JPMorgan’'s sub-
custodian will impose month end cash holding limits which will include all cash accounts held

by foreign investors. The ratio for total foreign liabilities to capital for local banks will be limited

to 1 to 1 from April 2007. As an interim measure the ratio of 5.8 to 1 has been imposed and

will be monitored by the AFS from calendar month end.

RUSSIA

The Ministry of Justice has approved a regulation issued by the Federal Service for Financial 1
Markets on mandatory reporting of OTC trades for local market participants. The new
regulation does not cover those OTC transactions executed between two non-resident
investors. The regulation will come in to effect on 1 July 2007 and aims to increase the overall
transparency of the Russian securities market.

Amendments to the Law on Banks and Banking Activity which unifies approval and disclosure 2
requirements for residents and non-residents regarding shareholdings in Russian banks have

been approved and are effective 11 January 2007. The new law states that foreign investors

will only require the Central Bank’s (“CBR”) prior approval for the purchase of a stake higher

than 20% and would need to notify the CBR of any purchase above 1%.

UNITED ARAB EMIRATES
The Emirates Securities and Commodities Authority has revised the capital and settlement 25
guarantee requirements of brokerage houses registered on the Dubai Financial Market and the

Abu Dhabi Securities Market. The revisions are expected to increase investor confidence in
the UAE markets.

1.2 OTHERITEMS OF INTEREST

AUSTRALIA

Following the merger of the Australian Stock Exchange and SFE Corporation Limited, the new 22
combined ASX group has re-branded itself as the “Australian Securities Exchange”. In
addition, effective 5 December 2006, the Australian Stock Exchange officially changed its

name to “ASX Limited”.

BULGARIA

The Bulgarian Government has reduced the withholding tax rates applicable to non-residents 1
on interest income and capital gains from the sale of securities in Bulgaria, effective 1 January

2007. The statutory withholding tax rate on interest is reduced from 15% to 10%. The
withholding tax rate on capital gains is also reduced from 15% to 10%; however, capital gains

from listed securities are generally exempt from tax.
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FRANCE

Effective 1 January 2007, French companies will be required to set a Record Date three days 22
prior to a general meeting for establishing shareholders’ voting entittements. The Record Date
will replace the practice of share blocking.

ICELAND

Effective 5 January 2007, the Iceland Stock Exchange (“ICEX”) was renamed the OMX Nordic 1
Exchange. In addition, the following principle changes were also announced: effective 2 April

2007, Icelandic companies will be listed on the harmonised Nordic Exchange List and included

in OMX indices; Icelandic Market Data will be integrated into OMX Nordic Market data offerings

and ICEX will have a joint OMX website. On 7 May 2007, a derivatives market will be
launched.

ISRAEL

The Tel Aviv Stock Exchange (“TASE”) will launch a new market index. Tel-Bond 20, on 1 1
February 2007. The index will include the 20 CPI-linked corporate bonds with the highest
market value. The index composition will be reviewed twice a year.

NORWAY

The Norwegian Market Practice Group changed the definition of record date to ex-date + 2 17
business days, effective 1 January 2007.

SLOVENIA

The Government of Slovenia introduced a new Corporate Income Tax Law which reduces the 20
rate of withholding tax applicable to dividend and interest income from 25% to 15%, effective 1
January 2007.

SOUTH KOREA

The South Korean Ministry of Finance and Economy announced that the withholding tax rate 36
applicable to foreign investors receiving interest from KRW denominated bonds will be reduced
from 27.5% to 15.4% effective 1 January 2007.

SPAIN

The legislation increasing the statutory rate of withholding tax from 15% to 18% on dividends 26
paid by Spanish companies to non-resident investors was approved by the Spanish
Government. Dividends paid from 1 January 2007 will be subject to 18% withholding tax.

Treaty relief at source (“RAS”) is not possible and non-resident investors eligible for treaty relief

will be required to claim any tax benefit retrospectively.
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APPENDIX 1

European Commission White Paper on Enhancing the Single Market Framework for Investment Funds

1.1 Supporting a more efficient EU Fund Industry

Improvements requiring changes to the Directive

EU Action Points - Open consultation in spring
2007 and legislative amendments in autumn 2007

Removing administrative barriers to cross-border

marketing: administrative and procedural obstacles
have been identified in the verification of fund

documentation by host authorities. The deadline of 2

months is not always respected.

e The Commission will amend the Directive by
scaling back the current 2 months period.

< Documentation and other exchanges shall take
place on a regulator-to-regulator basis.

e Supervisor co-operation mechanisms will be
introduced to ensure speedy resolution of
identified problems.

Facilitating cross-border fund mergers: fund mergers in
the EU framework are complex, time consuming and
expensive. Cross-border fund mergers should not give
rise to adverse tax consequences for investors.

e The Commission will propose additional
provisions to the UCITS Directive to create the
appropriate legal and regulatory conditions for the
merger of funds based in different jurisdictions.

e Regarding the taxation of cross-border UCITS
mergers, a case-law should be built by the EU
Court of Justice. On the basis of this case-law,
the Commission will request a confirmation that
national tax-neutral arrangements should be
extended to funds mergers.

Asset pooling: there are significant barriers to cross-
border asset pooling. There are two different pooling
techniques, the entity pooling which is ruled out by the
diversification requirements of the UCITS Directive and
the virtual pooling which uses information technology to
aggregate the assets of participating funds as if there
were an underlying pool.

e  The Commission will propose amendments to the

diversification rules and other provisions of the
Directive in order to allow an expansive approach
to entity pooling.

. In preparing legislation, the Commission will also

further explore the soundness of virtual pooling
techniques and the need for Directive
amendments to provide legal certainty and
support effective management and supervision of
such structures.

Management company passport: the 2001 Directive
amendment failed to introduce an effective
management company passport for corporate funds.
The Commission is confident that solutions can be
found to meet supervisory concerns about splitting
responsibility for supervision of fund administration from
fund management.

e  The Commission will propose amendments to the

Directive to allow an authorised management
company to manage corporate and contractual
funds in other Member States.

Strengthening _ supervisory  co-operation: effective
supervision of cross-border structures and functions will
need to be supported by full and timely co-operation
between the relevant national authorities.

e The Commission will propose to strengthen the

UCITS Directive relating to competent authorities
and supervisory co-operation. Enforcement
authorities will be required to provide timely
assistance and intervene where necessary in the
event of difficulties originating in their jurisdiction.
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Improvements that do not require changes to the
Directive

EU Action Points

e Strict deadline for authorisation in_country of
domicile: delays of six weeks before obtaining
UCITS authorisation are not uncommon.

e Message routing and Fund order processing /
settlement: there are important inefficiencies
creating higher operational risks, longer processing
delays and higher costs.

e Depositary passport: the freedom to appoint a
depositary in another Member State does not seem
to hold out the prospect of significant gains.

. The Commission will recommend that Member

e The Commission urges national authorities to
expedite fund approvals.

e The Commission calls on the European industry
to develop a coherent strategy to phase in the
necessary improvements in these functions.

States take a number of steps to allow branches
from banks in another Member State to act as
depositaries and to allow depositaries to delegate
assets’ safekeeping to a custodian in other
Member State (early 2008).

1.2 Making the Single Fund Market Work for the End-Investor

Simplified Prospectus: the objective of the simplified
Prospectus has failed. Work is needed to deliver a
short and understandable statement of charges, risks
and expected performance which is meaningful to the
end-investor.

e The Directive must be amended to clarify the

A two-level approach is required (non-legislative
improvements are expected mid-2008):

fundamental objectives and guiding principles of
the simplified Prospectus.

e  Prior to entry into force of the amended Directive,
the Commission will revisit its Recommendations

to enhance risk, cost and performance
disclosures.
Distribution systems must deliver products that meet | The Commission will carefully monitor the
the needs of investors on competitive terms. Conflicts | implementation if MiFID rules on “conduct of
of interest and inducements must be properly managed | business” and inducements in respect of

or disclosed. MiFID should underpin the quality of
client support that advisors, brokers and other
intermediaries provide to clients contemplating

investment in investment funds.

intermediated fund sales. The Commission services
will publish a ‘vade-mecum’ to consolidate the
effective implementation of these provisions in order
to ensure that investors can count on objective and
professional fund intermediation (Summer 2007).

1.3 Single Market Solutions for non-Harmonised Retail Funds

The Commission estimates that assets under
management by the retail-oriented non-harmonised
industry amount to 10% of the total assets under
management. This segment has no formal framework
to support cross-border retail sales. The question is
whether an EU framework should be put in place.

The Commission will study the likely costs, benefits
and risks of providing an enabling single market
framework for non-harmonised retail products and
whether such products are suitable in the first place
for marketing to investors on a cross border basis.
The Commission will consider the options available
and the nature of any changes to the UCITS
framework that would be required (End 2008).
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1.4 Marketing and Sale of Products to “Qualified Investors”

Hedge Funds or Private Equity Funds are investment
products where there is a relatively high probability of
very adverse investment outcomes. There is no
common EU approach to distinguish products which are
suitable for the retail public from products which should
remain the preserve of sophisticated investors.

The Commission will study the types of marketing and
sales restrictions that should be repealed in favour of
reliance  on the investment firms exercising
responsibility for the sale of products on a client by
client basis. They will undertake an inventory and
analysis of national barriers to private placement of
financial instruments with institutional investors and
other eligible counter parties. The Commission will
report to Council and Parliament on steps that need to
be taken for a common private placement regime in
Autumn 2007.
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The main aim of this Bulletin is to provide information on various topics relating to the administration / operation of
Collective Investment Schemes (“CISs”) after the “point of sale”. Other topics may be included, where relevant, if
they relate to the regulatory “corporate” requirements of an operator of a CIS. We have not set out to recommend
any specific actions that arise from the topics covered. However, in some cases, appropriate general suggestions
may be offered.

This document is for the information of JPMorgan clients only and is designed to make you aware of our views
regarding recent regulatory changes. It is not intended as a substitute for your own due diligence as to what action
should be taken as a result of the regulatory changes described herein. JPMorgan has taken reasonable care in
forming its views, however, it cannot be responsible for inaccuracies or misrepresentations in the information
furnished hereby.

J.P. Morgan Trustee and Depositary Company Limited (“MTDL") is authorised and regulated by the Financial
Services Authority. Registered in England number 2017279 at 125 London Wall, London, EC2Y 5AJ.
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A. EXECUTIVE SUMMARY

Pan European matters

The EU Commission has published:
e adirective on the clarification of certain UCITS definitions (i.e. eligible assets), but formal clarification of
its agreement by the European Parliament is awaited; [refer to B.1 for further information]
e an updated list of regulated markets. [B.6]

IOSCO has published an examination of the governance of collective investment schemes, focussing on
“independent oversight entities”. [B.9]

CESR

CESR has published:
e aconsultation on whether hedge fund indices should be classified as a UCITS financial index; [B.2]
< level 3 guidelines, etc. regarding the publication of market data and record keeping under MiFID; [B.3]
e aconsultation paper on the best execution and transaction reporting aspects of MiFID; [B.4]
e responses to its consultation on the inducement and passporting aspects of MiFID. [B.5]

e The EU Commission has launched a Q&A website on MiFID implementation; [B.7]
e The FSA has published its Policy Statement (“PS”) and rules to implement MiFID into the new Conduct
of Business rulebook, NEWCOB. [C.2]

Taxation

e The EU Commission has referred several countries to the European Court of Justice regarding
discriminatory taxation practices; [B.8]

e HM Treasury has announced that ISA reforms will come into effect in April 2008; [C.17]

e The Advocate General's opinion on VAT and investment trust management has been published. [C.19]

Integrated regulatory reporting [C.1]

The FSA has published its rules regarding data elements that firms need to report on a regular basis. These
include data items relating to derivative usage within UCITS schemes.

Approved Person regime

e A PS explains how the FSA will implement MiFID and change customer functions; [C.3]
e Asecond PS explains how existing customer functions will be merged. [C.4]

Effective Yield: distributions [C.10.5/ 6]

On accounting for income from debt securities, the FSA has not reached a conclusion on whether to allow
distributions to be made on a coupon basis.

Replacement of Enforcement and Decision Manuals vis a vis Principle based regulation

The FSA has issued a Consultation Paper (“CP") explaining changes to the Enforcement and Decision making
Manuals. These changes highlight: the FSA’s intention to rely on Principles; the importance of senior
management responsibility; and the need for a good co-operation / communication “track record” with the FSA.
An FSA statement contained in the CP (see C.5.3) leads us to conclude that AFMs might wish to conduct some
form of risk assessment of their appropriate procedures against the relevant Principle(s). In addition, there is a
proposed definition of a “breach”. Related FSA speeches consider the Principles based environment and
comment on the increasing responsibility of compliance functions. [C.5 and C.11]
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Private Equity [C.14]

An FSA speech explains what private equity means to regulators in terms of risk.
Regulatory fees [C.6]

A CP contains the FSA's proposals for 2007 / 08 fees for collective investment schemes.
Training and Competence (“T&C") [C.7]

The FSA wants to introduce a more outcome focussed T&C regime focussing on retail business and the CP
proposes a high level competence rule in SYSC. The long term intention of the FSA is to rely solely on SYSC
and other higher level rules / principles.

Updates to COLL [C.10]

The FSA has published new / revised rules covering:
e currency hedging of unit classes;
e aggregation of unit classes for creations / cancellations of units;
- stocklending: repos; counterparties and collateral;
< definition of higher volatility fund; permitted immovable.

However, the FSA has decided to defer its decision regarding the sharing of income and reinvestment of cash
collateral under stocklending arrangements. Where sharing of stocklending income currently takes place we
recommend caution until the position is clarified.

Financial Crime and Terrorism

e HM Treasury has set out the Government'’s approach to the relevant issues and proposes a set of future
priorities. In addition, the FSA has launched its Financial Crime and Intelligence Division; [C.12]
e Draft Money Laundering Regulations 2007 have been published. [C.18]

Risk management and derivatives

A Financial Risk Outlook paper sets out the FSA’s views for 2007 and questions:
< whether back offices are able to cope with the increasing numbers of derivative transactions / types; and
e the oversight aspects of asset managers that outsource derivative functions. The FSA’s concern is that
asset managers, themselves, should have the relevant resources, expertise and oversight. [C.9]

The FSA has published its 2007 / 08 Business Plan and comments on its concerns about UCITS IIl and the
growth of liability driven investment. The FSA plans to review firms’ governance, systems and control and risk
management processes to assess whether firms are adequately managing the relevant risks. [C.16.1]

Conduct of Business (“COB”) waivers [C.21]

The FSA has written to firms that have current COB waivers to remind them that they will expire on 1 November
2007 (when NEWCOB commences). Firms that have any such waivers will need to take appropriate action.

Other UK developments cover the following:

e The FSA has begun a review of the role of auditors as a supervisory tool; [C.1.4]

e The FSA plans to issue a Permissions and Notifications Guide regarding the outsourcing of retail
portfolio management; [C.2.5]

< A new regulatory guide is proposed regarding unfair terms in consumer contracts; [C.5.5]

* Reporting requirements regarding PIl have been clarified; [C.10.7]

e The Panel on Takeovers and Mergers is now designated as a relevant supervisory authority; [C.10.8]

e HM Treasury / DTI has published its strategy / vision for the single market; [C.8]

e FSA s now the UK’s “competent authority” under the EC Consumer Protection Co-operation Regulation;
[C.13]
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e The FSA has notified the European Commission of areas where the UK will be “super equivalent” to
MiFID; [C.15]

e The FSA's Business Plan considers: wrap platforms; point of sale product disclosure; providers’' /
distributors’ responsibility statement; CASS review; corporate culture; [C.16]

e The Institutional Shareholders Committee has agreed to establish an industry “comply or explain” code.
[C.20]

General Market Awareness

Key points include:

= The latest version of our Guide to Eligible Markets has been posted to JPMorgan’s website; [I.1]
The BBA has published an updated document summarising market standards for tax reclaims; [I.2]
Euronext will be making its trading and trade confirmation system MiFID compliant; [1.3]
Austria has issued revised forms for reclaims of withholding tax; [l.4]
Bulgaria - JPMorgan has resumed its custody support for Government debt securities; [I.5]
Romania — an update is provided on the need to appoint a local fiscal tax representative; [l.6]
Russia — revised arrangements are in place regarding the settlement of equities; [I.7]
Thailand — an update is given on requirements regarding non-resident investors; [I.8]
Turkey — the need for a certificate of tax residency has been abolished; [1.9]
Venezuela — a reminder is given on the annual deadline for filing tax returns. [1.10]

Other European developments cover the following:

e Luxembourg:
1. Circular 07/277 explains the new cross border notification procedure for UCITS; [D.1]
2. Circular 07/280 provides guidance on the implementation of the market abuse law; [D.2]
3. The Luxembourg Parliament has approved the Specialised Investment Fund law; [D.3]
4. A tax treaty with Estonia has been agreed with effect from 1 January 2008. [D.4]

e lreland:
1. Procedures are now in place to authorise Qualifying Investor Funds on receipt of a properly
completed application form; [E.1]
2. Legislation has been passed to implement the Capital Requirements Directive; [E.2]
3. A CP has been issued that considers special purpose reinsurance vehicles; [E.3]
4. A CP has been published that considers exchange rate hedging of unit classes and the valuation of
OTC derivatives. [E.4]

e Germany:
1. Addiscussion draft to amend the Investment Act, etc. has been published; [F.1]
2. A new Solvability Regulation; the Regulation on Large Exposures and Loans of over 1.5 million
Euros; the Liquidity Regulation; and the Notification Regulation; are now in force; [F.2]
3. The Transparency Directive Implementation Act has been published; [F.3]
4. The Zagreb Stock Exchange is now eligible for UCITS funds. [F.4]

* France:
1. Draft provisions to implement MiFID have been published; [G.1]
2. A new law on trust structures has been published. [G.2]

e Belgium:
1. CBFA Circular 3/2006 provides a working document regarding the reporting requirements for
investment funds; [H.1]
2. the CBFA is consulting on MiFID implementation. [H.2]
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1.2

13

2.1

2.2

PAN - EUROPE

The European Securities Commission — Publication of the revised version of the draft
Commission Directive implementing Council Directive 85/611/EEC (UCITS Il Directive)
as regards to the clarification of certain definitions

We refer to our various Information Bulletins published in 2006, whereby we informed you that the
Committee of European Securities Regulators (“CESR”) had been asked by the EU Commission (“the
Commission”) to deliver its technical advice concerning eligible assets for UCITS.

On 17 January 2007, the Commission published a revised version of its draft implementing Directive on
the clarification of certain definitions in UCITS.

The following key changes to the previous draft have been made:

e Money market instruments: the length of time for instruments to be considered as “normally
dealt in on the money market” has been extended from 1 year to 397 days. Money market
instruments issued in the United States of America, which often have a maturity of 397
days, will be eligible;

< Money market instruments: the definition of “securitisation vehicles" has been amended to
include structures of the corporate, contractual or trust form, set up for the purpose of
securitisation operations.

There are a few other minor amendments to the draft Directive.

A copy of the draft Directive is available at:

http://www.ec.europa.eu/internal _market/securities/docs/ucits/070117 draft directive en.pdf

CESR Consultation on the eligibility of hedge fund indices for UCITS funds

We refer to our Information Bulletin published in January 2007, whereby we informed you about a first
consultation issued by CESR on the possibility for hedge fund indices to be classified as financial
indices for the purpose of UCITS.

On 5 February 2007, CESR launched a second consultation in order to finalise its work on eligible
assets for investments by UCITS. CESR seeks the views of market participants on questions
concerning the ability of hedge fund indices to fall within the definition of “financial indices” as per the
UCITS Directive.

At this stage, CESR'’s stance on the eligibility of hedge fund indices comprises some of the following
ideas:
e On the diversification requirement, CESR considers that there is no need for additional
guidelines as the UCITS Directive requires the index to have at least five underlying;

e The hedge fund index will not meet the criteria of “representing an adequate benchmark” if
the UCITS does not verify that the index provider clearly defines and makes publicly
available an explanation of what the index is trying to represent, and assesses whether the
methodology of the index construction will affect the extent to which it is representative of
the market to which it refers;

e It is proposed that the criteria of “publication in an appropriate manner” will not be met
unless the UCITS confirms that the index provider makes publicly available the full
methodology of the index and the UCITS verifies that the index will be subject to an
independent audit at least annually.

The purpose of this consultation paper is for CESR to issue its conclusions and to propose draft
measures.
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2.3

3.1

3.2

3.3

4.1

4.2

The consultation closes on 16 April 2007 and there will be an open hearing on 2 April 2007.

The consultation is available on CESR’s website, www.cesr-eu.org , under Consultation.

CESR Level 3 Guidelines and Recommendations on the smooth application of MiFID
regarding Market Data Consolidation and Record Keeping

On 9 February 2007, CESR published its final recommendations and guidelines on Publication and
Consolidation of Market Data in the context of the application of the Directive on Markets in Financial
Instruments (“MiFID”).

These guidelines and recommendations address several practical issues on how regulated markets,
Multilateral Trading Facilities (“MTFs”) and investment firms act when publishing transparency
information required under MiFID. In particular: requirements relating to timing of publication, process
for monitoring the data quality as well as the use of a website as a publication channel. Regarding the
consolidation of Market Data, CESR issued recommendations on how to facilitate consolidation process
including the use of certain international standards.

At the same time, CESR issued its final recommendations on the content of the list of minimum records
that competent authorities need to draw up in accordance with Article 51(3) of the MIFID Level 2
Directive. This list is without prejudice to other record keeping obligations arising from other legislation.

The guidelines and recommendations set out in this paper do not constitute European Union legislation
and will not require national legislative action. CESR Members will apply the guidelines in their day-to-
day regulatory practices on a voluntary basis.

CESR will review on a regular basis how the guidelines and recommendations are applied by the
Members.

The Recommendations and Guidelines are available on CESR’s website, www.cesr-eu.org, under
Documents, Standards, Recommendations and Guidelines.

CESR Consultation on Best Execution and Transaction Reporting under MiFID

On 2 February 2007, CESR launched the fifth round of public consultation on MIFID by issuing the
Consultation on Best Execution and Transaction Reporting.

Best Execution

MiFID’s best execution requirements establish a new standard, which aims to promote market efficiency
and investor protection. It provides a mechanism that requires firms to direct their order flows to
execution venues that allow them to obtain the best result for their clients’ orders. Investment firms must
take all reasonable steps to execute their orders for the best possible result. CESR intends to issue a
number of recommendations to its Members for the purpose of setting out a common approach in
relation to the best execution requirements under MiFID.

The Consultation Paper (“CP”) proposes a number of practical proposals and questions for a common
approach. The CP does not however address, at this stage, questions of scope of application of the
best execution requirements. The European Commission should provide CESR with clarification on
some issues. As soon as CESR receives a response from the Commission, it will publish an addendum
to the CP.

An open hearing on Best Execution was held on 7 March 2007 and responses to the consultation were
due on 16 March 2007.

Transaction reporting
The CP on transaction reporting covers the following areas:

e Guidance on the reporting obligation by branches of investment firms;
e Guidance on the reporting of transactions in cases where several intermediaries are
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involved in the execution of a transaction - harmonisation of the core content of reporting;
e Proposals to simplify the process of approving the reporting channels when operating in
several Member States.
Comments on the consultation on Transaction Reporting were due on 2 March 2007.

The consultation is available on CESR’s website, www.cesr-eu.org , under Consultation.

CESR published responses received to the consultations on Inducement and on the
Passport under MiFID

On 15 February 2007, CESR published responses received to the consultations on Inducement and on
the Passport under MiFID.

The consultation on Inducement provided the opportunity to market stakeholders to provide views on
the following areas:

e Explanation of the inducements regime and its relationship with conflicts of interest;

« Clarification of the circumstances in which a fee or other benefit will be considered to be
paid or provided to or by the client, or a person acting on behalf of the client;

e Criteria to assess whether a payment or benefit is designed to enhance the quality of
service and does not impair the firm to act in the best interest of the client;

e Disclosure requirements for inducements in respect of firms and their agents; and

e Application of the inducements regime to softing and bundling arrangements.
The consultation on the Passport sets out a number of practical proposals and questions for a common
approach on the notification procedures set out in Articles 31 and 32 of MiFID. The objective is to
elaborate proposals on the future collaboration between the home and host authorities that will be

necessary in order to ensure that supervision of cross-border activities is clear, efficient and effective.

The responses are available on CESR’s website, www.cesr-eu.org , under Consultation.

EU Commission - Updated Investment Services Directive (“ISD”) list of regulated
markets

On 22 February 2007, the EU Commission published an updated list of regulated markets notified by
Member States in accordance with Article 16 of the ISD.

The updated ISD list of regulated markets is available on the website of the European Commission
under the following web reference:

http://eur-lex.europa.eu/LexUriServ/site/en/0j/2007/c_038/c_03820070222en00050010.pdf

New MiFID website launched by the EU Commission

On 14 February 2007, the EU Commission launched a new website to answer stakeholder questions on
MiFID. 1t is an interactive website where firms, trade associations and investors can ask questions
relating to MiFID and its implementing measures. The website also allows stakeholders to see the
answers to questions already asked.

