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BSOCS 1 : Introduction Section 1.1 : Application and overview

1.1 Application and overview
APRUCLION e
1.1.1 I} | The Building Societies sourcebook (BSOCS) applies to all building
societies.
PUT DO et
1.1.2 @ This chapter describes the key financial and lending risks to which societies are exposed
and sets out the framework within which the PRA will supervise the treasury activities

of societies. It includes details of the five treasury "approach" categories
("Administered", "Matched", "Extended", "Comprehensive" and "Trading") applied,
as well as details of the three approaches to lending activities (" Traditional", "Limited"
and "Mitigated"). The chapter emphasises the respective responsibilities of boards
and management for monitoring and controlling financial risks and lending.

Other applicable provisions

1.1.3 [G] | Societies should note that they must also comply with the applicable prudential rules
in GENPRU and BIPRU. Societies should refer to GENPRU and BIPRU for full
details of these rules.

1.1.4 [G] | Unless otherwise stated, references in this sourcebook to "society" (except those that
relate to B BIPRU 12) are to "society" groups, consolidated to include all subsidiary

undertakings. For the avoidance of doubt, any undertakings in the society's group that
are subject to the requirements of Bl BIPRU 12 must comply with those requirements
on a solo basis.
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BSOCS 1 : Introduction Section 1.2 : Supervisory standards for treasury
activities

1.2 Supervisory standards for treasury activities

Setting risk limits

1.2.1 [G] | Under section 5 of the 1986 Act, a society's principal purpose is that of making loans
which are secured on residential property and are funded substantially by its members,

not undertaking, and trading in, financial risk for profit. Societies should therefore adopt
a risk-averse approach to maturity mismatch and to structural risk management. A degree
of maturity mismatch and structural risk is inherent in normal society operations, but
boards of societies ("boards") should set risk limits which either:

(1) ensure that, as far as possible, exposures to changes in interest rates are
minimised; or

(2) where interest rate positions are to be taken, restrict potential reductions in
income or economic value, estimated under robust stress testing scenarios, to
levels which would not compromise the current or future viability of their

societies.
1.2.2 [G] | Societies should aim to eliminate, as far as is practicable, all exposures to risk arising from
movements in currency exchange rates.
1.2.3 [G] (1) Asexplained in B BSOCS 5.2.1 G, a society's system for financial risk management
should be adequate. The policy statement envisaged in B BSOCS 5.2.4 G should

be appropriate for the society's business needs and the complexity of its existing
and proposed treasury activities.

(2) The PRA has devised five models for financial risk management and treasury
operations, described as supervisory treasury approaches, of increasing
sophistication, to assist societies. The approaches are described as
"Administered", "Matched", "Extended", "Comprehensive" and "Trading".
A society that conducts its treasury activities in accordance with the most suitable
(for it) of these five models, can readily demonstrate that it complies with the
requirements of B SYSC4.1.1 R, M SYSC 7.1.2 R and B SYSC 7.1.4 R in the context
of financial risk management. But these models are neither mandatory nor
exhaustive. Guidance on the characteristics of each approach is set out in

B BSOCS 1.5.
3

B Release 136 @ April 2013 1.2.3



BSOCS 1 : Introduction

Section 1.3 : Supervisory standards for managing
risks in the lending book

1.3.3 [G]

1.3 Supervisory standards for managing risks
in the lending book

Under section 6 of the 1986 Act, societies are required to ensure that a minimum of
75% of their commercial assets is fully secured on residential property. Since residential
lending will always be such a significant part of a society's business, it is essential that
the risks arising from further concentrations within the total lending book are properly
managed and mitigated to align with the board's risk appetite.

Accordingly, societies should adopt formal, board-approved lending policy statements
that include limits on the type of lending that will be undertaken (both as a proportion
of periodic flows and of stocks), as well as setting out the key underwriting policies
and controls. As with financial risk limits, boards should aim to:

(1) ensure that, as far as possible, credit risks arising from lending are aligned
with management risk appetite through careful underwriting; and

(2) ensure that any additional risk taken is appropriately priced and managed
so that loss levels under stressed conditions would not compromise the
current or future viability of their societies.

The policy statement envisaged in MBSOCS 1.3.2 G should be appropriate for the society's
business needs and the complexity of its existing and proposed lending activities. The
PRA has devised three models for lending book management, described as supervisory
lending approaches, of increasing sophistication, to assist societies. The approaches
are described as "Traditional", "Limited" and "Mitigated". A society that conducts
its lending activities in accordance with the most suitable (for it) of these three models
can readily demonstrate that it complies with the requirements of B SYSC 4.1.1 R and
B SYSC 7.1.2 R, in the context of loan book management. But these models are neither
mandatory nor exhaustive. Guidance on the characteristics of each approach is set out
in M BSOCS 2.
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BSOCS 1 : Introduction

Section 1.4 : Supervisory discussions on change of
"approach"

1.4.1

1.4.2

1.4.3

1.4 Supervisory discussions on change of
"approach"

With regard to any of the five approaches to treasury risk and financial risk management,
or the three approaches to managing the lending book, the PRA anticipates that societies
will wish to develop further their expertise, and that a change of "approach" may be
necessary. In this respect, the "approach" categories should be seen, not as discrete
compartments, but rather as stages in the continuous evolution of risk management and
systems, with a change of "approach" marking a milestone in that progress. Societies
should develop their risk management and systems to the level appropriate to support the
scale and nature of their business and the PRA will be encouraging societies to enhance
these capabilities where this is considered to be necessary.

Whilst the "approach" benchmarks are not binding and are guidance only, the process
of moving between approaches provides a useful opportunity for the PRA to review a
society's progress, and to satisfy itself that policies, limits and systems are appropriate for
the activities planned.

Any society which wishes to move between the five approaches to treasury risk and
financial risk management, or the three approaches to managing the lending book, should
contact the PRA at an early stage. The PRA will wish to be satisfied that the society has
the requisite expertise, management information systems, accounting systems and controls
before any significant change in the society's treasury activities or lending policy is
implemented.

Release 136 @ April 2013
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BSOCS 1 : Introduction

Section 1.5 : Supervisory approaches to treasury
management

1.5 Supervisory approaches to treasury
management

B BSOCS 1.5 to M 1.10 provide guidance on the five models, or supervisory approaches,

to treasury management described in B BSOCS 1.2.3 G. Where societies have treasury
operations in subsidiary undertakings, these should adopt the same approach category
as that of the parent society. An outline description of each approach is set out in

B BSOCS 1.6 to B 1.10, and tables at the end of each of Chapters 3 to 5 summarise the

key features.
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BSOCS 1 : Introduction Section 1.6 : "Administered" approach

1.6 "Administered" approach
1.6.1 @ Societies in the " Administered" approach category should have balance sheets where loan
assets and funding liabilities are entirely in Sterling and predominantly (>95%) subject
to administered rates. In general, it is anticipated that the "Administered" approach will

tend to suit small or very small societies where balance sheet management is typically
undertaken by the Chief Executive in conjunction with the board.

1.6.2 [G] | Societies in this category should not hold any treasury investments, or issue any funding
instruments, which contain complex structured optionality, whether this optionality relates
to interest payable or receivable, instrument term or any other variable.

1.6.3 [G] | Itis likely to be appropriate for a society that falls into this category to apply for a

simplified ILAS waiver.
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BSOCS 1 : Introduction

Section 1.7 : "Matched" approach

1.7.1 [G]

1.7.2 [G]

1.7 "Matched" approach

(1)  Societies adopting the "Matched" approach should have balance sheets
where assets and liabilities are entirely in Sterling and use hedging contracts
(or internal matching of assets and liabilities with similar interest rate and
maturity features) to neutralise the risk arising from loans or funding other
than at administered rates, on a tranche by tranche, product by product
basis.

(2) This approach is characteristic of small to medium sized societies, with
limited treasury skills or resources. Typically the Chief Executive of such
societies will be supported by a Finance Director or Finance Manager, and
report direct to the board on treasury matters (or through an appropriate
committee).

The policies of such societies can allow use of standard hedging products for
transactions permitted by section 9A of the 1986 Act, for example:

(1) interest rate swaps; and

(2) plain vanilla over the counter ("OTC") options such as swaptions, caps,
collars and floors (options purchased only);

for the purpose only of matching individual products and within the exemptions
permitted by section 9A. Structural hedging of the whole balance sheet should not be
permitted.

Risk management for such societies should be achieved internally through:

(1) matching reports (detailing individual products and the hedging instruments
associated with them); and

(2) gap analysis; for gapping purposes, reserves will need to be treated as having
no fixed repricing date, and gap limits should be set at the minimum level
required to give flexibility in timing the hedges for individual mortgage and
investment products, with some allowance for residual risks (those too small
to be economic to hedge) and for holdings of fixed rate liquid assets. Basis
risk should be minimised by setting cautious limits for fixed rate, bank base
rate and any other market rate assets and liabilities.
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BSOCS 1 : Introduction Section 1.7 : "Matched" approach

1.7.4 [G] | Gap monitoring reports should be updated and considered by the board at least monthly.

By implication, societies adopting this approach should not be taking an interest rate view 1
for the purposes of determining a hedging strategy.

1.7.5 [G] | Societies in this category should not hold any treasury investments, or issue any funding

instruments, which contain complex structured optionality, whether this optionality relates

to interest payable or receivable, instrument term or any other variable.

1.7.6 [G] | Itis likely to be appropriate for a society that falls into this category to apply for a

simplified ILAS waiver.
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BSOCS 1 : Introduction

Section 1.8 : "Extended" approach

1.8.1 [G]

1.8.2 [G]

1.8.3 [G]

1.8.5 [G]

1.8 "Extended" approach

The principal difference between the "Matched" and the "Extended" approaches lies
in the capability to measure and hedge structural risk across the whole balance sheet,
including reserves, rather than just hedging individual transactions. The approach will
thus allow a society to allocate reserves to specific repricing bands representing a
considered view of the characteristics of those reserves, and/or the assets deemed to
"represent” them, or to manage interest rate gaps as part of a strategy for hedging the
endowment effect of interest free reserves against adverse interest rate movements.
Risk analysis should also enable it to position its balance sheet to take advantage of
a particular interest view.

The PRA expects that some societies on the extended approach will, subject to being
able to satisfy the relevant conditions, elect to apply for a simplified ILAS waiver whilst
others may choose to remain as standard ILAS BIPRU firms. For a society that is a
standard ILAS BIPRU firm, the PRA will discuss with the society the maximum level
of wholesale funding that the society should hold. A society that wishes to operate the
simplified ILAS approach will need to satisfy the relevant conditions in B BIPRU 12.6,
including those relating to the minimum percentage of total liabilities accounted for
by retail deposits.

A society on the extended approach can potentially fund and hold assets denominated
in Sterling, Euros or US dollars, whether it is a simplified ILAS BIPRU firm or a
standard ILAS BIPRU firm.

A society adopting the extended approach should:

(1) adopt policies and systems to enable it to undertake the hedging of individual
transactions within the context of an overall strategy for structural hedging,
based on detailed analysis of its balance sheet; and

(2) use the output of that analysis to enable it to position its balance sheet to
take advantage of a particular interest view.

Management of interest risk for such societies will typically be controlled by the board
acting through an Assets and Liabilities Committee ("ALCO") or equivalent
sub-committee, which will normally be responsible for agreeing any interest rate view.
Reporting to the ALCO, there will typically be a Treasurer running a small treasury
department with appropriate segregation between dealing and settlement activities.
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BSOCS 1 : Introduction

Section 1.8 : "Extended" approach

1.8.6

1.8.7

1.8.8

[G] | Hedging instruments available to be authorised by the board will be the same as for the
"Matched" approach, with the addition of (as far as permitted by section 9A):

(1) FRAs/futures; and

(2) foreign exchange swaps/forward contracts/options (purchase only).

[G] | Risk management systems should be based on full balance sheet gap analysis, possibly
supplemented by static simulation.

[G] | Gap limits could allow leeway for risk positions, to be controlled by sensitivity limits
covering potential changes in both earnings and economic value.
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BSOCS 1 : Introduction

Section 1.9 : "Comprehensive" approach

1.9.2 [G]

1.9.3 [G]

1.9.4 [G]

1.9 "Comprehensive" approach

The principal differences between the "Extended" and the "Comprehensive" approaches
lie in:

(1)  the depth and quality of the risk management systems put in place to monitor
and control structural risk;

(2) the frequency of analysis undertaken; and

(3) the currencies in which treasury operations would be undertaken.

Like the extended approach societies, comprehensive approach societies will manage
risk using a board/ALCO/Treasurer reporting structure, but the latter will typically
subdivide the treasury department further with a separate "middle office" risk
management function, segregated from "front office" (dealing) and "back office"
(settlement/accounting).

Hedging instruments available for use under agreed board policy will include those
for the extended approach plus (as far as permitted by section 9A):

(1) complex interest rate swaps;
(2) complex interest rate caps/collars/floors (purchase only);
(3) House Price Index derivatives; and

(4) credit derivatives.

Risk analysis should extend beyond static gap/static sensitivity analysis to (for example):

(1) dynamic simulation (such as projecting forward balance sheet elements and
simulating the impact of different interest rate scenarios);

(2) duration for individual portfolio elements, or present value of a basis point
move calculations, to highlight sensitivity to non-parallel shifts in the yield
curve; and

(3) wvalue at risk, using correlation/historic simulation and/or Monte Carlo
simulation;
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BSOCS 1 : Introduction Section 1.9 : "Comprehensive" approach

the impact on both earnings and economic value being assessed internally on a very regular

basis. 1
1.9.5 @ Risk positions could reflect an interest view, subject to sensitivity limits set by the
board/ALCO and incorporating basis risk assessment/control. Foreign exchange mismatch

(i.e. exchange rate exposure) should be subject to appropriate risk management over
foreign exchange movements.

1.9.6 [G] | Itislikely to be appropriate for a society on the comprehensive approach to be a standard

ILAS BIPRU firm.

PAGE
13

B Release 136 @ April 2013 1.9.6



BSOCS 1 : Introduction

Section 1.10 : "Trading" approach

1.10.1 [G]

1.10.2 [G]

1.10.3 [G]

1.10 "Trading" approach

The "Trading" approach is a category for those societies which wish to take advantage
of the ability to trade in securities. Essentially, those societies will adopt the
comprehensive approach for the purpose of managing interest risk arising in their
banking book, but with additional policies, financial instruments, systems and expertise
for managing the market risks inherent in running a separate trading book.

Such a society should control the additional market risks through a Market Risk
Committee of the board and risk management systems should include complex portfolio
management, option pricing and value at risk models.

It is likely to be appropriate for a society on the trading approach to be a standard
ILAS BIPRU firm.
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BSOCS 1 : Introduction Section 1.11 : Supervisory approach to managing
the lending book

1.11 Supervisory approach to managing the
lending book

1.11.1 (G| | WBSOCS 1.12 to M 1.14 provides guidance on the three models, or supervisory approaches,
to managing the lending book described in MBSOCS 1.3.3 G. An outline description of each

approach is set out at B BSOCS 1.12 to B 1.14 and the Tables at the end of B BSOCS 2
summarise the key features.

PAGE
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Section 1.12 : "Traditional" lending approach

1.12.2 [G]

1.12 "Traditional" lending approach

Societies in the "Traditional" lending approach category should restrict their lending
activities mainly to prime quality residential mortgages for owner-occupiers. The
traditional approach should suit small or very small societies where lending decisions
are fully underwritten on an individual basis, typically by the Chief Executive or a
direct report, under clearly delegated mandates.

Societies adopting this approach should have board-approved lending policies that:

(1)

set a minimum limit of at least 85% of loan book for prime owner-occupied
mortgages (subject to a mortgage indemnity guarantee or other recognised
collateral for loan to values (LTV) in excess of 80%);

limit other types of lending within the maximum 15% balance to prime
owner-occupied >80% to <90% LTV without external insurance, prime buy
to let, shared ownership, social landlords and secured commercial lending
(including fully secured on land) only;

require the use of approved independent valuers (in this context, independent
valuer has the same meaning as in Bl BIPRU 3.4.66 R (2));

require stress tests to be undertaken at least annually to identify potential
shortfalls in the value of security and allow it to review the appropriateness
of its lending limits; and

limit exposure to connected counterparties to <10% capital resources.
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BSOCS 1 : Introduction

Section 1.13 : "Limited" lending approach

1.13.2 [G]

1.13 "Limited" lending approach

The "Limited" lending approach is suitable for societies that have a slightly higher appetite
for credit risk than those on the traditional approach. Societies adopting this approach
should control the amount of risk assumed through a comprehensive system of policy
limits. These limits will prevent the society from becoming over-exposed to non-traditional
lending, and will take account of the differing risks associated with the type of lending
and the type of security held. In general it is anticipated that the limited approach will
tend to suit medium-sized and larger societies where:

(1) there is operational segregation between underwriting and the
review/audit/compliance functions which check compliance with policy and
legislation and which review lending/underwriting quality;

(2) there is operational segregation between underwriting and the mortgage sales
function;

(3) lending decisions are fully underwritten on an individual or systematically
credit-scored basis, under clearly delegated mandates; and

(4) relevant specialist expertise is employed for non-traditional lending, with access
to appropriate sources of external and internal information on how risks are
developing.

Societies adopting this approach should have board-approved lending policies that:

(1) seta minimum limit of at least 65% of total loan book for prime owner-occupied
mortgages;

(2) set sub-limits, both in terms of total loan book and lending in a twelve-month
period, for other types of lending within the maximum 35% balance; and

(3) require stress-testing and scenario analysis of outcomes to be undertaken at
least semi-annually.
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Section 1.14 : "Mitigated" lending approach

1.14.1 [G]

1.14.2 [G]

1.14 "Mitigated" lending approach

The "Mitigated" lending approach is suitable for societies that undertake a diverse
range of lending. Societies adopting this approach should mitigate their risk through
sophisticated credit risk management systems that control the amount of risk assumed,
both through a comprehensive system of policy limits and through the operation of
stochastic risk models. In general it is anticipated that the mitigated approach will
tend to suit only the largest societies where:

(1)

there is a segregated and independent risk function reporting directly to the
board (or a board-level committee);

there is full segregation between credit underwriting and the
review/audit/compliance functions which check compliance with policy and
legislation, and which review lending/underwriting quality;

underwriting is independent of mortgage sales function;

lending decisions are underwritten on an individual or systematically
credit-scored basis (but subject to manual override), under clearly delegated
mandates; and

relevant specialist expert teams are employed for non-traditional lending,
with access to appropriate sources of external and internal information on
how risks are developing.

Societies adopting this approach:

(1)

should have board-approved lending policies that set appropriate limits,
both in terms of total loan book and lending in a twelve-month period, for
each type of lending; and

should undertake full econometric risk analysis, stress-testing and scenario
analysis of outcomes at least quarterly.
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Section 1.15 : Review of financial risk management
approach and assessment of lending approach

1.15.3

PAGE
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1.15 Review of financial risk management
approach and assessment of lending
approach

Societies should perform an initial review of their current financial risk management
approach in the light of the guidance in BSOCS and undertake a self-assessment of controls
over their lending book in the light of the BSOCS lending criteria. Having done so, the
society should inform its supervisor at the PRA in writing of the approaches that it
considers are the ones most suited to its systems and controls for managing financial and
lending risks, provide details of any features of its systems, controls or activities that fall
outside the parameters of those approaches, and discuss with its supervisor what, if any,
actions are needed on the part of the society to address these. This should be completed
by 1 October 2010.

The PRA recognises that, where the need to make changes to funding profile, treasury
investments or lending profile to achieve compliance with SYSC is identified, it is likely
that the move to achieve this will be gradual. The PRA will discuss with each society an
appropriate period of time over which any realignment should be undertaken.

Subsequent to this initial review, societies should continue to review the suitability of their
allocated approaches as appropriate and speak to their supervisor at the earliest opportunity
if they anticipate that their systems, controls or activities will fall outside the parameters
of those approaches.
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Section 1.16 : Interpretation

1.16.2 [G]

1.16.3 [G]

1.16.4 [G]

1.16.5 [G]

1.16 Interpretation

In this sourcebook "administered rate" is defined as a rate of interest (which may be
applied to lending or funding) which is, to the extent compatible with regulatory
requirements and the general law, set from time to time at the discretion of the society
and is not geared automatically to changes in an external reference rate, subject to the
following:

(1) asociety operating under the administered or matched approaches to financial
risk management that chooses to set a contractual floor or cap should set
nothing other than a floor (minimum rate receivable) on a rate charged on
mortgages and/or a cap (maximum rate payable) on a rate payable to retail
savers; these are the only limitations that may be applied to administered
rate products allocated against the minimum policy limit; and

(2) a society not operating on either of the approaches in (1) may choose to
include any guarantee in combination with an administered rate; it would
however be expected to set appropriate sub-limits to control the level of
basis and re-pricing risk taken, and to be able to evidence that it has assessed
the cumulative impact of all such guarantees on its ability to vary rates
generally as part of its regular stress and scenario testing programme.

In this sourcebook "total loan book" is defined as total outstanding lending whether
secured on property or unsecured.

For the purposes of Bl BSOCS 2.6.3 G, loans to companies or partnerships secured on
buy-to-let property should always be considered commercial.

In this sourcebook reference to the term of any funding or treasury investment
(including those held to comply with B BIPRU 12) should in all cases be taken to mean
the residual date to maturity.

The status of the provisions in BSOCS is indicated by icons containing the letters R
or G. Please refer to chapter six of the Reader's Guide for further explanation about
the significance of these icons. The Reader's Guide can be found at

http://www.fca.org.uk/vour-fca/documents/handbook/handbook-readers-guide
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BSOCS 2 : Lending Section 2.1 : Introduction

2.1 Introduction
2.1.1 [G] (1) This chapter sets out PRA guidance on the management by societies of their
lending, using the three approaches to lending set out in B BSOCS 1, in order

to enable them to comply with the requirements in M SYSC4 to M SYSC 7. The
chapter outlines factors the PRA will consider when assessing whether a
society meets these requirements in relation to lending risk management.

(2) A list of the types of lending suitable for societies managing risk according
to each of the three levels of lending risk management, together with

appropriate controls, is set out in the tables at B BSOCS 2.5.2 G and
M BSOCS2.6.3G .
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BSOCS 2 : Lending

2.2.1

2.2.2

2.2.4

2.2 Risks of mortgage lending

Affordability

The primary risk associated with mortgage lending is that the borrower will be unable or
unwilling to service the loan. In this respect, some types of mortgage will present greater
risks than others. In particular, risks are likely to be increased for lenders (and in some
cases also for consumers):

(1) where repayment commitments represent an unusually high percentage of
disposable income; or

(2) where an unusually large proportion of the borrower's income is variable; or

(3) where the borrower has an impaired credit history.

Societies should ensure that they consider the risk profile of the different types of lending
that they undertake, put sub-limits and other mitigating controls in place where they
consider it appropriate and price their lending to reflect the perceived residual risks.

(1) Societies should also consider when product features such as fixed mortgage
rates expire and whether to set a maturity profile. If large numbers of mortgage
loans revert to, for example, another base rate or a standard variable rate (SVR)
simultaneously the society may experience operational strain dealing with the
associated administration and customer queries.

(2) Also, if interest rates have changed significantly, societies may need to respond
to a significant number of customers experiencing payment shock at the same
time. In such a situation a society may experience a profitability strain resulting
from abnormally high redemption levels.

Whilst non-sterling mortgages expose a society to foreign exchange risks (covered further
within B BSOCS 3 to B BSOCS 5) as well as all other risks which normally attach to mortgage
lending, it may also expose the borrower to exchange rate risk which, if it crystallises,
impacts on their ability to afford the loan. Societies (other than those with the most
sophisticated lending risk management controls) should therefore set very conservative
limits for such business, and confine such loans to borrowers with income denominated
in the relevant currency.
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Section 2.2 : Risks of mortgage lending
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2.7 [G]

2.2.8 [G]

2.2.9 [G]

Societies must also comply with the general law and other regulatory requirements,
including those in MCOB and the Principles for Businesses, relating to affordability
and other aspects of granting a mortgage.

Valuation of security

If a mortgage fails to perform, a society ultimately relies upon the value of its security
to safeguard its interests, so the reliability of the value is important. The integrity,

competence and expertise of the valuer are important, particularly where experience
in more complex valuation areas (for example, related to commercial lending) is needed.

In addition to general property price movements, significant local price variations can
occur. Therefore lending outside a society's home area (or for larger societies lending
on overseas property) can have an increased risk if local price drivers are not fully
appreciated. Societies should consider this in setting their lending policy, balancing
the potential risks against the advantages of lowering the concentration risk to which
they might be exposed.

If a society proposes to use an automatic valuation model (AVM), either as part of its
loan origination process or subsequent revaluation for credit decision purposes, it
should do so within the terms of clear and well-considered policies. In doing so it
should note that, in the calculation of the credit risk capital component, in relation to
risk weights assigned to exposures secured by mortgages on residential property,

B BIPRU 3.4.77 R requires that the "property shall be valued by an independent valuer
at or less than market value" and that an independent valuer is defined in

B BIPRU 3.4.66 R as a "person who possesses the necessary qualifications, ability and
experience to execute a valuation and who is independent from the credit decision
process." This means that, for those purposes, the use of AVM output must always
fall within a process leading to a valuation that can be ascribed to an independent
valuer.

The society should also consider the limitations of AVMs before making a decision
regarding whether an AVM is appropriate, particularly when the valuation plays an
important role in the calculation of capital requirements. In determining a reasonable
approach to AVMs a society should consider that:

(1) all AVMs have estimation errors;

(2) there are strengths and weaknesses of various AVMs. For example, many
AVMs could be well suited to urban areas with many similar properties, but
most will find it difficult accurately to value a property with little in common
to those close by, for example in rural areas;

(3)  AVMs should not be used to value non-domestic properties.

The higher the LTV, the greater the risk that an over-valuation of the property could
result in the CRD risk weighting being mis-stated. Societies should be particularly
careful in those situations.

Release 136 @ April 2013

2.2.10

PAGE
A



PAGE
5

BSOCS 2 : Lending

2.2.14

2.2.15

2.2.16

If a society chooses to use AVMs, its lending policy should set out clearly when it intends
to do so. For example, it may set a maximum LTV or loan amount. A society should also
have procedures for reviewing its use of AVMs based on experience and market
developments.

Statistical methods, such as house price indices or AVMs, can also be used to monitor the
value of a property, identify property that needs revaluation and amend valuations assigned
to a property. The detailed rules concerning monitoring of property values for the purposes
of calculating the credit risk capital component are contained in B BIPRU 3.4.66R to

B BIPRU 3.4.71G. If AVMs are used in this way, the principles of AVM use are the same as
for loan origination and societies should consider the appropriateness of AVMs to obtain
a prudent value.

Non-traditional lending

(1) Non-traditional lending can present additional risks, when compared with the
more conventional prime owner-occupied lending model. Societies should
recognise this within their risk assessment and management processes, procedures
and lending policy.

(2) MBSOCS2.2.14 G to MBSOCS 2.2.21 G describe factors that societies should take
into account in managing the risks associated with non-traditional lending; these
are not exhaustive and not all points will be relevant to all societies.

Sub-prime lending

Whilst the risk of default on sub-prime owner-occupied lending is initially greater than
that for prime (all other things being equal) the PRA recognises that sub-prime borrowers
may demonstrate affordability over time. In these circumstances, the PRA is content for
societies to reclassify seasoned sub-prime lending as prime after five years (at the LTV at
origination), if they wish to do so.

Buy-to-let

(1)  Whilst buy-to-let (BTL) lending is secured on residential property and therefore
falls within the Building Societies Act nature limit (the statutory requirement
that 75% of lending should be secured on residential property), it presents
different risks to those of conventional residential mortgages to owner-occupiers.

(2) The PRA expects Boards and Management to recognise that existing experience
and skills in residential mortgage lending do not simply transfer to buy-to-let
and that the potentially significant differences in risk profile mean that different
post-completion administration arrangements will be appropriate.

A society undertaking BTL lending should, when determining its risk appetite, have regard
to the underlying commercial nature of this type of business. Relevant factors which
societies should consider and address within their lending policy include:

(1) the degree to which the investor borrower is dependent on the cashflow
performance of the investment property to service the loan;

(2) the basis on which the security is valued and rental income is assessed for
underwriting purposes (including how rental voids are treated);
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what tenancy basis and kinds of BTL are acceptable;

information required to assess the extent of the investor-borrower's broader
exposure to the BTL sector (e.g. total number of properties in portfolio and
whether encumbered or unencumbered);

the maximum permitted exposure to an investor-borrower or connected
investor-borrowers (which may be based on value and/or number of
investment properties held); and

what post-completion loan administration is required (and the extent to
which this is appropriate and proportionate to the underlying commercial
nature of BTL lending) including:

(a) monitoring of exposures on a scheduled basis (e.g. annual review);

(b) requirements for the investor-borrower to provide financial information
on a periodic basis which enables the lender to have an appropriate
understanding of their overall exposure.

Equity release: Lifetime Mortgages and Home Reversion Plans

............

..................................................................................................

Lifetime mortgages create a residential mortgage exposure (and fall within
the nature limit) and also carry a morbidity risk associated with the potential
deterioration of health of the borrower. In addition, those with interest
roll-up features carry a mortality risk associated with the longevity of the
loan, so their risks differ from conventional lending risks. Because of these
risk characteristics the PRA would not expect limited approach societies to
offer such products where any applicant is under 65, nor to extend loans
greater than 25% LTV for borrowers of 65. If they wish to offer larger LTV
advances to older borrowers they should ensure that they have appropriate
actuarial expertise to enable them to assess the associated risks.

Home reversion plans are likely to carry even more complex risks, since they
not only have an actuarial risk but also expose lenders directly to variations
in the market value of the property with which the individual plan is
associated. As such, societies should enter those markets only if they have
more sophisticated lending management control structures. In these
circumstances, societies should set very conservative limits on the amount
of such business that can be done.

Commercial lending

............

--------------------------------------------------------------------------------------------------

Commercial property may require different valuation skills to domestic
property, and historically has a higher default rate than conventional
owner-occupied lending. It may or may not fall within the nature limits,
depending on whether the business of the commercial enterprise is to provide
residential property.

Commercial lending can be divided into three broad types, owner occupied,
commercial developments and investments. Each of these broad types
typically has different associated risk profiles and is likely to require different
risk management capabilities.

Societies on different lending approaches are likely to have different risk
management capabilities with respect to the three types. Societies on the
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traditional approach should restrict themselves to owner-occupied commercial
lending. The PRA would expect that societies on the limited approach might
have the risk management capabilities to undertake small scale residential
development (ten properties or less) or small scale commercial investments.

(4) Commercial lending may be "lumpy" in character, particularly that falling into
the commercial investments category. When considering the risks associated
with any commercial lending, societies should be mindful of the absolute size
of individual loans, their absolute total exposure to commercial lending and the
extent to which they are exposed to concentration risk, whether geographic
concentration, concentration to particular counterparties or particular sectors
of the economy.

(5) Societies should also be mindful of the additional complexity that may attach
where commercial property is owned by a special purpose vehicle or where it
is financed by a syndicated loan. Societies on either the traditional or limited
approach should not undertake any syndicated lending.

(6) Societies should also ensure that when undertaking commercial lending they
establish that a realistic alternative use exists for the property, in case they later
have to enforce the security.

(1) Lending to housing associations can be difficult to evaluate and for smaller
societies these can represent significant sized loans. Whilst loans may be low
LTV, the saleability of underlying properties varies and would usually not be
with vacant possession. As such, societies considering such lending should
consider not only the portfolio valuation but also the financial management
record of the landlord, including arrears management and losses through voids.
The skills necessary to undertake such assessments are those of underwriting
commercial lending rather than residential lending, combined with a good
understanding of the sector and its risk profile.

(2)  As such, societies should ensure that they have appropriate underwriting skills
for this type of lending and that they set a maximum proportion of their lending
book for these loans, to ensure that they retain a balanced portfolio.

Shared ownership lending

Shared ownership lending can be more complex than mainstream mortgage lending.
Societies will need to assess the borrower's ability to afford the loan, which may be more
complicated than for traditional lending. In addition, the value of collateral may be affected
by conditions imposed by the social landlord on resale, for example to market the property
only to those groups identified as a priority by the local authority. Also, administering
such lending is likely to be more resource-intensive than conventional lending, since the
mortgage agreement is three-way and relationships with both the borrower and social
landlord need to be maintained. Particular matters that societies should consider include
(but are not necessarily restricted to) the following.

(1) In the event of default, if monies raised by repossession and sale of the share
purchase are insufficient to cover the debt the society has protections allowing
it to recoup certain losses from the social landlord's share of the property so
long as they have complied with required procedures at the time of extending
the original and any subsequent amounts, and before taking action for arrears.
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Societies should ensure that they understand what protection is available
and have procedures to ensure compliance with procedural requirements.

(2) Security is held over the leasehold on the owned portion of the property, not
the freehold. If the borrower fails to pay rent to the social landlord, the lease
may be terminated by the landlord; if terminated then security for the loan
would be lost. Whilst a social landlord must inform a society and give it time
to remedy the breach to retain the security (costs recoverable under the
mortgage protection scheme) societies should consider how they will manage
such risk situations and decide as a matter of policy which if any costs they
will consider paying.

Given the added complexity and costs of administering such lending, societies should
set a maximum proportion of their lending book for such loans, to ensure that they
retain a balanced portfolio.
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2.3 Board and management responsibilities
2.3.1 [G]| To comply with B SYSC4.1.1 R and B SYSC 7.1.2 R, societies should have a lending policy.
This should be agreed and formally approved by the board and be consistent with the

society's strategic plan and its financial risk management policy statement.

2.3.2 @ The board and management should take steps to ensure that staff involved in all aspects

of lending are aware of the lending policy, both on an ongoing basis and particularly
where the lending policy has been changed. What steps would be most appropriate to
achieve this will depend on the number of staff concerned and the complexity of the
lending policy.

2.3.3 [G] | To comply with B sysC4.1.10R (Regular monitoring), societies should check, on a regular

basis, that staff are complying with this lending policy.
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2.4.1 [G]

2.4.2 [G]

2.4.3 [G]

2.4.4 [G]

2.4 Lending policy

This section provides guidance on the issues which should be addressed in the lending
policy. The list of issues is not exhaustive, not all points will be relevant to all societies
and societies may wish to combine some of the subjects within sections of their policy.

Contents of policy

..............................................................................................................

The introduction section should include:

(1) background to the society's approach to the management of credit risk,
including its high-level lending strategy and its risk appetite expressed in a
clear and numeric way that can be easily understood by all staff;

(2) ratification process for obtaining board approval, including amendments to
the policy statement as well as complete revisions; and

(3) arrangements for, and frequency of, review (which should be conducted at
least on an annual basis).

The objectives of the policy should cross-refer to the society's general statement of risk
appetite (as set out in its [CAAP for Pillar 2 capital adequacy purposes), and should
set out the society's general philosophical approach to lending.

The policy should set out the society's business and operational characteristics,
including:

(1) board controls and organisational structure/reporting lines;

(2) high level framework for ensuring compliance with MCOB and other
regulatory requirements;

(3) delegation process and authorities;

(4) new product development process and approved sources of new lending
business;

(5) marketing and administration controls; and

(6) processes for ensuring compliance with policy (including arrangements for
internal audit review etc).
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2.4.6

[G] | The risk management section should include a description of:

(1)
(2)

(3)

(11)

the risk management structure and reporting lines;
controls over underwriting quality and adherence to delegated limits;

how risks associated with untypical cash flow characteristics (including interest
roll-up and payment holidays) are to be managed;

training and competence requirements for underwriters and mortgage sales staff;

the process for developing internal risk scoring systems and procedures for risk
categorisation including monitoring of manual overrides;

large exposure limits for connected counterparties, by loan and borrower type;
exposure limits for individual portfolios, including BTL portfolios;

concentration risk exposure limits by product type, borrower type, security
type, introducer and geographical area (expressed both in terms of the overall
lending book and as a proportion of new lending in a given period);

limits on the acquisition of individual loans or portfolios of loans, either by way
of sub-participation or syndication;

the processes for ensuring how the success of risk management is to be assessed
and potential lessons captured and used to amend underwriting policy as
necessary; and

the management information to be reported to the board.

[G] | The lending permitted section should include details of the lending which the society

intends to undertake by borrower and property/security type and origination source,
including (as applicable):

prime residential mortgage lending to individuals;
near/sub-prime residential mortgage lending to individuals;
buy-to-let mortgage lending to individuals and corporate bodies;
shared-ownership residential lending to individuals;
second-charge residential lending to individuals;

lifetime mortgage lending to individuals;

home reversion plans for individuals;

commercial mortgages for owner-occupiers;

commercial mortgages for investors (both individuals and corporate bodies);
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2.4.7 [G]

2.4.8 [G]

2.4.9 [G]

commercial property development loans, both on residential and commercial
real estate;

lending to registered social landlords; and

unsecured lending to individuals (by way of personal loan, overdraft, credit
card or otherwise).

The policy should also set out the acceptable types of security, including:

(1)

which types of security are acceptable (title, tenure, construction, location
etc);

the maximum original loan to value ratio permitted for each lending type;

requirements for additional security such as guarantees, charges over other
assets, life cover, accident/sickness/unemployment cover or for additional
credit insurance (mortgage indemnity guarantee or similar) (including
procedures for checking that such cover can be relied upon and is effective
and checking the credit worthiness of the provider);

requirements for buildings insurance cover; and

arrangements for obtaining a reliable security valuation (including procedures
for appointing valuers, use of automated valuation models).

The underwriting requirements for each type of loan should be specified in the policy,

including:

(1)

(6)

minimum required levels of income (or rent) to confirm affordability of the
loan for the borrower (including at higher rates of interest);

information requirements for verifying stated income/outgoings levels (for
both individuals and corporate borrowers);

credit checks, credit scoring requirements, manual override flexibility
arrangements;

requirements for face-to-face interviews, site visits, use of specialist advisers;

evidential requirements to establish the previous track record of the borrower;
and

any requirements for third party references.

The policy should set out the basis for pricing new lending, including;:

(1)

(2)

the required hurdle rate of return for new lending products;

requirements for adjusting pricing to reflect risk;
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(3) the approach to setting fees, routine charges and early repayment charges, etc;
and

(4) the methodology for setting and collecting early repayment charges.

2.4.10 @ The policy should be consistent with the provisions relating to conduct of business that
apply to the society under the Handbook and the general law, including those in MCOB
and the Unfair Terms Regulations.

Lending approach

2.4.11 @ Having developed its lending policy statement, each society will be able to classify itself
against one of the approaches set out in the table in Bl BSOCS 2.5.1G and assess its lending
types and lending limits against the guidance in B BSOCS 2.6.1 G .
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2.5 Lending risk management structures

The table in B BSOCS 2.5.2 G describes the type of controls that the management of
societies should put in place (and where appropriate clearly document within their
lending policy documentation) in each of the three lending models to manage lending
risk.

This table belongs to M BSOCS 2.5.1G . It sets out guidance on credit risk management
processes and procedures in accordance with the three lending approaches referred to
in M BSOCS 1.1.2 G and dealt with in detail at MIBSOCS 1.11 to M 1.14 . It shows the criteria
which societies should use in assessing the controls over their lending book, as detailed
in M BSOCS 1.15. It is designed to draw management and supervisory attention to areas
of a society's credit risk management which are different from the PRA's general

expectation for societies on their respective lending approach. Societies should expect
their supervisors to focus in greater detail on those areas of difference, to identify

whether business risks and controls are aligned and if not to develop plans to address
the mis-alignment. As such, these expectations should not be interpreted as hard limits
but as input into establishing appropriate policies and the basis for supervisory dialogue

Limited Mitigated

Traditional

Asset characteristics Mainly restricted to

A minimum of 50% Exposures to non-tra-
of total loan assets to ditional lending al-
comprise high quality lowed up to statutory
lending to individuals, maxima but con-
secured on residential trolled through:

- high level high quality lending
to individuals, se-

cured on residential
property for owner-

e Structure of board-

occupation purposes:
e LTV <=80% or
with external insur-
ance cover on higher
LTV exposures or
other recognised col-
lateral

* Fully underwritten
» Restricted afford-
ability criteria

property for owner-
occupation purposes:
e LTV <=80% or
with external insur-
ance cover on higher
LTV exposures or
other recognised col-
lateral

* Fully underwritten
* Restricted afford-
ability criteria

Other lending con-
trolled through struc-
ture of board-ap-
proved limits set at
levels comfortably

approved limits (sub-
ject to PRA agree-
ment)

* Credit risk mitiga-
tion
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within statutory maxi-
ma.