The target will be to answer all questions within three months; although simpler questions should be able
to be answered within a shorter timeframe.

The website is available at:
http://ec.europa.eu/internal _market/securities/isd/questions/index _en.htm

O
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8.1

8.2

8.3

8.4

8.5

8.6

9.1

9.2

European Update on Discriminatory Taxation

In July 2006, the European Union Commission (“the Commission”) requested Belgium, Spain, Italy,
Luxembourg, the Netherlands and Portugal to end their discriminatory taxation of outbound dividends
and change their legislation.

In reaction, Luxembourg decided to end the discrimination (which only concerned EFTA countries)
which provide appropriate assistance i.e. exchange of information. The case against Luxembourg will
be closed as soon as Luxembourg has made the necessary changes to its tax rules.

The Netherlands modified its legislation, but only for dividends paid to other Member States. As a result,
the decision to refer the Netherlands to the ECJ is restricted to dividends paid to those EEA / EFTA
countries which provide appropriate assistance i.e. exchange of information.

Belgium, Italy and Portugal did not respond to the request and Spain’s reply was negative.

On 22 January 2007, the Commission therefore decided to refer Belgium, Spain, Italy, the Netherlands
and Portugal to the European Court of Justice (“ECJ") for their rules under which certain dividend
payments to foreign companies (outbound dividends) may be taxed more heavily than dividend
payments to domestic companies (domestic dividends). The Commission considers that these rules are
contrary to the EC Treaty and the EEA Agreement, as they restrict both the free movement of capital
and the freedom of establishment.

The Commission has also sent a formal request, in the form of a “reasoned opinion”, to Latvia to amend
its tax legislation concerning outbound dividend payments to companies. If Latvia does not respond
satisfactorily to the reasoned opinion within two months, the Commission may refer the matter to the
ECJ.

These Member States tax dividend payments to foreign companies more heavily than dividend
payments to domestic ones. The tax rules of Belgium, Spain, Italy, Latvia, the Netherlands and Portugal
may in certain cases lead to higher taxation of outbound dividends than of domestic dividends. While
they provide for no, or only very low, taxation of domestic dividends, outbound dividends are subject to
withholding taxes ranging from 5 to 25%.

IOSCO: Examination of Governance for Collective Investment Schemes — Part Il

Part | of the Report on the Examination of Governance for Collective Investment Schemes (“CIS”) was
published in June 2006 (see B.11 in the July 2006 Bulletin). 10SCO has now released Part Il which
focuses on the general principle of independent review and oversight of CIS Operators to be applied in
all I0SCO jurisdictions, regardless of the structural form of the CIS itself.

The principles in the report are that an Independent Oversight Entity(ies):
e should be set up, composed, appointed or dismissed under conditions that prevent the decision
making process from being tainted by any type of conflicts of interests with the CIS Operator and its

related parties;

e organisation and practical functioning should allow it to be out of the control or undue influence of
the management of the CIS Operator or its related parties;

e responsibilities when exercising its oversight function should not be “confused” with the CIS
Operator’s responsibilities in its asset management role over the CIS;

» should be entitled to receive all relevant information enabling it to perform its oversight function in a
proper manner;

e should be given the necessary means to carry out its duties without relying exclusively on the CIS
Operator's assistance;

e should be given the right to review the legal and operational conditions of the CIS management in
relation with the CIS in a reasonable way;
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< should have the function of overseeing the CIS Operator and CIS Operator's activities;

e should have the function of ensuring that appropriate mechanisms are in place to prevent or avoid
the erosion or expropriation of CIS investors’ wealth and interests in the CIS;

e should have a duty of reporting to the regulatory authorities or the CIS unit holders.
9.3 We would expect the FSA to consider the above report in due course, but the current model in the UK
generally supports the above principles and it is unlikely that UK rules would need to change in a

substantial way.

9.4 Further detail is available via http://www.iosco.org/library/pubdocs/pdf/IOSCOPD237.pdf and
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD236.pdf
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11

1.2

13

UK

Integrated Regulatory Reporting (“IRR”) [PS 07 / 01]

IRR is one of the ways that the FSA believes it can meet a strategic aim of improving its business
capability and effectiveness — other ways include risk based and proportionate policies; using resources
efficiently; and making the FSA easier to do business with.

This Policy Statement (“PS”) largely derives from CP 06 / 11 and a summary of the CP proposals was
contained in B.6 of the July 2006 Information Bulletin. However, the PS does not provide feedback, etc.
regarding investment firms that are subject to the Capital Requirements Directive (“CRD”) - the FSA
wants to consider this further with the industry vis a vis prudential rule requirements. Mandatory
electronic reporting (“MER?”) by firms is being phased in.

Some key points arising from the PS are set out below:
Volume and type of business (Data item indicator - FSA038):

e The requirements for highest and lowest values of funds under management over the reporting
period have been removed;

e ‘“Private customer” is being replaced by “retail client” and guidance will be modified to explain
this new term;

e Instead of asking for the actual number of retail clients, the FSA is introducing a banding
approach that will enable a firm to report within a percentage range (e.g. 25 — 50 retail clients) -
i.e. the approximate percentage of clients that are retail clients;

e Analysis of income from customers by source of business (discretionary / advisory etc.) - in
response to other issues raised, the FSA has revised its approach to “customer type”, as
explained above, and data on “income” is not needed.

Client Money and Client Assets ( FSA039)

< Only two elements of this data item are now required - four elements have been removed;

e The remaining two questions cover whether a firm is holding client assets / client money; and
whether a firm uses or allows stocklending of client custody assets;

e The FSA has also clarified the term stocklending in the guidance notes to FSA039.

Asset Managers that use Hedge Fund Techniques (FSA041)

e The question on use of derivatives in a collective investment scheme has been removed, as this
duplicates a similar question in FSA042 (UCITS);

e Taking into account recent advice to firms issued by the Alternative Investment Management
Association (“AIMA”), the FSA has removed the element regarding side letters to investors.
However, the FSA has initiated some thematic work in this area.

UCITS ( FSA042)

e The elements regarding “percentage of derivatives and forward contracts in respect of total
funds under management for UCITS schemes” and “highest percentage of derivatives in any of
the UCITS schemes operated by you” have been removed,;

e The frequency of reporting has changed for FSA042 from quarterly to six monthly and the
submission period has been increased from 20 business days to 30;

e Elements 3 and 4, asking “For what purpose are you using derivatives?”, will now be reduced to
one element with the question “Do you use derivatives for investment purposes in your UCITS
scheme(s)?”;

e Elements 5 to 8, asking whether a firm has notified the FSA of details concerning the firm’s Risk
Management Process, will now be removed. The underlying details are already covered by
COLL, so the FSA will now place sole reliance on those requirements;

e Other industry responses regarding capturing exposure questioned whether the level of gearing
or the percentage of cover should be considered. As a result, the FSA has concluded that it is
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not appropriate to try and develop its proposals any further at the present time. In the longer
term it might be possible to identify a suitable set of measures.

Data required for FSA fee calculations (FSA044)

The FSA has decided to defer requiring this data until a later date, as it is currently reviewing its overall
data collection strategy for the next two to three years regarding fee tariffs.

Auditors’ reports and linked requirements

1.4 A separate review of the role of auditors as a supervisory tool has begun and the FSA expects to issue a
CP in Q3, 2007.

15 All new data items and the guidance for completing them will be included in separate Annexes to SUP16
(Annexes 24R and 25G respectively).

1.6 It is may be useful to note the following extracts from the “Road Map” that appears in Annex 1, Table A
of this PS:
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1.7

1.8

Regulated activity

Indicative firm

Directive status

Relevant PS material

e Dealing in
investments as
principal

e Dealing in
investments as agent

e Advising on
investments
(excluding retail
investment activities)

e Arranging (bringing
about) deals in
investments
(excluding retail
investment activities)

e Managing
investments

e Establishing,
operating or winding
up a regulated
collective investment
scheme

e Establishing,
operating or winding
up an unregulated
collective investment
scheme

e Establishing,
operating or winding
up a stakeholder
pension scheme

e Acting as depositary
or sole director of an
Open Ended
Investment Company

e Acting as trustee of
an authorised unit
trust

e Safeguarding and
administering
investments

e Investment
management firms

e UCITS investment
firms

e Collective investment
schemes managers

e Operators of
stakeholder pension
schemes

e UCITS firms

e Depositaries and
custodians

e Trustees

e Operators of personal
pension schemes

For those subject to
the CRD

Refer to PS 06 / 10
published October 2006

For those not subject
to the CRD

Refer to PS 07 / 01
Chapters 2,3,5&6
Annexes 3 to 4
Appendix 1

Establishing, operating
or winding up a
personal pension
scheme

Refer to PS 07 /01
Chapter 4, Appendix 1

There are some groups in existence to ensure that industry views are appropriately represented.
Further details of the “IRR Advisory Group” (comprising mainly Trade Associations) and several “Firm
Groups” are on www.fsa.gov.uk/Pages/Doing/Requlated/Returns/IRR/index.shtml .

Further details, including an overview of reporting requirements (Annex 3), can be found via

http://www.fsa.gov.uk/pubs/policy/ps07 01.pdf and

http://www.fsa.gov.uk/pubs/policy/ps07 01 addendum.pdf

It is also worth noting the changes to SUP 16.12.4 which sets out the applicable rules for each regulated

activity.
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2.1

2.2

2.3

2.4

2.5

2.6

3.1

3.2

4.1

Implementing the Markets in Financial Instruments directive (“MiFID”) [PS 07/ 02]
This PS provides feedback on proposals to implement MiFID in:

e CP 06/ 14 - Implementing MiFID for Firms and Markets (Issued in July 2006);
e CP 06/ 19— Reforming Conduct of Business Regulation (October 2006); and
e CP 06/ 20 - Financial promotion and other communications (October 2006)

CP 06 / 19 and 06 / 20 included proposals on the broader new conduct of business sourcebook,
“NEWCOB” and financial promotion proposals that were not necessarily MiFID driven. Whilst the PS
does provide some informal comments on these broader proposals, all of the feedback will be in the
NEWCOB Policy Statement that is planned for publication in Q2 2007.

The FSA had suggested that it would retain the 11 Principles for Businesses, but add a general override
/ guidance that would modify the application of the Principles where they would otherwise conflict with
European obligations. However, in response to comments made via consultation, the FSA has simply
amended the proposed guidance on the practical effect of the override, which it believes provides
greater clarity.

Various Statutory Instruments have also been passed to amend, for example, the Regulated Activities
Order. Details of these are in Annex 2 of the PS.

The FSA plans to issue a “Permissions and Notifications Guide” that will contain prior notification
arrangements for outsourcing retail portfolio management to “third country service providers”.

Further information is available via http://www.fsa.gov.uk/pubs/policy/ps07 02.pdf

Reforming the Approved Persons Regime: Policy Statement on Section IV of CP 06 / 15
regarding MiFID [PS 07 /03]

This PS focuses on the third part of CP 06 / 15 and sets out the approach the FSA will take under the
Approved Persons Regime to implement MiFID - see B.8 of the September 2006 Information Bulletin for
a summary of CP 06 / 15. It also implements changes to customer functions proposed in CP 05 /10.
Matters arising include the following:

e SUP 10 will be amended regarding CF10 (compliance), CF14 (risk) and CF15 (internal audit) to
include the additional responsibilities arising from MiFID;

e Controlled functions CF14 (risk assessment) and CF15 (internal audit) will be merged into the
new systems and controls function (CF28). However, MiFID still requires the underlying roles of
risk assessment and internal audit;

e The FSA will consider adding a table to its Approved Person web pages to explain which
controlled functions will apply;

e The Significant Management Controlled Functions, currently CF16, 17, 18, 19 and 20, will
merge into one generic Controlled Function which will be referred to as the Significant
Management Controlled Function (CF29).

Further information is available via http://www.fsa.gov.uk/pubs/policy/ps07 03.pdf

Reforming the Approved Persons regime: Feedback on CP 06 / 15 (Merging the
Customer Functions) and final rules [PS 07/ 04]

This PS refers to the section of CP 06 / 15: Reforming the Approved Persons Regime, that dealt with the
proposal to merge the existing customer functions (CF21 to CF27) into one generic customer function
(CF30). This was covered in B.9 of the September 2006 Information Bulletin. Matters arising in this PS
include the following:

e The FSA is removing the requirement for approval of specific customer functions. However, the
overall scope of the customer function has not altered and any current activities included therein
will remain within the scope of the Approved Persons regime;

e Training and Competence requirements already require firms to hold and maintain appropriate
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4.2

5.1

5.2

5.3

5.4

5.5

5.6

5.7

5.8

records for the competence of their individuals. Approved persons should still only provide
advice on the areas and activities for which they are competent;

e Firms and senior management should still ensure that they can clearly identify which individuals
perform which activities. The FSA will not be approving an individual to perform a distinct
activity under CF30 (Customer Function);

 Atable in Chapter 3, para 3.18 of the PS sets out the impact on the existing customer functions;

e The FSA has published a CP covering its review of the Training and Competence Sourcebook.
This CP outlines the impact on the Approved Persons Regime. See C.7 of this Bulletin.

Further information is available via http://www.fsa.gov.uk/pubs/policy/ps07 04.pdf

Review of the Enforcement (“ENF") and Decision (“DEC”) making manuals
[CP 07/ 02]

This Consultation Paper (“CP”) proposes the deletion of ENF and DEC Modules and replace them with
the Decision Procedure and Penalties manual (‘DEPP”) and the Enforcement Guide (“EG”). The
Enforcement Guide would not form part of the Handbook. Further information is available via
http://www.fsa.gov.uk/pubs/cp/cp07 02.pdf

It is important to note Chapter 2 of the proposed Enforcement Guide (see Annex E of the CP) which
includes:

e a consideration of the FSA’s Principles for Businesses. The FSA’'s move to a more principles-
based approach to regulation is leading to increased focus on enforcement action on the basis
of principles alone;

e text on the potential relevance of FSA guidance and considers the impact of the Industry
Guidance (see B.7 of the November 2006 Information Bulletin regarding a recent FSA
Discussion Paper on this);

e comments on the importance of senior management responsibility;

« how the extent of / track record in cooperation and communication with the FSA will be an
important factor;

< how the extent of late returns will also be a factor.

The FSA recognises that a fundamental requirement for the application of a Principle is predictability
and the FSA explains in Para 2.19 of the CP that

“For consequences legitimately to be attached to the breach of a Principle, it must be possible
for a firm reasonably to predict, at the time of the action concerned, whether or not it would be in
breach of a Principle. ... This does not mean that firms must know at the time of the conduct
that they were in breach but rather that, had a reasonable firm in that position applied their mind
to the question, they would have realised the risks they faced.”

This is a very interesting statement which suggests that some form of risk assessment of various actions
might be appropriate for firms, to ensure that an action has been assessed against the relevant Principle
or Principles.

The FSA also states that it “has a key role to play in making sure that the environment for firms is
predictable. The FSA therefore uses guidance to supplement the Principles where it considers this
would help firms to decide what action they need to take to meet the necessary standard.”

The new Enforcement Guide will not have a chapter on the Unfair Terms in Consumer Contracts
Regulations which is currently in ENF 20. The FSA is proposing to issue a new regulatory guide on
unfair terms in consumer contracts, into which most of the material in ENF 20 will be moved. This new
guide should be in place around the same time that EG comes into effect.

The proposed changes include a definition of “breach” for the purposes of DEPP. It is worth noting the
references to breaches in DEPP 6.2 and 6.5.

Chapter 14 of DEPP contains specific details in relation to collective investment schemes — e.g. the
conduct / history of the manager.
Further information can be found via http://www.fsa.gov.uk/Pages/Library/Policy/CP/2007/07 _02.shtml

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

13



6

6.1

6.2

6.3

7.1

7.2

7.3

7.4

7.5

This document contains information that is confidential and the property of JPMorgan Chase & Co.
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co.

Regulatory fees and levies 2007/08 [CP 07 / 03]

The proposed fees payable by a collective investment scheme for 2007 / 08, based on a basic fee of
£670 are:

Total funds / sub Fund factor Fee (£)
-funds —
aggregate

1-2 1.0 670

3-6 2.5 1,675

7-15 5.0 3,350

16-50 11.0 7,370

> 50 22.0 14,740

The FSA is asking the question “Do you have any comments on the proposal that operators of UCITS
should exclude sub-funds marketed into the UK from the fee tariff data they report for the C fee-block
(collective investment schemes)?” This relates to the notification procedure for UCITS.

Further information can be found via http://www.fsa.gov.uk/pubs/cp/cp07 03.pdf

The Training and Competence Sourcebook Review [CP 07/ 04]

The FSA wants to introduce a more outcome focused Training and Competence (“T&C”) regime with a
new and smaller T&C Sourcebook (i.e. one third of its current length). Following CP 05 / 10 the FSA
intends to remove the detailed T&C requirements for activities carried on by firms for non-private
customers (i.e. wholesale business), although such firms will need to comply with high level SYSC
requirements. The proposals are not intended to lower the standards of competence expected of firms
and their employees in any way.

The CP focuses on T&C requirements for retail business; but includes some consequential amendments
for wholesale business and considers the changes needed to implement MiFID.

The FSA intends to move away from prescriptive rules and to remove unnecessary rules. However, it
believes that, for retail exam requirements, it is necessary to retain an element of prescription.

The FSA sets out in general terms that, to be competent and carry out a role properly and
professionally, an individual must have the necessary:

e knowledge (common method is via an exam);

e skills (via on the job training and close supervision by suitably qualified and experienced staff);
and

e expertise.

This includes the need to apply that knowledge, etc. appropriately to practical, real-life situations.
Some other points arising are set out below:

e FSA Principles 2, 3 and 6 already set out high level expectations;

e A new high level competence rule will be set out in SYSC that will apply to all firms;

e The new T&C Sourcebook will comprise a small nhumber of rules (mainly exam-related), plus a
modest amount of more focused guidance;

e Compulsory examination requirements for specific retail activities will still be required,;

e Exams passed by employees of firms that are not subject to a compulsory exam requirement (e.g.
those carrying out wholesale business) will be given due recognition;

e The T&C scope provisions will be simplified;

e Existing record-keeping requirements (as amended to comply with MiFID) will remain;

e There will be relevant grandfathering provisions;

e The FSA may review the retail exam requirement in the future, as it is super equivalent to MiFID, but
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7.6

7.7

8.1

8.2

8.3

8.4

9.1

9.2

believes that it is right to retain it for now, based on research undertaken;
e The FSA’s longer term intention is to remove the T&C Sourcebook altogether and rely on SYSC and
other higher level rules / principles.

A table in Annex E of the CP explains the impact on T&C. Further information is available via
http://www.fsa.gov.uk/pubs/cp/cp07 04.pdf and http://www.fsa.gov.uk/pubs/other/tandc_report.pdf

Although, in principle, existing requirements will continue for retail firms, a review / gap analysis of the
proposals versus the current T&C regime is advisable to determine how existing processes might be
impacted.

The Single Market: A vision for the 21st century

HM Treasury and the DTI have published this paper that sets out a new strategy for the Single Market.
The background to this includes the following:

< Twenty years after the initial launch of the Single Market, progress is slowing;

e The balance of the global economy has shifted,;

e Enlargement of the EU,;
e Ageing populations and climate change.

In short, HM Treasury and DTI believe there is a need to adopt a much more outward-looking, global
perspective. Section 4.3 to 4.7 of the paper sets out the 5 priorities of HM Treasury, Bank of England
and the FSA.

Further information is available via
http://www.hm-treasury.gov.uk/media/72C/D1/eer_singlemarket21 121.pdf

FSA’s Financial Risk Outlook for 2007
It is interesting to note some of the risks that the FSA has considered and these are listed below:

e The risks arising from a significant economic downturn, etc. For example, are: stress testing;
business continuity arrangements; and disaster recovery arrangements; adequate? The
Outlook discusses various scenarios;

e As product innovation and investment in alternative asset classes continues, issues have arisen
with respect to the valuation of illiquid and complex assets. Volatility in such instruments may
be high and can give rise to substantial losses;

e Associated with this is the need to ensure robust collateral management;

e Operational risks arising from lack of confirmation of OTC derivative transactions;

e Growth of private equity funds;

« Growth of alpha generating strategies (i.e. to achieve a return over and above the market);

e Do retail customers understand the complex products that are becoming increasingly available
to them? (e.g. UCITS Il funds that use derivatives for investment);

e Financial fraud is increasing;

e The relatively high level of regulatory change from EU legislative measures and the risks that
this poses to compliance;

e Fair treatment of customers in the retail sector;

e Disclosure of commission (i.e. ex unbundling and soft commission consultation, etc.).

In particular, the FSA asks whether back offices, etc. are able to cope with administering increasing
numbers of derivative transactions / types. The FSA believes that there is a risk that insufficient
expertise and, therefore, oversight will be retained by asset managers if they simply outsource this to
counterparties or to fund fiduciaries, though the FSA notes that these latter firms have an important role
in effecting oversight. However, the FSA also points out that it does not believe that strategies using
derivatives necessarily increase the riskiness of products, as these methods are frequently used to
control risk. Its main concern is the need to build and maintain the resources necessary to “assess
adequately the multiplicity of issues that more intensive investment in these assets presents”. This
includes the need to ensure that investments meet a retail fund’s investment objective.
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9.3

9.4

10

10.1

10.2

The subject matter and analysis of the risks covered in this Plan are likely to be useful to risk managers
in formulating their forward planning. Further information is available via
http://www.fsa.gov.uk/pubs/plan/financial risk outlook 2007.pdf

It is also interesting to note the publication of the results of a market wide exercise conducted in 2006.
This can be found at http://www.fsa.gov.uk/pubs/other/mwe2006.pdf

FSA Handbook Updates

Several legal instruments (“LIs”) have been issued via Handbook Notices 62 and 63. Some relevant
details are set out below:

COLL [LI 2007 /15]

Following CP 06 / 18 (see B.3 in the November 2006 Bulletin) amendments have been made to the
rules with effect from 6 March 2007. These rule changes cover the following:

Currency hedging techniques in relation to particular unit classes of an authorised fund:

 The final rules have been slightly modified to take account of suggestions that direct hedging
between the class currency and currencies in which the fund’'s assets are valued, should be
possible. The argument put forward was that, although the same economic effect can be
achieved by hedging both exposures back to the fund’s base currency, direct hedging would be
more efficient and cost-effective;

e Respondents generally agreed that control risks should be addressed through the AFM’s
derivative risk management process;

e Guidance has been modified to:

1. place greater emphasis on the need for the prospectus to disclose risks to all investors
in a fund that contains a hedged currency class;

2. clarify the depositary’s responsibility for overseeing the AFM’s processes and controls;
and,

3. clarify that, while the value of a hedge may, for operational reasons, occasionally
exceed the value of the relevant units by a small margin, this should not be on a scale
that could constitute an investment strategy;

e The FSA stresses that an AFM intending to operate a hedged currency class should consider
carefully how the following should be interpreted, given the new flexibility:

1. existing rules and guidance on investors’ information needs; and

2. valuation and pricing controls,

Aggregation of different unit classes of an authorised fund for the purpose of creating and
cancelling units:

e Regarding a concern that the rules would not explain the procedure for adjusting box positions
to reflect the actual number of units in issue for each class:

1. the FSA believes that the AFM should modify its existing procedures, with the prior
agreement of the depositary, based on such factors as the number and type of classes
to be netted off, and the frequency of dealing;

2. the depositary’s assent should be based on its ongoing assessment of the reliability of
the AFM’s systems and controls for preventing box management errors;

3. the FSA believes that existing controls over box management should be adequate to
address the risks arising from the new rule. However, it intends to monitor the use that
AFMs make of this facility to determine if there is evidence that weaknesses in controls
result in consumer detriment.
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10.3

10.4

10.5

10.6

10.7

10.8

Stocklending modifications (repo transactions, types of counterparty that may be used, types of
acceptable collateral):
e The FSA will not extend the range of counterparties beyond its original proposal to allow only
appropriate US brokers / banks / etc;
e The FSA will allow the Euroclear Bank Securities Lending and Borrowing Programme only, on
the basis that a consideration of a more general rule is not a priority;
e For commercial paper to be acceptable, it must not contain an embedded derivative;
e Instead of referring to a “daily dealing liquidity fund”, the FSA will use the term “qualifying
money market fund”;
e Repo transactions (as defined in the FSA's Glossary (see
http://fsahandbook.info/FSA/html/handbook/Glossary/R )) will be allowed as collateral. This is
on the basis that the securities subject to the repo transaction will continue to be reflected in a
fund’s valuation.

The FSA's proposals for the treatment of income from stocklending and the reinvestment of cash
collateral needs further consideration. Meanwhile, we would continue to urge caution if stocklending
income is received by an AFM and, until the position is clarified, continue to follow the principles of:

e providing adequate prospectus disclosure;

e ensuring that income received is in return for activity completed by the AFM; and

e providing an appropriately robust rationale if an AFM considers that the share of income does
not equate to a new “type” of payment under COLL 4.3.4.

Glossary

Consequential amendments have been made — e.g. to delete CIS references, etc. as a result of the
demise of the CIS Sourcebook; amend definition of a higher volatility fund; amend definition of a
permitted immovable.

Accounting for income from debt securities (i.e. the effective yield issue)

The FSA proposed in CP 06 / 18 (see B.3 of November 2006 Bulletin) to modify the definition of “income
property” to, in effect, allow distributions to be made on a coupon basis or be based on the effective
yield income. However, as a result of various concerns about tax and accounting difficulties, the FSA
has been involved in discussions with the IMA, accountancy firms and HM Revenue and Customs.

The FSA will provide a full feedback on the consultation responses when a decision is reached and we
anticipate this to be towards the end of March / early April. For now, the practical impact is that
distributions would have to be based on income that arises from using the effective yield accounting
methodology.

SUP [LI 2007 / 5]

Certain reporting requirements in the Retail Mediation Activities Return (“RMAR”) relating to
Professional Indemnity Insurance (“PII") have been clarified so LI 2006 / 14 has now been agreed. See
http://fsahandbook.info/FSA/handbook/L1/2007/2007_5.pdf

and

http://fsahandbook.info/FSA/handbook/L1/2006/2006 14.pdf

Takeover Panel [LI 2007 / 11]

The Panel on Takeovers and Mergers ("the Panel") has been designated as the supervisory authority to
carry out certain regulatory functions. As a result of the Panel becoming a statutory body in its own
right, the FSA will no longer normally endorse the Takeover Code. In addition:

e the Panel has abolished its rules governing the Substantial Acquisition of Shares ("SARs");
e the FSA and the Panel have agreed some operating guidelines and these can be found via
http://www.fsa.gov.uk/pubs/other/operating_guidelines.pdf
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11 Supervision in a Principles Based World - Speech by Sarah Wilson, Director Retail
Firms Division, FSA at FSA’s Retail Firms Division Conference.

11.1  Some interesting points from this speech include the following:

e The FSA has intervened in circumstances:

1. where there was widespread failure of control in a firm that had moved into markets with which it
was unfamiliar. The firm had to stop taking on new business until systems and controls were
sound and independent experts had reviewed the controls of the resulting risk mitigation plan;

2. to protect client records from risk of identity theft when the FSA discovered that a firm had set
up an outsourcing contract with an overseas provider without proper due diligence or ongoing
oversight. Key aspects of the contract had to be terminated.

e FSA priorities for supervision can be based on a discussion of impact / probability and comparisons
across firms. This helps to determine which firms pose greatest risk;

e Principle based regulation, in effect, requires the industry to comply with the spirit of the relevant
standard;

e A fundamental requirement for the application of a Principle is predictability and this can be
improved by guidance. This aspect of providing guidance needs careful consideration and the FSA
is considering this further (e.g. see B.6 in the January 2007 Bulletin re DP 06 / 06; promoting
discussion via case studies; cluster reports of good and poor practice; etc.);

e The focus of the FSA Retail Firms Division in 2007 will be governance, capital, TCF and financial
crime, with the most immediate priority being TCF;

e In a separate speech by Dan Waters, but on a similar topic, the FSA raised the issue that questions
on how principles based regulation and the minimum standards expected miss the important point
that principles-based regulation aims to “ ... encourage a thoughtful and individual engagement by
senior management with the core of what regulation is trying to achieve.”

11.2 A speech given by Dr. Thomas F. Huertas, Director Wholesale Firms Division and Banking Sector
Leader, FSA, to the Fourth Annual Complinet Compliance Conference, also provides useful background
to the FSA’s approach. It considers the increasing responsibility of compliance functions in such a new
world and what tools the FSA will use to assess this function (e.g. how breaches are assessed and
reviewed). See http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2007/0131 th.shtml

12 The financial challenge to crime and terrorism

12.1 On 28 February 2007, the Economic Secretary to the Treasury, Ed Balls and Home Office Minister,
Tony McNulty, launched the Government's strategy to combat money laundering and the financing of
terrorism.

The strategy, which has been drawn up with law enforcement agencies, policy departments and the
private sector, sets out a series of new measures and key priorities for the future, designed to increase
the use of the financial system as a weapon against international crime and terrorism.

12.2  The strategy shows that money laundering and terrorist finance laws passed are already helping to save
lives and bring criminals and terrorists to justice. It also sets out new measures to promote the
Government's key priorities to build on this success, including:

e Consultation with the charitable sector on measures to keep it safe from terrorist exploitation;

e Further steps to promote the proactive use of asset freezing powers in response to advice from
law enforcement and security agencies;

 New steps to make financial tools a “mainstream” part of the UK's approach to tackling crime
and terrorism;
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12.3

12.4

13

131

14

141

« Developing further data-sharing between the public and private sectors and better pooling of
intelligence between different public authorities;

 Reinforced measures to tackle the abuse of money service businesses, including replacing the
current registration system with a licensing system underpinned by a new action plan for the
supervisor, HMRC;

e Further steps to extend a risk-based approach to regulation, including the creation of a new
money laundering supervisors’ forum and a commitment to ensure authoritative guidance is
available to all regulated industries;

e Reforms to reduce red-tape, including measures to simplify identification and due diligence
checks within revised Money Laundering Regulations, (see section C.19 below); and

e Fresh action at the international level, including through the UK’s Presidency of the Financial
Action Task Force from July 2007, to identify and tackle the most serious financial threats to
international security.

Further information is available via:
http://www.hm-treasury.gov.uk/media/042/B2/financialchallenge crime 280207.pdf

It is also worth mentioning the launch of the FSA’s Financial Crime and Intelligence Division. This will
be examining the risks facing consumers from increasing information security and hi-tech crime and will
be working closely with other regulators. Such risks include the potential for low-tech breaches of
security, such as the careless disposal of sensitive data. Further details of the FSA’s approach can be
found in:

http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2007/0122 pr.shtml and
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2007/0123 jt.shtml

FSA appointed as competent authority under Consumer Protection Co-operation
Regulation

The FSA has been designated as one of the UK's competent authorities under the EC Consumer
Protection Co-operation (“CPC”) Regulation which came into effect on 8 January 2007. This means
that:

e the FSA can provide information to other EU competent authorities and take action against those
sellers or suppliers who commit breaches of certain European consumer protection laws;

e this arrangement would include EU directives that cover E-Commerce; Distance Marketing of
Consumer Financial Services; Unfair Terms in Consumer Contracts; and Comparative and
Misleading Advertising;

e the FSA could also be required to take action in respect of breaches, or alleged breaches, by UK
firms concerning “specified contracts” (per Regulation 17(2) of the Financial Services (Distance
Marketing) Regulations 2004).

Private Equity: a discussion of Risk and Regulatory Engagement — a speech by Sally
Dewar, Director of Markets Division, FSA to BBA Private Equity Briefing

Further to the Discussion Paper on this topic (see B.6 in the January 2007 Bulletin), Sally Dewar
explained what private equity means to regulators. Some points arising were:

e Major private equity transactions may be financed using debt, as well as equity, and this debt is
typically underwritten by banks. However, such debt is increasingly being distributed into the
institutional debt market;

e The amount of credit that lenders are willing to extend on private equity transactions has risen
substantially;
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e These current leverage levels and recent developments in the economic / credit cycle, pose a risk of
default by private equity backed companies;

e The duration and potential impact of any credit event may be exacerbated by operational issues -
e.g. there may be time consuming and unsophisticated processes where you are buying debt in
terms of transaction confirmation and settlement — i.e. is that asset really “transferable™?

e Market integrity - the significant flow of price sensitive information in relation to private equity
transactions, particularly public companies to private transactions, creates considerable potential for
market abuse. Is the valuation of the asset correct?

e Material conflicts can arise in private equity fund management between the responsibilities the fund
manager has to itself, including its owners and staff, the investors in the separate funds it manages
and the companies owned by the funds. These potential conflicts relate, for example, to allocation
of investments, company directorships and loans to management.

15 MiFID — Article 4 notification

15.1  Article 4 of MIFID limits the scope for the FSA to apply additional requirements in certain areas covered
by MIFID. It sets out the conditions for creating or retaining such UK requirements that go beyond MiFID
and requires that these be notified and justified to the European Commission.

15.2 The FSA has notified the European Commission of the following areas where it will apply additional
requirements to MiFID:

e dealing commissions — see http://www.fsa.gov.uk/pubs/international/Article4 commissions.pdf

< marketing of packaged products — see
http://www.fsa.gov.uk/pubs/international/Article4 products.pdf

e trade confirmations and periodic reports — see
http://www.fsa.gov.uk/pubs/international/Article4 statements.pdf

e apportionment of senior management responsibilities — see
http://www.fsa.gov.uk/pubs/international/Article4 apportionment.pdf

16 FSA Business Plan 2007 / 08
16.1 Some key developments not mentioned elsewhere in this Bulletin include the following:
e Adiscussion paper on Wrap platforms (Q2 2007);

e Point of sale product disclosure (key facts) — publication of examples of good and poor practice (Q3
2007);

e Providers and distributors responsibility statement (Q2 2007);

e Areview of CASS (Q3 2007);

e Corporate culture — publication of examples of good and poor practice (Q3 2007);

e UCITS Ill and the growth of liability-driven investment, collateralised debt obligations and hedge
funds, resulting in greater use of derivatives by fund managers - during 2007 / 08 the FSA will
review firms’ governance, systems and controls and risk management processes to assess whether

firms are adequately managing the risks;

e Monitoring of firms’ compliance with the FSA rules introduced in 2006 on limiting the use of dealing
commissions by asset managers to execution and research.

16.2 The FSA's milestones are set out in Annex 3 of the Plan. Further details can be found via
http://www.fsa.gov.uk/pubs/plan/pb2007 08.pdf
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171

17.2

18

18.1

18.2

18.3

19

191

19.2

Proposed Reforms to the ISA Regime

Further to our article in the November 2006 Bulletin (section B.19), the Economic Secretary to the
Treasury, Ed Balls, recently announced that the Government’s reforms to make the ISA regime simpler
and more flexible for savers will come into effect in April 2008, a year earlier than originally envisaged.

It is expected that the draft implementing legislation will be published at the same time as the 2007
Budget.

Draft Money Laundering Regulations 2007

Ed Balls recently published the draft Money Laundering Regulations 2007 for consultation alongside his
speech to the FSA Financial Crime Conference. The Regulations are designed to ensure the UK
response to money laundering at home and abroad is effective, proportionate and engages with all key
stakeholders.

The proposals include:

e Extended supervision so that all businesses in the regulated sector comply with money
laundering requirements, including estate agents, trust and company service providers and
unsecured lenders;

e Strict tests to ensure people running money services businesses and those who help set up
trusts and companies are fit and proper;

e Extra checks on customers that firms identify as posing a high risk of money laundering;

e A requirement to establish the source of wealth for those in high risk situations, for example
those involving deals with high ranking public officials overseas; and

e A strengthened and risk-based regime in casinos, in line with, but stricter than, international
standards.

In addition to taking tough action where risks require it, the draft Regulations also reduce regulatory
burdens in low risk areas. For example:

e Firms will be able to make fewer checks in low risk situations, such as employer led pension
funds and child trust fund administration;

e The number of identity checks will be reduced with firms being able to rely upon checks of other
firms in certain situations; and

e Greater flexibility will be introduced to record keeping rules so that firms can keep important
details rather than whole documents.

The public consultation is open until 2 April 2007. The Regulations will repeal and replace the Money
Laundering Regulations 2003. The Government will implement the Regulations by December 2007.
The draft Regulations can be viewed using the following link:
http://www.hm-treasury.gov.uk/media/4EC/49/consult_thirdmoney 2007.pdf

JPMorgan Fleming Claverhouse Investment Trust Plc & Association of Investment Trust
Companies

The Advocate General’'s (“AG”) opinion on the JPMorgan case was delivered on 1 March 2007.

Under the Sixth VAT Directive 77/388/EEC the management of investment funds is exempt from VAT.
The Abbey National case has already specified what activities are covered by the concept of
management of investment funds and under what conditions management services which third parties
supply to a fund are to be exempted from VAT.
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In the present proceedings, the question now arises whether the exemption also applies to certain
closed-ended funds, namely Investment Trust Companies (“ITCs").

When considering the application of the VAT exemption to ITCs, the AG referred to the London VAT and
Duties Tribunal, which stated that ITCs, in the same way as AUTs and ICVCs, enable private investors
to invest in widely spread portfolios of investments and thus reduce stock market risk. In addition,
private investors share the expenses of professional fund management and benefit from reduced overall
dealing and administrative costs.

19.3 In the AG’s opinion, this indicates that ITCs are comparable to and compete with AUTs and ICVCs
which are VAT exempt. Therefore, investment management of ITCs should also be VAT exempt. It is
however, up to the domestic courts to determine whether the level of investor protection afforded by
ITCs is effectively comparable to that afforded by AUTs and ICVCs, and consequently, whether the
management of ITCs should be VAT exempt.

It is now necessary to wait for the final decision of the European Court of Justice. However, the AG’s
opinion is often indicative of the final decision.

19.4  If the Court’s decision follows this reasoning, then it is possible that the scope of VAT exemption in the
fund management industry will be extended to services provided to closed-ended corporate funds. As
the AG suggests referring the decision back to the UK courts, the final position is unlikely to be clear for
some time.

19.5 The AG’s opinion can be viewed using the following link:
http://curia.europa.eu/jurisp/cgi-
bin/form.pl?lang=EN&Submit=Rechercher$docrequire=alldocs&numaff=C-
363/05&datefs=&datefe=&nomusuel=&domaine=&mots=&resmax=100

20 Ed Balls’ Speech to The London Business School

20.1 During a speech to the London Business School, Ed Balls acknowledged that some progress had been
made on voting disclosure by institutional investors.

Mr. Balls recently met with representatives from the Institutional Shareholders Committee (“ISC”) to
discuss the voluntary approach of voting disclosure. The ISC agreed that an industry “comply or
explain” code should be up and running by the Summer, following a period of consultation.

20.2  HM Treasury will fully cooperate with the ISC. A wide range of interested parties will be approached for
their views during the development of this code.

21 Rule Waivers Relating to COB Rules

21.1  With the introduction of NEWCOB on 1 November 2007, all waivers relating to COB rules will expire.
We are aware that the FSA has written to most firms with waivers to draw their attention to this.
However, the FSA does not have centralised records of waivers granted prior to 2004.

21.2  Firms currently relying on a waiver from COB rules should consider the following:

e Wil the rules for which they have a waiver be duplicated in NEWCOB?
e If the rule is duplicated, can the NEWCOB version be waived? If the rule implements an EU
Directive requirement, then it may not be possible to waive it.
< Wil the firm still meet the statutory requirements for successful waiver application?
Firms which do not currently have COB rule waivers may wish to apply for NEWCOB waivers.

21.3 The FSA has requested that firms apply as early as possible, and, in any event, before 1 September
2007, once the final version of NEWCOB rules is known. The FSA has also requested that firms let
them know by 1 June 2007 if they expect to be applying for waivers from NEWCOB.
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11

1.2

13

2.1

2.2

LUXEMBOURG

CSSF Circular 07/277 on new UCITS notification procedure

On 9 January 2007, the Commission de Surveillance du Secteur Financier (“the CSSF”) issued Circular
07/277 (“the Circular”) on a new cross-border notification procedure in line with the guidelines of CESR
regarding the simplification of the UCITS notification procedure.

The purpose of CESR’s guidelines is to present a common approach to the administration, by host
authorities, of the notification procedures set out in the amended Directive 85/611/EEC. These
guidelines seek to bring greater simplicity, transparency and certainty to the notification procedure and
strive to accelerate the processing of naotifications.

The CSSF specifies its practice regarding the European passport for Luxembourg UCITS that intend to
market their shares / units in another EU member state, as well as for foreign UCITS that intend to
market their shares / units in the Luxembourg.

The Circular is available on the website of the CSSF, www.cssf.lu , under Laws and Regulations and
then Circulars.

CSSF Circular 07/280 on the implementation of the law on market abuse

On 5 February 2007, the CSSF issued Circular 07/280 (“the Circular”) on the implementation of the law
of 9 May 2006 on market abuse (“the Law”).

The Circular aims to provide guidance and explanations on:
e The elements that could be indications of market manipulation;
e The arrangements and format for suspicious transaction reports;

e The lists to be drawn up by issuers, or persons acting on their behalf or for their account,
including those persons having regular or occasional access to inside information; and

e The notifications relating to transactions conducted by persons discharging managerial
responsibilities within issuers and persons closely associated with them, as well as the method
of publication of such transactions.

The Circular also details buy-back and stabilisation activities falling under the safe harbour exemptions
as laid down by Regulation (EC) No 2273/2003. Finally, it clarifies several elements relating to the
obligation imposed by the law on undertakings for collective investment in their role as issuer, or, where
applicable, on their management.

The Circular aims at clarifying which obligations are applicable to investment funds, in their capacity as
issuers of financial instruments and to their senior executives under the Law and how these obligations
are to be applied. The Circular does not cover the other obligations of the Law which apply to
investment funds, such as the prohibition on insider dealings and market manipulations.

The Law does apply to investment funds having their registered office in Luxembourg or abroad, the
securities of which are admitted to the Luxembourg Stock Exchange or when the application for listing
and trading with the local Stock Exchange has been filed.

The Circular is available, in French only, on the website of the CSSF, www.cssf.lu , under Laws and
Regulations and then Circulars.
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3.1

3.2

3.3

3.4

3.5

3.6

4.1

4.2

Specialised Investment Fund Law ( “SIF Law”) and CSSF Circular 07/283

We refer to our Information Bulletin published in September 2006, whereby we informed you about the
new draft Law on Specialised Investment Fund (“SIF”) replacing the Law of 19 July, 1991 on institutional
investment funds (“the 1991 Law").

On 13 February 2007, the Luxembourg Parliament approved the SIF Law, replacing the 1991 law. As a
result, all existing 1991 funds have automatically been converted to SIFs and are now governed by the
new law.

The SIF Law provides greater flexibility in terms of corporate structure and investment limits as well as
lighter supervisory rules. However, in order to benefit from the greater flexibilities available, the funds
will need to amend their constitutional documents.

On 28 February 2007, the CSSF issued Circular 07/283 (“the Circular”) on the SIF Law. The purpose of
the Circular is to provide a summary of the key provisions of the SIF Law.

Included in the new provisions, are reduced duties for the Depository, details of which are summarised
below:

Like for the Undertakings for Collective Investment (“UCI"s), a SIF has to appoint a depository for the
custody of its assets. The custody of the assets is to be understood in the sense of “supervision”, which
implies that the depository must have knowledge at any time of how the assets of the SIF are invested
and where and how these assets are available.

The SIF Law does not require the depository to perform additional monitoring duties in relation to certain
operations of the fund as imposed by the Law of 2002 on UCIs. Therefore, the depository is exempted
from the following legal supervisory obligations:

e ensure that the sale, issue, redemption and cancellation of shares/units effected by or on behalf
of the Fund are carried out in accordance with the law or the constitutional documents of the
Fund;

e ensure that in transactions involving the assets of the Fund, the consideration is remitted to it
within the customary time limits;

e ensure that the income of the Fund is applied in accordance with its constitutional documents;
and

e for FCP (“Fonds Commun de Placement”) only, carry out the instructions of the management
company, unless they conflict with the law or the management regulations.

This relaxation of the duties of the depository should provide a great benefit for the service providers as
well as the prime broker in the context of hedge funds.

Please contact your Luxembourg fiduciary team to obtain additional information on this matter and / or a
copy of the unofficial English translation of the SIF law.

Tax Treaty between Estonia and Luxembourg

The double taxation treaty between Estonia and Luxembourg is due to enter force effective 1 January
2008. Treaty eligible residents of Luxembourg who are able to obtain a certificate of residence from
their local tax office will benefit from a reduction at source of tax on dividend income paid by Estonian
companies.

JPMorgan understands that Luxembourg SICAVs will be generally eligible to the terms of the treaty, and
should benefit from relief at source on a case by case basis, where a certificate of residence can be
obtained.
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IRELAND

1 Financial Regulator authorises Qualifying Investor Funds on receipt of documentation

1.1 With effect from 15 February 2007, the Financial Regulator is now able to authorise a Qualifying
Investor Funds (“QIF”) on receipt of a properly completed application form attesting to the fund’s conformity
with regulation.

This will enable the overnight establishment of Irish-regulated QIFs, which are a vehicle of choice for
hedge funds since they have no restrictions as to investment concentration or leverage.

1.2 Use of this procedure is also contingent on the parties providing services to the fund (e.g. the fund
promoter, management company, investment manager, administrator, custodian and directors) previously
having been approved by the Financial Regulator. Similarly any significant policy issues should be pre-cleared
with the Financial Regulator.

The amended Guidance Note 1/07 can be found on page 103 of the following document:
http://www.ifsra.ie/data/in_fds_files/Collective%20Investment%20Schemes%20Guidance%20Notes.pdf

2 Capital Requirements Directive

2.1 The Capital Requirements Directive took effect in Ireland from 1 January 2007 as scheduled. The
enabling legislation was passed by the Department of Finance as two Statutory Instruments in mid-
December and the Financial Regulator issued an implementation guide at the end of that month.

2.2 Companies have until 1 January 2008 to adopt the new regime.

The Regulator’s Notice can be found under the following link:
http://www.ifsra.ie/data/in_inv_files/Notice on the Implementation of the CRD.pdf

3 Special Purpose Reinsurance Vehicles

3.1 On 4 January 2007, the Financial Regulator published Consultation Paper 26 seeking input on the
subject of Special Purpose Reinsurance Vehicles.

Article 46 of the EU Reinsurance Directive (“the Directive”) provides that where a Member State decides
to allow the establishment within its territory of special purpose vehicles (within the meaning of the
Directive), they must be authorised and their activities regulated. The Financial Regulator is seeking to
lay out basic parameters for such entities in the Consultation Paper.

Comments on the consultation were due by 2 March 2007.

The Consultation Paper can be found in the IFSRA website, using the following link:
http://www.ifsra.ie/data/CP_Files/CP26%20Special%20Purpose%20Reinsurance%20Vehicles.pdf

4 Consultation Paper on exchange rate hedging and valuation of OTC derivatives for
Collective Investment Schemes

4.1 On 28 February 2007, the Financial Regulator published Consultation Paper 27 seeking input on the
subjects dealing with exchange rate hedging and valuation of OTC derivatives for collective investment
schemes (“CIS").

4.2 Exchange rate hedging
Guidance Note 3/99 permits CIS to engage in currency hedging transactions at share class level,
provided that a currency share class must not be over-hedged as a result of hedging transactions. The
Financial Regulator accepts that sometimes over-hedged (and under-hedged) positions may be
unavoidable due to market movements. Consequently, it is proposed to amend the Guidance Note to
provide some additional flexibility in relation to the hedging policy, subject to appropriate disclosure in
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the prospectus. A limit of 105% of the Net Asset Value is proposed for over-hedged positions, subject to
a monthly review and an undertaking that over-hedged positions will not be carried forward from month
to month.

4.3 Valuation of OTC derivatives

CIS are permitted to invest in OTC derivatives provided that the CIS is satisfied that the counterparty will
value the transactions, at least daily in the case of UCITS and at least weekly in the case of non-UCITS,
and will close out the transaction at the request of the CIS at fair value.

The proposed amendments to the Guidance Note 1/00 will allow CIS to exercise discretion in relation to
the value of the OTC derivatives for the purposes of the Net Asset Value calculation, provided that the
valuations provided from another source are reconciled with the counterparty valuation.

The Financial Regulator is also prepared to introduce additional flexibility in relation to independent
verification of counterparty valuations. “Independent” would include a party related to the counterparty
where the related party is an independent unit within the group that does not rely on the same pricing
models employed by the counterparty. In some cases a further independent review by an unrelated
party would be required every six months.

4.4 Comments on the consultation can be submitted no later than 30 March 2007.
The Consultation Paper can be found in the IFSRA website, using the following link:

http://www.ifsra.ie/data/CP_Files/CP%2027%20CIS%20exchange%20rate%20hedging%20valuation%2
00f%200TC%20derivatives.pdf
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F GERMANY
1 Review of the Investment Act

1.1 On 18 January 2007, the Federal Ministry of Finance (“BMF”) published a Discussion draft which
includes provisions to amend the German Investment Act and other Acts. The new Investment Act will
not come into force before autumn as there are too many different opinions and concerns on the
proposed provisions. At this stage, it is not clear whether the new amendment will lead to further
liberalisation or more regulations.