Lending policy state- Approved by board and reviewed at least annually

ment

Pricing model

Risk appetite state-
ment

Risk management
structure

Loan exposure restric-
tions

Underwriting

Board to set clear hurdle return on new lending
and articulate this through key operational plans

Clear delegated responsibility for monitoring
actual return achieved v hurdle on regular peri-

odic basis

Approved by board at
least annually

Reviewed to consider
continued applicability
at least semi-annually

If no dedicated risk
management function,
CEO/FD will fulfil this
role

Lending policy re-
stricts exposure to
connected counterpar-
ties to <= 10% of capi-
tal resources

Cases fully underwrit-
ten on an individual
basis

Limited delegation un-
der mandates

Board to approve all
loans where aggregate
exposure to borrower
and/or connected
clients => 2.5% of
capital resources

Approved by board at
least annually

Reviewed to consider
continued applicability
quarterly

Risk management
function (fully indepen-
dent of lending and
sales functions) report-
ing direct to CEO

Lending policy re-
stricts exposure to
connected counterpar-
ties absolutely to <=
15% of capital re-
sources

Independent underwrit-
ing function

Cases underwritten in-
dividually or systemat-
ically credit scored

Hierarchy of fully dele-
gated mandates (with
exception reporting to
senior management)

Appropriate specialist
expertise for all cate-
gories of non-residen-
tial lending

May use specialist an-
ti-fraud systems

Board or appropriate
committee to set clear
hurdle return required
on loan book as mini-
mum approach - use of
economic capital and
risk-based return mod-
elling encouraged

Approved by board or
credit risk committee
(or similar) at least an-
nually

Reviewed to consider
continued applicability
at least quarterly

Head of Risk function
(senior executive) sup-
ported by risk manage-
ment team, reporting
to credit risk commit-
tee (or similar)

Lending policy does
not restrict exposures
within statutory or reg-
ulatory limits

Independent underwrit-
ing function

Cases systematically
credit scored (with
manual over-ride
where appropriate)

Hierarchy of fully dele-
gated mandates

PD/LGD modelling
Portfolio underwriting
Appropriate specialist
expertise for all cate-

gories of non-residen-
tial lending
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Risk mitigation

Valuations

Segregation of duty
between:

Underwriting function
and mortgage sales
function (providing
"four-eyes" check
over lending)

Underwriting function
and the lending re-
view/audit/ compli-
ance functions which
check

(1) compliance with
underwriting and
fraud policy and legis-
lation; and

(2) lending/ under-
writing quality (by re-
view of M1, live fraud
cases, bad debt cases
etc).

Stress testing

Risks mitigated by
combination of:

* conservative LTV
or external insurance
on exposures > 80%
LTV

+ other recognised
collateral

* restricted afford-
ability criteria

Undertaken by inde-
pendent valuer

AVMs within parame-

ters recorded in policy

statement

Segregation at execu-
tive manager level

Segregation at execu-
tive manager level

Simple stress testing
(changes in security
values based on appro-
priate HPI move-
ments) undertaken on
annual basis, or more
frequently if market
conditions warrant

Risks mitigated by
combination of:

e conservative LTV
or external insurance
on exposures > 80%
LTV

» other recognised
collateral

» stop-loss/excess of
loss insurance

Undertaken by exter-
nal or staff valuer

AVMs within parame-
ters recorded in policy
statement

Segregation at an op-
erational level

Segregation at an op-
erational level

Stress testing and sce-
nario analysis (at lev-
el of individual asset
pools) on semi-annual
basis

Use specialist anti-
fraud systems

Risks mitigated by
combination of:

 external insurance
(where used)
 other recognised
collateral

» stop-loss/excess of
loss insurance (or
similar) at pool or
portfolio level
 credit default
swaps

* loan book sales

Undertaken by exter-
nal or staff valuer

AVMs within parame-
ters recorded in policy
statement

Full segregation

Full segregation

Econometric analysis
and full stress test-
ing/scenario analysis
on at least quarterly
basis
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Traditional Limited Mitigated

In this table: Other recognised collateral = charge over ac-
ceptable assets, 3rd party guarantees etc

AVMs = automated valuation models !

HPI = house price index

LTV = loan to value
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2.6.1 [G]

2.6 Lending types and lending limits

Given the lending risk management controls and processes set out in the table at
M BSOCS 2.5.2 G, the lending limits which societies following one of the three lending
models have in their lending policy should resemble the table in B BSOCS 2.6.3 G.

If a society plans to become exposed to mortgages of sub-types not covered in the table
in B BSOCS 2.6.3 G , they should speak to their supervisor before entering the market,
and again if their exposure reaches an agreed threshold to be set by the supervisor
based on the perceived risk characteristics of the sub-type.

This table belongs to MBSOCS 2.6.1 G . It sets out the criteria which societies should use
in assessing the controls over their lending book, as detailed in B BSOCS 1.15. It is
designed to draw management and supervisory attention to areas of a society's business
model which are different from the PRA's general expectation for societies on their
lending approach. Societies should expect their supervisors to focus in greater detail
on those areas of difference, to identify whether business risks and controls are aligned
and if not to develop plans to address the mis-alignment. As such, these expectations
should not be interpreted as hard limits but as input into establishing appropriate
policies and the basis for supervisory dialogue.

Lending Normal loan to value at  Asset limits
types origination and other limits

applying

as % to- as lend-
talloan ing in
book rolling

12
month
period

Tradition- Prime own- <=80% LTV, or>80% to 95% LTV Min 85% Min 80%
al er-occupier with external insurance

> 80% to <=90% LTV without ex- Max 7.5% Max 10%
ternal insurance

Prime Buy <=70% LTV (min rental cover Max 15% Max 20%
to Let 130%, calculated assuming no void
periods)

Shared <= 90% of share purchased by bor- Max 10% Max 15%
ownership rower
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Lending Normal loan to value at Asset limits
types origination and other limits

applying

as % to-  as lend-
tal loan ing in

book rolling 12
mont
period

Social Land- <= 80% Max 7.5% Max 7.5%
lords
Commer- <=50% Max 5% Max 10%
cial/FSOL
Limited  Prime own- In total Min 65% Min 55%
er-occupier
of which:

<=80% LTV, or >80% to 100% LTV Min 55% Min 40%
with external insurance

> 80% to <=95% LTV without exter- Max 10% Max 15%
nal insurance

Prime Buy- In total (min rental cover 125%, calcu- Max 25%
to-Let lated assuming no void periods)

Of which no lending > 80% LTV and

LTV between 60% and 80% Max 20% Max 20%
Impaired  <=70% Max 10% Max 10%
credit histo-
ry (all
types)

Lifetime <=25% (min age of youngest appli- Max 10% Max 15%
mortgages cant => 65)

Shared own- <=95% of share purchased by borrow- Max 15% Max 20%

ership er
Social Land- <= 80% Max 15% Max 15%
lords
Commer- <=60% Max 10% Max 15%
cial/FSOL
Non-ster-  Only permitted where borrower also Max 5% Max 5%
ling mort-  has income in relevant currency
gages

Mitigated Any lending permitted subject to statutory constraints and to lending policy set by
management.

In this table:
PAGE

FSOL = fully secured on land

Shared ownership = part-owned by the occupier and part by a social housing provider. This
does not include shared equity arrangements where the society takes part of the equity interest.
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Lending Normal loan to value at  Asset limits
types origination and other limits

applying

as % to- as lend-

tal loan ingin

book rolling
12
month
period

LTV is based at loan to value at origination and should be calculated after taking into account
any alternative recognised collateral.
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BSOCS 3 : Treasury investments and

liquidity risk management

Section 3.1 : Introduction

3.1.2 [G]

3.1 Introduction

This chapter sets out the PRA's guidance specific to societies on management
of their treasury investments, using the five approaches to financial risk
management set out in M BSOCS 1 in order to enable them to comply with
M BIPRU 12, ll GENPRU 1.2 and B SYSC 4 to B SYSC 7.

The chapter outlines factors the PRA will consider when assessing the
adequacy of a society's treasury investment risk management. A list of the
types of asset suitable for inclusion as treasury investments for societies on
each of the five levels of financial risk management capability is set out in

the table at ll BSOCS 3.3.12 G.

Treasury investments may be held for a variety of purposes which broadly fall into
three categories:

(1)

(2)

(3)

assets held for inclusion in a society's liquid assets buffer as required by
M BIPRU 12.7;

other assets held operationally for matching and cash flow management
purposes; and

assets which management have decided to hold in order to generate income.

The guidance in this sourcebook relating to treasury investments applies to all treasury
investments, regardless of the reason for which they are held.
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BSOCS 3 : Treasury investments and
liquidity risk management

3.2 Board and management responsibilities over
treasury activities

Degree of risk

B BSOCS 5 (Financial risk management) refers to the potential risks to societies of treasury
activities. In particular, the size and complexity of some transactions can make them
vulnerable to losses, and the impact of losses on individual transactions in the treasury
area can be significant and immediate. Boards have ultimate responsibility for deciding
the degree of risk taken by their societies, including all categories of treasury assets and
risks arising from the management of treasury activities.

A society specialises in long-term mortgage lending which is financed mainly by liabilities
which are contractually short-term. This feature of societies' business creates maturity
mismatches which can give rise to cash flow imbalances. To ensure that it can meet its
obligations as they fall due, a society is required to hold an adequate liquid assets buffer
of the kind described in Bl BIPRU 12.7.

In addition to cash flow mismatches which occur over time, societies can face intra-day
mismatches, as outflows may precede inflows. Societies should ensure that they manage
this risk in full compliance with the intra-day liquidity management provisions of

M BIPRU 12.3.17 R to l BIPRU 12.3.21 E.

Liquidity policy statements

(1)  Societies should have a liquidity policy statement, which, among other things,
includes the strategies, policies, processes and systems to manage liquidity risk,
and the liquidity risk tolerance, required by BIPRU. Rules and guidance in
relation to the responsibilities placed on a society's governing body to approve
these strategies, policies, processes and systems and to establish and document
a liquidity risk tolerance are set out in M BIPRU 12.3.8 R to B BIPRU 12.3.13 G. The
liquidity policy should be approved by the society's board and be consistent
with the society's strategic plan and its financial risk management policy
statement. Societies should also have regard to the rules and guidance in
B GENPRU 1.2, and B SYSC 4 to H SYSC 7.

(2)  Where a society chooses to hold treasury investments other than for the purposes
of its M BIPRU 12 liquid assets buffer, then the society's liquidity policy statement
should include all such investments.

Liquidity policy statements should set out the board's objectives for liquidity risk
management, the limits within which liquidity should be maintained, the range of treasury
investments in which the society can invest and conditions under which authority is
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exercised. The document should establish the framework for operating limits and high
level controls, and should set out the board's policy on credit assessment, ratings and
exposure limits. Further guidance on the content of liquidity policy statements is set

out in M BSOCS 3.3.

A liquidity policy statement should be a working document and personnel in the
treasury and settlement areas should be familiar with its contents, as should members
of ALCO and/or the Finance Committee. When aspects of the policy or limits change,
the policy document should be amended as frequently as necessary. The board should
agree all substantive changes.

Boards should establish the objectives for liquidity risk management, including meeting
obligations as they fall due (including any unexpected adverse cash flow), smoothing
out the effect of maturity mismatches and the maintenance of public confidence. The
need to earn a return on treasury investments may also be recognised as an objective,
although this should be secondary to the security of the assets. Societies should also
have regard to the rules and guidance in B BIPRU 12.

If a society enters into a formal arrangement with a broker where securities are delivered
to and from the broker and a customer agreement between the broker and the society
is completed, the society should differentiate between advice and discretionary fund
management. If the society has entered into an agreement involving the provision of
advice, it should ensure that no transaction is undertaken without its prior consent.
As with discretionary fund management, societies should make certain that all
transactions are within the terms of its liquidity policy statement.

Guidance on the content of a liquidity policy statement is set out in MBSOCS 3.3. Societies
may, for convenience, wish to combine their liquidity policy statement with
documentation required to satisfy the provisions of Bl BIPRU 12.4 relating to contingency
funding plans. If they do so, societies need to be clear how any combined document
meets the separate requirements.
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3.3 Liquidity policy statement

This section provides guidance on the issues which should be addressed in a liquidity
policy statement. The list of issues is not exhaustive and not all points will be relevant to
all societies.

The introduction section should include:
(1) background to the society's approach to liquidity risk management;

(2) the ratification process for obtaining board approval, including amendments
to the policy statement as well as complete revisions; and

(3) arrangements for, and frequency of, review (which should be conducted at least
on an annual basis).

The objectives section should set out whether the PRA has granted the society a simplified
ILAS waiver of the kind described in B BIPRU 12.6 . A simplified ILAS BIPRU firm should
still have a full liquidity policy statement.

The operational characteristics section should set out the society's business and operational
characteristics, which impact on the amount and composition of liquidity and treasury
investments, and the intended range for liquidity and liquidity net of mortgage
commitments as a percentage of SDL.

The risk management section should include:

(1) exposure policies, including controls and limits as appropriate, for countries,
sectors and counterparties, including exposure to brokers;

(2) the policy adopted for the use of credit ratings, stating the minimum quality
acceptable and procedures for ensuring credit ratings are up to date, together
with other information such as market intelligence which should also be reviewed
when considering how to make treasury investments;

(3) the policy of assessment to be adopted towards sectors that are non-rated;

(4) operational and settlement risk, including: framework of board authorisation,
delegations and operating limits (including, inter alia, dealer limits, transaction
and day limits); deal authorisation, confirmation checking, segregation of duties;
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(5) the policy in regard to use of repo and reverse repo facilities and the potential
encumbrance of treasury investments held;

(6) procedures and criteria for exceptional overrides in relation to dealing,
operational rules, limits and authorisation; and

(7) the policy for liquidity risk management information and reporting to the

board.

The maturity structure section should include the policy for maturity mismatch and a
"maturity ladder" of treasury investments. This should give a clear view of the maturity
pattern of treasury investments to be followed, showing the maximum proportions to
mature within each time band. In relation to a society which is a simplified ILAS
BIPRU firm, there should be a clear policy with regard to managing the peak cumulative
wholesale net cash outflow over the next 3 months in order that an adequate liquid
assets buffer is maintained.

The categories of assets and activities section should set out the society's policy for
the following:

(1) assets held in the liquid assets buffer;

(2) inter-society and local authority deposits;

(3) repolreverse repo (both gilt-edged stock and non-gilt-edged securities);
(4) stock lending;

(5) mortgage backed securities (including, where applicable, US) mortgage
backed securities and covered bonds;

(6) foreign currency securities and the handling of foreign currency exposures
(for those on the extended, comprehensive or trading approaches);

(7) commercial paper;
(8) bank deposits, certificates of deposit and other bank securities; and

(9) collateral eligible for use in the Bank of England's open market operations
and discount window facility.

The society's policy for membership and use of any clearing system or depository
should be set out clearly, including a section dealing with authorisation and operational
controls.

Liquidity implications and the role of standby facilities should be included in the policy
statement.

The role of external professional advisers should be clearly stated, where applicable.
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Section 3.3 : Liquidity policy statement

3.3.11 [G]

Custody arrangements should be clearly set out. If the arrangement is to use services

provided by a broker then a society should ensure that it retains legal ownership of the

investments.

3.3.12 [G]

This table belongs to M BSOCS 3.1.1 G and sets out the criteria which societies should use

in developing the review of financial risk management, as detailed in B BSOCS 1.15. It is

TREASURY INVESTMENTS
ADMINISTERED APPROACH
TREASURY INVEST- Bank of England reserve ac- No max
MENTS count
Call deposits: bank No max
Term deposits: bank (includes Max 15% SDL
CDs)
Term deposits: societies Max 10% SDL
Term deposits: Local Authori- Max 10% SDL
ties/Regional Gvt
Gilts <3 years No max
Treasury bills No max
Designated money market No max
funds
Qualifying money market funds No max
Bank of England CAPACI- Reserve account
TY
Standing deposit facility (if eligible)
MINIMUM LIQUIDITY Simplified buffer requirement
LIMITS
CURRENCY Sterling only
MATCHED APPROACH
TREASURY INVEST- Bank of England Reserve ac- No max
MENTS count

Call deposits: bank No max

Term deposits: bank (includes Max 15% SDL
CDs)

Term deposits: societies Max 10% SDL

Term deposits: Local Authori- Max 10% SDL

ties/Regional Gvt
Gilts <5 years No max

Treasury bills No max

designed to draw management and supervisory attention to areas of a society's business
model which are different from the PRA's general expectation for societies on their
respective treasury management approach. Societies should expect their supervisors to
focus in greater detail on those areas of difference, to identify whether business risks and
controls are aligned and if not to develop plans to address the mis-alignment. As such,
these expectations should not be interpreted as hard limits but as input into establishing
appropriate policies and the basis for supervisory dialogue.
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Section 3.3 : Liquidity policy statement

Bank of England CAPACI-
TY

MINIMUM LIQUIDITY
LIMITS

CURRENCY

TREASURY INVEST-
MENTS

Bank of England CAPACI-
TY

MINIMUM LIQUIDITY
LIMITS

CURRENCY

Designated money market ~ No max
funds
Qualifying money market No max
funds

Reverse repo (Gilts only, after Up to limits above
agreement with supervisor)

Reserve account

Standing deposit facility (if eligible)
Simplified buffer requirement

Sterling only

EXTENDED APPROACH

Bank of England Reserve ac- No max

count
No max

Max 15% SDL

Call deposits: banks

Term deposits: banks (in-
cludes CDs)

Term deposits: societies

Term deposits: Local Author-
ities/Regional Gvt

Gilts <5 years
Gilts >5 years
Supranational Bonds <5 years
Treasury bills

FRNs, MTNss or fixed rate
bonds <5 years

UK RMBS (senior securitised
position only)

UK covered bonds (CRD
compliant only)

Designated money market
funds

Qualifying money market
funds

Reverse repo

Reserve account

Standing deposit facility

Max 10% SDL
Max 10% SDL

No max
Max 5% SDL
Max 5% SDL
No max

Max 5% SDL

Max 5% SDL

Max 5% SDL

No max

No max

Up to limits above
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OMO counterparty (optional, subject to BoE acceptance)

Simplified buffer requirement or individual liquidity guidance
if a standard ILAS BIPRU firm

No less than 99.5% of total balance sheet assets and liabilities
denominated in Sterling, US$ or € (whether on simplified
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buffer requirement or individual liquidity guidance if a standard
ILAS BIPRU firm)

COMPREHENSIVE and TRADING APPROACHES

TREASURY INVEST- Self-defined list based on mar- Own defined limits
MENTS ket depth and marketability

(subject to satisfying the re-

quirements of BIPRU 12)

Bank of England CAPACI- Reserve account
TY

Standing deposit facility

OMO counterparty (subject to BoE acceptance)

MINIMUM LIQUIDITY individual liquidity guidance
LIMITS

CURRENCY Any traded currency

In this table:

CDs = certificates of deposit

FRN = floating rate note issued by bank or building society
ILAS = individual liquidity adequacy standards

MTNs = medium term notes

OMO = open market operations

RMBS = residential mortgage backed securities

Treasury Investments - all treasury investments including those held within the liquid assets
buffer as required by BIPRU 12.7

In relation to minimum liquidity limits, a society that is a simplified ILAS BIPRU firm should
note that the simplified ILAS approach does not relieve a simplified ILAS BIPRU firm from the
obligation to hold liquidity resources which are adequate for the purpose of meeting the overall
liquidity adequacy rule or from the obligation in BIPRU 12.3.4 R to assess and maintain on an
ongoing basis the adequacy of its liquidity resources.
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BSOCS 4 : Funding

Section 4.1 : Funding risks

4.1 Funding risks

Societies' core business, financing long-term residential mortgages with short-term
personal savings, necessarily involves a high degree of maturity transformation, and
this constitutes a major financial risk that all societies need to manage.

Wholesale markets may provide funding at a more definitive maturity than deposit
funding, but may concentrate the refinancing risks societies face. Exposure to
re-financing risk needs careful management, and an awareness of the risk of
over-reliance on an assumption of continued access to the wholesale market.

The particular constitution of societies means that the scale of deposit funding has a
significant impact on the position of investor members. The public perceives society
share accounts to be as secure as (or even more secure than) bank deposits although
they hold a subordinated creditor rank. A society which gears itself up significantly

with wholesale funds thereby dilutes the security of its members, whilst at the same

time increasing its refinancing and liquidity risks.

To access the wholesale markets some societies have been credit-rated by external
agencies. Obtaining such a rating exposes the society to the danger of a change in
market view of the sector or the society, and the process of obtaining and continuing
management of the rating needs careful consideration and monitoring. The PRA would
not expect societies on the Administered or Matched approaches to have external
ratings, and would expect societies on the extended approach, if they have external
ratings at all, to confine them to covered bond issues only.
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BSOCS 4 : Funding Section 4.2 : Wholesale maturity structure for a

society which is a simplified ILAS BIPRU firm

4.2.3

4.2 Wholesale maturity structure for a society
which is a simplified ILAS BIPRU firm

(G| | For simplified ILAS BIPRU firms M BIPRU 12.6.10 R sets out how they should calculate the
wholesale net cash outflow component of their simplified buffer requirement.