1.2 The most important key changes include:

* Rules alleviating capital Investment Company’s corporate structure: a German KAG does not
need to be a credit institution any longer, but can remain a financial institution with reduced
capital. There are also administrative changes which are designed to enhance efficiency and
administrative burden;

e Other non-UCITS funds (i.e. Sonstige Sondervermdégen): introduction of a new investment fund
type which is a between a mixed fund and a single hedge fund, but provides for all asset
classes;

e A new pure formal concept of foreign investment fund definition: defined as fund units issued by
an enterprise domiciled abroad, where investors have the right to redeem;

« New publication requirements for foreign UCITS funds: German regulator may impose the
means of publication for foreign UCITS funds. Third country funds and EC non UCITS funds
must now publish all changes and amendments of the contractual terms and conditions as well
as the charter and further information which concerns the issue and redemption of units in a
national business or daily newspaper of sufficiently wide circulation and in the electronic Federal
Gazette;

e Transparency and cost rules to be published in the fund’s prospectus;

< Introduction of prime broker concept for Hedge Funds and Fund of Hedge Funds.
1.3 Please contact your German fiduciary team to obtain additional information on the draft Investment Act.
2 National Implementation of Basle Il
2.1 Solvability Regulation and Regulation on Large Exposures and Loans of over 1.5 Million Euros

We refer to our previous Information Bulletins published in 2006 and January 2007, whereby we
informed you about the drafts of the Solvability Regulation and the Regulation for Large Exposure and
Loans of over 1.5 Million Euro in the context of the implementation of Basle II.

The new Solvability Regulation (“SolvV”) and the Regulation on Large Exposures and Loans of over 1.5
Million Euro (“GroMiKV") both entered into force on 1 January 2007. The GroMiKV contains extensive
transitional provisions which, amongst others, concern the provisions on the procedure for the
submission of natifications pursuant to Sec. 13 (1) sent. 1, 13a (1) and 14 (1) KWG as well as the use of
the reporting forms in attachments 4 to 7 GroMiKV. These provisions will be effective from 1 January
2008, and shall be applicable for the first time to notifications which are to be submitted for the reporting
date of 31 March 2008.

2.2 Liquidity Regulation

On 1 January 2007, the new Liquidity Regulation also entered into force. The final version contains
transitional provisions which allow institutions to continue to apply the old provisions of Principle | to
perform their calculations and also apply the existing Principle Il until 1 January 2008.
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2.3

3.1

4.1

4.2

Notifications Regulation

In the course of the implementation of the Capital Requirements Directive (“CRD"), the new Natifications
Regulation (“AnzV") has also entered into force on 1 January 2007. On 3 January 2007, the German
Regulator (“BaFin”) published a statement on the new AnzV which contains general information in order
to assist the financial services sector during the transposition period. Furthermore, BaFin published on
5 January 2007, a circular for the purpose of explaining the new notifications of participating interests
pursuant to sec. 12a, 24 (1), (1a) and (3a) KWG in conjunction with Sec. 7, 8 and 16 AnzV.

Transparency Directive Implementation Act

On 10 January 2007, the Transparency Directive Implementation Act (“TUG”) was published in the
Federal Law Gazette. On 15 November 2006, some provisions of the Transparency Directive had
already been transposed into German law through the Act on the Electronic Commercial Register. The
TUG now introduces further changes; in particular to the Securities Trading Act (“WpHG”), the Securities
Trading Notifications and Insider List Regulation. Amongst others, the provisions on the notification
duties pursuant to Sec. 21 et seq. WpHG will be changed due to the TUG. The TUG entered into force
on 20 January 2007.

New Stock Exchanges eligible for UCITS funds

Based on a BaFin letter issued on 18 January 2007, the Zagreb Stock Exchange is eligible for UCITS
funds. Consequently, a UCITS fund is now authorised to invest over 10% of its portfolio in securities
traded on this market.

The appearance of the Bulgarian Stock Exchange and the Bucharest Stock Exchange in the List of
Stock Exchanges with official market and other organised markets is no longer applicable since Bulgaria
and Romania became European Union Member States on 1 January 2007.
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1.2

2.1
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FRANCE

MiFID Implementation — Consultation Papers

On 17 January 2007, the Autorité des Marchés Financiers (“AMF") published for consultation draft
provisions designed to implement part of the MiFID Directive. These new provisions are due to replace
the current provisions set out in the General Regulations and relate to investment services providers.
Comments were due on 1 March 2007.

On 18 January 2007, the Ministry of Economy, Finance and Industry (“the Ministry”) published on its
website the results of its public consultation of November 2006 on draft provisions that aim to implement
the MiFID Directive Level 1 measures into French law. At the same time, the Ministry issued another
consultation on draft provisions that implement aspects of MiFID into the French Monetary Code.
Comments were due on 9 February 2007.

New French Law on Trusts dated 19 February 2007

On 21 February 2007, the new law on trust structure was published in the Official Gazette.

The principal provisions of the law concern:

e The creation of trusts;
e The measures regarding money laundering applicable to such structures; and
e The relevant tax aspects.

The new law is still subject to the publication of several decrees.

O

JPMorgan (

Copyright © 2007 JPMorgan Chase & Co. All rights reserved

29



H BELGIUM

1 CBFA Circular 3/2006 on the reporting requirements for Investment Funds

1.1 In December 2006, the Commission Bancaire, Financiére et des Assurances (“CBFA") issued Circular
3/2006 with the objective of clarifying some of the provisions contained in its regulation issued on 11
September 2006 dealing with the statistical information to be remitted by variable capital investment
funds.

The Circular must be considered as a working document which can be improved at a later stage subject
to remarks and questions submitted to the CBFA.

The Circular can be found, in French, on the CBFA website using the following link:
http://www.cbfa.be/fr/cs/icb/circ/pdf/uci 3 2006.pdf

2 CBFA consults on MiFID implementation

2.1 On 13 February 2007, the CBFA published for consultation draft provisions designed to implement part
of the MIFID Directive. The draft provisions concern the conduct of business rules applicable to the
provision of investment services and are due to replace Articles 26 onwards of the Law of 2 August
2002. Comments were due on 1 March 2007.
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I GENERAL MARKET AWARENESS

1. Guide to Eligible Markets

The latest version of the Guide to Eligible Markets has been posted to the JPMorgan Access News and
Reference site. There have been a considerable number of minor amendments to the text in the Guide
to that contained in the July 2006 version. However, the significant changes are as follows:

e Comments on Bulgaria and Romania have been removed following their accession to membership of
the EU in January 2007.

- JPMorgan has started offering custody services in Namibia. Information about this market has been
included in the Guide.

e MTDL's comments on fixed income instruments in Thailand have been included, following the
implementation of reserve requirements by the Bank of Thailand in December 2006.

e JPMorgan has withdrawn custody services in the lvory Coast.
2. Tax Reclaim Standards

The British Bankers Association (“BBA") has issued an updated document summarising tax reclaim
market standards for UK institutional investors across the principal European countries of investment.
Whilst clients requiring more specific information should refer to JPMorgan’s suite of tax information
products, the BBA document may provide useful information.

Further information is available via NewsFlash (Europe No.11) and AFMs who are members of the BBA
should be able to access the information via: the BBA website: www.bba.org.uk

3. Europe

In preparation for the implementation of the Markets in Financial Instruments Directive (“MiFID"), planned
for November 2007, Euronext has announced its trading system, “NSC”, and its trade confirmation
system, “TCS”, will be made MiFID compliant.

A number of technical and functional modifications to NSC and TCS will be implemented during 2007 in
relation to MiFID requirements, including:

e Pre and post trade transparency: real time dissemination of market data consistent with
MiFID compliancy requirements;

- Best execution orders: new matching algorithm for the NSC order book will change the price-
time priority for intermediaries choosing to optimise execution opportunities of their own order
flow at the best possible spread; and

* Reporting requirements: service for reporting and publishing transactions done off-exchange
for all European stocks and Exchange Traded Funds covering:

e Real-time publication of transactions; and
e Transaction reporting facility to the competent authorities of the Euronext markets.

These changes will allow financial service providers to meet post-trade transparency requirements within
the new MiFID environment for all trades in European securities in an efficient way.

Further information can be found in Europe NewsFlash number 5.
4. Austria
The Austrian Ministry of Finance has issued revised ZS-RE1 and ZS-RE1A reclaim forms for the

recovery of Austrian withholding tax. The new forms are available in pdf format from the Austrian Ministry
of Finance’s website: https://www.bmf.gv.at/service/formulare/steuern/detail.ntm?FTYP=zws.

Clients filing their own Austrian withholding reclaims with the Austrian Tax Authority should use the
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revised forms going forward.
Further information can be found in Austria NewsFlash number 19.
5. Bulgaria

Further to our article in the January 2007 Information Bulletin regarding the provision of adequate safe
custody arrangements for Government debt securities in Bulgaria, we are pleased to advise that
JPMorgan has now resumed support for clients wishing to invest in Bulgarian Government debt
securities.

Further information can be found in Bulgaria NewsFlash number 4.
6. Romania

Clients are reminded of the regulations in Romania requiring non-resident investors to appoint a local
fiscal representative to settle capital gains tax liabilities.

The responsibility for the settlement of Captial Gains Tax rests with the beneficial owner of the gain who
must in turn appoint a local tax representative to settle their tax liabilities. JPMorgan understands that
clients eligible for tax exemption under a double taxation treaty with Romania, and who have a certificate
of residency on file with JPMorgan’s local subcustodian will also need to appoint a local tax
representative to apply for the exemption.

Further information can be found in Romania NewsFlash number 2.
7. Russia

In line with prevailing market practice, clients are advised that, with immediate effect the following
procedure regarding the settlement of Russian equities will come into force:

< JPMorgan will no longer require a copy of the Purchase and Sale Agreement (“PSA") either from
the client or from the client’s broker;

< Information regarding the total settlement consideration (USD) should either be included in the
narrative field of the client's settlement instructions to JPMorgan or be provided to JPMorgan by
the client’s broker;

e Based on existing market practice, the seller (seller's custodian) is responsible to pay re-
registration costs. Consequently, clients are reminded that:

. Unless JPMorgan is advised to the contrary, all trades will be settled according to current
market practice i.e. for all sales, JPMorgan will pay re-registration charges;
. In the event that a client negotiates a different practice with their counterparty, clients are

requested to include the information regarding the party responsible for paying re-
registration costs in the narrative field of the settlement instructions.

While submission of the PSA to JPMorgan for settlement is no longer required, clients are still
recommended to sign a PSA with their counterparties for every trade. Clients should be aware, that,
should a dispute arise over ownership rights, evidence of a PSA, being a legally recognised contract,
provides additional documentary proof of trade execution and rights to ownership.

Further information can be found in Russia NewsFlash number 8.
8. Thailand

The Bank of Thailand (“BOT") has revoked the requirement that non-resident investors hold government
bonds, Treasury bills and BOT bonds longer than three months. However, while these instruments can
be held individually for a period of less than three months, the investment funds must remain in Thailand
for a period of at least three months via reinvestment in other types of debt securities.

In addition, non-resident investors who are selling foreign currency against THB in order to fund the
purchases of bonds, Treasury bills, debentures, bills of exchange, promissory notes and unit trusts may
elect to either adhere to the current 30% Foreign Currency Reserve Requirement or fully hedge their
investments with a Thai financial institution.
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The Thai Custodian Club will shortly be meeting with the BOT to finalise guidance and operational
processes that will need to be followed by non-resident investors under these new regulations.

Further information can be found in Thailand NewsFlash number 18.

9. Turkey
The draft Communique 263 abolishing the requirement for non-resident legal entities to provide a
Certificate of Tax Residency (“CoTR”) in order to benefit from tax exemption has been published in the
Official Gazette and is effective, retrospectively to 1 January 2007.
Non-resident legal entities will not be required to present a CoTR to the Turkish Tax Office in order to
obtain exemption on interest or capital gains from bonds issued on or after 1 January 2006 and capital

gains from equities purchased on or after 1 January 2006.

Clients are advised that any tax withheld on impacted income payments and capital gains since 1
January 2007 will be repaid and will be applied via an income reversal.

Further information can be found in Turkey NewsFlash number 5.

10. Venezuela
JPMorgan would like to remind clients who hold a Registro de Informacion Fical (“RIF”) tax identification
number that the annual deadline for filing tax returns with Servicio Nacional Integrado de Administracion
Tributaria (“SENIAT” — the national tax authority) is 31 March 2007.
All foreign investors must contact their appointed tax advisor to comply with this annual filing requirement.
It is compulsory that filing is submitted even if clients have no holdings and / or if there has been no

activity on the account.

Further information can be found in Venezuela NewsFlash number 3.
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J NEWSFLASH SUMMARY

NF Ref".
1.0 A summary of other relevant issues arising from JPMorgan’s “NewsFlashes” (“NF”) is set out

below. Should further information be required, please consult the appropriate NewsFlash
reference number indicated at the right of the text.

11 |TEMS REGARDING MARKET ACTIVITY & SETTLEMENT

INDIA

The Securities and Exchange Board of India (“SEBI”) has amended the SEBI Foreign 54
Institutional Investor (FII) Regulations 1995 to require all Flls and sub-accounts to settle
transactions in dematerialised form except where the issuer of securities has not established
connectivity with all depositories registered with SEBI.

The Association of Mutual Funds in India (“AMFI") which had made it mandatory for Mutual 80
Fund Identification Numbers (“MINs”) to be used for investments of INR 50,000 or above for all
investors, including Foreign Institutional Investors (“FlIs”) and their sub-accounts has now
withdrawn the MIN as an identifier. The Income Tax Permanent Account Number (“PAN") will

now become the identifier.

Effective 6 March 2007, listed corporate bond trades executed on the Bombay Stock Exchange 86
and the National Stock Exchange have to be reported to the exchange on which the trade has
been executed.

ICELAND

The OMX Nordic Exchange announced, effective 26 March 2007, that it will amend the closing 4
time of its markets to mirror those of the equity markets in Stockholm and Helsinki. The
change is a step towards harmonising the trading environment of exchanges within the OMX

Nordic Exchange.

MEXICO

Effective 5 March 2007, the settlement cycle for Mexican equities will be extended to T+3 from 3
T+2. Forward spot foreign exchange transactions will move from 48 hours to 72 hours.

NETHERLANDS

In line with recommendations issued by the European Commission, amendments to the Dutch 9
Civil Law have been adopted to allow for the registration date to attend a company general
meeting to be extended to a maximum of 30 days. The Civil Law has also been amended to

allow for companies to provide for electronic voting. Both these amendments are subject to the
companies incorporating the relevant changes in their Articles of Association and are effective

from 1 January 2007.

Effective 26 March 2007, Euroclear Nederland will introduce a record date together with a new 10
order of dates as the standard for the capture of positions for mandatory cash and securities
distributions. The introduction of the record date should reduce the amount of market claims to

be processed. In principle, only “failed settlements” will necessitate market claims.

QATAR
The Qatar Financial Monetary Authority (“QFMA”) will assume securities market regulatory 11

powers effective 1 April 2007. The QFMA will assume responsibility for listing and licensing for
the securities industry and relevant activities. The QFMA will seek to ensure market integrity

' NF - NewsFlash
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J NEWSFLASH SUMMARY

NF Ref.

and transparency for enforcing market rules and regulations and conducting necessary
surveillance and supervisory activities.

SINGAPORE

The Singapore Exchange announced, effective 1 March 2007, the securities clearing fee rate 3
will be reduced from 0.05% to 0.04% of the contract value and the maximum clearing fee will
be raised from SGD 200 to SGD 600.

VIETNAM

The State Securities Commission (“SSC") has announced measures to strengthen the 2
management and supervision of the stock market. These include:

* Requiring companies whose share prices have seen an abnormal increase recently to
make public their results for 2006 to avoid rumours and speculation;

e Securities companies must report details of the trades executed for institutional clients
using their custody services;

e The SSC plans to work with the State Bank of Vietnam to monitor foreign investment
inflows;

e The SSC will inspect the records of depository members to check their method of
placing orders and also the disclosures made by listed companies.

The Vietnam Securities Depository (“VSD”) issued new rules in relation to correcting error 11
trades at the VSD for settlement purposes, effective 15 February 2007. Brokers can now
correct error trades at the VSD on T for T + 1 transactions and T + 1 for T + 3 transactions. In
addition, the VSD introduced a new procedure for depositing physical shares for
dematerialisation at the VSD which will thus facilitate trading at the Securities Trading Centres.

12 OTHER ITEMS OF INTEREST

COLOMBIA

A new Tax Law was passed on 27 December 2006 which reduces the withholding tax rate 1
applicable to Capital Gains Tax and interest payments from 35% to 34% for the fiscal year

2007. Dividend payments will no longer be subject to a 7% repatriation tax. The new rates

apply from 1 January 2007.

MALAYSIA

New tax rates on Malaysian Real Estate Investment Trusts (“REITS”) distributions came into 6
effect on 1 January 2007. The new tax rates are 27% for foreign corporate investors, 20% for
foreign institutional investors and 15% for individual investors. The rate of 27% will be applied

in the absence of documentation evidencing client’s eligibility for the 20% or 15% rate.

The Malaysian authorities have clarified that “foreign institutional investors” includes foreign
collective investment schemes. JPMorgan will be required to provide its local agent with a trust
deed, prospectus or any other equivalent document issued by a regulatory body evidencing the
investor type status. Therefore, clients already investing or intending to invest in Malaysian
REITs should ensure that appropriate documentation evidencing investor type is provided to
JPMorgan as soon as possible. Due to the lack of an established procedure in Malaysia,
JPMorgan does not currently offer a retrospective tax reclaim service on Malaysian REITs
distributions.
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J NEWSFLASH SUMMARY

NF Ref.

NETHERLANDS

The extensive system of supervision of financial institutions that exists in the Netherlands 6
(supervision of banks, insurers, collective investment schemes, etc.) will be regulated by a

single Act, Wet op het financieel toezicht (“Wft”) that will apply a consistent approach with
regard to the supervision of the various sectors and types of institutions. The Act came into

effect on 1 January 2007.

POLAND

The Warsaw Stock Exchange has announced that effective 16 March 2007, the MIDWIG index 3
covering medium sized companies will be replaced by the WIG40 index. In addition, the WIRR
index covering small companies will be replaced by the WIG80 index.

ROMANIA

Effective 29 January 2007, the Bucharest Stock Exchange became an affiliated member of the 3
International Federation of Stock Exchanges. In addition, the Romanian central securities
depository, The Central Depository S.A., became the sole Romanian institution authorised to
allocate and manage ISIN codes and CFI codes established by the International Organisation

of Standardisation.

RUSSIA

Effective 29 January 2007, the RTS Stock Exchange and MICEX Stock Exchange became 7
affiliated members of the World Federation of Stock Exchanges.

SOUTH AFRICA

The South African Ministry of Finance has announced that a 10% dividend withholding tax is to 1
be imposed on shareholders, including non-residents, from 2008. The withholding tax will
initially be imposed on distributing companies from 1 October 2007. The liability for this
withholding tax will be allocated to shareholders during 2008, the exact date is to be confirmed.

UKRAINE

A new regulation, “On Registrar Activity” came into effect on 5 February 2007. The Regulation 4
determines detailed procedures and technical aspects of registrar’s activities including usage of

ISINs and the introduction of electronic means of communication between registrars,
custodians and depositories provided technical encryption is implemented.

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

36



WORLDWIDE SECURITIES SERVICES

Information Bulletin

European Trustee & Depositary Services

May 2007

JPMorgan €



The main aim of this Bulletin is to provide information on various topics relating to the administration / operation of
Collective Investment Schemes (“CISs”) after the “point of sale”. Other topics may be included, where relevant, if
they relate to the regulatory “corporate” requirements of an operator of a CIS. We have not set out to recommend
any specific actions that arise from the topics covered. However, in some cases, appropriate general suggestions
may be offered.

This document is for the information of JPMorgan clients only and is designed to make you aware of our views
regarding recent regulatory changes. It is not intended as a substitute for your own due diligence as to what action
should be taken as a result of the regulatory changes described herein. JPMorgan has taken reasonable care in
forming its views, however, it cannot be responsible for inaccuracies or misrepresentations in the information
furnished hereby.

J.P. Morgan Trustee and Depositary Company Limited (“MTDL”") is authorised and regulated by the Financial
Services Authority. Registered in England number 2017279 at 125 London Wall, London, EC2Y 5AJ.
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A. EXECUTIVE SUMMARY

Pan European matters

The European Commission has published:

e a Directive on the clarification of eligible assets for UCITS, supported by CESR’s guidelines. Each
member State needs to implement local regulations by March 2008; [B.1]

e clarification on marketing UCITS cross border — the home state has sole responsibility; [B.2]

e ‘“consultation papers” on improving the UCITS framework — e.g. covering fund passports, fund mergers,
asset pooling, management company passport, simplified prospectus, supervisory cooperation; [B.3]

e itsintention to establish an expert group to advise it on open-ended real estate funds; [B.4]

e a“call for evidence” regarding the European private placement regime. [B.8]

CESR has published:
e a “call for evidence” regarding investor disclosure (i.e. the current Simplified Prospectus regime) and
UCITS distribution channels. [B.6]

IOSCO has published:
e a Consultation Report on regulatory issues for a fund of hedge funds; [B.10]
e a Consultation Paper regarding the valuation of hedge fund portfolios including the valuation of illiquid or
complex financial instruments. [B.11]

The Hong Kong SFC has published streamlined measures for processing UCITS Il applications that have
special features. [B.12]

Taxation

e The ECJ has provided a ruling in the Meilicke case regarding tax discrimination; [B.13]

e HM Treasury has published a paper regarding the taxation of authorised property funds and, for
example, proposes moving the point of taxation from the fund to the investor; [C.8]

e A Statutory Instrument implements the facility for non-taxpayers to receive interest distributions from
Authorised Investment Funds without the deduction of tax; [C.12]

e Only two types of ISA account will be available from 6 April 2008. [C.13]

MiFID

The European Commission has published:
- its feedback to CESR regarding best execution under MiFID; [B.7]
e details of how it is taking up issues with member States that have not yet implemented MiFID; [B.9]
CESR has published:
e aconsultation regarding draft recommendations on inducements under MiFID; [B.5]
FSA has published:
e an update to its Perimeter Guidance involving Questions and Answers; [C.1]
Ireland and France:
e Regulations have been published that implement MiFID. [E.1 & G.1]]

Funds of Alternative Investment Funds (“FAIFs”) [C.3]

The FSA has published a CP that considers the introduction of NURS (and QIS) funds that can invest more
widely in unregulated collective investment schemes, subject to appropriate due diligence. The CP also
considers the distribution process for such funds.

Qualifying Money Market Funds (*QMMFs") [also know as Liquidity funds or “CNAVs”"] [C.5]

The FSA proposes to amend COLL to allow the operation of QMMFs.
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Principles based regulation [C.10]

The FSA has published a paper setting out its thoughts and approach to implementing principles based
regulation, emphasising: the role of senior staff within firms; the management of regulatory risk; and the process
for receiving a “regulatory dividend”.

Other European developments cover the following:

K:
Funding arrangements for the Financial Services Compensation Scheme; [C.2]
QISs to be a permitted link for appropriate long term insurance funds; [C.4]
Updating NEWCOB for rules that apply to non-MiFID business (e.g. to CIS operators / funds,
promotion of unregulated CISs, etc); [C.6]
Updating COLL for Simplified Prospectus rules; [C.6.1]
Latest FSA Asset Management Newsletter; [C.7]
The glossary definition of income property has been updated to facilitate distribution choices under
the effective yield accounting basis; [C.9.2]
7. Unapplied cash held by a depositary must be considered for spread purposes; [C.9.4]
8. Update of COLL's pricing guidance regarding dual pricing, etc; [C.9.5];
9. Update of COB regarding the use of dealing commission; [C.9.6]
10. Discussion paper on wrap platforms due for June 2007; [C9.8]
11. A Consumer Research Paper about financial crime; [C.11]
12. Unique identification codes for operators of an authorised fund; [C.14]
13. General market awareness issues. [J]

wh k= C

IS

e Luxembourg:
1. Proposed amendment of Law of 1915 on commercial companies, with potential to impact certain
UCls; [D.1]
2. Update on Specialised Investment Funds (“SIF”) law, including Newsletter regarding impact of EU
Savings Directive. [D.2]

e Ireland:
1. Some technical changes have been made to the Asset Covered Securities Act 2001. [E.2]

e Germany:

1. Draft proposals have been published to reform the German Investment Act / Investment Tax Act;
[F.1/F.5]

2. An Act introducing German Real Estate Investment Trusts has been adopted as at 1 January 2007;
[F.2]

3. Clarification is available regarding investments in securities of certain privileged investors (e.g. 35%
limit, etc); [F.3]

4. The position has been clarified regarding “kick back” payments from front-load fees and yearly
management fees; [F.4]

5. The PFTS Stock Exchange in Ukraine has been added to the exchanges list regarding Special
Funds / UCITS. [F.6]

. France:
1. An assessment of the regulation of alternative multi-management / funds of alternative funds is in
progress. [G.2]

e Belgium:
1. The CBFA has published a Circular regarding: good governance and its expectations of firms; [H.1];
and the administration of financial instruments. [H.2]

e Jersey:
1. A Position Paper details the requirements to implement the future regulation of funds and
functionaries of funds. This includes updates to Codes of Practice (e.g. regarding employee
competency). [I.1]
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2.1

2.2

PAN - EUROPE

EU Commission Directive and the Committee of European Securities Regulators
(“CESR") guidelines concerning Eligible Assets for investments by UCITS

In our previous Information Bulletins we have noted that CESR had been asked by the European
Commission (“the Commission”) to deliver its technical advice concerning eligible assets for UCITS.

On 19 March 2007, the Commission published in the Official Journal the final text of a Level 2
Commission Directive on eligible assets (“the Directive”) which clarifies the definition of certain terms in
the UCITS Directive 85/611/EEC.

The Directive aims to provide clarifications on the following subject matters:

e transferable securities, including units of closed-end funds;

e money market instruments;

« liquid financial assets with respect to financial derivative instruments;

- financial indices, including certain indices based on financial derivatives on non-eligible assets
such as commodities and indices on property;

- transferable securities and money market instruments embedding derivatives;

e techniques and instruments for the purpose of efficient portfolio management, comprising
collateral arrangements, repurchase agreements, guarantees received, securities lending and
securities borrowing; and

e index replicating UCITS.

On the same day, CESR published its final Level 3 guidelines (“the guidelines”) being part of the CESR
advice to the Commission adopted in January 2006. CESR did not consider it necessary to consult
again on the Level 3 guidelines since the changes made from the previous document were not
substantial and necessary to align the guidelines to the text of the Directive adopted by the Commission.

The guidelines complement the Level 2 implementing Directive by providing additional guidance in
respect of certain other definitions contained in CESR’s January 2006 final advice on this matter.

The Directive came into effect on 23 March 2007. CESR members will have to bring the implementing
Directive and these guidelines into effect as a single package of measures. This will be by March 2008
at the latest.

However, the classification of hedge funds indices remains outstanding. CESR is currently consulting
on this issue, and if appropriate, will issue additional Level 3 guidelines in mid-2007.

The Directive and guidelines are available at:

http://www.eur-lex.europa.eu/LexUriServ/site/en/oj/2007/l 079/l 07920070320en00110019.pdf

http://www.cesr.eu/popup2.php?id=4421

Marketing of UCITS in another member State — Interpretative Communication from the
EU Commission

On 19 March 2007, the Commission issued an interpretative communication on the respective powers
retained by the home member State and the host member State in the marketing of UCITS pursuant to
Section VIII of the UCITS Directive 85/611/EEC (“the Directive”).

Under the Directive, an investment fund authorised in one member State can be marketed in any other
member State provided that the host authorities of that member State are notified. Under this
procedure, the host authority has up to two months to review the notification. However, national
authorities have diverging interpretations of the Directive and are sometimes uncertain on: how to apply
the procedure correctly and the borders between the responsibilities of the relevant member States.
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2.3 The Commission has clarified the relevant rules by confirming that an investment fund’'s home
supervisory authority has sole responsibility for monitoring compliance with EU rules, and that the
notification procedure cannot be used by member States to challenge authorisation of UCITS granted in
another member State.

2.4 The residual responsibility of the host member State over the rules applicable to the areas falling outside
the scope of the Directive does not mean that the host member State has the right to impose additional
rules on UCITS from other member States. Such rules should not infringe the home member State’s
responsibility established under the terms of the Directive.

25 These clarifications will ensure consistency in the authorisation and marketing of UCITS across the EU
member States.

The Commission will propose a more fundamental redesign of the EU ‘passport’ for investment funds
later in 2007.

The interpretative communication is available at:

http://www.ec.europa.eu/internal _market/securities/docs/ucits/com 2007 112/com 2007 112 en.pdf

3 EU Commission initial orientations of possible adjustments to UCITS Directive

3.1 In our Special Information Bulletin published on 11 May 2007, we referred to the working documents
issued by the European Commission’s Internal Market & Services Directorate General (“DG”) on 22
March 2007. The DG hopes to receive extensive feedback on their effectiveness in achieving the
desired result and the coherence with the overall UCITS framework and related legislation.

3.2 The initial orientations for discussion on possible adjustments to the UCITS Directive 85/611/EEC (“the
Directive”) are:

e Notification Procedure (Fund Passport): ensure the smooth functioning of the product
passport by eliminating administrative obstacles, delays and uncertainty to the marketing of
UCITS in host member States:

1. A UCITS seeking to market its units in another member State informs its home authorities of
its intention and sends them the notification documents. The home State authorities, after
having checked the completeness of the notification file, transmit the file to the
corresponding host State authorities;

2. The UCITS can start marketing its units 3 days after transmission of the documents. Home
State authorities shall inform the UCITS of the date of transmission;

3. Host State authorities check ‘ex post’ that marketing is conducted in accordance with
national rules.

e Fund Mergers: the objective is to lay down clear and common requirements and procedures for
funds wishing to merge, so as to ensure effective protection of the rights of unitholders in the
merging / dissolving fund and remove any regulatory grounds for competent authorities to object
to the proposed merger besides the fulfilment of such requirements and procedures.

The proposed option is for the regulator responsible for the disappearing fund to decide on the
merger. This authority verifies compliance of the merger proposal with all information and other
conditions imposed by the Directive. It has a maximum of 15 working days from the submission
of a complete file to assess the merger proposal and issue its decision. A new merger regime
would ideally also include provision ensuring that the interests of the investors of the receiving
fund are also taken into account.

e Asset Pooling / Master-Feeder Structures: while virtual pooling is seen as having limited
acceptance, it is proposed to introduce Master-Feeder fund pooling, where both master and
feeder fund hold UCITS status.

The obijective is to allow several feeder funds to pool their assets in a single master fund within
the UCITS framework, a technique that is already extensively employed at national level in
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some member States. This option will require setting a series of requirements in order to
minimise any potential supervisory concerns. Requesting that both master and feeders be
UCITS should overcome most of them. The obligation to comply with UCITS rules will ensure
that feeders’ investors enjoy basically the same level of protection if they were directly invested
in the master fund. A co-operation mechanism between regulators should reinforce this
protection in the case of cross-border structures.

e The Management Company Passport: to allow fund managers to manage funds established in
another member State, without generating fiscal or supervisory uncertainty which might
undermine the effective oversight or tax-efficiency of the management company / fund chain.

Between the implementation of the full or partial passport, the proposed option would be the
partial passport, which implies that the Management Company of a fund domiciled in a member
State would be able to perform some of its functions from another member State, where the
Management Company is authorised / based. Out of the functions set in Annex Il of the UCITS
Directive, the most controversial seem to be those related to fund administration. It will be
difficult for the depository to fulfil its obligations if the administrative functions are carried out in
another country. It is the same for the supervisory authority, if all administrative functions are
performed abroad, the supervisor may have no real role or ability to meet the responsibilities
assigned to it.

e Simplified Prospectus / Product Disclosures: the preferred solution is to abolish the need to
produce a Simplified Prospectus and to introduce instead an obligation for fund managers to
draw up and provide Key Investor Information, not necessarily to be included in a single specific
document.

e Supervisory Cooperation: the existing provisions of the UCITS Directive should be
strengthened to:

e ensure equivalence of powers for competent authorities;

« develop existing mechanisms relating to exchange of information; and

e create arrangements which allow competent authorities of a member State to carry out on
the spot verification of information and investigation on the territory of another member
State, or have them carried out by the competent authorities of another member State / third
parties.

3.3 The European Commission hosted an open hearing on 26 April 2007. Final comments are due on 15
June 2007. The Commission will finalise its formal proposal by the end of 2007.

The consultation documents are available at:

http://ec.europa.eu/internal_market/securities/ucits/index_en.htm

4 EU Commission to establish a new expert group to advise on open-ended real estate
funds

4.1 On 2 April 2007, the Commission announced its intention to establish an expert group to advise it on
open-ended real estate funds, as a follow-up action to the White Paper on enhancing the EU framework
for investment funds.

4.2 The expert group will be required to advise the Commission on the risk and performance characteristics
of open-ended real estate funds, and to:

e Describe the European market for real estate funds, including open-ended funds;

e Analyse the existing or likely future demand for providing open-ended real estate funds cross-
border;

e Examine the barriers to cross-border development; and

- Evaluate existing national regulatory (including tax) approaches.

The group will be asked to produce a report in early 2008 to provide input to policy reflection and serve
as a starting point for debate and discussion with member state authorities and other stakeholders.
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5.2

6.1

6.2

6.3

7.1

The terms of reference and procedures for the group’s constitution are available at:

http://ec.europa.eu/internal _market/securities/ucits/index_en.htm#experts

CESR - Second Consultation on the draft recommendations on inducements under
MiFID

We refer to Article 26 of the Level 2 Directive on Markets in Financial Instruments (“MiFID"), entitled
“Inducements”, setting out requirements in relation to the receipt or payment by an investment firm of a
fee, commission or non-monetary benefit that could place the firm in a situation where it would not be
acting in compliance with the principle of Article 19(1) of the MIFID that the firm act honestly, fairly and
professionally in accordance with the best interest of its clients.

Following the first publication of the December 2006 consultation, CESR has taken the responses of
market participants into consideration in developing the draft recommendations.

On 13 April 2007, CESR launched a second consultation on the draft recommendations on inducements
under MIFID. This consultation provides the opportunity for all stakeholders to provide input in the
development of six recommendations in this important area of the new regulatory framework.

Responses were due on 27 April 2007 and are available on the CESR website: www.cesr.eu
CESR plans to publish the final recommendations by the end of May 2007.

CESR - Calls for evidence on key investor disclosure for UCITS funds (Simplified
Prospectus)

The UCITS Directive 85/611/EEC requires the use of a Simplified Prospectus for the purpose of
informing clients before they invest in UCITS funds. The current content and format of the Simplified
Prospectus is considered not to have achieved its initial objectives, because documents are often too
long and technical for a clear understanding. In its UCITS White Paper, the Commission proposed
developing a new document which is practical and user-friendly (refer to section B3 above).

On 11 April 2007, CESR received from the Commission a letter requesting assistance on the detailed
content and form of key investor disclosures for UCITS.

On 13 April 2007, CESR invited all parties to submit their views via three calls for evidence. In parallel
to the general call for evidence, two specific calls for evidence will be conducted by CESR:

e Specific call for evidence for consumers and representatives of individual retail investors. The
call was based on a questionnaire on the Simplified Prospectus for retail investors to establish
the type of information to be included as well as the form, mode and timing of delivery.

e Specific call for evidence on UCITS distributions. This call sought to find out about the
diversification of distribution channels used for UCITS; the way in which UCITS may be
“packaged” as part of a product or service; and the way in which a fund may be structured in
order to suit its distribution strategy.

All contributions can be submitted via CESR’s website under the heading “Consultations” at
www.cesr.eu by 25 May 2007. The contributions will be made available on the CESR web-site after the
deadline.

EU Commission answers to CESR under the Markets in Financial Instruments Directive
(*MIFID") best execution scope issues

On 23 March 2007, the Commission published its answers to the November 2006 request for assistance
by CESR on issues relating to the scope of the best execution requirement in the context of MiFID.
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CESR asked for clarification on the following issues:
e Dealing on quotes;
e Use of Specific Instructions; and
e Obligations on portfolio managers and order receivers and transmitters.

The Commission’s response to CESR is available on its website:

http://ec.europa.eu/internal_market/securities/docs/isd/letter-cesr-best-execution _en.pdf

8 EU Commission — Call for evidence regarding Private Placement regimes in the
European market

8.1 In our Information Bulletin published in January 2007, we referred to the European Commission White
Paper on enhancing the Single Market Framework for Investment Funds. The White paper suggests
considering how to apply a passport to non-harmonised funds (i.e. non-UCITS), which includes private
equity funds.

8.2 On 20 April 2007, the Commission launched a call for evidence regarding the private placement regimes
in the European market.

Currently, there is no common EU approach to distinguish products which are suitable for the retail
public from products which should remain only for sophisticated investors. The Commission intends to
study the types of marketing and sales restrictions that should be repealed in favour of reliance on the
investment firms exercising responsibility for the sale of products on a client by client basis. They will
undertake an inventory and analysis of national barriers to private placement of financial instruments
with institutional investors and other eligible counterparties.

8.3 The Commission will report to Council and Parliament on steps that need to be taken for a common
private placement regime in Autumn 2007.

The call for evidence will consist of three parts which are aligned to the structure of the Commission’s
impact assessment framework, details of which are as follows:

e Section Il aims at singling out if there is a single market failure and putting the issue in an
economic context;

e Section lll focuses on the requirements of an ideal private placement regime; and

e Section IV determines whether and, if so, how a private placement regime could be established
at EU level.

Contributions can be submitted via the European Commission website:

http://ec.europa.eu/internal _market/securities/ucits/index_en.htm by the end of June 2007.

9 EU Commission commences infringement procedures against member States regarding
MiFID

9.1 The Commission has launched infringement procedures against those member States that have not yet
transposed the relevant Directives on MiFID, namely Directive 2004/39/EC and Directive 2006/73/EC,
implementing MiFID.

9.2 On 24 April 2007, the Internal Market and Services Commissioner wrote to the Ministers of Finance of
those member States that have not yet implemented the MiFID Directive expressing deep concern about
delays in implementation into national law, following the deadline of 31 January 2007.

As agreed by the Council and European Parliament, market participants should have an additional nine
months, i.e. from 31 January 2007 (the deadline for Member States to implement MiFID into national
law) until 1 November 2007, to prepare their systems and organisation in line with MiFID requirements.
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Further delays in implementation of national legislation will give firms less time to prepare for a
completely new regulatory environment.

Furthermore, a lack of national implementing legislation beyond 1 November 2007 could endanger the
proper functioning of the MiFID “passport” and have a significant impact on EU financial markets, as
investment firms could have difficulties providing services in other member States, and could also be
uncertain as to which legal regime is applicable.

In such a situation, there is a risk that member States could face legal action by private parties who
might claim damages for losses incurred because of late implementation of national legislation.

9.3 MIFID is one of the cornerstones of the Financial Services Action Plan (“FSAP”) and will play a vital role
in creating a robust, common regulatory framework for Europe's securities markets.

MiFID will remove obstacles to firms' use of the EU-wide investment “passport”, foster competition and a
level playing field between Europe's trading venues, and ensure a high level of protection for investors
across Europe.

10 IOSCO: Issues that could be addressed by IOSCO on funds of hedge funds

10.1 IOSCO has issued a Consultation Report (“CR”) on the key issues that IOSCO could address regarding
funds of hedge funds that issue shares to retail investors. It is interesting to note this in conjunction with
the UK CP on funds of alternative investment funds (see C.3 below).

10.2 The CR considers various regulatory issues for a fund of hedge funds and some of these are set out
below:

e How does the manager of a fund of hedge funds and, therefore, the unitholders, know the
investment strategies and the related risks of the underlying funds?

e A fund of hedge funds needs a robust risk management system - but how should it work in
relation to information to unitholders?

e There is a need for transparent information on the assets held by the fund of funds;

e What regulatory methods / requirements should be used in selecting the underlying funds?

 How should regulators require performance targets of funds to be disclosed?

e Given the potential for many “fee layers” how should the regulatory framework handle the
possible duplication of fees?

e What is the appropriate number of underlying funds that the fund of funds may invest in? Is
there an issue about the concentration of the investments into one or a few underlying funds?

e Because of lock up periods and restrictions on redemption frequencies / notice periods, should
managers of funds of hedge funds have facilities (e.g. credit facilities) for the purpose of meeting
any redemption requests?

e In what circumstances could a fund of hedge funds be allowed to suspend and / or postpone
redemptions? Do funds of hedge funds present other liquidity issues for retail investors?

e The frequency of calculation of the net asset value (“NAV”) of each underlying hedge fund is
often different. Some underlying hedge funds may only periodically calculate NAV, such as
quarterly or monthly. During the periods between such NAV calculations, some underlying
hedge funds may report an estimated NAV. What happens if the manager of a fund of hedge
funds receives such estimated NAVs from the underlying hedge funds?

e A fund of hedge funds might employ leverage. This may lead to a specific need for adequate
information on the maximum level of leverage achieved by the fund;

< What due diligence aspects should the manager employ?

e To what extent should a managers duties be delegated?

10.3  Further information is available via http://www.iosco.org/library/pubdocs/pdf/IOSCOPD244.pdf

11 IOSCO Principles for the Valuation of Hedge Fund Portfolios

11.1 IOSCO has published a CP on this topic for comment by 27 June 2007. It considers the challenges that
arise when valuing illiquid or complex financial instruments.
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12.2

12.3

12.4

The CP covers the need:

e to ensure that a hedge fund’s financial instruments are appropriately valued;

e to implement comprehensive policies and procedures for such valuation;

e to provide general principles to guide the hedge fund’s governing body and its manager (these
will be the same in the UK) in developing and implementing such policies and procedures;

e to consistently apply valuation policies and procedures;

e to have independent oversight in the establishment and application of the policies and
procedures to mitigate conflicts of interests. The paper recognises that this can be evidenced in
a number of ways;

- for investors to satisfy themselves that the management and governance culture promotes the
application of the principles as far as practicable;

- for investors to conduct appropriate initial and ongoing due diligence regarding their interests in
hedge funds.

There are 9 principles for valuing the financial instruments held or “employed by” a hedge fund. These
include:

- the need for an appropriate level of independent review of individual values;
- appropriate due diligence on any third parties appointed to perform valuation services; and
e consideration of reliable market information (e.g. for distressed securities).

The issues involved and considered are not unique to hedge funds. Such principle and valuation issues
apply to private equity and other complex investment vehicles.

Appendix B of the paper also contains a useful bibliography.

Further information is available via http://www.iosco.org/library/pubdocs/pdf/IOSCOPD240.pdf

You may also be interested in a couple of related speeches by Dan Waters, Director of FSA Retail
Policy and Asset Management Sector Leader:
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2007/0412 dw.shtml and
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2007/0329 dw.shtml

Hong Kong Securities and Futures Commission (“SFC”) — Streamlined measures for
Processing of UCITS Ill Scheme applications with Special Features

On 30 March 2007, the SFC introduced streamlined measures for processing UCITS Ill schemes with
special features.

The SFC first issued a set of interim measures in 2005 on the disclosure and submission requirements
for the authorisation of UCITS Ill schemes domiciled in Luxembourg, Ireland and the UK (the “Interim
Measures”) in order to facilitate the processing of UCITS Ill fund applications in Hong Kong. These
Interim Measures were mainly devised for the conversion of schemes that used to comply with the
UCITS | Directive, as they upgraded to UCITS IIl status. Currently, over 1,300 SFC authorised funds
are UCITS lll schemes.

Since the issue of the Interim Measures, the SFC has received a growing number of authorisation
applications for UCITS IIl schemes with special features, such as UCITS Il guaranteed funds, funds of
funds and index funds. To date, such specialised UCITS Ill schemes have been considered and
authorised by the SFC on a case-by-case basis.

To facilitate the processing of future authorisation applications, the SFC shall accept and process
applications for authorisation of specialised UCITS Il schemes from Luxembourg, Ireland and the UK
provided that they meet the relevant disclosure and other requirements for various special features, and
comply with the disclosure and risk management requirements under the Interim Measures. UCITS Il
schemes domiciled in other jurisdictions will continue to be considered on a case-by-case basis.
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The Circular is available at:

http://www.sfc.hk/sfcRequlatoryHandbook/EN/displayFileServlet?docno=H454

European Court of Justice (“ECJ”) Ruling in the Meilicke Case

The final decision in the Meilicke case was issued by the ECJ on 6 March 2007. The ECJ found in
favour of the taxpayer, Mr Meilicke, and ruled that the German provisions on the taxation of dividends
are inconsistent with the EC Treaty and against the free movement of capital. The ECJ further ruled that
it is not appropriate to limit the temporal effects of the judgment.

Under the former German tax legislation, persons fully taxable for income tax purposes in Germany
were entitled to a tax credit for dividends received from German companies, but not for dividends
received from companies established in other European Member States.

Mr Meilicke, a German resident, received dividends in respect of shares he held in the Netherlands and
Danish companies and a tax credit for those dividends was requested with no success from the German
Tax Authorities.

The ECJ ruled that the German tax legislation restricts the free movement of capital. The Court stated
that the tax credit under the German legislation, like that which gave rise to the proceedings in the
Manninen case, is designed to prevent the double taxation of companies’ profits distributed in the form
of dividends. The Court observed that such legislation is a disadvantage for the German investor who
receives dividends from companies established in other Member States and also constitutes an obstacle
to European companies trying to raise capital in Germany due to the disadvantage with the German
companies.

The Court has rejected the argument that the legislation in question is justified by the need to safeguard
the cohesion of the national tax system.

Full details of the case can be found on the ECJ’s website using the following link:

http://curia.europa.eu/jurisp/cqgi-bin/form.pl?lang=EN&Submit=rechercher&numaff=C-292/04

AFMs should determine with their tax advisers as to whether this decision impacts their own position vis
a vis previous decisions issued by the European Courts on tax discrimination. The conclusions should
be documented and discussed with your relevant JPMorgan fiduciary representative.

O
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UK

Perimeter Guidance relating to MiFID: Feedback on CP 06 /9 and CP 06 / 14 [PS 07/ 05]

It is worthwhile noting the clarifications provided in this Policy Statement and the addition of Chapter 13
to the FSA’'s Perimeter Guidance. The revision to the Perimeter Guidance will be effective from 1
November 2007 (via Legal Instrument 2007 / 20) and contains Questions and Answers that firms might
find useful when considering the impact of MiFID.

As an example, Question 43 asks “Are we right in thinking that MiFID does not apply to collective
investment undertakings and their operators?” In most cases, the answer is “yes”, but authorised fund
managers should check that they are not carrying out any of the activities that will bring them within the
MiFID regime (e.g. portfolio management services).

Further information is available via http://www.fsa.gov.uk/pubs/policy/ps07 05.pdf

We are aware that the IMA has made available FAQs that its members have asked regarding MiFID.
IMA members should refer to Circular number 096-07 for further information.

Financial Services Compensation Scheme — Funding Review: Including feedback on DP
06 /01 [CP 07 /05]

This Consultation Paper (“CP”) considers the funding arrangements for the Financial Services
Compensation Scheme. Investment Managers (referred to as Fund Managers in the CP) and CIS
Operators will fall within the proposed contribution sub-class known as “Investment Fund Management”.
The basis for determining contributions will be a firm’s annual eligible income. Currently:
e CIS Operators are in class A9 with a gross income basis used to determine contributions;
e Fund Managers are in class A7 and funds under management are used to determine
contributions.

Further information is available via http://www.fsa.gov.uk/pubs/cp/cp07 05.pdf

Funds of Alternative Investment Funds (“FAIFs”) [CP 07/ 06]

The FSA notes in this CP that the traditional, long-only, style of management may no longer be the only
appropriate strategy for every retail investor. The CP considers the introduction of funds of alternative
investment funds that would be available to retail investors.

Another important point made by the FSA is that, for consumer protection reasons, providers and
distributors must continue to place importance on how they treat customers fairly. A case study in the
CP is used to illustrate this point and to set out the points that firms should consider.

Key points arising include the following:

e FAIFs would be part of the Non-UCITS Retail Scheme (“NURS") regime and would be able to
invest substantially in other funds that are unregulated. These may include hedge funds, but
investment is not restricted solely to such funds. For example, it would be possible to invest in
private equity;

e The term FAIF will not appear in the COLL rules;

e A NURS would be allowed to invest 100% of its assets into unregulated collective investment
schemes and would not be subject to the existing 20% limit, subject to appropriate due diligence
being conducted. If such a fund did invest 100% into underlying schemes, the FAIF would
amount to a fund of funds;

e NURS funds that limit investment in unregulated schemes to 20% would not be required to
follow the due diligence process regarding those unregulated schemes. Nevertheless, the FSA
expects that due diligence would be carried out on any investments made by a scheme;

e The investment policy of the scheme would need to be considered carefully;

e Authorised Fund Managers (“AFMs”) would have to carry out appropriate due diligence on any
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underlying funds;
- the Qualified Investor Scheme (“QIS”) rules will be updated to ensure consistency in approach.

3.4 The existing taxation provisions are likely to prevent investment by a FAIF into offshore unregulated
schemes. Therefore, the FSA is working closely with HM Revenue and Customs (“HMRC”) and HM
Treasury on the taxation issues.