[G] | Whilst a society which is a simplified ILAS BIPRU firm may choose to fund lending
activities with wholesale funding of duration greater than three months, such funding will
still influence the peak cumulative wholesale cash outflow position (and thus the simplified
buffer requirement) when it is within three months from maturity. Societies using wholesale
funding should therefore manage their wholesale maturity profile so that it does not cause
excessive volatility to their liquid assets buffer.

[G] | To achieve this, a society which is a simplified ILAS BIPRU firm should ensure that its
maturity profile of wholesale funding, net of any maturing treasury assets held to redeem

the funding, resembles the respective profiles in B BSOCS 4.5.1G.
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4.3 Funding limits
4.3.1 @ (1)  Whilst the section 7 funding limit is expressed as a minimum of 50% share
account funding, societies should, for prudential monitoring purposes, draw

up a funding policy which incorporates an internal policy limit based on a
maximum level of funds raised by means other than the issue of shares (i.e.
an inversion of the "nature limit"). In order to avoid any possibility of an
inadvertent breach of the 1986 Act, these internal policy limits should be
set at levels below the 50% statutory maximum.

(2) Similarly, one of the conditions in B BIPRU 12.6 to be satisfied by a firm for
it to be eligible for a simplified ILAS waiver is that a minimum percentage
of the firm's total liabilities are accounted for by retail deposits. The funding
policy drawn up by a simplified ILAS BIPRU firm should include an internal
policy limit referring to a maximum percentage of the firm's total liabilities
accounted for by liabilities other than retail deposits (i.e. an inversion of the
condition in M BIPRU 12.6). This maximum percentage should be set at a level
below that necessary to satisfy the conditions in l BIPRU 12.6.

4.3.2 [G] (1) In setting funding limits, the board should consider all funding requirements
over the period of their society's current corporate plan, and avoid setting
limits at levels where usage is either unplanned or highly unlikely.

(2) Wholesale funding can be divided into three broad types originating from
different sources: offshore/overseas retail deposits up-streamed to the society,
deposits from non-financial / non-individuals and wholesale funding from
the financial markets.

(3) Boards should set policy sub-limits for each of these sources as well as an
overall limit (e.g. a society might set an overall deposit liabilities limit of
30%, with sub-limits of 25% for wholesale deposit funding and 10% for
offshore/overseas funding, the total of the sub-limits exceeding the overall
limit only on the basis that both could not be used to their full extent
simultaneously or to the extent that some of the funding is both wholesale
and offshore/overseas).
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BSOCS 4 : Funding Section 4.4 : Repurchase (repo) transactions
(including reverse repo)

4.4 Repurchase (repo) transactions (including
reverse repo)

A
4.4.1 @ The PRA would expect that societies adopting the extended, comprehensive or trading .
approaches to treasury management are likely to have the systems and capabilities to

transact repo business. The PRA would expect that their boards would obtain full legal
advice before agreeing counterparty documentation.

4.4.2 @ Whilst societies on the matched treasury risk management approach may have appropriate
treasury risk management controls and procedures to undertake repo transactions, they
should discuss any such plans with their supervisor before undertaking those transactions.
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Section 4.5 : Funding risk management table

4.5 Funding risk management table

This table sets out guidance for wholesale funding in accordance with the five
approaches (see B BSOCS 1.1.2G). It shows the criteria which societies should use in
developing the review of financial risk management, as detailed in B BSOCS 1.15. It is
designed to draw management and supervisory attention to areas of a society's business
model which are different from the PRA's general expectation for societies on their
respective treasury management approach. Societies should expect their supervisors
to focus in greater detail on those areas of difference, to identify whether business risks
and controls are aligned and if not to develop plans to address the mis-alignment. As
such, these expectations should not be interpreted as hard limits but as input into
establishing appropriate policies and the basis for supervisory dialogue.

WHOLESALE FUNDING FROM FINANCIAL MARKETS

ADMINISTERED APPROACH
WHOLESALE FUNDING Total Wholesale Max 10% SDL
FROM FINANCIAL MAR- . 0
KETS - OVERALL & SEC- Any single sector source Max 5% SDL
TORAL LIMITS
MATURITY STRUCTURE < 3 mths Max 5% SDL
OF WHOLESALE NET o
CASH OUTFLOW FROM < 12 mths Max 10% SDL
FINANCIAL MARKETS

FUNDING INSTRUMENTS Term deposits and facilities
EXTERNAL RATINGS No

Bank of England CAPACI- Standing lending facility (if eligible) Discount window (if
TY eligible)

CURRENCY Sterling only

MATCHED APPROACH

WHOLESALE FUNDING Total Wholesale Max 15% SDL
FROM FINANCIAL MAR-
KETS-OVERALL & SEC-
TORAL LIMITS

MATURITY STRUCTURE < 3 mths Max 5% SDL
OF WHOLESALE NET i
CASH OUTFLOW FROM ~ 2 mths Max 10% SDL
FINANCIAL MARKETS

Any single sector source Max 7.5% SDL
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FUNDING INSTRUMENTS Term deposits and facilities

Repo (after agreement with supervisor)
EXTERNAL RATINGS No
Bank of England CAPACITY Standing lending facility (if eligible)

Discount window facility (if eligible)

OMO counterparty (optional, subject to BoE acceptance)
CURRENCY Sterling only

EXTENDED APPROACH

WHOLESALE FUNDING
FROM FINANCIAL MAR-
KETS - OVERALL & SEC-
TORAL LIMITS

For societies wishing to oper- Total Wholesale See conditions in BIPRU 12.6
ate the simplified ILAS ap-

proach Any single sector source Max 7.5% SDL

For standard ILAS BIPRU Total wholesale and sector limits as agreed individually
firms

MATURITY STRUCTURE
OF WHOLESALE NET
CASH OUTFLOW FROM
FINANCIAL MARKETS

For societies wishing to oper- < 3 mths Max 5% SDL
ate the simplified ILAS ap- <12 mths Max 15% SDL

proach
<2 years Max 20% SDL

For standard ILAS BIPRU As agreed individually
firms

FUNDING INSTRUMENTS Term deposits and facilities
CDs
FRNs
Fixed rate bonds
Covered bonds
Securitisations

CP

PAGE
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Section 4.5 : Funding risk management table

Bank of England CAPACI-
TY

CURRENCY

Standing lending facility
Discount window facility

OMO counterparty (optional, subject to BoE acceptance)

No less than 99.5% of total balance sheet assets and liabilities
denominated in Sterling, US$ or €

COMPREHENSIVE APPROACH

W/SALE FUNDING FROM
FINANCIAL MARKETS -
OVERALL & SECTORAL
LIMITS

MATURITY STRUCTURE
OF WHOLESALE NET
CASH OUTFLOW FROM
FINANCIAL MARKETS

FUNDING INSTRUMENTS

EXTERNAL RATINGS

Bank of England CAPACI-
TY

CURRENCY

WHOLESALE FUNDING
FROM FINANCIAL MAR-
KETS-OVERALL & SEC-
TORAL LIMITS

MATURITY STRUCTURE
OF WHOLESALE NET
CASH OUTFLOW FROM
FINANCIAL MARKETS

Total wholesale and sector limits as agreed individually

As agreed individually

Term deposits and facilities
CDs

FRNs

Fixed rate bonds

Covered bonds
Securitisations

CP

Repo
Yes

Standing lending facility
Discount window facility

OMO counterparty (subject to BoE acceptance)

Any traded currency

TRADING APPROACH

Total wholesale and sector limits as agreed individually

As agreed individually
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FUNDING INSTRUMENTS Bank loans

B Soc loans

LA loans

CDs

FRNs

Fixed rate bonds

Covered bonds

Securitisations
CP

Repo
EXTERNAL RATINGS Yes
Bank of England CAPACITY Standing lending facility

Discount window facility

OMO counterparty (subject to BoE acceptance)
CURRENCY Any traded currency

In this and subsequent tables:

CDs = certificates of deposit

CPs = commercial paper

FRNs = floating rate notes

ILAS = individual liquidity adequacy standards

LA loans = local authority loans

B Release 136 @ April 2013



BSOCS 4 : Funding

Section 4.5 : Funding risk management table

B Release 136 @ April 2013

PAGE
10



Building Societies sourcebook

Chapter 5

Financial risk
management

B Release 136 @ April 2013



BSOCS 5 : Financial risk management Section 5.1 : Introduction

(8]
.
(=Y
.
[N

5.1.2 [G]

o
N
w

w
=
>

5.1 Introduction

This chapter contains guidance for societies on financial risk management which
supplements the high level requirement in SYSC.

As part of the implementation of the Capital Adequacy Directive (CAD), the Banking
Consolidation Directive (BCD) and the Markets in Financial Instruments Directive
(MIFID), provisions relating to a society's organisational and risk systems and controls
have been introduced in B SYSC 4 to B SYSC 7. The guidance in this chapter generally
explains the application of the high level requirements in B SYSC 4 to B SYSC 7 (even
if there may not be a specific cross reference) in the context of financial risk
management.

Rules and guidance on interest rate risk in the banking book are contained in l BIPRU 2.3
. Under these requirements a society should evaluate the effect of a standard interest
rate shock specified by the PRA in that chapter. The result should be taken account
of in the ICAAP.

Societies with a trading book will also be subject to a market risk capital requirement
calculated in accordance with B BIPRU 7. This is unlikely to be applicable to any societies
apart from those on the "Trading" approach: see Bl BSOCS 1.10. A society with foreign
currency exposures will however be subject to the foreign exchange capital requirements
in M BIPRU 7 whether or not it has a trading book.
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5.2 General

Systems for controlling and managing financial risks

5.2.1 @ In meeting the requirements of B SYSC4.1.1 R and B SYSC 7.1.2 R in the context of financial
risk management, a society should have an adequate system for managing and containing
financial risks to the net worth of its business, and risks to its net income, whether arising
from fluctuations in interest or exchange rates or from other factors.

Systems for controlling index-related risks

5.2.2 [G]| The arrangements, processes, and mechanisms required in B SYSC 7.1.3 R should include
systems and procedures for identifying, monitoring and controlling all material maturity
mismatch, interest rate, base rate, foreign exchange and similar (e.g. index-related) risks,
and for reporting exposures to senior management and the board of the society on a

regular, and timely, basis. Societies should also have interest margin management systems
in place to estimate the expected profitability of new mortgage and savings products, and
to project forward the cumulative effect of mortgage incentives and loyalty schemes.

Credit limits for counterparties

..................................................................................................................

5.2.3 [G] | Societies should have credit limits in place for all counterparties both for making treasury
investments and for transacting derivative contracts (further guidance also in Bl GENPRU 1.2
and M BIPRU 12.4: stress testing and scenario analysis, and contingency funding plans).

Policy statement on financial risk management

..................................................................................................................

5.2.4 @ In meeting the requirements in B SYSC 7.1.4 R in the context of financial risk management,

the board of a society should approve and periodically review a policy statement on
financial risk management.

5.2.5 [G] | The policy statement establishes guidelines for the society's senior managers on the control
of financial risks, including: operational risk; structural risk; funding risk; and counterparty

credit risk (including settlement). These documents should be consistent with the type of
business undertaken by the society and compliant with sections 7 and 9A of the 1986
Act.

PAGE
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Policy statements on strategic framework for treasury operations

5.2.6 @ Policy statements should set out the strategic framework for treasury operations, recording
the rationale for that framework, i.e. why and how treasury activities are expected to
support the society's core business, and the "approach" category being followed, derived,
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where possible, from the results of a financial risk review (either by the society's internal
audit function or using external resources). They should clearly state the conditions
under which authority is delegated to a board sub-committee, or to management, and
should establish the operating limits and high level controls that will maintain exposures
within levels consistent with the policy, and the procedures/controls on the introduction
of new products or activities. Copies of the policy statements should be made available
to, and read by, all personnel involved in treasury operations.

Release 136 @ April 2013

PAGE
A



BSOCS 5 : Financial risk management Section 5.3 : Structural risks

5.3 Structural risks
5.3.1 @ Most societies are susceptible to interest rate exposure arising not only as a result of
changes (or potential changes) in the general level of interest rates or the relationship

between short term and long term rates, but also from divergence of rates for different
balance sheet elements (basis risk), for example, the risk that it may not be possible to
decrease administered savings rates in line with decreases in money market (LIBOR) rates,
resulting in a margin squeeze where lending is LIBOR-based. In this chapter, risks which
arise from the different interest rate or currency characteristics of assets and liabilities,
and from transactions based on other financial reference rates or indices, are referred to
as "structural" risks.
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Section 5.4 : Operational risks

5.4.1 [G]

5.4.2 [G]

5.4 Operational risks

The extension of society activities into more complex forms of funding, liquidity and
off balance sheet instruments has dramatically increased the operational risks involved.
The documentation, accounting treatment and settlement procedures for such
instruments can be highly complex, with significant costs and penalties arising from
operational mistakes. Societies involved in these areas of activity need rigorous
management procedures and control systems to ensure that robust legal documentation
is used, that compliance with market practice is achieved, and that deal recording and
settlement systems are effective (with appropriate contingency arrangements in place).

Key risk categories

..............................................................................................................

The key financial risks which, as envisaged in B BSOCS 5.2.1 G, societies should manage
and control, are:

(1) maturity mismatch, including the risks:

(a) that the society may be unable to refinance term wholesale borrowings
on a rollover date due to general market conditions (which may or may
not be related to the position of the society itself);

(b) associated with the bunching of roll-over dates for wholesale funding
or maturities of term retail funding;

(c) from concentration on a limited number of funding providers, giving
rise to increased dependence particularly on roll-over days; and

(d) arising from the prepayment (early repayment) profile of mortgages,
and those inherent in the early withdrawal characteristics of retail savings
products (i.e. behavioural as opposed to contractual maturity risks);

(2) interest rate risk to a society's earnings (most significantly, to its interest
margin) and to its economic value (the present value of future cashflows)
arising from:

(a) repricing mismatches, e.g. where, in a rising interest rate environment,
liabilities reprice earlier than the assets which they are funding, or, in a
falling rate environment, assets reprice earlier than the liabilities funding
them (in both cases leaving the society with a reduction in future
income); repricing risk is inherent in fixed rate instruments, the market
value of which will change with interest rate movements (e.g. gilts), and
unhedged fixed rate retail products (e.g. unhedged fixed rate mortgages
funded by variable rate liabilities would yield less margin should the
cost of the liabilities increase due to changes in market rates);
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(b) vyield curve risk, where unanticipated changes to the shape or slope of the
yield curve will cause assets and liabilities to reprice relative to each other
- possibly exposing positions which were hedged against a parallel shift in
rates only;

(c) interest basis mismatches, arising from the imperfect correlation of rates
on instruments with similar repricing characteristics, e.g. between LIBOR
rates and mortgage rates (both of which are variable but are subject to
different market forces), or between LIBOR and reference gilt rates, or
between 3 and 12 month LIBOR rates etc. Risk can also arise where the
underlying market rate is the same for matching assets and liabilities, but
the margin paid relative to the offer rate diverges from the margin received
relative to the bid rate;

(d) balance sheet composition, where an increase in the proportion of assets
and liabilities repricing at fixed or variable wholesale market rates implies
a reduced administered rate element in the balance sheet, which will
nevertheless have to bear (at least in the short term) the full brunt of any
rate changes required in order for a society to widen its margins, if necessary
for business or profitability reasons (e.g. in the event of a significant credit
deterioration leading to rising provision levels);

(e) optionality (i.e. explicit/contracted option contracts, such as "caps",
"collars" and "floors", which confer the right, but not the obligation, to
fix an interest rate for an agreed amount and for an agreed period and
embedded/implied options included within products, such as early
withdrawal or redemption entitlements), magnifying the effect of other
interest rate risks: in particular, societies may be subject to implied
optionality in respect of retail savings rates (for which a minimum rate
payable - a "floor" - above 0% may need to be assumed), and from
prepayment of mortgages/pre-withdrawal of deposits (where the customer
may effectively have an "option" which may not be adequately "hedged"
by way of early repayment charges); and

(f)  product pricing, arising particularly where products are not immediately
profitable and where longer term payback is dependent upon the
achievement of specific cost and/or pricing assumptions;

(3) currency risk, arising from the effects of changing exchange rates on unmatched
assets and liabilities denominated in different currencies; and

(4) index-related risk, arising from the effects of movements in an index of financial
assets (e.g. the FTSE 100), or similar reference rate, on unmatched assets or
liabilities paying or receiving a return based on that index/rate.

5.4.3 [G]| Societies' financial risk management policies should also cover:

(1) settlement risk: the risk of losses arising from failure to settle transactions
accurately, or on a timely basis;

(2) counterparty risk: associated with settlement risk, where a counterparty cannot
or will not complete a transaction; and

(3) operational risk in treasury and related activities: including failure of internal
controls or procedures, and the risk arising from errors in legal documentation.

B Release 136 @ April 2013 5.4.3



BSOCS 5 : Financial risk management Section 5.4 : Operational risks

IT security

5.4.4 @ Reliance on computerised dealing, information, treasury management and risk
assessment systems renders societies particularly vulnerable to software or hardware

failure. Boards of societies should:

(1) ensure that treasury IT systems' access, both physical and logical, is subject
to robust security;

(2) exercise strong control over the development and modification of treasury
IT systems; and

(3) involve internal audit in reviewing the development or modification of
treasury IT systems.
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5.5.1

5.5.2

6]

5.5 Risk management systems

The guidance in this section amplifies B SYSC 7.1.2 R and B SYSC 7.1.3 R specifically in the
context of treasury management. A society should have in place information systems that
are capable of:

(1) measuring the level of maturity mismatch and structural risk inherent in its
balance sheet;

(2) assessing the potential impact of interest rate (and, if applicable, currency
exchange rate) changes on its earnings and its economic value (including the
effect of any standard interest rate shock as specified by the PRA in B BIPRU2.3);

(3) reporting accurately, and promptly, on risk positions (to management, to the
board and, if requested, to the PRA) including generating the information
necessary to carry out its [CAAP and reporting the results of stress testing for
interest rate risk in the banking book;

(4) recording accurately, and on a timely basis, all new transactions and/or cashflows
which will affect calculations of structural risk exposures;

(5) managing the settlement timetable and processes for individual treasury
instruments; and

(6) monitoring credit risk and settlement risk positions incurred with individual
and groups of counterparties.

The scale and scope of the risk measurement system employed should reflect the
sophistication of a society's treasury operations, those societies wishing to adopt more

sophisticated approaches requiring more complex techniques to capture different facets
of risk.

Control limits

..................................................................................................................

Control limits confine structural risk positions within levels considered by board and
management to be prudent, given the size, complexity and capital needs of the society's
business. Where applicable, limits should also be applied to individual instrument types,
asset/liability portfolios, and to separate business activities or subsidiary undertakings.
Limits should also cover both the quantum and term/run-off of positions and should take
due account of the extent to which margins are constrained, limiting business flexibility.
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Section 5.5 : Risk management systems

5.5.4 [G]

5.5.5 [G]

5.5.6 [G]

5.5.7 [G]

5.5.8 [G]

The structure of limits should enable the board and management to monitor actual
levels of sensitivity, under different pre-defined market index, interest rate and exchange
rate scenarios, against the policy specified maxima, to ensure that corrective action
can be taken if required.

The number and type of limits which should be applied will depend upon the relative
sophistication of a society's treasury operations, and further guidance on the PRA's
expectations for each policy approach is set out in B BSOCS 1.6 to ll BSOCS 1.10 .

Where limits are set as part of the overall board policy, these should be treated as
absolute. Therefore any limit exceptions should be reported immediately to executive
managers, and the policy should make clear what action is expected of management
in those circumstances (including arrangements for informing the board and the PRA
of the breach). Limits set by management should similarly be subject to clear guidelines
covering the circumstances and periods for which breaches may be permitted (if at all)
and the arrangements for notification of exceptions.

Stress testing

(1) The risk measurement systems put in place should evaluate the impact, on
income or economic value as appropriate, of abnormal market conditions.
The amount and type of the stress testing required will depend upon the
sophistication of treasury operations undertaken, and the level of risk taken,
but where required should be regular and systematic. Within the range of
scenarios tested, it is good practice for the scenario to reflect the events that
would cause the society's business model to fail without any mitigating
management action. Boards and management should, periodically, review
the extent of that stress testing to ensure that any "worst case" scenarios
remain valid. Contingency plans should be in place to deal with the
consequences should those scenarios become reality.

(2)  Rules and guidance on stress testing and scenario analysis are in ll GENPRU 1.2
and M BIPRU 2.2. Material on this subject specifically relating to liguidity risk,
including liquidity contingency funding plans, is in B BIPRU 12.4. Requirements
for stress testing for interest rate risk in the banking book are set out in
M BIPRU 2.3.

Board information reporting

..............................................................................................................

The PRA attaches considerable importance to the quality, timeliness, and frequency
of the management information which the board uses to satisfy itself that treasury
activities are being undertaken in accordance with its policies and guidelines.
Information obtained by the board should include regular and systematic stress testing,
as described above, which should be taken into account when policies and limits are
established or reviewed.
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5.6 Counterparty risk

5.6.1 [G]| Counterparty limits should cover:

(1) full risk exposures (e.g. deposits or marketable instruments);

(2) market risk exposures (e.g. mark to market positive value of swaps, plus
appropriate addition for potential future exposure increases arising from changes
in market rates); and

(3) settlement risk exposures (e.g. currency deals where amounts are paid out before
funds are received).

5.6.2 @ Boards should determine the extent to which authority to set counterparty limits is
delegated to management, but delegation to a single individual should not be permitted.

Personnel with dealing mandates should not be given authority to set new or increased
counterparty limits. No dealings should take place with counterparties which do not have
a pre-approved limit.

5.6.3 @ Limits should be established on the basis of a robust methodology, which should be fully
documented and reviewed regularly. For societies with more active treasury operations,

a separate credit risk committee with responsibility for preparing a credit policy statement
and counterparty list may be appropriate; less active societies may incorporate a section
on credit risk within their liquidity policy statements, with appropriate cross-references
to other policy and procedures statements. In all cases, the counterparty list and individual
limits should be subject to formal credit review at least annually, with interim arrangements
in place to add, amend or remove limits as appropriate.

5.6.4 @ (1) If reliance is placed on sources of information or opinion external to both the
society and the counterparty (e.g. rating agencies), the nature of the source, and

arrangements for ensuring that the information relied upon is kept up to date,
should be made explicit in the credit risk policy document and in procedures
manuals.

(2) Where ratings are reduced (or put on "watch" with "negative implications"),
or where a society becomes aware of information on a counterparty which might

e affect its perceived creditworthiness (whether or not this results in a rate change),
it should have systems for reviewing individual counterparty limits and, possibly,
suspending or removing individual names from authorised lists in an expeditious
manner.
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5.6.5 [G]

5.6.6 [G]

5.6.9 [G]

(3) Arrangements for obtaining information on counterparties where this is in
the public domain should also be included in procedures manuals.

Exposures to counterparties should be monitored on a consolidated basis, aggregating
exposures of the society and any subsidiary undertakings (where applicable), and
setting total exposure limits for groups of connected counterparties. Similarly, country,
sector and market concentrations should be monitored continuously against agreed
limits.

The guidance in this section complements the high level rules and guidance on credit
and counterparty risk in B SYSC 7.1.9 R to B SYSC 7.1.11 R.

Large shareholdings and deposits

Undue dependence on individual funding sources that account for a large proportion
of a society's overall liabilities will involve risk of liquidity problems should those
funds be withdrawn or not be available for roll-over. These potential problems apply
whether the funds in question are raised from the retail or the wholesale markets.

A small society is relatively more exposed to this type of risk, and should consider the
implications of concentration on individual shareholders or depositors when assessing
its liquidity levels and need for committed facilities. In the management of large retail
investment accounts, a society should normally avoid:

(1) obtaining funding from a single shareholder or depositor which exceeds 1%
of shares, deposits and loans; and

(2) allowing the aggregate total of funding, from those single shareholders or
depositors which individually represent more than one-quarter of 1% of
shares, deposits and loans, to exceed 5% of shares, deposits and loans.

Committed facilities

A society with high levels of maturing funding, or vulnerability to withdrawal of
individual deposits, may consider arranging committed facilities (or maintain higher
than average levels of liquidity). In arranging committed facilities, a society should
consider:

(1) the credit standing and capacity of the provider of the facility;

(2) the documented basis of the commitment (i.e. is it an unconditional
commitment or a "best endeavours" arrangement); and

(3) the cost/fee structure compared to alternatives.

In extreme cases, there remains a risk that a provider may renege on a contractual
commitment to provide funding, or purport to rely on widely drawn "events of default"

or "material adverse change" clauses, and face the legal consequences (if any) rather
than lend money to a society in difficulties. Societies should not, therefore, become
over reliant on committed facilities to plug short term cashflow difficulties and should
be cautious on how any such facilities should be treated in stress testing.
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5.7 Independent review and controls

Internal audit

5.7.1 @ The guidance in this section amplifies M SYSC6.2.1 R in the context of treasury management.
Each board should ensure that its society's internal audit department (if it has one) has

the skills and resources available to undertake an audit of the treasury function. Internal
audit should evaluate, on a continuing basis, the adequacy and integrity of the society's
controls over maturity mismatch, over the level of structural risk taken and should assess
the effectiveness of treasury management procedures.

5.7.2 [G] | Societies with complex treasuries or lacking internal auditors with treasury expertise may
outsource treasury audit to an audit firm with the appropriate expertise and experience.

The work of outsourced internal audit should be fully integrated into the society's overall
audit procedures and plans, with appropriate reporting lines into the audit committee.
However, in order to avoid conflicts of interest, internal audit should not be contracted
out to the society's own external auditors, even if the function were to be performed by
a completely different branch of the audit firm.

5.7.3 [G] This table sets out guidance on financial risk management processes and procedures in
accordance with the five approaches (see Bl BSOCS 1.1.2 G). It shows the criteria which

societies should use in developing the review of financial risk management, as detailed in
B BSOCS 1.15. It is designed to draw management and supervisory attention to areas of a
society's treasury risk management which are different from the PRA's general expectation
for societies on their respective treasury management approach. Societies should expect
their supervisors to focus in greater detail on those areas of difference, to identify whether
business risks and controls are aligned and if not to develop plans to address the
mis-alignment. As such, these expectations should not be interpreted as hard limits but
as input into establishing appropriate policies and the basis for supervisory dialogue.

FINANCIAL RISK MANAGEMENT
ADMINISTERED APPROACH

RISK MANAGEMENT CEO (+FD/FM) & Board

Dealing / settlement segregation (4 eyes)

PAGE RISK ANALYSIS None (but MTM fixed rate liquid assets at least
13 monthly)
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FIXED RATE LENDING/FUNDING Commercial assets: Minimum 95% on admin-
istered rates

Liabilities: Minimum 95% SDL on adminis-
tered rates

No fixed rate lending > 1 year

COUNTERPARTY LIMITS Single name/connected group limits
UK Counterparties only

Instrument type and maturity limits
HEDGING INSTRUMENTS None
TREASURY SYSTEMS/CONTROLS Management accounting system

Internal Audit

MATCHED APPROACH
RISK MANAGEMENT CEO + FD (or FM) & Board

Dealing / settlement segregation (4 eyes)

RISK ANALYSIS Matching Report + (min mthly) Gap Analysis

Minimal gap/NPV limits (to cover residuals,
prepayment and pipeline only)

No structural hedging (incl reserves)
No interest rate view

Basis risk report

FIXED RATE LENDING/FUNDING Commercial assets: A minimum of 65% ei-
ther on administered rates or due to revert to
administered rates in the next 12 months, and
of that a minimum 50% already on adminis-
tered rates.

Liabilities: Minimum 65% SDL on adminis-
tered rates

Fixed rate lending/funding max 5 yrs to
reprice date (subject to limits).

Max stock fixed rate (> 1 yr) 20% commer-
cial assets + 20% SDL

Max fixed rate lending/funding 25% loans
advanced/retail funding p.a.
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COUNTERPARTY LIMITS Single name/connected group limits
Country limits

Instrument type and maturity limits

HEDGING INSTRUMENTS Match funding
Vanilla interest rate swaps

Vanilla interest rate caps/collars/floors (pur-
chase only)

FTSE swaps (receive only)
TREASURY SYSTEMS/CONTROLS Management accounting system

Simple treasury matching system

Internal Audit

EXTENDED APPROACH
RISK MANAGEMENT (CEO)/FD + Treasurer

ALCO

Front Office + Back Office

RISK ANALYSIS Monthly (min.) static gap (+ static simulation
modelling)

Gap limits

Sensitivity limits (NPV & NII)
Structural hedging

Reserves hedging (strategic)
Interest rate view

No FX mismatch

Basis risk modelling

FIXED RATE LENDING/FUNDING Commercial assets: A minimum of 50% either
on administered rates or due to revert to admin-
istered rates in the next 12 months, and of that
a minimum 30% already on administered rates.

PAGE
Liabilities: Minimum 45% SDL on adminis-
tered rates
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COUNTERPARTY LIMITS

HEDGING INSTRUMENTS

TREASURY SYSTEMS/CONTROLS

Single name/connected group limits
Country limits

Sector limits

Instrument type limits

Currency limits

Match funding
Vanilla interest rate swaps

Vanilla interest rate caps/collars /floors (pur-
chase only)

Swaptions (purchase only)

FRAs / Futures (purchase only)

FTSE swaps (receive only)

FX swaps/forward contracts (purchase only)

FX options (purchase only)

Treasury IT system capable of modelling
optionality in static balance sheet.

Specialist IT and Treasury Internal Audit

COMPREHENSIVE APPROACH

RISK MANAGEMENT

FD + Treasurer (+Risk Director)
ALCO + Daily Treasury Committee

Front + Middle + Back Office
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RISK ANALYSIS Very frequent dynamic balance sheet modelling
(future flows)

Multiple scenario & yield curve simulation
modelling with sensitivity limits

(NPV & NII)

Basis risk modelling

Internal transfer pricing systems
Structural hedging

Reserves hedging (strategic)

Interest view

FX mismatch < 2% own funds

FIXED RATE LENDING/FUNDING Commercial assets: Minimum 30% on admin-
istered rates

Liabilities: Minimum 30% SDL on adminis-

tered rates
COUNTERPARTY LIMITS Comprehensive limit structure
HEDGING INSTRUMENTS Match funding

Complex interest rate swaps

Complex interest rate caps/collars/floors (pur-
chase only)

Swaptions (purchase only)

HPI derivatives (purchase only)

Credit derivatives (purchase only)
FRAs/Futures (purchase only)

FTSE swaps (receive only)

FX swaps/forward contracts (purchase only)

FX options (purchase only)

ward balance sheet and simulating different
interest rate environments, plus measuring
embedded optionality, basis risk etc.

TREASURY SYSTEMS/CONTROLS Treasury IT system capable of projecting for-
17

Specialist IT and Treasury Audit
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TRADING APPROACH
RISK MANAGEMENT FD + Treasurer (+Risk Director)

ALCO + Daily Treasury Ctee
Front + Middle + Back Office

Banking + Trading books

RISK ANALYSIS Banking book: daily (min) duration / simula-
tion analysis. Multiple yield curves and inter-
est rate basis. Structural & reserve hedging

Interest rate view.

Trading book: Valuation at risk and equiva-
lent measures. Daily P&L (MTM). Product,
currency, counterparty limits. Dealing posi-
tion limits etc.

FIXED RATE LENDING/FUNDING No limits

COUNTERPARTY LIMITS Comprehensive limit structure, including
cross banking and trading book limits
HEDGING INSTRUMENTS Any available (subject to the /986 Act sOA

restrictions on use)

TREASURY SYSTEMS/CONTROLS Treasury IT system capable of projecting
forward balance sheet and simulating differ-
ent interest rate environments, plus measuring
embedded optionality, basis risk etc.

Trading book systems

Specialist IT and Treasury Audit
In this table:

ALCO = Assets and Liabilities Committee
HPIs = house price indices

MTM = mark to market

NII = net interest income

NPV = net present value
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diversification

B Release 136 @ April 2013



BSOCS 6 : Business model

diversification

Section 6.1 : Pre-notification of business model
diversification

6.1 Pre-notification of business model
diversification

Any society which proposes to embark on any diversification into an area (whether
regulated or unregulated, associated with the retail housing market or otherwise):

(1) which is not covered by the BSOCS tables; and

(2) where the investment (of any form) to set it up exceeds 5% of own funds or
the projected post implementation income within any of the 3 years following
the diversification exceeds 10% of projected net interest margin plus other
income net of commission paid for that year;

should pre-notify the PRA and provide a board-approved best/worst case analysis of
the risks and potential exit costs, together with a revised ICAAP for supervisory review
and evaluation before proceeding, whether the proposed diversification is by acquisition
or by investment to enter an area or facilitate organic growth.

Societies should also note the provisions of section 92A of the 1986 Act in relation to
acquisition or establishment of a business.
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Building Societies sourcebook

BSOCS TP

Transitional provisions
[deleted]
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Record keeping requirements

Building Societies sourcebook

Schedule 1
Record keeping requirements

Sch1.1G6

There are no record-keeping requirements in BSOCS.

PAGE
1

B Release 136 @ April 2013



BSOCS Schedule 1

Record keeping requirements

PAGE
2

B Release 136 @ April 2013



BSOCS Schedule 2

Notification requirements

Building Societies sourcebook

Schedule 2
Notification requirements

Sch 2.1 G

There are no notification requirements in BSOCS.
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Fees and other required payments

Building Societies sourcebook

Schedule 3
Fees and other required payments

Sch3.1G

There are no requirements for fees in BSOCS.
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Powers Exercised

Building Societies sourcebook

Schedule 4
Powers Exercised

Sch 4.1 G

The following powers and related provisions in or under the Act have been exercised by

the FSA to make the rules in BSOCS:

section 138 (General rule-making power)

section 156 (General supplementary powers)

Sch 4.2 G

The following powers in the Act have been exercised by the FSA to give the guidance in

AYOIOM
section 157(1) (Guidance)
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Rights of action for damages

Building Societies sourcebook

Schedule 5
Rights of action for damages

Sch 5.1G

There are no rules in BSOCS which give rights of action for damages.
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Rules that can be waived

Building Societies sourcebook

Schedule 6
Rules that can be waived

Sch 6.1 G

There are no rules in BSOCS that can be waived.
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Collective Investment Schemes

COLL 1 Introduction
1.1 Applications and purpose
1.2 Types of authorised fund
COLL 2 Authorised fund applications
2.1 Authorised fund applications
COLL 3 Constitution
3.1 Introduction
3.2 The instrument constituting the scheme
3.3 Units
COLL 4 Investor Relations
4.1 Introduction
4.2 Pre-sale notifications
4.3 Approvals and notifications
4.4 Meetings of unitholders and service of notices
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4.6 Simplified Prospectus provisions
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4.8 Notifications for UCITS master-feeder arrangements
4 Annex 1 Total expense ratio calculation
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Introduction

General investment powers and limits for UCITS schemes
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Stock lending

Cash, borrowing, lending and other provisions

Investment powers and borrowing limits for non - UCITS retail schemes
Investment powers and borrowing limits for NURS operating as FAIFs
Investment powers and borrowing limits for feeder UCITS

Investment powers and other provisions for money market funds
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Operating duties and responsibilities

Introduction and Application

Dealing

Valuation and pricing

Title and registers

Appointment and replacement of the authorised fund manager and the
depositary

Powers and duties of the scheme, the authorised fund manager, and the
depositary

Duties of AFMs in relation to UCITS schemes and EEA UCITS schemes
Payments
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Independence, names and UCITS business restrictions

Senior personnel responsibilities
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Risk management policy and risk measurement

Record keeping
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Introduction

Suspension and restart of dealings

Winding up a solvent ICVC and terminating or winding up a sub-fund of
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Winding up an AUT and terminating a sub-fund of an AUT

Schemes or sub-funds that are not commercially viable

Schemes of arrangement

UCITS mergers

Qualified investor schemes

Introduction
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Termination, suspension, and schemes of arrangement
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Application and general information
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Release 136 @ April 2013

PAGE
2



PAGE
3

COLL Contents

COLL 10

10.1
10.2
10.3

10 Annex 1
10 Annex 2

COLL 11

11.1
11.2
11.3
11.4
11.5
11.6
11 Annex 1
11 Annex 2

COLL 12

COLL 13

13.1
13.2

COLL Appendix

Appendix
1EU

TP 1

Sch 1
Sch 2
Sch 3

Fees

The provisions in relation to fees for collective investments schemes are
set out in FEES 1,2, 3 and 4

The provisions in relation to fees for collective investments schemes are
set out in FEES 1,2, 3 and 4

The provisions in relation to fees for collective investments schemes are
set out in FEES 1,2, 3 and 4

[Deleted]

[Deleted]

Master-feeder arrangements under the UCITS Directive

Introduction

Approval of a feeder UCITS

Co-ordination and information exchange for master and feeder UCITS
Depositaries

Auditors

Winding up, merger and division of master UCITS

Contents of the standard master-feeder agreement

Contents of the internal conduct of business rules

Management company and product passports under the UCITS Directive

Introduction

UK UCITS management companies
EEA UCITS management companies
UCITS product passport

Operation of feeder NURS

Introduction
Operational requirements for feeder NURS

KII Regulation

KII Regulation

Transitional Provisions and Schedules

Transitional Provisions

Record keeping requirements
Notification requirements

Fees and other required payments

Release 136 @ April 2013



COLL Contents

Sch 4 Powers exercised
Sch 5 Rights of action for damages
Sch 6 Rules that can be waived

PAGE
A

B Release 136 @ April 2013



COLL Contents

PAGE
5

B Release 136 @ April 2013



Collective Investment Schemes

Chapter 1

Introduction

B Release 136 @ April 2013



COLL 1 : Introduction

Section 1.1 : Applications and purpose

1.1 Applications and purpose

Application

..............................................................................................................

(1) This sourcebook, except for B COLL 9 (Recognised schemes), applies to:
(a) investment companies with variable capital (ICVCs);
(b) ACDs, other directors and depositaries of ICVCs;
(c) managers and trustees of authorised unit trust schemes (AUTs) ; and

(d) to the extent indicated, UK UCITS management companies operating
EEA UCITS schemes.

(2) M COLL 9 applies to operators of schemes that are recognised schemes and
to those seeking to secure recognised status for such schemes.

(3) M COLL 11.5 (Auditors) also applies to auditors of master UCITS and feeder
UCITS which are UCITS schemes.

(4) This sourcebook also applies to EEA UCITS management companies of
UCITS schemes to the extent required by the UCITS Directive.

This sourcebook does not apply to an incoming ECA provider acting
as such.

EEA territorial scope: compatibility with European law

..............................................................................................................

(1) The territorial scope of this sourcebook is modified to the extent
necessary to be compatible with European law.

(2) This rule overrides every other rule in this sourcebook.

EEA UCITS management companies of UCITS schemes

An EEA UCITS management company that is providing collective portfolio
management services for a UCITS scheme from a branch in the United Kingdom, or
under the freedom to provide cross border services, is advised that where it operates
a UCITS scheme as its designated management company, it meets the Glossary
definition of an "ACD" of an ICVC or a "manager" of an AUT which in either case
is a UCITS scheme. Such firms should be aware that provisions in this sourcebook
that apply to an ACD or a manager of a UCITS scheme accordingly apply to them,
unless otherwise indicated: see Ml COLL 12.3 (EEA UCITS management companies) for
further details.
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PUIBOSE ..o )
1.1.2 @ (1) The general purpose of this sourcebook is to contribute to the FCA meeting its
statutory objectives of the protection of consumers. It provides a regime of

product regulation for authorised funds, which sets appropriate standards of
protection for investors by specifying a number of features of those products
and how they are to be operated.

(2) In addition, this sourcebook implements part of the requirements of the UCITS
Directive to meet EU law obligations relevant to authorised funds and

management companies, with other requirements implemented in other parts
of the Handbook.

UCITS management company and product passport

..................................................................................................................

1.1.2A [G| | M COLL 12 provides for the application of COLL in relation to the management company
passport under the UCITS Directive. It explains how the passporting regime applies to

both UK UCITS management companies and EEA UCITS management companies when
providing collective portfolio management services on a cross-border basis. It also explains
how the product passport (for UCITS) operates and how UCITS schemes may be marketed
in other EEA States.

The Collective Investment Schemes Information Guide

..................................................................................................................

1.1.3 [G] The Collective Investment Schemes Information Guide COLLG provides some general
FCA background material on the regulatory structure surrounding scheme regulation in the
UK.
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1.2 Types of authorised fund

Types of authorised fund

..............................................................................................................