3.5 Regarding due diligence, the key matters that an AFM must take into account are in proposed COLL
5.6.10B, including:

A FAIF must be able to meet foreseeable unit redemption requests and be accurately priced
based on the net asset value of the scheme. This means that a FAIF manager should consider:

1. the methodology of the underlying schemes’ pricing and valuation;

2. the level of liquidity offered by the portfolio of an underlying scheme;

3. an underlying scheme’s governance arrangements and the experience and expertise of
its managers;

e Independent valuation - many US managed hedge funds would be excluded if an independent
valuation was required. So, the FSA suggests that a FAIF manager should understand the
systems and controls by which an underlying fund’'s value is determined well enough to be
satisfied of the robustness of the valuation policies and practices. For example, an AFM could
consider IOSCO'’s valuation principles:
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD240.pdf. This is also considered in section
B.11 above;

e Unit redemption - some underlying funds (e.g. hedge funds) will use its assets to enter into
complex positions. Unwinding such complex positions to meet unit redemption requests can,
potentially cause a loss in the underlying fund or create issues with liquidity for the remaining
investors. To alleviate this, some unregulated open-ended funds impose limited redemption
terms on their investors or “notice” periods. The FSA proposes to allow limited redemption
facilities for FAIFs, by updating COLL 6.2.19, but not allow notice periods;

e Side pockets - some offshore funds “ring fence” illiquid assets within the fund and investors
hold shares in these “side pocket” assets. If the investor subsequently disinvests from the
hedge fund, they may not receive redemption proceeds from the side pocket assets for many
months. FAIFs will be expected to maintain any side pocket investments at a level consistent
with their need to make payments to redeeming investors;

e Investing in other (i.e. second) schemes — such a second scheme for a NURS fund must
restrict itself from investing more than 15% of its assets in other collective investment schemes.
However, this is likely to restrict the growth of FAIFs (e.g. many opportunities to invest overseas
are via feeder fund structures), so the FSA is proposing some options to the 15% rule, as
follows:

1. allow a feeder fund to invest 100% of its assets in its master fund, but with the proviso
that the master must itself be prohibited from investing more than 15% of its assets in
collective investment schemes;

2. allow a feeder fund to invest 100% of its assets in its master fund. The AFM of the
investing scheme would need to be reasonably satisfied that no investment of more
than 15% in other schemes will in fact be made;

3. make the existing rule into Guidance such that a manager of any authorised scheme
must prevent any circularity of capital through cross-holdings between schemes; or

4. abolish the existing rule.

The FSA prefers option 2 and anticipates that the AFM might obtain an appropriate agreement
from the manager of the underlying scheme and subsequently monitor the portfolio of the
underlying scheme to ensure that the agreement is complied with.
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3.6

3.7

3.8

3.9

3.10

4.1

e Feeder funds themselves — the FSA has decided to not allow investment beyond the current
35% limit into one underlying scheme, thereby preventing investment into feeder funds. The
outcome of current developments in UCITS regulations may change this at a future date. It is
worth noting that a Qualified Investor Schemes (“QIS”) can already be a feeder scheme by
virtue of COLL 8.4.4, subject to compliance with COLL 8.4.2 (adequate spread of risk);

e Spread of risk - the FSA has retained the requirement to have, in effect, at least 3 underlying
investments. Nevertheless, the FSA believes that a FAIF would need to hold substantially more
than 3 to provide sufficient flexibility to meet unit redemption requests;

e Manager competence — managers of FAIFs will need to be able to meet the due diligence
requirements at all times and to demonstrate appropriate experience and skill to carry out their
role;

e Leverage —the FSA proposes to retain the existing NURS 10% limit on “permanent” borrowing;

e Side letters — arrangements where some investors may seek to have preferential terms with the
fund manager should be assessed by a FAIF manager as a matter of initial and ongoing due
diligence.

Currently, NURSs are restricted to investing no more than 20% of their assets into unapproved
securities / unregulated schemes. This means that, for example, a scheme that holds 15% in
unregulated schemes, could only invest a further 5% into unregulated schemes or 5% in unapproved
securities. Whilst the FSA proposes to abolish the 20% limit regarding unregulated schemes, it will
continue with the 20% limit for unapproved securities and the principle of aggregating that limit with
holdings in unregulated schemes via new COLL 5.6.5A.

Using the proposed rule as an example:

e if a FAIF invests more than 20% in unregulated schemes it would not be able to invest in any
unapproved securities;

e if a FAIF held 20% in unapproved securities, it would not be able to invest in any unregulated
schemes.

The FSA believes that unapproved securities are inherently more illiquid than unregulated schemes and
that it is necessary to retain the limit on the former assets so that investors are able to disinvest within a
reasonable amount of time.

For existing NURSs the rules would remain predominantly unchanged, but there are some
consequential changes in the proposals.

Regarding QISs, the FSA proposes to apply the due diligence concept in COLL 8.4.5B via a cross
reference to the NURS rule. The 15% rule for investment in collective investments schemes (COLL
8.4.5(2)(d) will be amended to apply in the same way as for NURS funds.

The FSA is also seeking industry views on a case study of the distribution process for FAIFs (see Annex
1 of the CP). This uses an Absolute Return fund that is set up as a fund of hedge funds. The case
study also considers the need to stress test the fund.

The consultation period for this CP closes on 27 June. Further details are available via
http://www.fsa.gov.uk/pubs/cp/cp07 06.pdf

Permitted Links for Long Term Insurance Business [CP 07 /07]

UCITS and NURSs were allowed as a permitted link via CP 06 / 18 and Handbook Notice 61. This new
CP proposes that QISs should be also allowed as a permitted link if a unit linked fund is only available to
institutional investors. However, the definition of an institutional investor has been modified, in the case
of a pension scheme, to one where the ultimate beneficiary does not bear direct investment risk (i.e. a
defined benefit scheme).
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4.2

5.1

5.2

5.3

54

5.5

5.6

5.7

In effect, this change is achieved via a glossary term “permitted scheme interests” and COB 6.14.12.
Further detail is available via http://www.fsa.gov.uk/pubs/cp/cp07 07.pdf

Quarterly consultation (No. 12) [CP 07 /08]

COLL Sourcebook

The FSA proposes to amend COLL with effect from 6 October 2007 to allow the operation of qualifying
money market funds (“QMMFs”). These types of funds are also known as liquidity funds or Constant
Net Asset Value funds (“CNAVs").

In Europe, most QMMFs operate within the confines of UCITS and are also available in the US. The
QMMF “badge” comes from the trade body, the Institutional Money Market Funds Association
(“IMMFA”).

For a UCITS to qualify as a QMMF, it must follow IMMFA industry guidance on the types of assets it can
hold and the appropriate operation and valuation methodology. European operators often look to a
rating agency (e.g. Standard and Poors) to provide assurance on the quality of the funds.

To be classified as a QMMF, a UCITS needs to meet certain requirements covering:

e valuation — e.g. a fund would need to value on a standard mark to market basis and value on an
“amortised cost” basis;

e income distribution; and

e investment restrictions — e.g. investments would be restricted to short term (397 days to
maturity) debt instruments.

However, as these requirements vary from the COLL Sourcebook, COLL needs to be updated to enable
the operation of authorised UK QMMFs. The areas considered include the following:

e Prospectus — appropriate disclosure is needed that a scheme is a QMMF;

e Valuation — COLL currently allows only one method of pricing. It needs to allow a daily
valuation based on a straight line amortised basis. COLL also needs to reflect that a
comparison between amortised cost and mark to market is required to ensure the difference
does not go beyond 0.5%;

e Pricing action points — regarding differences between mark to market and amortised values,
the IMMFA guidance has various action points at which the fund’s depositary would need to be
notified (i.e. 0.1%, 0.2% and 0.3% price differences). An AFM would need to establish
procedures for stabilising a scheme’s value when price differences arise (e.g. by distributing
more income or by the AFM injecting more money into the scheme);

e Income — daily stripping of income is necessary to maintain a CNAV, but this income would
have to be distributed under COLL'’s current rules. COLL needs to allow such income to be

“rolled up” to enable a (cost effective) single distribution to be made. The FSA proposes to
achieve this by simply updating COLL 6.8.3, but it asks whether that provides sufficient clarity;

e Investment restrictions — appropriate short term debt instruments should be used. However,
there are no proposed changes to COLL 5, so these restrictions would need to be achieved via
disclosure in a scheme’s Prospectus.

MiFID

Various FSA Handbook modules covering markets will be updated to reflect MiFID.

Further details on the above are available via http://www.fsa.gov.uk/pubs/cp/cp07 08.pdf
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6 Conduct of Business regime: non-MiFID deferred matters (including proposals for
Telephone Recording) [CP 07 /09]

6.1 This CP considers some remaining proposals for NEWCOB (the replacement for COB) that are outside
the scope of MiFID. The CP includes the following:

e Authorised Fund Managers (“AFMs"), in their role as CIS Operators, are outside the scope of
MiFID and COB 10 currently explains what COB rules are relevant to this role;

e Inthe main, NEWCOB 19.5 is similar to COB 10, but the FSA has made the following points;

1. Best execution — CIS operators will be subject to MiFID based rules (e.g. NEWCOB
12.2.30; 12.2.32 and 12.2.34). However, unregulated schemes will be subject to a
similar exemption to that in COB via NEWCOB 19.5.5;

2. Aggregation and allocation — As NEWCOB only gives a high level requirement that
allocation is “prompt”, there is no need for a specific period to be quoted for CISs;

e For unregulated schemes, COB 10 also covers suitability. This will be disapplied in NEWCOB
as it is deemed to be unnecessary. The need for suitability is a “given” vis a vis a scheme’s
investment objective;

e Rules covering a Simplified Prospectus will be inserted in the COLL Sourcebook at Section 4.6.

6.2 Promotion of Unregulated Collective Investment Schemes (“*UCISs”) — NEWCOB provisions will
reflect existing rules and guidance, except the new text will be simplified and clarified. As a result of
using new client categorisations, the boundary between those UCIS promotions that are possible and
those that are not is altered in some minor respects. AFMs that communicate or approve financial
promotions relating to UCISs will need to take account of the new client categorisations and meanings.

6.3 Other matters covered include the categorisation of clients regarding non-MiFID business; the non-
MiFID projections regime; provision of charges information for packaged products and recording of voice
conversations / electronic communications.

6.4 Further information can be found via http://www.fsa.gov.uk/pubs/cp/cp07 09.pdf

7 FSA’s Asset Management Newsletter No 6

7.1 The latest version of this Newsletter has been published and is available via:
http://www.fsa.gov.uk/pubs/newsletters/am_newsletter6.pdf

It includes comments on:

e Treating Customers Fairly (“TCF");

e Application of the Capital Requirements Directive (“CRD"). Also see :
http://www.fsa.gov.uk/pubs/international/CRD _bulletin6 _inv.pdf ;

e Integrated Regulatory Reporting and Mandatory Electronic Reporting;

e Retail Mediation Activities Return;

e MiFID developments including best execution;

e Submission of CIS’ Report and Accounts / Simplified Prospectuses electronically to the FSA;

e Approach to Wrap platforms;

e Potential Fraud at fund management firms.

8 Property Authorised Investment Funds

8.1 UK AlFs invested in property are unattractive to exempt investors as the tax suffered in the fund on
rental income is irrecoverable. The recent Budget Report included an announcement that a framework
has been developed to resolve this issue.
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8.2

8.3

8.4

8.5

8.6

8.7

9.1

9.2

9.3

HM Treasury has published a paper regarding the taxation of authorised property funds. The proposal
is to move the point of taxation from the fund to the investor so that, broadly, investors will be on a par
with holding shares in a UK Real Estate Investment Trust (“REIT”). However, to facilitate daily fund
pricing, income will need to be “ring fenced” and the paper explains the Government’'s 3 proposals for
this. In addition, it will only be possible to do this if the authorised property fund is in an OEIC form.

The proposed new regime involves three pools of income and is modelled on certain aspects of the
REIT tax regime combined with certain aspects of the bond fund regime for AlFs. Essentially, it treats
new income from real estate property as exempt and taxes other income, but allows a tax deduction for
income distribution. This will enable the fund to be priced daily on the assumption that there is no tax
accrual to be made.

It is likely that there will be a need to apply a differential withholding tax (“WHT") to the distributions. The
distribution will be streamed into three parts at distribution date. The WHT regime for Property Interest
Distributions (“PIDs”) paid by REITs would presumably be the model to be applied to that part of the
distribution representing property income (including PIDs received from UK REITs). No WHT would be
required to be applied to that part of the distribution representing UK dividend income and a WHT
regime similar to that for interest distributions would be required for distributions representing taxable UK
income.

The proposed regime will be an elective one for ICVCs only which hold a certain minimum percentage of
their investments in real estate assets — the exact percentage and make-up will be subject to further
discussion, but will include investment in REITs. There will be some form of 10% ownership test, similar
to the rule for REITs, but again, this will be subject to further discussion to accommodate the issues
arising from the open-ended nature of ICVCs. There will be a requirement for diversified ownership and
it is not envisaged that any form of entry charge would be levied, as was the case with REITs when
these entities moved from a capital gains tax paying regime to an exempt regime.

There are other aspects to consider and the Government now intends to use the framework explained in
the paper in further industry discussions.

Further detail is available via http://www.hm-treasury.gov.uk/media/708/9D/bud07 property 52.pdf

FSA Handbook Updates

Several legal instruments (“LIS”) have been issued via Handbook Notices (“HN”) 64 and 65. Some
relevant details are set out below:

Accounting for income from debt securities (i.e. the effective yield issue)

The FSA has amended the glossary definition of income property with effect from 26 March 2007 via
Legal Instrument 2007 / 16 (see http://fsahandbook.info/FSA/handbook/L1/2007/2007_16.pdf ). This
change allows for the continuation of coupon distributions and the introduction of effective yield
distributions. However, coupon distributions will only be allowed where they are at least equal to those
calculated on an effective yield basis.

Some points arising include:

e The distribution policy of a scheme should still be applied to both income received and
receivable;

e Changes to reflect effective yield accounting or any subsequent change to distribution policy
directly attributable to this would amount to a notifiable change. The manner of notification may
vary and the fund’s objectives and unitholders’ expectation should be considered in determining
the appropriate method;

e Recognising HMRC concerns on taxation, the FSA will allow for coupon distributions only in
circumstances where the coupon distribution is equal to or more than that calculated under the
effective yield basis. This, in effect, ensures that funds distribute 100% of their income. It also
prevents the creation of “roll up” funds;

e Current high interest funds would, therefore, be able to continue with a coupon distribution
policy, on the basis that distributable “coupon” income exceeds that calculated using an
effective yield basis;

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

16



9.4

9.5

9.6

9.7

9.8

10

10.1

10.2

e The FSA does not expect schemes to regularly switch between the two methods of calculating
income;

- If distributable income on an effective yield basis differs only marginally from that calculated on
a coupon basis, the FSA believes AFMs will use the effective yield basis for distributions. It is
very interesting to note the FSA’'s comments about “inadvertent breaches”, implying that if
distributions are made on a coupon basis that are lower than an effective yield basis, this would
need to be recorded as a breach.

Unapplied cash

COLL has been amended , with effect from 27 April 2007 and via LI 2007 / 25, to clarify that unapplied
capital cash held by the depositary of a fund should be considered in the 20% limit on deposits held by a
single body (see COLL 5.2.11(3) / 5.6.7(2)). Matters arising include the following:

e COLL 5.6.7(11) has been added to clarify that the concept of single body also applies to non-
UCITS retail schemes (“NURS”) funds;

e Where a depositary (A) delegates the holding of unapplied cash to a third party (B), the amount
so held should not be included in the calculation of the 20% limit relating to A and its associated
companies. The amount held by B should be included in the calculation of cash held by B and
its associated companies;

e The limits on deposits only apply to capital property. Income property held by the depositary
should be excluded.

Other changes to COLL
In addition, via LI 2007 / 25:

e pricing guidance has been updated to explain the treatment of charges, commissions and fees
in the calculation of prices of dual priced authorised funds, subject to appropriate consistency
with the relevant disclosure in the Prospectus;

e other minor amendments / corrections have been made e.g. authorised unit trust unitholder
requests to replace the manager.

COB [LI 2007 / 22]

COB 7.18 has been amended regarding the use of dealing commission, to confirm that electronic
connectivity, order management and execution management systems should not be paid for out of
dealing commissions (i.e. they do not meet the requirements of COB 7.18). However, the final guidance
reflects the fact that, in effect some computer software might be appropriate to pay for out of dealing
commission.

Handbook provisions not yet in force
There are a large number of agreed rule amendments that are not yet in force and readers may like to

consider the details of this in Annex D in HN 65 via:
http://www.fsa.gov.uk/pubs/handbook/hb notice65.pdf

The FSA plans to issue a discussion paper on wrap platforms in June 2007.
Principles based regulation: Focusing on the outcomes that matter

The FSA has published a paper setting out its thoughts and approach to implementing principles based
regulation.

In previous editions of our Information Bulletin we have summarised FSA thoughts, etc., arising from
FSA speeches. However, regarding new aspects covered by the paper and the key issues that will
impact the industry, the key points to note are:

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

17



e The FSA expects that this will require a significant change in behaviour by both authorised firms
and the FSA;

e A greater range of “information” will be available to help firms (e.g. confirmation of industry
guidance);

e Responsibility for key regulatory decisions will move to “...more senior levels, challenging firms’
compliance, risk management and internal audit functions as they provide the necessary
support to senior management and Boards.”;

e Managing regulatory risk will become much more akin to managing commercial business risks,
in that sound judgment and effective implementation will be key to delivering the desired results;

e Firms that engage openly, etc. with the FSA will receive a “regulatory dividend”. This implies
that, to receive this dividend, firms need to be able reasonably to predict the FSA’s reactions.
To do that the FSA believes that firms need to engage positively with their regulatory
responsibilities and demonstrate that they have taken all reasonable steps to achieve the right
outcomes. In turn, the FSA would then take that into account in considering any regulatory

actions;
e The FSA will have a “Firms’ Contact centre” to help where firms “... have gone as far as they
can on their own ...” in finding relevant material;

e The FSA has defined nine outcome indicators, three under each of the FSA’s key aims (see
page 15 of the paper). Metrics, via an Outcome Performance Report (“OPR”) will be used to
assess progress;

e Page 24 of the paper sets out the FSA’s current initiatives for change. These include a review
of Funds of Alternative Investment Funds (“FAIFs”) [see C.3 above]; and Client Assets and
Custody (“CASS").

11 Financial Crime — Stakeholder Research

11.1  Those with responsibility for financial crime risk might be interested in Consumer Research Paper 58
that is available via http://www.fsa.gov.uk/pubs/consumer-research/crpr58.pdf

12 Interest Distributions paid without deduction of tax by Authorised Investment Funds
(“AlFs”) — Update

12.1  Further to the Article in our November 2006 Bulletin (section B.17), HM Revenue & Customs (“HMRC”)
has now published SI 2007 / 794 (The Authorised Investment Funds (Tax) (Amendment No. 2)
Regulations 2007) which implements the deferral of the introduction of a facility for non-taxpayers to
receive interest distributions from AlFs without the deduction of tax.

12.2  Consultations with the industry are now taking place with a view to identifying improved processes for
making interest distributions gross or net, as appropriate to the circumstances of the investor.

The Statutory Instrument can be found using the following link: http://www.hmrc.gov.uk/si/2007-0794.pdf

13 ISA Annual Allowance

13.1  From 6 April 2008, the concept of mini / maxi and “TESSA only” (“TOISA”) accounts will be removed.
Instead, there will be two types of ISA account — a “stocks and shares account” and a “cash account”. A
TOISA will be re-designated as a cash account.

13.2 In addition, from the same date, the overall subscription limit for an ISA will increase to £7,200 of which
up to £3,600 can be subscribed to a cash account. There will be additional flexibility as investors are
able to decide for themselves the balance of their investments, provided they keep within the £3,600
cash limit and £7,200 overall limit. For example, an investor could subscribe £2,000 to a cash account
and £5,200 to a stocks and shares account.
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14 Unique Identification Codes

14.1  We are aware that the Investment Management Association (“IMA”) is taking the initiative to ensure that
all operators of authorised funds are identifiable by a unique reference code, a BIC code, as
recommended by the IMA’s Fund Processing Principles. IMA is proposing to make an application en
bloc for those fund managers who do not have a BIC code and will be contacting such fund managers
regarding the details that IMA proposes to submit on their behalf.

If you believe that your firm should be included in the application, but has not been contacted, please
contact your IMA representative as soon as possible.

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

19



11

1.2

1.3
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2.1

2.2

LUXEMBOURG

Amendments to the Law of 1915 on commercial companies

On 15 March 2007, the Luxembourg Parliament adopted two new Bills of Law (Bills of Law 4992 and
5658) on commercial companies and as such the Law of 1915 on commercial companies is expected to
be amended shortly. Both Bills introduce the Law of 25 August 2006 and the Law of 21 December
2006.

The Law of 25 August 2006 introduced provisions regarding European companies, the possibility to
create, in addition to public limited companies (“sociétés anonymes”) with a traditional one-tier
governance structure with a board of directors, public limited companies with a two-tier governance
structure with a management board and a supervisory board, and the possibility to create single
shareholder limited companies. For more details, please refer to our Information Bulletin issued in
November 2006.

The Law of 21 December 2006, provided for the abolition of a minimum per share par or accounting par
value for public limited companies (“sociétés anonymes”), partnerships limited by shares (“sociétés en
commandite par actions”) and limited companies (“sociétés a responsibilité limitée”).

In addition, the Bill of Law 4992 introduced the following provisions regarding:

e cross-border mergers and mergers involving all other types of Luxembourg law legal entities
(including economic interest groupings);

e the contribution of branches or of professional activities; and

< the removal of certain timing constraints regarding the payment of interim dividends in public
limited companies and partnerships limited by shares.

The Bill of Law 5658 will provide certain additional rules concerning cross-border mergers.

Amendments to the Law dated 10 August 1915 on commercial companies made by the Law of 25
August 2006 have a potential impact on the articles of incorporation of undertakings for collective
investments (“UCIs") incorporated as a société anonyme, including UCls which have adopted the legal
form of a SICAV or SICAF.

Law of 13 February 2007 on Specialised Investment Funds (“SIF Law”) — Summary of
related Grand Ducal Decrees

In our Information Bulletin published in March 2007, we referred to the main features of the new Law on
Specialised Investment Fund issued on 13 February 2007, as well as the CSSF Circular 07/283
published on 28 February 2007 for the purpose of providing a summary of the key provisions of the SIF
Law.

In connection with the SIF Law, the following Grand-Ducal Decrees were published on 27 February
2007:

e Grand-Ducal Decree relating to the levy of the subscription tax of 0.01% (taxe d’abonnement):

. (i) defining the term of “money market instruments” for the purposes of the provisions of
article 68(2) of the SIF Law exempting certain type of money market funds entirely from
the subscription tax; and

. (i) requiring SIFs to separately declare investments in other Luxembourg Undertakings
for Collective Investment subject to the subscription tax to achieve exemption of such
investments from the tax and thus avoid double taxation.

e Grand-Ducal Decree fixing the capital duty payable at the constitution of the SIF at 1,250 EUR.

e Grand-Ducal Decree fixing the CSSF initial registration fee for SIFs at 1,500 EUR (2,650 EUR
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1.1

2.1

for Umbrella SIFs) and the annual CSSF maintenance fee at the same amounts.
IRELAND
MiFID implementation

The European Committees (Markets in Financial Instruments) Regulations 2007 (S.I. 60 of 2007) was
published on 20 February 2007. These Regulations implement MiFID and will come into operation on 1
November 2007.

Asset Covered Securities (Amendment) Bill 2007

The purpose of the Bill is to introduce some necessary technical changes to the Asset Covered
Securities Act 2001 so as to provide greater legal clarity to, and facilitate greater flexibility when
operating, some provisions of the original Act. The Bill also includes some new provisions aimed at
developing the Irish covered bonds statutory and legal framework in the light of changes made in other
jurisdictions or in EU legislation and introduces a new kind of designated credit institution, a designated
commercial mortgage credit institution whose activities will be focused on commercial mortgage lending.

The Bill is available at:

http://www.oireachtas.ie/viewdoc.asp?fn=/documents/bills28/bills/2007/1707/documentl.htm

GERMANY

Draft amendments to the German Investment Act and reform of the German Investment
Tax Act

On 19 January 2007, a draft package for a major reform of the German Investment Act was published
by the Federal Ministry of Finance. Additionally, on 5 February 2007, the German Ministry of Finance
issued draft changes to the German Investment Tax Act. The changes to the German Investment Tax
Act will generally apply to funds with fiscal year ends in 2009. The sale / redemption of fund units /
shares acquired by private investors after 31 December 2008 will be subject to new taxation rules.

Currently, these proposed amendments are draft proposals and it is expected that they will be modified
further. These future reforms may impact the JPMorgan German Tax Reporting services and
calculations. JPMorgan will continue to monitor these reforms in the German legislation.

Clients should consult their tax / legal advisors to understand the tax and legal implications to their
investors.

German REITs Act adopted

The German Federal Parliament and the German Federal Council adopted the Act concerning the
introduction of a German Real Estate Investment Trust (G-REIT).