An application for an authorisation order must propose that the scheme
be one of the following types:

(1) a UCITS scheme;

(2) a non-UCITS retail scheme, including:

(a) a non-UCITS retail scheme operating as a fund of
alternative investment funds (FAIF); and

(b) a non-UCITS retail scheme which is an umbrella with
sub-funds operating as:
(1) FAIFs;
(11) standard non-UCITS retail schemes; or

(iii) a mixture of (i) and (ii); or

(3) a qualified investor scheme.

Umbrella schemes
Any authorised fund may be structured as an umbrella with separate sub-funds.

[Note: article 1(2) second paragraph of the UCITS Directive]

Types of authorised fund - explanation

(1) UCITS schemes have to comply with the conditions necessary in order to
enjoy the rights available under the UCITS Directive. Such schemes must in

particular comply with:
(a) M cCOLL3.2.8R (UCITS obligations); and

(b) the investment and borrowing powers rules for UCITS schemes set out
in l COLL5.2 to M COLLS.S .

(2) Non-UCITS retail schemes are schemes that do not comply with all the
conditions set out in the UCITS Directive. Such schemes could become

1.2.2
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UCITS schemes provided they are changed, so as to comply with the conditions
set out in the UCITS Directive. Non-UCITS retail schemes operating as FAIFs

have wider powers to invest in collective investment schemes than other
non-UCITS retail schemes.

(2A) A non-UCITS retail scheme may also be structured as an umbrella with sub-funds
operating as:

(a) FAIFs;
(b) standard non-UCITS retail schemes; or

(c) a mixture of (a) and (b).

In these cases, rules relating to investment powers and borrowing limits
apply to each sub-fund as they would to a scheme.

(3)  Qualified investor schemes may only be promoted to professional investors on
the same terms as unregulated collective investment schemes. Such schemes
could change to become non-UCITS retail schemes or UCITS schemes.

(4) The changes referred to in (2) and (3) require approval by the FCA and further
information on that process is provided in Bl COLLG 3.1.5 G (Notification of

changes to unit trusts (section 251)) and M COLLG 4.1.3 G (Notification of changes
to ICVCs (Regulation 21)).

UCITS schemes

..................................................................................................................

1.2.3 I3 | A UCITS scheme is deemed to be established in the United Kingdom,

FCA

1.2.4

irrespective of whether it has been established under the laws of England
and Wales, Scotland or Northern Ireland.

[Note: article 4 of the UCITS Directive]
Master UCITS

I} | A master UCITS that has two or more feeder UCITS as its only unitholders

satisfies the requirement that a UCITS scheme must invest capital raised
from the public.

[Note: article 58(4) of the UCITS Directive]
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Section 2.1 : Authorised fund applications

2.1 Authorised fund applications

Application

..............................................................................................................

This chapter applies to any person seeking to arrange for the
authorisation of a scheme.

Purpose

..............................................................................................................

This chapter helps in achieving the statutory objectives of protecting consumers by
ensuring that any application for authorisation of a fund meets certain standards.

Explanation

(1) This chapter sets out the requirements that a person must follow in applying
for an authorisation order for a scheme under regulation 12 of the OEIC
Regulations (Applications for authorisation) or section 242 of the Act
(Applications for authorisation of unit trust schemes).

(2) M COLLG 3 (The FCA's responsibilities under the Act) and B COLLG 4 (The
FCA's responsibilities under the OEIC Regulations) provide more information
on what the Act and the OEIC Regulations require in relation to ongoing
notifications to the FCA .

Specific requirements on application

An application for an authorisation order in respect of an authorised fund
must be:

(1) in writing in the manner directed and contain the information required
in the application form available from the FCA;

(2) addressed for the attention of a member of FCA staff responsible for
collective investment scheme authorisation matters; and

(3) delivered to the FCA's address by one of the following methods:
(a) posting; or

(b) leaving it at the FCA's address and obtaining a time-stamped
receipt; or

(c) delivery by hand to a member of FCA staff responsible for
collective investment scheme authorisation matters.
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Application by an EEA UCITS management company to manage a UCITS

SR et
2.1.5 @ An EEA UCITS management company that proposes to act as the manager of an AUT
FCA or the ACD of an ICVC that is a UCITS scheme, should be aware that it is required under

paragraph 15A(1) of Schedule 3 to the Act to apply to the appropriate regulator for
approval to do so. The form that the firm must use for this purpose is set out in

B SUP 13A Annex 3 R (EEA UCITS management companies: application for approval to
manage a UCITS scheme established in the United Kingdom). In addition, those firms are
required to provide to the appropriate regulator certain fund documentation, as specified
by B COLL 12.3.4 R (Provision of documentation to the FSA: EEA UCITS management
companies).

[Note: article 20(1) of the UCITS Directive]
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3.1 Introduction
AP At 0N ettt
3.1.1 I3 | This chapter applies to:
FCA
(1) an authorised fund manager of an AUT or an ICVC;
(2) any other director of an ICVC;
(3) adepositary of an AUT or an ICVC; and
(4) an ICVC,
where the AUT or ICVC is a UCITS scheme or a non-UCITS retail
scheme.
B D08 ettt ettt ee e
3.1.2 [G] | This chapter assists in achieving the statutory objective of protecting consumers. In
particular:

(1) M coLL 3.2 (The instrument constituting the scheme) contains requirements
about provisions which must be included in the instrument constituting the

scheme to give a similar degree of protection for investors in an ICVC or in
an AUT; and

(2) M COLL 3.3 (Units) provides rules and guidance which deal with the classes
of units to ensure that investors in each class are treated equally.
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3.2 The instrument constituting the scheme

Application

..................................................................................................................

3.2.1 I3 | This section applies to:

(1) an authorised fund manager of an AUT or ICVC;
(2) any other director of an ICVC;

(3) adepositary of an AUT or an ICVC; and

(4) an ICVC,

except B COLL 3.2.8 R (UCITS obligations), which applies only to an ICVC
or to the manager of an AUT where the ICVC or AUT is a UCITS scheme.

Relationship between the instrument constituting the scheme and the rules

..................................................................................................................

3.2.2 3 (1) The instrument constituting the scheme must not contain any
provision that:

(a) conflicts with any rule in this sourcebook;

(b) prevents units in the scheme being marketed in the United
Kingdom; or

(c) is unfairly prejudicial to the interests of unitholders generally
or to the unitholders of any class of units.

(2) Any power conferred by the rules on the ICVC, the authorised
fund manager, any other director of the ICVC, or the depositary,
whether in a sole or joint capacity, is subject to any restriction in
the instrument constituting the scheme.

The trust deed for AUTs e
3.2.3 3 | An AUT must be constituted by a trust deed made between the manager
FCA and the trustee.
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w

2.4 R

3.2.6 R|

Matters which must be included in the instrument constituting the scheme

The statements and provisions required by B COLL 3.2.6 R (Table:
contents of the instrument constituting the scheme) must be included in
the instrument constituting the scheme, where appropriate.

The instrument constituting the scheme: OEIC Regulations and trust law
requirements

(1) Several of the matters set out in M COLL 3.2.6 R are required to be included
in the instrument constituting the scheme under the OEIC Regulations or
as a consequence of relevant trust law. In addition, further statements are
required if the scheme or the authorised fund manager are to take advantage
of the powers under the rules in this sourcebook.

(2)  Additional matters which are not contained in Bl COLL 3.2.6 R may be required
to be included in the instrument constituting the scheme in order to comply
with the OEIC Regulations, (particularly Schedule 2 - Instrument of
Incorporation) and for the purposes of making the scheme eligible under
relevant tax, pensions, or charities legislation.

Table: contents of the instrument constituting the scheme

This table belongs to B COLL 3.2.4 R (Matters which must be included
in the instrument constituting the scheme)

Name of scheme
1 A statement of:
(1) the name of the authorised fund; and

(2) whether the authorised fund is a UCITS scheme or a non-
UCITS retail scheme.

Investment powers in eligible markets

2 A statement that, subject to any restriction in the rules in this
sourcebook or the instrument constituting the scheme, the scheme
has the power to invest in any eligible securities market or deal
on any eligible derivatives market to the extent that power to do
so is conferred by COLL 5 (Investment and borrowing powers).
Unitholder's liability to pay

3 A provision that a unitholder is not liable to make any further
payment after he has paid the price of his units and that no further
liability can be imposed on him in respect of the units which he
holds.

Base currency
4 A statement of the base currency of the scheme.
Valuation and pricing

5 A statement setting out the basis for the valuation and pricing of
the scheme.

Duration of the scheme
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6 If the scheme is to be wound up after a particular period expires, a
statement to that effect.

Object of the scheme
7 A statement:

(1) asto the object of the scheme, in particular the types of invest-
ments and assets in which it and each sub-fund (where appli-
cable) may invest; and

(2) that the object of the scheme is to invest in property of that
kind with the aim of spreading investment risk and giving
unitholders the benefits of the results of the management of
that property.

7A  Where the authorised fund is a qualifying money market fund, a
statement to that effect and a statement that the authorised fund's
investment objectives and policies will meet the conditions specified
in the definition of qualifying money market fund.

Property Authorised Investment Funds
7B For a property authorised investment fund, a statement that:
(1) itis a property authorised investment fund,

(2) no body corporate may seek to obtain or intentionally maintain
a holding of more than 10% of the net asset value of the fund;
and

(3) in the event that the authorised fund manager reasonably
considers that a body corporate holds more than 10% of the
net asset value of the fund, the authorised fund manager is
entitled to delay any redemption or cancellation of units in
accordance with 18 if the authorised fund manager reasonably
considers such action to be:

(a) necessary in order to enable an orderly reduction of the
holding to below 10%; and

(b) in the interests of the unitholders as a whole.
Government and public securities: investment in one issuer

8 Where relevant, for a UCITS scheme, a statement in accordance
with COLL 5.2.12 R (Spread: government and public securities) as to
the individual states or bodies in which over 35% of the value of the
scheme may be invested in government and public securities.

Classes of unit
9 A statement:

(1) specifying the classes of unit that may be issued, and for a
scheme which is an umbrella, the classes that may be issued
in respect of each sub-fund; and

(2) if the rights of any class of unit differ, a statement describing
those differences in relation to the differing classes.
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10

11

12

13

14

15

16

17

18

19

Authorised fund manager's charges and expenses

A statement setting out the basis on which the authorised fund
manager may make a charge and recover expenses out of the
scheme property.

Issue or cancellation directly through the ICVC or trustee

Where relevant, a statement authorising the issue or cancellation
of units to take place through the ICVC or trustee directly.

In specie issue and cancellation

Where relevant, a statement authorising payment for the issue
or cancellation of units to be made by the transfer of assets other
than cash.

Restrictions on sale and redemption

Where relevant, the restrictions which will apply in relation to
the sale and redemption of units under COLL 6.2.16 R (Sale and
redemption).

Voting at meetings

The manner in which votes may be given at a meeting of
unitholders under COLL 4.4.8 R (Voting rights).

Certificates
A statement:

(1) authorising the issue of bearer certificates if any, and how
such holders are to identify themselves; and

(2) authorising the person responsible for the register to charge
for issuing any document recording, or for amending, an
entry on the register, other than on the issue or sale of units.

Income

A statement setting out the basis for the distribution or re-invest-
ment of income.

Income equalisation
Where relevant, a provision for income equalisation.
Redemption or cancellation of units on breach of law or rules

A statement that where any holding of units by a unitholder is (or
is reasonably considered by the authorised fund manager to be)
an infringement of any law, governmental regulation or rule,
those units must be redeemed or cancelled.

ICVCs: larger and smaller denomination shares

A statement of the proportion of a larger denomination share
represented by a smaller denomination share for any relevant unit
class.

ICVCs: resolution to remove a director
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20 A statement that the /CVC may (without prejudice to the require-
ments of regulation 21 of the OEIC Regulations (The Authority's
approval for certain changes in respect of a company), by a resolu-
tion passed by a simple majority of the votes validly cast for and
against the resolution at a general meeting of unitholders, remove
a director before his period of office expires, despite anything else
in the ICVC's instrument of incorporation or in any agreement be-
tween the ICVC and that director.

ICVCs: unit transfers

21 A statement that the person designated for the purposes of paragraph
4 of Schedule 4 to the OEIC Regulations (Share transfers) is the
person who, for the time being, is the ACD of the ICVC.

ICVCs: Charges and expenses

22 A statement that charges or expenses of the /CVC may be taken out
of the scheme property.

ICVCs: Umbrella schemes - principle of limited recourse

22A  For an ICVC which is an umbrella, a statement that the assets of a
sub-fund belong exclusively to that sub-fund and shall not be used
to discharge directly or indirectly the liabilities of, or claims against,
any other person or body, including the umbrella, or any other sub-
fund, and shall not be available for any such purpose.

AUTSs: governing law for a trust deed

23 A statement that the trust deed is made under and governed by the
law of England and Wales, Wales or Scotland or Northern Ireland.

AUTs: trust deed to be binding and authoritative
24 A statement that the trust deed:

(1) is binding on each unitholder as if it had been a party to it and
that it is bound by its provisions; and

(2) authorises and requires the frustee and the manager to do the
things required or permitted of them by its terms.

AUTSs: declaration of trust

25 A declaration that, subject to the provisions of the frust deed and
all rules made under section 247 of the Act (Trust scheme rules) and
for the time being in force:

(1) the scheme property (other than sums standing to the credit
of the distribution account) is held by the trustee on trust for
the unitholders according to the number of units held by each

DACE unitholder or, where relevant, according to the number of
undivided shares in the scheme property represented by the
units held by each unitholder; and

(2) the sums standing to the credit of the distribution account are
held by the trustee on trust to distribute or apply them in ac-
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3.2.7 R

cordance with COLL 6.8 (Income: accounting, allocation
and distribution).

AUTs: trustee's remuneration

26 Where relevant, a statement authorising payments to the trustee
by way of remuneration for its services to be paid (in whole or in
part) out of the scheme property.

AUTS: responsibility for the register

27 A statement identifying the person responsible under the rules
for the maintenance of the register.

Investment in overseas property through an intermediate holding
vehicle

28 If investment in an overseas immovable is to be made through
an intermediate holding vehicle or a series of intermediate holding
vehicles, a statement that the purpose of that intermediate holding
vehicle or series of intermediate holding vehicles will be to enable
the holding of overseas immovables by the scheme.

Umbrella scheme with only one sub-fund

(1) [deleted]
(2) [deleted]
(3) [deleted]

UCITS obligations

(1) The instrument constituting a UCITS scheme may not be
amended in such a way that it ceases to be a UCITS scheme.

(2) [deleted]

(3) [deleted]
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3.3 Units
AP B ON et e e
3.3.1 L3 | This section applies to an authorised fund manager, an ICVC and the
FCA trustee of an AUT.

Classes of units

..................................................................................................................

3.3.2 @ (1) The instrument constituting the scheme may provide for different classes of unit
FCA to be issued in an authorised fund and, for a scheme which is an umbrella,
provide that classes of units may be issued for each sub-fund.

(2)  In order to be satisfied that M COLL 3.2.2 R (Relationship between the instrument
constituting the scheme and the rules) is complied with, the FCA will take into
account the principles in (a) to (¢) when considering proposals for unit classes:

(a) a wunit class should not provide any advantage for that class if that would
result in prejudice to unitholders of any other class;

(b) the nature, operation and effect of the new unit class should be capable of
being explained clearly to prospective investors in the prospectus; and

(c) the effect of the new unit class should not appear to be contrary to the
purpose of any part of this sourcebook.

Currency class units

3.3.3 [G] | A currency class unit differs from other units mainly in that its price, having been calculated
initially in the base currency, will be quoted, and normally paid for, in the currency of

the designation of the class. Income distributions will also be paid in the currency of
designation of the class.

Currency class units: requirements

..................................................................................................................

3.3.4 I | For a currency class unit:
FCA
(1) the currency of the class concerned must not be the base currency
(or, in the case of a sub-fund which, in accordance with a statement
in the prospectus, is to be valued in some other currency, the
currency of the class may be in the base currency, but must not be
in that other currency);

(2) the price must be expressed in the currency of the class concerned;
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(4)

any distribution must be paid in the currency of the class
concerned; and

statements of amounts of money or values included in statements
and in tax certificates must be given in the currency of the class
concerned (whether or not also given in the base currency).

Rights of unit classes

(1)

If any class of units in an authorised fund has different rights
from another class of units in that fund, the instrument
constituting the scheme must provide how the proportion of
the value of the scheme property and the proportion of income
available for allocation attributable to each such class must be
calculated.

For an authorised fund which is not an umbrella, the instrument
constituting the scheme must not provide for any class of units
in respect of which:

(a) the extent of the rights to participate in the capital property,
income property or distribution account would be
determined differently from the extent of the corresponding
rights for any other class of units; or

(b) payments or accumulation of income or capital would differ
in source or form from those of any other class of units.

For a scheme which is an umbrella, the provisions in (2)(a) apply
to classes of units in respect of each sub-fund as if each sub-fund
were a separate scheme.

Paragraphs (2) and (3) do not prohibit a difference between the
rights attached to one class of units and to another class of units
that relates solely to:

(a) the accumulation of income by way of periodical credit to
capital rather than distribution; or

(b) charges and expenses that may be taken out of the scheme
property or payable by the unitholders; or

(c) the currency in which prices or values are expressed or
payments made; or

(d) the use of derivatives and forward transactions entered into
for the purpose of reducing the effect of fluctuations in the
rate of exchange between the currency of a class of units
and either the base currency of the scheme or any currency
in which all or part of the scheme property is denominated
or valued (in this section referred to as a " class hedging
transaction").
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Hedging of unit classes

3.3.5A I3 | A class hedging transaction must:

(1) be undertaken in accordance with the requirements of ® COLL 5
(Investment and borrowing powers); and

(2) (for the purposes of valuing scheme property and calculating the
price of units in accordance with B COLL 6.3 (Valuation and
pricing)) be attributed only to the class of units for which it is
undertaken.

Guidance on hedging of unit classes

3.3.5B [G] (1) Before undertaking a class hedging transaction for a class of units, the authorised
FCA fund manager should:

(a) ensure that the relevant prospectus clearly:

(i)  states that such a transaction may be undertaken for the relevant class
of units; and

(i) explains the nature of the risks that such a transaction may pose to
investors in all classes;

(b) consult the depositary about the adequacy of the systems and controls it
uses to ensure compliance with B COLL 3.3.5A R (Hedging of unit classes );
and

(c) consult the scheme auditor and, where appropriate, depositary to determine
how:

(i)  the transaction will be treated in the scheme's accounts; and
(i) any consequential tax liability will be met;

(in each case) without prejudice to unitholders of classes other than the
relevant hedged class.

(2) Class hedging transactions should be entered into for the purpose of reducing
risk by limiting the effect of movements in exchange rates on the value of a unit.
Such transactions are not limited to currency class units. The authorised fund
manager should ensure that the total value of the hedged position does not
exceed the value of the relevant class of units unless there is adequate cover and
it is reasonable for it to do so on a temporary basis for reasons of efficiency (for
example, to avoid the need to make small and frequent adjusting transactions).
In such cases, the difference between the value of the hedged position and the
value of the class of units should not be so large as to be speculative or to
constitute an investment strategy.

Requirement: larger and smaller denomination shares in an ICVC

3.3.6 R | (1) This rule applies whenever the instrument of incorporation of an
FCA ICVC provides, in relation to any class, for smaller denomination
shares and larger denomination shares.
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3.3.7 [G]
FCA
3.3.8 R

(2) Whenever a registered holding includes a number of smaller
denomination shares that can be consolidated into a larger
denomination share of the same class, the ACD must consolidate
the relevant number of those smaller denomination shares into
a larger denomination share.

(3) The ACD may, to effect a transaction in shares, substitute for
a larger denomination share the relevant number of smaller
denomination shares, in which case (2) does not apply to the
resulting smaller denomination shareholding or holdings until
immediately after the completion of the transaction.

Characteristics of larger and smaller denomination shares in an ICVC

..............................................................................................................

Regulation 45 of the OEIC Regulations (Shares) allows the rights attached to a share
in an ICVC of any class to be expressed in two denominations, in which case the
'smaller' denomination must be such proportion of the 'larger' denomination (a
standard share) as is fixed by the ICVC's instrument of incorporation as described in
B COLL 3.2.6R (19) . This will enable holdings to consist of more or less than a complete
number of larger denomination shares.

Sub-division and consolidation of units

(1) The directors of an ICVC or the manager of an AUT may, unless
expressly forbidden to do so by the instrument constituting the
scheme, determine that:

(a) each unit of any class is to be subdivided into two or more
units; or

(b) wunits of any class are to be consolidated.

(2) The ICVC or the manager must (unless it has done so before
the sub-division or consolidation became effective) immediately
give notice to each unitholder (or the first named of joint
unitholders) of any sub-division or consolidation under (1).

Guarantees and capital protection

If there is any arrangement intended to result in a particular capital or
income return from a holding of units in an authorised fund, or any
investment objective of giving protection to the capital value of, or
income return from, such a holding;:

(1) that arrangement or protection must not be such as to cause the
possibility of a conflict of interest as between:

(a) wumnitholders and the authorised fund manager or depositary;
or

(b) wunitholders intended and not intended to benefit from the
arrangement; and
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(2) where, in accordance with any statement required by
B COLL 4.2.5R (27)(c)(iv) (Table: contents of the prospectus), action
is required by the unitholders to obtain the benefit of any
guarantee, the authorised fund manager must provide reasonable
notice in writing to unitholders before such action is required.

Switching rights: umbrella schemes

3.3.10 [G] (1) In accordance with section 235(4) of the Act (Collective investment schemes),
the participants in a scheme which is an umbrella are entitled to exchange rights

in one sub-fund for rights in another sub-fund of the umbrella.

(2) To satisfy (1), where any sub-fund in a scheme which is an umbrella has
provisions in its prospectus limiting the issue of units in that sub-fund, the
authorised fund manager should ensure that at least two sub-funds are able to
issue units at any time. In the case of an umbrella consisting of a single sub-fund
that limits the issue of units, where the ICVC or the manager of such an umbrella
intends to offer additional sub-funds, it should ensure that unitholders will have
the right to switch at all times between two or more sub-funds in that umbrella.
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4.1 Introduction

IIIH
Application

..............................................................................................................

4.1.1 I3 | This chapter applies to:

(1) an authorised fund manager of an AUT or an ICVC;
(2) any other director of an ICVC;

(3) adepositary of an AUT or an ICVC; and

(4) an ICVC,
where such AUT or ICVC is a UCITS scheme or a non-UCITS retail

scheme.

Purpose
4.1.2 [G] | This chapter helps in achieving the statutory objective of protecting consumers by
ensuring consumers have access to up-to-date detailed information about an authorised

fund particularly before buying units and thereafter an appropriate level of investor
involvement exists by providing a framework for them to:

(1) participate in the decisions on key issues concerning the authorised fund,
and

(2) be sent regular and relevant information about the authorised fund.

PAGE
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4.2 Pre-sale notifications
AR At O ettt
4.2.1 I3 | This section applies to an authorised fund manager, an ICVC and any
other director of an ICVC
Publishing the Prospectus s sssssssssesssnns
4.2.2 R| (1) A prospectus must be drawn up in English and published as a
FCA document by the authorised fund manager and, for an ICVC, it

must be approved by the directors.

(2) The authorised fund manager must ensure that the prospectus:

(a) contains the information required by B COLL 4.2.5 R (Table:
contents of the prospectus);

(b) does not contain any provision which is unfairly prejudicial to
the interests of unitholders generally or to the unitholders of
any class of units;

(c) does not contain any provision that conflicts with any rule in
this sourcebook; and

(d) is kept up-to-date and that revisions are made to it, whenever
appropriate.

Provision and filing of the prospectus

4.2.3 R| (1) The authorised fund manager of an AUT or an ICVC must:

FCA :
(a) provide a copy of the scheme's most recent prospectus drawn

up and published in accordance with BCOLL 4.2.2 R (Publishing
the prospectus) free of charge to any person on request; and

(b) file a copy of the scheme's original prospectus, together with
all revisions thereto, with the FCA and, where a UCITS scheme
is managed by an EEA UCITS management company, with
that company's Home State regulator on request.

(1A) Except where an investor requests a paper copy or the use of
electronic communications is not appropriate, the prospectus may
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4.2.3A R

4.2.3B R

FCA

be provided in a durable medium or by means of a website that
meets the website conditions.

(2) [deleted]

(3) An authorised fund manager must, upon the request of a
unitholder in a UCITS scheme that it manages, provide
information supplementary to the prospectus of that scheme
relating to:

(a) the quantitative limits applying to the risk management of
that scheme;

(b) the methods used in relation to (a); and

(c) any recent development of the risk and yields of the main
categories of investment.

[Note: articles 74, 75(1) and 75(2) of the UCITS Directive]

Provision and filing of the prospectus of a master UCITS

(1) The authorised fund manager of a UCITS scheme that is a
feeder UCITS must:

(a) where requested by an investor, provide a copy of the
prospectus of its master UCITS free of charge; and

(b) file a copy of the prospectus of its master UCITS and any
amendments thereto with the FCA.

(2) Except where an investor requests a paper copy or the use of
electronic communications is not appropriate, the prospectus
of the master UCITS may be provided in a durable medium
other than paper or by means of a website that meets the website
conditions.

[Note: articles 63(3), 63(5), 75(1) and 75(2) of the UCITS Directive]

Feeder NURS: provision of the prospectus of the qualifying master scheme

..............................................................................................................

(1) The authorised fund manager of a feeder NURS must, where
requested by an investor or the FCA, provide such person with
a copy of the prospectus of its qualifying master scheme free
of charge.

(2) Except where an investor requests a paper copy or the use of
electronic communications is not appropriate, the prospectus
. . . . PAGE
of the qualifying master scheme may be provided in a durable
medium other than paper, or by means of a website that meets
the website conditions.
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4.2.4

False or

R (1)

(3)

(4)

(5)

misleading prospectus

The authorised fund manager:

(a) must ensure that the prospectus of the authorised fund does
not contain any untrue or misleading statement or omit any
matter required by the rules in this sourcebook to be included
in it; and

(b) is liable to pay compensation to any person who has acquired
any units in the authorised fund and suffered loss in respect
of them as a result of such statement or omission; this is in
addition to any liability incurred apart from under this rule.

The authorised fund manager is not in breach of (1)(a) and is not
liable to pay compensation under (1)(b) if, at the time when the
prospectus was made available to the public, it had taken
reasonable care to determine that the statement was true and not
misleading, or that the omission was appropriate, and that:

(a) it continued to take such reasonable care until the time of the
relevant acquisition of units in the scheme; or

(b) the acquisition took place before it was reasonably practicable
to bring a correction to the attention of potential purchasers;
or

(c) it had already taken all reasonable steps to ensure that a
correction was brought to the attention of potential purchasers;
or

(d) the person who acquired the units was not materially influenced
or affected by that statement or omission in making the decision
to invest.

The authorised fund manager is also not in breach of (1)(a) and
is not liable to pay compensation under (1)(b) if:

(a) before the acquisition a correction had been published in a
manner calculated to bring it to the attention of persons likely
to acquire the units in question; or

(b) it took all reasonable steps to secure such publication and had
reasonable grounds to conclude that publication had taken
place before the units were acquired.

The authorised fund manager is not liable to pay compensation
under (1)(b) if the person who acquired the units knew at the time
of the acquisition that the statement was untrue or misleading or
knew of the omission.

For the purposes of this rule a revised prospectus will be treated
as a different prospectus from the original one.
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(6) References in this rule to the acquisition of units include
references to contracting to acquire them.

Table: contents of the prospectus

4.2.5 I3 | This table belongs to m COLL 4.2.2 R (Publishing the prospectus).
Document status
1 A statement that the document is the prospectus of the authorised
fund valid as at a particular date (which shall be the date of the
document).
4 Authorised fund
2 A description of the authorised fund including:

(a)  its name;
(b)  whether itis an ICVC or an AUT;

(ba) whether itis a UCITS scheme or a non-UCITS retail
scheme;

(bb) a statement that unitholders are not liable for the debts
of the authorised fund.

(c) for an ICVC, the address of its head office and the address
of the place in the United Kingdom for service on the ICVC
of notices or other documents required or authorised to
be served on it;

(d) the effective date of the authorisation order made by the
FCA and relevant details of termination, if the duration
of the authorised fund is limited;

(e) its base currency;

® for an ICVC, the maximum and minimum sizes of its
capital;

(g) the circumstances in which it may be wound up under
the rules and a summary of the procedure for, and the
rights of unitholders under, such a winding up; and

(h) ifitis not an umbrella, a statement that it is a feeder
UCITS, a feeder NURS, or a fund of alternative investment
Jfunds, where that is the case.

Umbrella ICVCs
2A For an ICVC which is an umbrella, a statement that:

(a)  its sub-funds are segregated portfolios of assets and, ac-
cordingly, the assets of a sub-fund belong exclusively to "
that sub-fund and shall not be used to discharge directly
or indirectly the liabilities of, or claims against, any other
person or body, including the umbrella, or any other sub-
fund, and shall not be available for any such purpose;
and

B Release 136 @ April 2013 4.2.5



COLL 4 : Investor Relations Section 4.2 : Pre-sale notifications

(b)  while the provisions of the OEIC Regulations provide for
segregated liability between sub-funds, the concept of segre-
gated liability is relatively new. Accordingly, where claims
are brought by local creditors in foreign courts or under
Jforeign law contracts, it is not yet known how those foreign
courts will react to regulations 11A and 11B of the OEIC
Regulations.

Umbrella Schemes

2B For a UCITS scheme or non-UCITS retail scheme which is an um-
brella, a statement detailing whether each specific sub-fund is a
feeder UCITS, a feeder NURS or a fund of alternative investment
funds, as appropriate.

Investment objectives and policy

3 The following particulars of the investment objectives and policy
of the authorised fund:

(a) theinvestment objectives, including its financial objectives;

(b)  the authorised fund's investment policy for achieving those
investment objectives, including the general nature of the
portfolio and, if appropriate, any intended specialisation;

(©) an indication of any limitations on that investment policy;

(d) the description of assets which the capital property may
consist of;

(e) the proportion of the capital property which may consist of
an asset of any description;

® the description of transactions which may be effected on
behalf of the authorised fund and an indication of any
techniques and instruments or borrowing powers which
may be used in the management of the authorised fund;

(g)  alist of the eligible markets through which the authorised
fund may invest or deal in accordance with
COLL 5.2.10 R (2)(b) (Eligible markets: requirements);

(h) for an ICVC, a statement as to whether it is intended that
the scheme will have an interest in any immovable property
or movable property ((in accordance with COLL 5.6.4 R (2)
(Investment powers: general) or COLL 5.2.8 R (2) (UCITS
schemes: general)) for the direct pursuit of the ICVC's
business;

(i) where COLL 5.2.12 R (3) (Spread: government and public se-
curities) applies, a prominent statement as to the fact that

more than 35% of the scheme property is or may be invested
in government and public securities and the names of the
individual states, local authorities or public international
bodies in whose securities the authorised fund may invest
more than 35% of the scheme property;
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@

(k)

(ka)

)

(m)

(n)

(0)

(p)

(q)

(qa)

the policy in relation to the exercise of borrowing powers
by the authorised fund,

for an authorised fund which may invest in other schemes,
the extent to which the scheme property may be invested
in the units of schemes which are managed by the autho-
rised fund manager or by its associate;

where a scheme is a feeder scheme (other than a feeder
UCITS or a feeder NURS) , which (in respect of investment
in units in collective investment schemes) is dedicated to
units in a single collective investment scheme, details of
the master scheme and the minimum (and, if relevant,
maximum) investment that the feeder scheme may make
in it;

where a scheme invests principally in scheme units, de-
posits or derivatives, or replicates an index in accordance
with COLL 5.2.31 R or COLL 5.6.23 R (Schemes replicating
an index), a prominent statement regarding this invest-
ment policy;

where derivatives transactions may be used in a scheme,
a prominent statement as to whether these transactions
are for the purposes of efficient portfolio management
(including hedging) or meeting the investment objectives
or both and the possible outcome of the use of derivatives
on the risk profile of the scheme;

information concerning the profile of the typical investor
for whom the scheme is designed;

information concerning the historical performance of the
scheme presented in accordance with COBS 4.6.2 R (the
rules on past performance);

for a non-UCITS retail scheme which invests in immov-
ables, a statement of the countries or territories of situa-
tion of land or buildings in which the authorised fund may
invest;

for a UCITS scheme which invests a substantial portion
of its assets in other schemes, a statement of the maximum
level of management fees that may be charged to that
UCITS scheme and to the schemes in which it invests;

where the authorised fund is a qualifying money market
fund, short-term money market fund or money market fund,
a statement identifying it as such a fund and a statement
that the authorised fund's investment objectives and
policies will meet the conditions specified in the definition
of qualifying money market fund, short-term money market
fund or money market fund, as appropriate;
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(r) where the net asset value of a UCITS scheme is likely to
have high volatility owing to its portfolio composition or
the portfolio management techniques that may be used, a
prominent statement to that effect;

(s) for a UCITS scheme, a statement that any unitholder may
obtain on request the types of information (which must be
listed) referred to in COLL 4.2.3R (3) (Availability of
prospectus and long report); and

(t) for a UCITS scheme that is or is intended to be a master
UCITS, a statement that it is not a feeder UCITS and will
not hold units of a feeder UCITS.

Reporting, distributions and accounting dates

4 Relevant details of the reporting, accounting and distribution in-
formation which includes:

(a)  the accounting and distribution dates;
(b)  procedures for:

(i) determining and applying income (including how
any distributable income is paid);

(ii) unclaimed distributions; and

(iii) if relevant, calculating, paying and accounting for
income equalisation;

(c)  the accounting reference date and when the long report will
be published in accordance with COLL 4.5.14 R (Publication
and availability of annual and half-yearly long report); and

(d)  when the short report will be sent to unitholders in accor-
dance with COLL 4.5.13 R (Provision of short report).

Characteristics of the units
5 Information as to:

(a) where there is more than one class of unit in issue or avail-
able for issue, the name of each such class and the rights
attached to each class in so far as they vary from the rights
attached to other classes;

(b)  where the instrument constituting the scheme provides for
the issue of bearer certificates, that fact and what procedures
will operate for them;

(c)  how unitholders may exercise their voting rights and what
these amount to;

PAGE
(d)  where a mandatory redemption, cancellation or conversion
of units from one class to another may be required, in what
circumstances it may be required; and

(e) for an AUT, the fact that the nature of the right represented
by units is that of a beneficial interest under a trust.
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Authorised fund manager

6

The following particulars of the authorised fund manager:
(a) its name;

(b)  the nature of its corporate form;

(c)  the date of its incorporation;

(d) the address of its registered office;

(e) the address of its head office, if that is different from the
address of its registered office;

(f)  if neither its registered office nor its head office is in the
United Kingdom, the address of its principal place of
business in the United Kingdom;

(g) if the duration of its corporate status is limited, when that
status will or may cease; and

(h)  the amount of its issued share capital and how much of

it is paid up.
Directors of an ICVC, other than the ACD
7 Other than for the ACD:
(a) the names and positions in the /CVC of any other directors
(if any); and
(b) the manner, amount and calculation of the remuneration
of such directors.
Depositary
8 The following particulars of the depositary:

(a) its name;
(b) the nature of its corporate form;
(c) the address of its registered office;

(d) the address of its head office, if that is different from the
address of its registered office;

(e) if neither its registered office nor its head office is in the
United Kingdom, the address of its principal place of
business in the United Kingdom; and

® a description of its principal business activity.

Investment adviser

9

If an investment adviser is retained in connection with the busi-
ness of an authorised fund:
(a) its name; and

(b)  where it carries on a significant activity other than pro-
viding services to the authorised fund as an investment
adviser, what that significant activity is.
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Auditor
10 The name of the auditor of the authorised fund.
Contracts and other relationships with parties
11 The following relevant details:
(a) for an ICVC:

(i) a summary of the material provisions of the con-
tract between the /CVC and the ACD which may
be relevant to unitholders including provisions (if
any) relating to remuneration, termination, compen-
sation on termination and indemnity;

(ii) the main business activities of each of the directors
(other than those connected with the business of the
ICVC) where these are of significance to the ICVC's
business;

(iii) if any director is a body corporate in a group of which
any other corporate director of the ICVC is a mem-
ber, a statement of that fact;

(iv) the main terms of each contract of service between
the ICVC and a director in summary form; and

v) for an ICVC that does not hold annual general
meetings, a statement that copies of contracts of
service between the /CV'C and its directors, including
the ACD, will be provided to a unitholder on re-
quest;

(b)  the names of the directors of the authorised fund manager
and the main business activities of each of the directors
(other than those connected with the business of the autho-
rised fund) where these are of significance to the authorised
fund's business;

(©) a summary of the material provisions of the contract be-
tween the ICVC or the manager of the AUT and the deposi-
tary which may be relevant to unitholders, including provi-
sions relating to the remuneration of the depositary;

(d) if an investment adviser retained in connection with the
business of the authorised fund is a body corporate in a group
of which any director of the ICVC or the manager of the
AUT is a member, that fact;

(e) a summary of the material provisions of any contract be-
tween the authorised fund manager or the ICVC and any
i investment adviser which may be relevant to unitholders;

® if an investment adviser retained in connection with the
business of the authorised fund has the authority of the au-
thorised fund manager or the ICVC to make decisions on
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behalf of the authorised fund manager or the ICVC, that
fact and a description of the matters in relation to which
it has that authority;

(g) alistof:

(i) the functions which the authorised fund manager
has delegated in accordance with FCA rules or,
for an EEA UCITS management company, in ac-
cordance with applicable Home State measures
implementing article 13 of the UCITS Directive;
and

(i) the person to whom such functions have been
delegated; and

(h) in what capacity (if any), the authorised fund manager
acts in relation to any other regulated collective investment
schemes and the name of such schemes.

Register of unitholders

12

Details of:

(a)  the address in the United Kingdom where the register of
unitholders, and where relevant the plan register is kept
and can be inspected by unitholders; and

(b) the registrar's name and address.

Payments out of scheme property

13

In relation to each type of payment from the scheme property,
details of:

(a) who the payment is made to;

(b)  what the payment is for;

(c) the rate or amount where available;
(d) how it will be calculated and accrued;
(e)  when it will be paid; and

(f)  where a performance fee is taken, examples of its opera-
tion in plain English and the maximum it can amount to.

Allocation of payments

14

If, in accordance with COLL 6.7.10 R (Allocation of payments to
income or capital), the authorised fund manager and the deposi-
tary have agreed that all or part of any income expense payments
may be treated as a capital expense:

(a) that fact;
(b) the policy for allocation of these payments; and

(c) astatement that this policy may result in capital erosion
or constrain capital growth.
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Moveable and immovable property (ICVC only)

15 An estimate of any expenses likely to be incurred by the /ICVC in
respect of movable and immovable property in which the ICVC
has an interest.

Valuation and pricing of scheme property

16 In relation to the valuation of scheme property and pricing of units:
(a) either:
(i) in the case of a single-priced authorised fund, a

provision that there must be only a single price for
any unit as determined from time to time by refer-
ence to a particular valuation point; or

(ii) in the case of a dual-priced authorised fund, the au-
thorised fund manager's policy for determining
prices for the sale and redemption of units by refer-
ence to a particular valuation point and an explana-
tion of how those prices may differ;

(b)  details of:

) how the value of the scheme property is to be deter-
mined in relation to each purpose for which the
scheme property must be valued;

(ii) how frequently and at what time or times of the day
the scheme property will be regularly valued for
dealing purposes and a description of any circum-
stance in which the scheme property may be specially
valued;

(iii) where relevant, how the price of units of each class
will be determined for dealing purposes;

(iv) where and at what frequency the most recent prices
will be published; and

v) where relevant in the case of a dual-priced autho-
rised fund, the authorised fund manager's policy in
relation to large deals; and

(c) if provisions in (a) and (b) do not take effect when the instru-
ment constituting the scheme or (where appropriate) supple-
mental frust deed takes effect, a statement of the time from
which those provisions are to take effect or how it will be
determined.