There have been some amendments to the initial draft Act, including:

< the non-application of the exit tax waiver for German open-ended investment funds. The exit
tax shall only be applicable to REITSs;

< residential buildings located in Germany will only qualify as eligible assets for German REITs if
the buildings have been erected since 1 January 2007;

- foreign real estate assets will only qualify as eligible assets if they can lawfully be acquired by a
REIT under the laws of the country where the real estate is located.

The German REITs Act has been enacted retroactively as of 1 January 2007.
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Interpretation of section 60 clause 2 German Investment Act confirmed by BaFin

According to section 60, clause 2 of the German Investment Act (“InvG”), the Federal Financial
Supervisory Authority (“BaFin”) confirmed that investments in securities of certain privileged issuers,
such as the Federation or a member State, are permissible up to 35 per cent of the value of the assets
of a fund. This rule also applies in cases where the respective security is guaranteed by such an issuer.

In this context, the BaFin confirmed that with regards to the calculation of the 35 per cent limit per
issuer, a guaranteed security only has to be taken into account on behalf of the guarantor.

Court Decision concerning kick back payments

Recently, the German Supreme Federal Court (“BGH") published the grounds for its judgment issued on
19 December 2006 on kick back payments from front-load fees and yearly management fees. In its
judgment, the BGH addresses, amongst others, the disclosure duties of a bank giving advice to clients
on capital investments and recommending fund units for which it receives kick back payments.

According to the BGH, the receipt of such kick back payments can give rise to a conflict of interest of the
bank with the consequence that it has a disclosure duty not only with regard to the receipt of the kick
back payment but also in relation to its amount. In the event of a failure to disclose such information,
the investor may claim damages from the bank which may possibly also amount to a rescission of the
entire business relationship.

Review of the German Investment Act — Government Draft

On 25 April 2007, the Government draft of the Act changing the Investment Act was published.

In comparison to the discussion draft of 19 January 2007, several changes, in particular with regards to
the provisions for open ended real estate funds, have been introduced.

Some of the changes include the following:

e The provision according to which a custodian bank should not be part of the same group as the
capital management company has been deleted;

e The introduction of a deduction for transaction costs arising from the redemption of fund units
with a high total value (so-called transaction cost deduction) has not been imposed;

e The changes proposed which tighten the provisions for the distribution of foreign fund units have
been partially removed.

Further enlargement of the approved Stock Exchanges

By a letter dated 20 February 2007, the Federal Financial Supervisory Authority (“BaFin”) agreed to an
enlargement of the list of Stock Exchanges referred to in the special terms and conditions of special
funds (“the Special Fund Rules”). The PFTS Stock Exchange in Ukraine has been added to the list of
the acknowledged stock exchanges. Consequently, a UCITS fund is now authorised to invest over 10%
of its net asset value in securities exchanged in this market.

The following Stock Echanges are currently under discussion: BESA (South Africa), JASDAQ (Japan)
and BUSAN (South Korea).
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G FRANCE
1 Ministry of Economy, Finance and Industry published Ordinance implementing MiFID

1.1 In our Information Bulletin published in March 2007, we noted the publication of draft provisions relating
to the implementation of the MiFID Directive in the context of the organisation and conduct of business
rules for investment service providers. These draft provisions were issued by the Autorité des Marchés
Financiers (“AMF”) on 17 January 2007 and comments to the consultation were due on 1 March 2007.

On 13 April 2007, the Ministry of Economy, Finance and Industry published in the Official Journal
Ordinance no 2007-544, which implements the provisions of the MIFID Directive that fall under the
scope of its powers. The Ordinance results from the March 2007 consultation on the set of draft
amendments to Book V of its General Regulation applicable to Market Infrastructures.

The Ordinance will come into force on 1 November 2007.

2 AMF launched an assessment of its regulations on alternative multi-management (funds
of alternative funds)

2.1 On 6 April 2007, the AMF issued an assessment of its framework for regulating alternative multi-
management or funds of alternative funds.

A working group has been set up to assess the AMF's regulations on funds of hedge funds and to
examine their consistency with the international standards currently under discussion. The group’s
members will have the hands-on experience in alternative multi-management needed to determine
verifiable due diligence procedures for managers. At the same time, a consultation will be held to clarify
the AMF’s preliminary positions in this area. The working group will use the consultation feedback to
inform its deliberations. Once it completes its work in June, the working group will publish a new
consultation paper containing proposed regulatory measures.

H BELGIUM

1 The Banking, Finance and Insurance Commission (“CBFA”) published Circular on
prudential expectations regarding good governance of financial institutions

1.1 On 30 March 2007, the CBFA published a Circular (PPB-2007-6-CPB-CPA) on what it expects from
financial institutions with respect to good governance.

The Circular intends to create a body of supervision rules, recommendations and best practices. It is
addressed to financial services groups, credit institutions, investment firms, derivative specialists,
management companies of undertakings for collective investment, settlement institutions and
assimilated institutions and insurance companies. It is also addressed to parent undertakings subject to
the CBFA'’s supervision in Belgium for the purposes of consolidated or supplementary supervision.
Some provisions will also apply to Belgian branches of non-EU institutions.

Each financial institution is expected to assess its management structure in accordance with the
provisions of the Circular, and to summarise this assessment in a “governance memorandum”. The
governance memorandum needs to be sent to the CBFA by 31 March 2008.

The Circular is available at:

http://www.cbfa.be/fr/bo/circ/pdf/ppb 2007 6 cpb cpa.pdf
http://www.cbfa.be/nl/bo/circ/pdf/ppb 2007 6 cpb cpa.pdf

2 CBFA published Circular on the administration of financial instruments

2.1 On 10 April 2007, the CBFA published a Circular (PPB-2007-7-CPB) on the administration of financial
instruments in the context of the conversion of bearer securities in dematerialised securities. The
Circular is applicable to credit institutions, stock broking firms, settlement institutions and assimilated
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institutions.

The Circular provides clarifications on the meaning of an adequate organisation including expected
procedures regarding internal control. The Circular takes into consideration certain provisions of the
MiFID Directive and the best execution obligations.

This Circular will come into effect on 1 January 2008. The first reporting will need to be submitted by 31
March 2008.

The Circular is available at:

http://www.cbfa.be/fr/bo/circ/pdf/ppb 2007 7 cpb.pdf
http://www.cbfa.be/nl/bo/circ/pdf/ppb 2007 7 cpb.pdf

JERSEY

Jersey Financial Services Commission (“JFSC”) Publishes Position Paper No. 2 2007-
Draft Requirements to Implement the Proposal for the Future Regulation of Funds and
Functionaries of Funds

The JFSC published a Position Paper on 3 April 2007 detailing the requirements to implement the future
regulation of funds and functionaries of funds. This process involves transferring regulation of
functionaries under the Collective Investment Funds (Jersey) Law 1988 (the "CIFL") to the Financial
Services (Jersey) Law 1998 (the “"FSL”). This applies to all functionaries other than those relating to
Recognised Funds and the fund company itself. It is the stated long-term aim of the Commission to
bring regulation of all financial services business operating in Jersey within the FSL.

The transfer of functionary regulation from the CIFL to the FSL will be achieved by creating a new
category under the FSL to be called “fund services business”.

Draft legislation was published on 3 April 2007 to implement the proposals and the draft Codes of
Practice for fund services business were also updated to take into account changes to the anti-money
laundering provisions and to align them with changes made to the Codes of Practice for trust company
businesses. It is intended to bring the changes into effect in July 2007.

The Codes for fund services business will introduce a competency requirement for employees of
registered entities. Current permit holders have been invited to participate in a survey to assess the
current levels of experience and qualifications held within the funds industry in Jersey. Responses will
provide the JFSC with useful information to build a list of recognised qualifications and to help determine
the benchmark against which competency will be assessed.

The Position Paper, together with the draft legislation, can be viewed on the JFSC website:

http://www.jerseyfsc.org/pdf/Position Paper No.2 2007.pdf

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

24



J GENERAL MARKET AWARENESS

1. Product Update

On 16 April 2007, JPMorgan implemented a new NewsFlash system on Market Intelligence. Clients will
now have access to in-depth market intelligence on markets around the world and market relevant
breaking news.

Further information is contained in Product NewsFlash number 39.
2. France

The French Ministry of Finance has issued revised tax relief forms (5000 series forms) for the relief from
French withholding tax. The new forms can be used for both the simplified procedure i.e. relief at source
and the standard procedure i.e. retrospective reclaim.

For clients subscribing to JPMorgan’s full tax service, JPMorgan will file these forms where the client is
eligible to relief. For clients who have not provided a Power of Attorney, clients should be aware they will
continue to be forwarded forms for signature and certification.

All other clients should be aware that French tax relief forms have been revised and the new forms
should now be used.

Further information is contained in France NewsFlash number 10.
3. Ivory Coast

Following the withdrawal of JPMorgan’s sub-custodian, Societe Generale Securities Services, from the
Ivory Coast market, JPMorgan has been required to move to a direct relationship with the only local
provider of sub-custodian services in this market. Due to this change in circumstances, JPMorgan has
decided to offer a restricted service in the Ivory Coast.

Further information is contained in Ivory Coast NewsFlash number 2.
4. Latvia

JPMorgan Worldwide Securities Services launched a proxy voting service in Latvia for meetings
announced on or after 16 March 2007.

Further information is contained in Latvia NewsFlash number 3.
5. Romania

The provisions of Art. 107(2) of the Central Depository Code regarding approved brokers will come into
effect on 1 June 2007. Clients using a custodian in the local market may only appoint local brokers who
are authorised to trade in their own name and have a minimal share capital of EUR 730,000.

A list of authorised local brokers has not yet been made available by the market entities or regulators.
Once the official list of authorised brokers is issued, clients are recommended to review the list and
restrict trading only to local brokers included on the list.

Further information is contained in Romania NewsFlash number 8.
6. Sweden

JPMorgan has announced a new elective service available to clients wishing to reclaim excess tax paid

on Swedish redemption events by non-residents since 1 January 2005. In Sweden, a number of events

including buy-back of shares by the issuing company, and the expiry of specific “redemption” shares,

issued to shareholders as bonus offers in place of cash dividends can be classed as a redemption.

These securities have a set date for redemption when a cash payment will be made to the holder which is
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subject to withholding tax.

There are two reclaim services for clients to choose from, subject to an appropriate cost benefit
consideration:

. The Principle Rule - which is based on the Average Acquisition Price, the original cost of
obtaining the redemption line of securities and takes into account all trading activity on the
original parent line. There is a fee of $500 per reclaim (reclaims under $500 will not be filed);
and

. The Standard Rule - which is based on the assumed acquisition price method, the cost of
obtaining the shares is calculated based on 20% of the redemption price. There is no fee for
this service.

Reclaims of Swedish redemption payments are an untested procedure and JPMorgan can give no
guarantee as to the success of claims filed on clients’ behalf.

Further information is contained in Sweden NewsFlash number 3.
7. Thailand

Effective 15 March 2007, all repatriation of Thai Baht (“THB") proceeds which result from the sale of Bank
of Thailand defined Non-exempt instruments will be conducted via the off-shore foreign exchange market,
providing clients with a more advantageous foreign exchange rate.

There is no change to the current operational process followed by clients when instructing the sale of
Non-exempt instruments and the repatriation of THB denominated proceeds.

THB proceeds which are related to dividends, corporate actions and other income received into the Non-
Resident Baht Account will continue to be supported via the on-shore foreign exchange process.

Further information is contained in Thailand NewsFlash number 19.

The Bank of Thailand (“BOT”) regulations governing on-shore THB foreign exchange transactions restrict
the support of transactions without a direct, underlying securities transaction supporting the request.
Under these regulations, requests to reverse or cancel foreign exchange trades which have been
instructed due to erroneous, duplicate or cancelled securities trades do not meet this criteria and
therefore cannot be executed on-shore. As a result, requested reversals / cancellations may be limited to
execution in the off-shore foreign exchange market and, due to the continuing differential in the THB /
USD foreign exchange rates in the on-shore and off-shore markets, may suffer a loss against the original
transacted amount.

Foreign investors do, however, have the option of requesting BOT approval for executing reversals /
cancellations on a case-by-case basis. However, there is no guarantee of BOT approval and significant
delays in securing approval from BOT may arise and, ultimately, the requested foreign exchange trade
may need to be executed off-shore.
Further information is contained in Thailand NewsFlash number 21.

8. United Arab Emirates (“UAE")

JPMorgan Worldwide Securities Services has added the Abu Dhabi Securities Market (“ADSM”) to the
markets which it supports in the UAE.

Further information is contained in United Arab Emirates NewsFlash number 8.

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPM q{
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. organ
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

26

O



J NEWSFLASH SUMMARY

NF Ref".
1.0 A summary of other relevant issues arising from JPMorgan’s “NewsFlashes” (“NF") is set out

below. Should further information be required, please consult the appropriate NewsFlash
reference number indicated at the right of the text.

11 |TEMS REGARDING MARKET ACTIVITY & SETTLEMENT

BOTSWANA

The Botswana Stock Exchange (“BSE”) has announced a change in settlement cycle for 1
equities and corporate bonds from T+5 to T+4 with effect from 2 May 2007.

CROATIA

The merger of the Zagreb Stock Exchange and the Varazdin Stock Exchange was completed 2
on 16 March 2007. There is now one central stock exchange in Croatia, the Zagreb Stock
Exchange, which commenced operations on 19 March 2007.

CYPRUS

Effective 12 April 2007, the Cypriot Government Bonds and T-bills listed on the Cyprus Stock 7
Exchange will be traded in a dematerialised environment and will settle through the Central
Depository and Central Registry (“CDCR”) within a T+3 settlement cycle. This will result in
Government debt settling in the same way as equities, with the movement of securities and
cash occurring on settlement date with minimal intraday exposure.

DENMARK

The Copenhagen Stock Exchange has announced that, effective 1 June 2007, it will cease 3
applying trading halts when listed companies issue announcements containing possible price-
sensitive information.

EGYPT

The Capital Markets Authority (“CMA”) have announced the move of non-active stocks to the 2
current most actively traded stocks settlement cycle for trades executed from 6 May 2007 to
harmonise the process. As a result, all listed securities will settle on a T+1 cycle for sales and

a T+2 cycle for purchases. The settlement cycle for Government debt remains unchanged.

GHANA

The Bank of Ghana has introduced the new Foreign Exchange Act 2006 (Act 723) which 5
replaces the Exchange Control Act 1961 (Act 71). The main items affecting non-resident
investors are:
e non-residents are now allowed to invest in money market instruments of a tenor of
three years or more;
e the restrictions on foreign holdings of equities listed on the Ghana Stock Exchange
have been lifted. The only exception is the Banking sector where the accumulation of
a holding of more than 10% is governed by the Banking Act 2004 and requires the
prior approval of the Bank of Ghana.

There is expected to be an increase in interest in the market by non-resident investors,
following the lifting of restrictions.

' NF - NewsFlash

This document contains information that is confidential and the property of JPMorgan Chase & Co. PM ‘1
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. J organ g
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

27



HONG KONG

The Hong Kong Exchanges and Clearing Limited (“HKEX”) has announced the launch of the 10
Electronic Disclosure Project (“EDP”) on 25 June 2007 which will be implemented under three
phases:

Phase 1: For the first six months after 25 June 2007, paid announcements in newspapers by
Main Board issuers will be optional, providing full announcements are published on both the
HKEx and their own websites.

Phase 2: Effective 25 December 2007, Main Board issuers will no longer be required to publish
notifications in newspapers.

Phase 3: Effective 25 June 2008, issuers will be required to have their own website and access
by the public must be free of charge.

It is hoped that the introduction of web-based dissemination of companies’ announcements will
enhance the timeliness, cost effectiveness and accessibility of disclosures.

INDIA

The National Stock Exchange of India Limited (“NSE”) has mandated the requirement for the 106
submission of a copy of the Permanent Account Number (“PAN”) card copy while applying for a
Unique Client Code (“UCC”) and Custodian Participant (“CP”) code. In the event of the PAN

card not being available, new accounts will be unable to trade at the NSE.

The Securities and Exchange Board of India (“SEBI”) has issued a circular announcing that the 19
Income Tax Permanent Account number (“PAN") will be the sole identification number for all
participants transacting in the securities market, effective July 2, 2007.

The Securities and Exchange Board of India (“SEBI”) has issued a circular permitting the 2
Bombay Stock Exchange Limited (“BSE”) and the NSE to implement a corporate bond trading
platform to enable efficient price discovery and reliable clearing and settlement in a gradual
manner. The SEBI has directed BSE and NSE to implement the trading platforms with effect
from 1 July 2007. Once implemented, the new trading system will reduce the counterparty risk

of settlement in corporate bonds.

LUXEMBOURG

Euronext and the Luxembourg Stock Exchange have recently signed a partnership agreement 4
to develop a shared standard, known as LuxNext, for listing and trading corporate bonds.

MALAYSIA

The Bursa Malaysia Securities Berhad (“Bursa Securities”) announced on 9 April 2007 11
amendments to its Listing Requirements and MESDAQ Market Listing Requirements in relation

to the listing of foreign companies in Malaysia, structured warrants and related party
transactions. These amendments are aimed at increasing the pool of high quality and diverse
stocks on Bursa Securities.

MALTA

Effective 2 April 2007, Treasury Bills (T-Bills) are now traded and settled in dematerialised 1
form. Settlement of on-exchange trades takes place on a T+0 basis whilst off-exchange
transactions have a negotiable settlement cycle.
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NORWAY

The new marketplace for shares and primary capital certificates, known as Oslo Axess, opened 7
on 2 May 2007. Oslo Axess is intended to provide access to a regulated marketplace for
companies that might not satisfy the current listing requirements on Oslo Bors. However,
companies will be subject to the same disclosure obligations towards the marketplace.

POLAND

The Warsaw Stock Exchange reduced trading fees for its members by around 15% - 20% 10
effective from 1 April 2007. This should result in a decrease in brokerage commissions
charged by local brokers to clients.

QATAR

The Doha Securities Market (‘DSM”) Market Committee has approved an amendment to Article 12
51 of the Internal Regulations regarding financial disclosure by DSM listed companies. The
increase in transparency will enable investors to obtain improved information regarding DSM
listed companies.

ROMANIA

Effective 4 April 2007, the clearing and settlement responsibilities transferred from the 6
Bucharest Stock Exchange (“BSE”) to the Central Depository A.A (“CSD”). Under the new
structure, the CSD has introduced clearing and settlement fees that were previously a
component of the BSE trading fees. There is no impact to existing settlement practices and
deadlines.

SINGAPORE

The Singapore Exchange (“SGX”) has announced that a new securities trading engine, Quest- 11
ST will be launched by 7 July 2008. Quest-ST will replace the existing trading engine, Central
Limit Order Book (“CLOB”). The launch of the new engine will provide for greater efficiency on

the trading front and allows for a shorter time to market when implementing new products and
services.

TAIWAN

On 14 April 2007, the Financial Supervisory Commission (“FSC”) released a ruling letter stating 3
that Foreign Institutional Investors (“FINIs”) are allowed to trade over-the-counter (“OTC") listed
equity derivatives with licensed brokers in Taiwan. The derivatives include equity swaps and
equity options denominated in Taiwanese dollar or foreign currencies. The underlying shares

of the equity derivatives can be Taiwan or foreign securities. The aggregated amount that can

be invested in bond repo, time deposit, money market instruments, money market funds, TWD
interest derivatives and equity derivatives must not exceed 30% of a FINI's net remitted-in
funds.

VIETNAM

In preparation for a continuous order matching system, the Ho Chi Minh securities trading 16
centre ("HOSTC") has announced their new trading hours and matching methods which are
effective from 7 May 2007. The new trading unit will be implemented on 7 June 2007. The
implementation of the continuous order matching system will improve the trading procedure

and bring it in line with international best practices.
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1.2 QOTHERITEMS OF INTEREST

CHINA

China’s new Corporate Income Tax Law has been approved and will become effective on 1 5
January 2008. The tax reform provides for a 20% withholding tax applicable to all passive
income such as dividends, interest and capital gains. Under the current law, the withholding
tax rate applicable is 10%.

INDONESIA

The Indonesian government has issued regulations allowing for withholding tax (“WHT”) 6
incentives on the cash dividends distributed by companies operating in certain industries such

as food, textile, pulp, chemicals and rubber and that are based in certain geographical areas of
Indonesia. Before such WHT incentive on cash dividends can be offered, the company must
apply for an income tax concession. Foreign investors investing in such companies will be
subject to a 10% WHT on cash dividends or the Double Tax Treaty Agreement rate, whichever

is lower. Current WHT rate on cash dividends is 20%.

JAPAN

The Japan Tax reform plan for 2007 was passed by the Japanese Upper House Parliament 10

which came into effect on April 1, 2007. The tax reform extends the current tax break on
Capital Gains Tax (CGT) on securities until December 2008 and the tax break on dividends
until March 2009, and establishes tax exemption measures for interest on book-entry municipal
bonds. The JASDEC is expected to issue operational procedures on how this exemption will
be applicable. When these procedures are released, foreign investors that would like to enjoy
the interest exemption will have to submit the Application Form for Withholding Tax Exemption.
This form may not be required for investors that have previously submitted a similar form for
book-entry Japanese Government Bonds (“JGB”s).

MALAYSIA

Bursa Malysia Berhad (Bursa Malaysia) and Hanoi Securities Trading Centre (“HASTC") 1
signed a Memorandum of Understanding (“MOU”) on 18 April 2007 to collaborate for the
mutual benefit of the financial markets in Malaysia and Vietham. Both exchanges will share
information in the areas of market regulation, develop market infrastructures and cooperate to
improve market liquidity.

PHILIPPINES

The Philippine Long Distance and Telephone Company (“PLDT") has advised that for all future 1
cash dividends with a payment date after 20 April 2007, it will require the submission of
documentary proof of residence for income recipients who wish to use the preferential tax
treaty rates.

SERBIA

Effective 1 April 2007, the Belgrade Stock Exchange launched a new index, BELEXIline which 16
replaces the existing index BELEXfm. BELEXIine is aimed at exceeding the performance of

the existing BELEXfm utilising criteria for the index basket, i.e. frequency of trading and market
capitalisation volume.

SINGAPORE

The Singapore Stock Exchange and the Hanoi Securities Trading Centre signed a 12
Memorandum of Understanding (“MOU”) on 2 April 2007 to collaborate for the mutual benefit of
the financial markets in Singapore and Vietnam. Both exchanges will share information in the
areas of market regulation and enforcement aimed at enhancing the development of both
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markets.
SPAIN

The Bolsas y Mercado Espanoles launched a new index, the lbex Top Dividendo Index, on 9 2
May 2007. The new index will show the performance of the 25 companies offering the highest
dividend yields on the Spanish stock market.

SRI LANKA

Two new indices were launched on 26 March 2007: the Dow Jones Islamic Market AMANA Sri 4
Lanka Index which gives market participants access to Syariah compliant companies, whilst
the Dow Jones Sri Lanka Titans 20 Index provides a blue-chip measure of the country’s twenty
largest and most liquid stocks.
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INTRODUCTION

In our Information Bulletin published in January 2007, we referred to the EU
Commission White Paper on enhancing the Single Market Framework for
Investment Funds. Following on from the 2005 “Green Paper on the enhancement of
the EU framework for investments funds”, the EU Commission issued the White
Paper setting out the views of the EU Commission (“‘the Commission”) on ways to
appropriately simplify the European legislative environment and it identified a series
of changes to the UCITS Directive 85/611/EEC (“the Directive”) which are urgently
needed.

On the 22" of March 2007, the Commission’s Internal Market & Services Directorate
General (“DG”) published consultation documents hoping to receive extensive
feedback on their effectiveness in achieving the desired result and the coherence
with the overall UCITS framework and related legislation.

The DG is concerned to promote the adoption of UCITS funds as the retirement
savings investment vehicle of choice throughout the EU and as such seeks to
promote efficiencies to enable the UCITS vehicle to compete with less-tightly
regulated investment products such as insurance-linked funds.

The DG is proposing for public comment certain revisions to the UCITS regime with
the explicit aim of increasing the average size of fund (by encouraging funds to grow
and take advantage of economies of scale on the one hand, and by making it easier
for funds to close by way of merger on the other) and removing inefficiencies to true
cross-border provision (such as simplifying and clarifying regulatory requirements).

The EU Commission hosted an open hearing on the 26" of April 2007. Final
comments are due on the 15" of June 2007. It is expected that the Commission will
finalise its formal proposal by end of 2007.

The consultation documents are available at:
http://ec.europa.eu/internal_market/securities/ucits/index_en.htm

The Executive Summary below offers a brief outline of the salient points. A more
detailed summary of the several aspects considered within the Exposure Draft
features in the subsequent sections.
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1. Executive Summary

1.1. Notification

There is a desire to streamline and simplify the notification process. The objective of
this is to decrease time to market for new product enabling UCITS to more readily
compete with other savings products. It is suggested that this might be achieved by
increased communications between regulators to enable an ex post check, whereby
a fund could commence marketing activity in a host member state three working
days after transmission of the completed notification pack by the home country
regulator to the host country regulator.

In order to decrease operational costs it is proposed that only those documents most
pertinent to the investors need be translated into the host state language, other
documents including financial statements being made available in a ‘language
customary in the sphere of international finance’. Consideration is to be given to the
possibility of introducing electronic filings.

1.2. Management Company Passport

The UCITS 3 regime offered management companies freedom of establishment and
freedom to provide services cross-border. However, of course, this was limited to
companies managing corporate investment vehicles. Unit Trusts, FCPs and
Common Contractual Funds still required the management company to be
incorporated in their country of authorisation. In reality many of these potential
freedoms have been frustrated at national level and there are ambiguities about the
respective responsibilities of home and host state regulators.

An impact assessment carried out by the DG concluded that an upgraded
management company passport would be beneficial to the industry in terms of
overlap elimination and cost efficiencies. There are concerns about doing so,
primarily arising in the area of supervision by national regulators and by
depositaries.

The preference of the DG is for a limited passport with certain limited administration
tasks reserved nationally — verification of valuation and pricing and maintenance of
the unit holder register, although a full passport is also under consideration.

1.3. Mergers

54% of European funds are less than €50 Million in size. The average European
fund is less than a fifth in size of its US counterpart. Economies of scale are
therefore unexploited resulting in unnecessarily high costs being passed on to
consumers. In the absence of a facilitating framework for fund mergers (in particular
for cross-border mergers), this trend will be exacerbated. The DG recommends
changing the UCITS Directive in order to create the conditions for the rationalisation

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPMorgan ‘ﬁ
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. g -
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

2



EUROPEAN COMMISSION EXPOSURE DRAFT
Initial orientations for discussion on possible adjustments to the UCITS Directive

of the fund landscape while at the same time, ensuring high levels of investor
protection.

It is anticipated that the costs of mergers will, in all instances, be borne by parties
external to the merging funds, i.e. the manager of the funds whose commercial
arrangements will be simplified by the effect of the merger.

1.4. Pooling

While virtual pooling is seen as having limited acceptance, it is proposed to
introduce Master-Feeder fund pooling, where both master and feeder fund hold
UCITS status.

The feeder UCITS would be required to invest at least 85% of its assets in the
master UCITS, as it is anticipated that there will be some scope for management at
the feeder UCITS level, for example the management of currency exposure.

The master UCITS and feeder UCITS would not need to be situated in the same
member state. The master UCITS and feeder UCITS would not need to employ the
same depositary, or the same auditors.

The feeder UCITS and the master UCITS would be required to enter into an
agreement between themselves, defining common obligations. The master UCITS
and the feeder UCITS would be required to publish their issue and redemption
prices simultaneously, to avoid the possibility of arbitrage by investors.

The master UCITS could otherwise function as a normal UCITS, permitted to avail of
the pan-European passport and to sell its units directly to members of the public.

1.5. Simplified Prospectus

This is the most urgent of the proposed reforms. The DG regards the Simplified
Prospectus as having failed to distinguish itself as a useful tool to guide investors’
investment decisions, since the document is considered too long and not understood
by its intended investors. There is also considered to be divergent implementation
between member states.

The DG's preferred solution is to abolish the need to produce a Simplified
Prospectus and to introduce instead an obligation for fund managers to draw up and
provide Key Investor Information to investors, not necessarily to be included in a
single specific document.

This approach would also seek to adapt product disclosures to take account of
different means through which UCITS are sold to end investors: direct sales,
intermediated sales, wrapping or structuring of products in other wrappers.
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While the DG would intend the Directive to set out the broad principles, the specifics
to be included would be delegated to the Commission to decide as a Level 2
process.

An alternative being considered by the DG is to amend the Directive to prescribe the
content of the document.

1.6. Supervisory Co-operation

The proposed changes imply an enhanced co-operation between the national
authorities. MIiFID has introduced a framework for closer co-operation between
national authorities. The UCITS Directive is to be updated to mirror this
development.

1.7. Summary of Consequences of Proposals

Efficiencies

Notification: - Reduction to foreign jurisdiction marketing notification process to
three working days will encourage cross-border marketing.

Management Company Passport: - Permits a single entity to supply management
(not just investment management) to the entirety of a group’s European funds from a
single European location.

Mergers: - Mergers lead to larger funds which will be better placed to exploit
economies of scale to produce lower TERSs.

Pooling: - UCITS Master-Feeder would simplify portfolio management, by permitting
grouping of investment pools on a pan-European basis into centres of investment
management excellence.

Simplified Prospectus: - Replace the Simplified Prospectus with Key Investor
Information, not necessarily to be included in a single specific document.

- Contents specified by regulation rather than legislation so theoretically easier to
revise for evolving circumstances.

Cost Reductions

Notification: - The ability to utilise English-language documents for the majority of
filings should greatly reduce translation costs.

Management Company Passport: - Avoids the legal and governance costs
associated with running individual national management companies.

Pooling: - Single larger pool of assets should lead to lower custody costs per unit
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Simplified Prospectus: - Fund documentation other than the Key Investor
Documentation need not be translated into local languages.
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2. Notification

2.1. Background

While a fundamental concept of the UCITS product was their acceptability across all
member states without the requirement for re-registration with multiple authorities,
funds are required to complete a notification process with host country regulators,
which has often amounted to a second re-authorisation of the fund without
significant additional investor protection or benefit to show for the extra cost
imposed. This needs to be streamlined to permit UCITS to compete on a pan-
European basis with other savings products which offer lower levels of investor
protection.

2.2. Options under consideration

Option 1: Reducing the period available to host country regulators for checking
marketing arrangements: Rather than a two month clearance period as currently
applies, the notification process could be shortened to two weeks.

Option 2: Host country regulator checks ex post compliance with national rules. This
would potentially permit the clearance period to be shortened to three days.

In the light of the considerable speed advantages and limited risk of the second
option, this is the DG preferred option.

2.3. Proposed Mechanism

1. The fund will file a standard form notification letter and accompanying
documentation with the home state regulator.
2. The notification letter shall provide:
a. details of a paying agent and other arrangements for making payments
to unit-holders and repurchasing or redeeming units;
b. information on distribution channels;
c. if applicable, the local market contact point for marketing information
d. information on how compulsory information will be made available in
the host member state
3. The accompanying documentation shall include:
The fund rules or constituting documents;
The prospectus
The latest annual report and any subsequent interim report.
“Key Investor Information” (previously known as the Simplified
Prospectus)
4. The Key Investor Information is yet to be specified in detail, but shall contain:
a. product information: information that the average retail investor needs
to take an informed investment decision, and
b. practical information: information that the investor needs to receive to
be able to exercise its rights, which will be adapted to each member
state.

oo oW
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5. The home state regulator alone will determine whether the documentation
submitted is complete.

6. If this is the case, the home state regulator will transmit the notification to the
host state regulator together with an attestation that the UCITS fulfils the
conditions imposed by the directive.

7. The Key Investor Information shall be translated into the language of the host
member state or in a language approved by the host member state regulator.

8. The accompanying documentation other than the Key Investor Information
shall, at the option of the UCITS, be translated into the language of the host
member state, a language approved by the host member state regulator or “a
language customary in the sphere of international finance”.

9. The standard form notification letter and the attestation certificate will be in “a
language customary in the sphere of international finance”.

10.The correctness of any translations shall be the responsibility of the UCITS
fund, which means the removal of pre-publication of translation by host
country regulator;

11.The possibility of electronic filing and transmission is being considered;

12.The UCITS may start marketing its units in the host member states three
working days after the home member state regulator has transmitted the letter
and certificate to the host member state regulator. Home State authorities
shall inform the UCITS of the date of transmission;

13.The host member state regulator may not request any additional documents,
certificates or information.

2.4. Other amendments

« Simplified standard notification letter to be developed;

e Reduction in extent of translated material. It is commonly accepted that
certain legal documents (the full prospectus, memorandum & articles, interim
and audited annual financial statements) are commonly of little interest to
investors. Controversially it is proposed that only key documentation such as
the Key Investor Information be required to be translated into the host state
language. It is proposed that other documents be made available in a
“language customary in the sphere of international finance” which could be
common across multiple jurisdictions;

e Elimination from the UCITS Directive of certain acknowledgements of abilities
and powers existing elsewhere (right to advertise, right of non-discrimination)
as exhaustive list of matters outside of scope of Directive is not possible;
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3. Management Company
3.1. Options Available

Full passport

A management company authorised in a member state would be permitted to
manage, administer and market corporate both corporate and contractual vehicles in
any other member state either through the establishment of branches in the host
country or the provision of services cross-border from the home state.

This gives rise to concerns about the possible risk of adverse tax implications and
split supervision concerns on the side of regulators. More pertinently, concerns have
been expressed by depositaries about their ability to carry out their supervisory
responsibilities in the event management services, particularly administration
functions were carried out in another member state.

On the positive side, the fund promoter would gain greater flexibility in organising its
European affairs. Cost savings would be achieved through the elimination of
duplicate facilities and efficiencies achieved through the ability to leverage off
existing head office capabilities and management resources.

Partial passport

The second option being studied by the Commission is a limited extension of
existing rights and capabilities whereby only certain of the functions could be
passportable. Of the relevant functions, portfolio management is already
successfully delegated without issue. Marketing will always be limited to home
country requirements.

It would appear that resistance is greatest to permitting the cross-border provision of
administration services. Depositaries may find it more difficult to discharge their
supervisory obligations if the administration is carried out in a different country. In
addition, the home country regulator may be faced with a situation where they have
no real role or ability to meet the responsibilities assigned to it. This is the letterbox
entity scenario proscribed under the existing UCITS lll rules.

The circumscription of passporting ability would limit the benefits which would accrue
from a full passport, but would likewise limit the risks. The DG has a preference for
this limited scope, primarily due to regulatory concerns, but acknowledging that the
prescribed home country administrative functions should be kept at a minimum in
order to maximise benefit of the passport.

3.2. Impact Analysis

Full passport

It is envisaged that regulatory compliance costs could be minimised by aligning the
compliance enforcement and reporting powers with those implemented for MiFID. It
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is estimated that asset managers could make annual savings of €381-762 Million per
annum from permission being extended to operate from a single European location.
In addition there are establishment costs avoided (such as the €125k minimum
capital requirement for an agency management company) and the ability to avoid
the delegation of services to third parties to ‘buy substance’.

On the other hand, the need to carry out site visits could increase inspection costs
for depositaries. Supporters of the full passport anticipate an increase in investor
protection measures resulting due to the avoidance of delegation and consequently
improved abilities to manage and supervise.

Partial passport

Incremental regulatory compliance costs are not anticipated as significant as funds
already operate under a non-passportable regime. However, additional benefits
could be obtained — EFAMA estimated the cost of engaging two locally-resident
directors at €500k per annum and this estimate is repeated in the assessment.

3.3. Additional Suggested Amendments

e The distinction between variable capital investment companies and
contractual funds should be abolished.

e Strengthen effectiveness of supervision by regulators across borders (see
Section 7.3 below) including the grant of emergency powers (where the
investor is at risk).
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4. Mergers

4.1. Regulatory Approval options

The options under consideration are:
e Regulator responsible for the merging (disappearing) fund decides alone on
the merger
e Both regulators decide on the merger, taking a joint decision
e Both regulators decide on the merger, taking separate standalone decisions
with the risk of divergent decisions

The single regulator decision would be the most effective and economical, as well as
least time-consuming. The downside is that the interests of surviving fund investors
may not be fully taken into account.

Two regulators making a joint decision would impose greater costs for negligible
additional investor protection. Standalone regulatory decisions are regarded as less
desirable again. Accordingly the single regulator deciding alone is the preferred
model.

4.2. Proposed Changes

UCITS should be entitled to merge either cross-border or on a domestic basis. The
merger rules should apply equally to all UCITS regardless of legal form.

They would also apply to investment compartments which would be entitled to
merge with other UCITS, other investment compartments of the same UCITS or
investment compartments of other UCITS.

The merging fund’s regulator should make a decision on authorising the merger,
bearing in mind the impact on the investors in both merging and receiving funds. The
deciding regulator could refuse authorisation if the receiving fund does not hold the
same notifications to market its units in the same member states as the merging
fund currently holds.

4.3. Proposed Merger Mechanism

The management or administrative body of the investment companies (or, in case of
unit trust/common funds, the management companies) of the UCITS involved in a
merger would issue the common draft terms of merger, including: the fund rules or
instruments of incorporation of the merging and receiving UCITS; the reasons for the
proposed merger; the expected impact of the proposed merger on the unit-holders of
the receiving UCITS and any measures proposed to minimize any negative impacts;
and, the planned effective date of the merger.

DG proposes that the depositary of a merging UCITS (but not of a receiving UCITS)
would be required to consent to the common draft terms of the merger, including
confirming that it is satisfied that the terms are in conformity with the law and with
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the merging UCITS fund rules or instruments of incorporation. Most notably, it is not
proposed that the depositary should verify that the proposed merger is in the interest
of the investors but merely that it is in compliance with applicable laws.

An independent auditor should audit the valuation method of the assets and
liabilities of the merging UCITS and the calculation method of the exchange ratio. A
copy of this report should be made available thirty days before the general meeting
which votes on the merger or the effective date of the merger (where the investors
have no voting rights).

Having received approval from the competent regulator, the merging UCITS would
provide “appropriate and accurate information on the proposed merger to its unit-
holders so as to enable them to make an informed decision of the impact of the
proposal on their investment”. If the receiving UCITS considered that the proposed
merger might have a negative impact on its unit holders (such as dilution of
performance), it must also provide them with similar appropriate and accurate
information. Investors must be given a minimum of thirty days following the provision
of such information and the convening of the general meeting at which the merger
vote is taken.

Where the unit holders have the right to vote on a merger, such motion would not
require more than 75% of votes cast in order to be carried.

The unit holders of both the merging UCITS and the surviving UCITS would both
have the right to redeem their units free of charge between the notification to the unit
holders and the point at which the merger is effected.

Neither the unit holders of the merging UCITS nor the unit holders of the surviving
UCITS should bear any legal, advisory or administrative costs associated with the
preparation and the completion of the merger. It is anticipated that any costs
associated with the merger should be borne by the manager/promoter on the basis
that most, if not all mergers are commercially driven.

The merger would take effect once all assets have been transferred to the surviving
UCITS, which task would be the responsibility of the depositaries of the two funds.
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5. Pooling

5.1. Background

Where funds are small, economies of scale remain unexploited and investors bear a
higher total expense ratio (“TER”) than would otherwise be the case. While fund
mergers are one way of addressing this, it may not always represent an optimal
solution. A locally-tailored product may be preferable, which would imply that pooling
would be desirable.

5.2. Broad-based entity pooling

Equivalent to fund-of-fund operations where a number of feeders could invest
flexibly in a number of designated master funds. While this would provide an
unprecedented level of flexibility for the manager of the feeder fund, it opens the
feeder investors to the potential of a second layer of fees.

Supervision by the manager would require a robust compliance monitoring
infrastructure and the depositary could encounter significant difficulties in carrying
out its supervisory duties, particularly as investment restriction testing would require
to be carried out on a look-through basis.

Regulators would experience strain where there was extensive cross-border
investment.

5.3. UCITS-compliant Master-Feeder Structures

An arrangement where feeder funds were permitted only to invest in a single UCITS-
compliant master fund is seen as a superior solution, providing greater economies of
scale than broad-based entity pooling. It would also be more flexible as non-UCITS
feeder funds would not be restricted from participating in the master fund, giving
greater scope for fund wrapping and white-labelling.

Master-Feeder structures are already well accepted and established in certain
member states. The possibility of opening such structures to investment on a cross-
border basis is seen as boosting the potential for scale savings significantly.

Investor protection should not be unduly complicated since both master and feeder
funds would have similar if not identical investment policies and restrictions. It is
nonetheless contemplated that an additional layer of investor protection would be
applied through the development and implementation of information exchange
mechanisms between the respective funds’ depositaries and auditors.

5.4. Proposed characteristics of UCITS-compliant structure

e A feeder UCITS would be allowed to invest only in a single master UCITS
fund, which investment would not be less than 85% of the feeder fund assets.
e The feeder UCITS could hold additionally:
o Ancillary liquid assets;
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o Financial derivative instruments;

0 Moveable and immoveable property (company vehicles only).
The feeder UCITS would be required to obtain prior permission by its home
state regulator before investing in a master UCITS.
A master UCITS would be required to have at least two feeder UCITS as
investors.
A master UCITS would be entitled, but not obliged, to raise capital from the
public. A master UCITS could choose to restrict its investors to feeder UCITS.
A master UCITS would not be permitted to invest into a feeder UCITS or
another master UCITS.
A feeder UCITS structured as a unit trust must have a fully fledged
management company
Existing UCITS funds may be converted into feeder UCITS.

5.5. Regulatory permission process

A feeder UCITS could invest in a master UCITS situated in another member state. In
order to obtain permission to invest in the master fund, it is envisaged that the feeder
fund would be required to provide certain documentation to its regulator. Once a
completed file had been submitted to the feeder fund home state regulator, a
permission decision would be made within 15 working days.

The following documents would be required to be submitted as part of the
permission process:

1.

2.

Constituting documents, Prospectus and ‘Key Investor Information’ of both
UCITS, the feeder and the master;
Agreement between the feeder UCITS and Master UCITS specifying:
a. The main characteristics of the master UCITS’ investment objective
and policy;
b. The rules which govern a possible modification of the master UCITS’
investment objective and policy; and
c. The rights and duties of the feeder UCITS, master UCITS and their
respective management companies;
Copy of the notification proposed for issue to the unit-holders of the feeder
UCITS informing them of the proposed investment in the master UCITS and
allowing them a 30 day window to redeem before the investment takes place;
Declaration (translated into the local language) by master UCITS fund that
a. it has at least one other feeder fund unit-holder; and
b. it does not itself hold units in another UCITS feeder or master fund,;
Information sharing agreement between the depositaries of the master UCITS
and the feeder UCITS, where these are not a common entity;
Information sharing agreement between the auditors of the master UCITS
and the feeder UCITS, where these are not a common entity;
Attestation by the host country regulator of the master UCITS that
a. The master UCITS fund is duly authorised as a UCITS;
b. it has at least one other feeder fund unit-holder; and
c. it does not itself hold units in another UCITS feeder or master fund;
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It is contemplated that a master UCITS could otherwise operate as a UCITS, selling
units to the public and availing of the pan-European passport. In the event that
cross-border sales of units were restricted to feeder UCITS funds, the normal cross-
border marketing notification process could be waived because of the specific
permissions regime contemplated above.

In the event that a master UCITS were to merge, de-merge or were taken over, the
feeder UCITS would be required to re-apply to the home state regulator for
authorisation to remain invested in the successor vehicle.

5.6. Proposed Co-operative Agreements

Agreements between the UCITS funds
The feeder UCITS and Master UCITS would be required to enter into an agreement
specifying:
e The main characteristics of the master UCITS’ investment objective and
policy;
e The rules which govern a possible modification of the master UCITS’
investment objective and policy;
e The rights and duties of the feeder UCITS, master UCITS and their respective
management companies; and
e Granting an obligation to inform the feeder UCITS immediately if the master
UCITS suspends redemption of its units.

The rights and duties contemplated relate to the imposition of anti-dilution levies,
management fee levels, etc.

The master UCITS and each of its feeder UCITS would be required to make public
the issue, sale, repurchase or redemption price of their units simultaneously, to
avoid arbitrage opportunities.

If the master UCITS were to suspend redemption of its units, the feeder UCITS
would likewise suspend trading.

In the event that a master UCITS were to intend to liquidate, it would be required to
provide one month’s advance notice to the feeder UCITS in order to allow the feeder
UCITS to make alternative arrangements.

Agreements between the Depositaries

If the master UCITS and feeder UCITS did not share a common depositary, prior to
authorisation of the feeder UCITS, the depositaries involved would be required to,
enter into an information-sharing agreement to ensure the accomplishment of their
duties. In particular, the depositary of the master UCITS would be obliged to inform
the depositary of the feeder UCITS promptly about any UCITS exposure and
irregularities it detected with regard to the master UCITS.
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Agreements between the Auditors

If the master UCITS and feeder UCITS did not share a common auditor, prior to
authorisation of the feeder UCITS the auditors involved would be required to, enter
into an information-sharing agreement to ensure the accomplishment of their duties.
In particular, the auditor of the master UCITS would obliged to inform the auditor of
the feeder UCITS promptly about any UCITS exposure and irregularities it detected
with regard to the master UCITS and to provide the auditor of the feeder UCITS with
such information as it may require to discharge its duties.

5.7. Additional Documentation

The current Key Investor Information for the master UCITS would be deemed to
form part of and be included with the current Key Investor Information for the feeder
UCITS.

The annual and semi-annual financial statements for the master UCITS would be
deemed to form part of and be included with the annual and semi-annual financial
statements for the feeder UCITS.
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6. Simplified Prospectus

6.1. Alternative Options

The DG is considering two alternative options for addressing the perceived
shortcomings of the current Simplified Prospectus.

The preference of the DG is to set aside the current approach of a single document
containing a defined set of information. Instead the investor would be presented with
“Key Investor Information” which would not necessarily be contained within the one
document. Key Investor Information would include appropriate product information
about the essential characteristics of the UCITS including information on the
investment objectives and policy; the costs and charges; and the risk/reward profile
of the investment. It would also provide practical information to investors about the
UCITS so that they would be able to understand how to exercise their rights
associated with its investment product.

Specific details on the content and format would be left to be developed as a Level 2
process by the DG.

The alternative approach being considered by the DG is a maximum harmonisation
approach whereby greater standardisation would be imposed from within the
Directive. The disadvantage of this approach is the rigidity involved which would limit
the future ability to adapt the Simplified Prospectus for evolving circumstances and
which may yet prove inadequate for certain types of investors or distribution
channels.

The Key Investor Information approach is seen as providing greater opportunity to
tailor the informational needs for particular structures (for example for institutional
and retail series of the same share class, for fund-of-fund vehicles, or for master-
feeder vehicles).

The downside of this approach is that there is a considerable risk of divergent
implementation between member states, a situation which the DG is seeking to
address elsewhere in the process.

6.2. Other considerations

UCITS are primarily intended for retail investors. The ability to tailor Key Investor
Information would enable more precise (and less costly) provision of information to
professional investors utilising UCITS structures.

The ability to determine who has an obligation to deliver Key Investment Information
could provide greater assurance that the information will be provided to the end
investor. The DG has concerns that the current requirements may be negated by
intermediaries (such as fund supermarkets and sub-registrars) interposing
themselves between the vehicle and the investor.
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There would be a requirement to keep the Key Investor Information up to date and to
ensure it is provided to the home state regulator.
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7. Supervisory Co-operation

7.1. Proposed Powers & Co-operation

It is proposed that Article 49 be amended to include new provisions on the powers of
competent authorities, administrative sanctions, right of appeal and encouragement
of out-of-court redress mechanisms. These would be specifically enumerated rather
than being the subject of a general referral, as is currently the case under Article
49(4).

National authorities could use their powers of co-operation even where the conduct
under investigation does not constitute an infringement of any regulation in force in a
particular member state.

Where Master-Feeder funds are involved, there would be an explicit duty on the
home state authority for the master fund to communicate any significant matters
affecting it to the feeder fund home state authority.

Regulators receiving a request for information could gather such information
themselves, permit the requesting regulator to gather the information on their
territory or allow auditors or experts to gather such information. Currently only the
host country regulator may carry out such inspections. The host country regulator
reserves the right to accompany such other persons in their investigations.

7.2. Cross-border enforcement
Article 52 would be amended so that host country regulators would have the right to
take action against a foreign UCITS for any issue that falls outside the scope of the
directive, not just host country marketing rules.

If an issue were to fall within the scope of the Directive, it would be referred to the
home country regulator in the first instance, but could be addressed by the host
country regulator if that response were deemed inadequate or may be unduly
delayed.

7.3. Enlarged Powers
Regulators would be given the power in national law to:

e Have access to any document and receive a copy of it;

e Demand information from any person including the power to summon,;

e Carry out on-site inspections;

e Require existing telephone and data traffic records;

e Require the cessation of any practice contrary to the provisions of the
Directive;

* Request the freezing or sequestration of assets;

e Request temporary prohibition of professional activity;

e Require fund service providers to provide information;

e Adopt any type of measure to ensure that fund service providers continue to
comply with legal requirements;

e Require the suspension of dealing in a fund;
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e Withdraw the authorization of a UCITS, management company or depositary;
e Refer matters for criminal prosecution;
e Allow auditors to carry out verifications or investigations.

This document contains information that is confidential and the property of JPMorgan Chase & Co. JPMorgan ‘ﬁ
It may not be copied, published or used, in whole or in part, for any purpose other than expressly authorised by JPMorgan Chase & Co. g -
Copyright © 2007 JPMorgan Chase & Co. All rights reserved

19