Dealing
17 The following particulars:

(a)  the procedures, the dealing periods and the circumstances
in which the authorised fund manager will effect:
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(b)

(c)

(d)

(e)

()

(®

(h)

)

(i) the sale and redemption of units and the settlement
of transactions (including the minimum number
or value of units which one person may hold or
which may be subject to any transaction of sale
or redemption) for each class of unit in the autho-
rised fund; and

(ii) any direct issue or cancellation of units by an
ICVC or by the trustee (as appropriate) through
the authorised fund manager in accordance with
COLL 6.2.7 (2) (Issue and cancellation of units
through an authorised fund manager);

the circumstances in which the redemption of units may
be suspended;

whether certificates will be issued in respect of registered
units;
the circumstances in which the authorised fund manager

may arrange for, and the procedure for the issue or can-
cellation of units in specie;

the investment exchanges (if any) on which units in the
scheme are listed or dealt;

the circumstances and conditions for issuing units in an
authorised fund which limit the issue of any class of units
in accordance with COLL 6.2.18 R (Limited issue);

the circumstances and procedures for the limitation or
deferral of redemptions in accordance with COLL 6.2.19 R
(Limited redemption) or COLL 6.2.21 R (Deferred redemp-
tion);

in a prospectus available during the period of any initial
offer:
(i) the length of the initial offer period;

(ii) the initial price of a unit, which must be in the
base currency;

(iii) the arrangements for issuing units during the
initial offer, including the authorised fund manag-
er's intentions on investing the subscriptions re-
ceived during the initial offer;

(iv) the circumstances when the initial offer will end;

v) whether units will be sold or issued in any other
currency; and

(vi) any other relevant details of the initial offer ; and

whether a unitholder may effect transfer of title to units
on the authority of an electronic communication and if so
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the conditions that must be satisfied in order to effect a
transfer.

Dilution

18 In the case of a single-priced authorised fund, details of what is
meant by dilution including:

(a) a statement explaining:

(i) that it is not possible to predict accurately whether
dilution is likely to occur; and

(ii) which of the policies the authorised fund manager
is adopting under COLL 6.3.8 (1) (Dilution) together
with an explanation of how this policy may affect
the future growth of the authorised fund; and

(b)  if the authorised fund manager may require a dilution levy
or make a dilution adjustment, a statement of:

(i) the authorised fund manager's policy in deciding
when to require a dilution levy, including the autho-
rised fund manager's policy on large deals, or when
to make a dilution adjustment;

(ii) the estimated rate or amount of any dilution levy or
dilution adjustment based either on historical data
or future projections; and

(iii) the likelihood that the authorised fund manager may
require a dilution levy or make a dilution adjustment
and the basis (historical or projected) on which the
statement is made.

SDRT provision
19 An explanation of:

(a)  what is meant by stamp duty reserve tax, SDRT provision
and large deals; and

(b)  the authorised fund manager's policy on imposing an SDRT
provision including its policy on large deals, and the occa-
sions, and the likely frequency of the occasions, in which
an SDRT provision may be imposed and the maximum rate
of it (a usual rate may also be stated).

Forward and historic pricing

20 The authorised fund manager's normal basis of pricing under
COLL 6.3.7 (Forward and historic pricing).
Preliminary charge
21 Where relevant, a statement authorising the authorised fund

manager to make a preliminary charge and specifying the basis for
and current amount or rate of that charge.

Redemption charge
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025 Where relevant, a statement authorising the authorised fund
manager to deduct a redemption charge out of the proceeds of
redemption; and if the authorised fund manager makes a redemp-
tion charge:

()

(b)

(c)

the current amount of that charge or if it is variable, the
rate or method of calculating it;

if the amount, rate or method has been changed, that
details of any previous amount, rate or method may be
obtained from the authorised fund manager on request;
and

how the order in which units acquired at different times
by a unitholder is to be determined so far as necessary
for the purposes of the imposition of the redemption
charge.

Property Authorised Investment Funds

22A  For a property authorised investment fund, a statement that:

1)
2)

€))

it is a property authorised investment fund,

no body corporate may seek to obtain or intentionally
maintain a holding of more than 10% of the net asset
value of the fund; and

in the event that the authorised fund manager reasonably
considers that a body corporate holds more than 10% of
the net asset value of the fund, the authorised fund man-
ager is entitled to delay any redemption or cancellation
of units if the authorised fund manager reasonably consid-
ers such action to be:

(a) necessary in order to enable an orderly reduction
of the holding to below 10%; and
(b) in the interests of the unitholders as a whole.

General information
23 Details of:

(@)

(b)

(c)

the address at which copies of the instrument constituting
the scheme, any amending instrument and the most recent
annual and half-yearly long reports may be inspected
and from which copies may be obtained;

the manner in which any notice or document will be
served on unitholders;

the extent to which and the circumstances in which:

(i) the scheme is liable to pay or suffer tax on any
appreciation in the value of the scheme property
or on the income derived from the scheme proper-
ty; and
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(i) deductions by way of withholding tax may be made
from distributions of income to unitholders and
payments made to unitholders on the redemption of
units;

(d) for a UCITS scheme, any possible fees or expenses not de-
scribed in paragraphs 13 to 22, distinguishing between those
to be paid by a unitholder and those to be paid out of scheme
property ; and

(e) for an ICVC, whether or not annual general meetings will
be held.

Information on the umbrella

24 In the case of a scheme which is an umbrella with two or more sub-
funds, the following information:

(a)  that a unitholder is entitled to exchange units in one sub-
fund for units in any other sub-fund (other than a sub-fund
which has limited the issue of units);

(b)  that an exchange of units in one sub-fund for units in any
other sub-fund is treated as a redemption and sale and will,
for persons subject to United Kingdom taxation, be a reali-
sation for the purposes of capital gains taxation;

(©) that in no circumstances will a unitholder who exchanges
units in one sub-fund for units in any other sub-fund be
given a right by law to withdraw from or cancel the trans-
action;

(d) the policy for allocating between sub-funds any assets of,
or costs, charges and expenses payable out of, the scheme
property which are not attributable to any particular sub-
fund;

(e)  what charges, if any, may be made on exchanging units in
one sub-fund for units in any other sub-fund; and

® for each sub-fund, the currency in which the scheme property
allocated to it will be valued and the price of units calculated
and payments made, if this currency is not the base currency
of the scheme which is an umbrella.

(2) [deleted]

Application of the prospectus contents to an umbrella

25 For a scheme which is an umbrella, information required must be
stated:
(a)  in relation to each sub-fund where the information for any

sub-fund differs from that for any other; and

(b)  for the umbrella as a whole, but only where the information
is relevant to the umbrella as a whole.

Information on a feeder UCITS

B Release 136 @ April 2013



COLL 4 : Investor Relations

Section 4.2 : Pre-sale notifications

25A  In the case of a feeder UCITS, the following information:

()

(b)

(c)

(d)

(e)

()

(@

a declaration that the feeder UCITS is a feeder of a par-
ticular master UCITS and as such permanently invests at
least 85% in value of the scheme property in units of that
master UCITS;

the investment objective and policy, including the risk
profile; and whether the performance records of the
feeder UCITS and the master UCITS are identical, or to
what extent and for which reasons they differ, including
a description of how the balance of the scheme property
which is not invested in units of the master UCITS is in-
vested in accordance with COLL 5.8.3 R (Balance of scheme
property: investment restrictions on a feeder UCITS);

a brief description of the master UCITS, its organisation,
its investment objective and policy, including the risk
profile, and an indication of how the prospectus of the
master UCITS may be obtained;

a summary of the master-feeder agreement or where ap-
plicable, the internal conduct of business rules referred
to in COLL 11.3.2 R (2) (Master-feeder agreement and inter-
nal conduct of business rules);

how the unitholders may obtain further information on
the master UCITS and the master-feeder agreement;

a description of all remuneration or reimbursement of

costs payable by the feeder UCITS by virtue of its invest-
ment in units of the master UCITS, as well as the aggregate
charges of the feeder UCITS and the master UCITS; and

a description of the tax implications of the investment
into the master UCITS for the feeder UCITS.

[Note: article 63(1) of the UCITS Directive]
Information on a feeder NURS
25B  In the case of a feeder NURS, the following information:

()

(b)

a declaration that the feeder NURS is a feeder of a partic-
ular qualifying master scheme and as such is dedicated to
units in a single qualifying master scheme and the mini-
mum (and, if relevant, maximum) investment that the
feeder NURS may make in its qualifying master scheme;

the investment objective and policy of the feeder NURS,
including its risk profile; and whether the performance
records of the feeder NURS and the qualifying master
scheme are identical, or to what extent and for which
reasons they differ, including a description of how the
balance of the scheme property which is not invested in
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units of the qualifying master scheme is invested in accor-
dance with COLL 5.6.7 R (6A) (Spread: general);

(c) a brief description of the qualifying master scheme, its or-
ganisation, its investment objective and policy, including
the risk profile, and an indication of how the prospectus of
the qualifying master scheme may be obtained;

(d)  how the unitholders may obtain further information on the
qualifying master scheme;

(e) a description of all remuneration or reimbursement of costs
payable by the feeder NURS by virtue of its investment in
units of the qualifying master scheme, as well as the aggre-
gate charges of the feeder NURS and the qualifying master
scheme; and

) a description of the tax implications of the investment into
the qualifying master scheme for the feeder NURS.

Marketing in another EEA state

26 A prospectus of a UCITS scheme which is prepared for the purpose
of marketing units in a EEA State other than the United Kingdom,
must give details as to:

(a)  what special arrangements have been made:

(i) for paying in that EEA State amounts distributable
to unitholders resident in that EEA State;

(ii) for redeeming in that EEA State the units of
unitholders resident in that EEA State;

(iii) for inspecting and obtaining copies in that EEA
State of the instrument constituting the scheme and
amendments to it, the prospectus and the annual
and half-yearly long report; and

(iv) for making public the price of units of each class;
and

(b)  how the ICVC or the manager of an AUT will publish in
that EEA State notice:

) that the annual and half-yearly long report are
available for inspection;

(ii) that a distribution has been declared;
(iii) of the calling of a meeting of unitholders; and
(iv) of the termination of the authorised fund or the re-

vocation of its authorisation.
Investment in overseas property through an intermediate holding vehicle

26A If investment in an overseas immovable is to be made through an
intermediate holding vehicle or a series of intermediate holding ve-
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hicles, a statement disclosing the existence of that intermediate
holding vehicle or series of intermediate holding vehicles and
confirming that the purpose of that intermediate holding vehicle
or series of intermediate holding vehicle is to enable the holding
of overseas immovables by the scheme.

Additional information

27 Any other material information which is within the knowledge
of the directors of an ICVC or the manager of an AUT, or which
the directors or manager would have obtained by making reason-
able enquiries, including but not confined to, the following

matters:

(a) information which investors and their professional advis-
ers would reasonably require, and reasonably expect to
find in the prospectus, for the purpose of making an in-
formed judgement about the merits of investing in the
authorised fund and the extent and characteristics of the
risks accepted by so participating;

(b) aclear and easily understandable explanation of any risks
which investment in the authorised fund may reasonably
be regarded as presenting for reasonably prudent in-
vestors of moderate means;

(c) ifthereis any arrangement intended to result in a partic-
ular capital or income return from a holding of units in
the authorised fund or any investment objective of giving
protection to the capital value of, or income return from,

such a holding:
(i) details of that arrangement or protection;
(ii) for any related guarantee, sufficient details about

the guarantor and the guarantee to enable a fair
assessment of the value of the guarantee;

(iii) a description of the risks that could affect
achievement of that return or protection; and

(iv) details of the arrangements by which the autho-
rised fund manager will notify unitholders of any
action required by the unitholders to obtain the
benefit of the guarantee; and

(d) whether any notice has been given to unitholders of the
authorised fund manager intention to propose a change
to the scheme and if so, its particulars.

PAGE
Guidance on contents of the prospectus

4.2.6 [G] (1) In relation to M COLL 4.2.5R (3)(b) the prospectus might include:

(a) adescription of the extent (if any) to which that policy does not envisage
the authorised fund remaining fully invested at all times;
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(b) for a non-UCITS retail scheme which may invest in immovable property:

(i)  the maximum extent to which the scheme property may be invested
in immovables; and

(ii) a statement of the policy of the authorised fund manager in relation
to insurance of immovables forming part of the scheme property; and

(c) a description of any restrictions in the assets in which investment may be
made, including restrictions in the extent to which the authorised fund may
invest in any category of asset, indicating (if appropriate) where the
restrictions are more onerous than those imposed by Bl COLL 5 (Investment
and borrowing powers).

(2) In relation to M COLL 4.2.5R (13), the type of payments are likely to include
management fees (such as periodic and performance fees), depositary fees,
custodian fees, transaction fees, registrar fees, audit fees and FCA fees. Expenses
which represent properly incurred costs of the scheme may also be treated as a
type of payment for this purpose.

(3) In relation to M COLL 4.2.5R (27), the prospectus might include a statement of the
authorised fund manager's policy in relation to holding units in the scheme as
principal, and in particular whether it seeks to make a profit from doing so. It
might also include a prominent statement of non-accountability referred to in
W COLL 6.7.16 G (Exemptions from liability to account for profits).

(4)  In relation to M COLL 4.2.5 R (16)(a), where the prospectus includes provisions
for both a single-priced authorised fund and a dual-priced authorised fund, it
should state prominently which method of pricing is applicable to which
authorised fund, and explain how the differences between them may affect
unitholders (for example if a unitholder exchanges units in a single-priced
authorised fund for units in a dual-priced authorised fund, or vice versa).

(5)  Additional matters which are not contained in B COLL 4.2.5 R may be required
to be included in the prospectus, for example for the purposes of making the
scheme eligible under relevant tax legislation.
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4.3 Approvals and notifications
A
APRUCAtION e
4.3.1 L} | This section applies to an authorised fund manager.
EXLANALION | | e
4.3.2 [G] (1) The diagram in B COLL 4.3.3 G explains how an authorised fund manager
FCA should treat changes it is proposing to a scheme and provides an overview

of the rules and guidance in this section.

(2) Regulation 21 of the OEIC Regulations (The Authority's approval for certain
changes in respect of a company) and section 251 of the Act (Alteration of
schemes and changes of manager or trustee) require the prior approval of
the FCA for certain proposed changes to an authorised fund, including a
change of the authorised fund manager or depositary or a change to the
instrument constituting the scheme. This should be kept in mind when
considering any proposed change.

Diagram: Change event

..............................................................................................................

4.3.3 [G] | This diagram belongs to M COLL 4.3.2 G.

|

Change proposed by the anthorised fund manager

Fundamental Significant Notifiable
change change change
Approval by Pre-event Pre/Post-event
meeting notice notification
Extraordinary Reasonable Ad-hoc Published Available
resolution notice period

Fundamental change requiring prior approval by meeting

(1) The authorised fund manager, must, by way of an
extraordinary resolution, obtain prior approval from the

B Release 136 @ April 2013

4.3.4

PAGE
22



COLL 4 : Investor Relations Section 4.3 : Approvals and notifications

unitholders for any proposed change to the scheme which, in
accordance with (2), is a fundamental change.
(2) A fundamental change is a change or event which:
(a) changes the purposes or nature of the scheme; or
(b) may materially prejudice a unitholder; or
(c)
(

d) introduces any new type of payment out of scheme property.

alters the risk profile of the scheme; or

Guidance on fundamental changes

4.3.5 [G] (1) Any change may be fundamental depending on its degree of materiality and
effect on the scheme and its unitholders. Consequently an authorised fund
manager will need to determine whether in each case a particular change is
fundamental in nature or not.

(2)  For the purpose of M COLL 4.3.4 R (2)(a) to Ml COLL 4.3.4 R (2)(c) a fundamental
change to a scheme is likely to include:

(a) any proposal for a scheme of arrangement referred to in Ml COLL 7.6.2 R
(Schemes of arrangement: requirements);

(b) achange in the investment policy to achieve capital growth from investment
in one country rather than another;

(c) achange in the investment objective or policy to achieve capital growth
through investment in fixed interest rather than equity investments;

(d) a change in the investment policy to allow the authorised fund to invest in
derivatives as an investment strategy which increases its volatility;

(e) achange to the characteristics of a scheme to distribute income annually
rather than monthly; or

(f)  the introduction of limited redemption arrangements.

Significant change requiring pre-event notification

..................................................................................................................

4.3.6 R| (1) The authorised fund manager must give prior written notice to
FCA unitholders, in respect of any proposed change to the operation
of a scheme that, in accordance with (2), constitutes a significant
change.

(2) A significant change is a change or event which is not fundamental
in accordance with B COLL 4.3.4 R but which:

(a) affects a unitholder's ability to exercise his rights in relation

to his investment; or

(b) would reasonably be expected to cause the unitholder to
reconsider his participation in the scheme; or
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(c) results in any increased payments out of the scheme property
to an authorised fund manager or any other director of an
ICVC or an associate of either; or

(d) materially increases other types of payment out of scheme

property.

(3) The notice period in (1) must be of a reasonable length (and
must not be less than 60 days).

Appointment of a new ACD or manager

..............................................................................................................

(1) In the case of a UCITS scheme, the appointment of a new ACD
of an ICVC under B COLL 6.5.3 R (Appointment of an ACD) or
the replacement of the manager of an AUT who proposes to
retire under M COLL 6.5.8 R (Retirement of a manager of an AUT)
must, if in either case the new authorised fund manager is
established in a different EEA State to the outgoing authorised
fund manager, be treated as a significant change in accordance
with M COLL 4.3.6 R.

(2) Paragraph (1) does not apply:

(a) if the appointment of the new authorised fund manager is
the subject of an extraordinary resolution approved by a
meeting of unitholders; or

(b) following the termination of the appointment of the ACD
of an ICVC under B COLL 6.5.4 R (2) or B COLL 6.5.4 R (3)
(Termination of appointment of an ACD), if the directors
of the ICVC other than the ACD, or the depositary if there
are no such directors, consider that it would be in the best
interests of unitholders to appoint a new ACD without
delay.

Guidance on significant changes

(1) Changes may be significant depending in each case on their degree of
materiality and effect on the scheme and its unitholders. Consequently the
authorised fund manager will need to determine whether in each case a
particular change is significant in nature or not.

(2)  For the purpose of M COLL 4.3.6 R a significant change is likely to include:
(a) achange in the method of price publication;

(b) a change in any operational policy such as dilution policy or allocation
of payments policy;

(c) anincrease in the preliminary charge where units are purchased through
a group savings plan ; or

(d) a change in the pricing arrangements for units of the scheme so as to
cause a single-priced authorised fund to become a dual-priced authorised
fund, or vice versa.
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(3) Where the directors of an ICVC elect to discontinue holding annual general
meetings under paragraph 37A of the OEIC Regulations, they are required to

give 60 days' written notice to sharebolders. For the purpose of Bl COLL 4.3.6 R
this should be treated as a significant change to the operation of the scheme.

(4)  The requirement in B COLL 4.3.6A R (1) applies in all cases where the outgoing
authorised fund manager (whether established in the United Kingdom or in
another EEA State) is to be replaced by an authorised fund manager established
in any other EEA State (including the United Kingdom).

Notifiable changes

------------------------------------------------------------------------------------------------------------------

4.3.8 R| (1) The authorised fund manager must inform unitholders in an
FCA appropriate manner and timescale of any notifiable changes that
are reasonably likely to affect, or have affected, the operation of
the scheme.

(2) A notifiable change is a change or event, other than a fundamental
change under B COLL 4.3.4 R or a significant change under
B COLL 4.3.6 R, which a unitholder must be made aware of unless
the authorised fund manager concludes that the change is
insignificant.

Guidance on notifiable changes

..................................................................................................................

4.3.9 [G] (1) The circumstances causing a notifiable change may or may not be within the
FCA control of the authorised fund manager.

(2)  For the purpose of MCOLL 4.3.8 R (Notifiable changes) a notifiable change might
include:

(a) achange of named investment manager where the authorised fund has been
marketed on the basis of that individual's involvement;

(b) a significant political event which impacts on the quthorised fund or its
operation;

(c) a change to the time of the valuation point;
(d) the introduction of limited issue arrangements; or

(e) a change of the depositary or a change in the name of the authorised fund.

(3) The appropriate manner and timescale of notification would depend on the
nature of the change or event. Consequently the authorised fund manager will
need to assess each change or event individually.

(4) An appropriate manner of notification could include:

(a) sending an immediate notification to the unitholder;

25

(b) publishing the information on a website; or

(c) the information being included in the next long report of the scheme.
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Appointment of an AFM without prior written notice to unitholders

(1) In the case of a UCITS scheme, the appointment of a new
authorised fund manager as a result of:

(a) in the case of an ICVC, the termination of the appointment
of the previous ACD under B COLL 6.5.4 R (2) or

B COLL6.5.4R (3) (Termination of appointment of an ACD);
or

(b) in the case of an AUT, the replacement of the manager under
B COLL6.5.7R (2) (Replacement of a manager);

must, if the new authorised fund manager is established in a
different EEA State to the outgoing authorised fund manager,
be notified to unitholders.

(2) The new authorised fund manager must immediately notify
unitholders of its appointment under (1) in an appropriate
manner.

Change events relating to feeder UCITS and feeder NURS

Where the authorised fund manager of either a feeder UCITS or a feeder
NURS is notified of any change in respect of its master UCITS or
qualifying master scheme which has the effect of a change to the feeder
UCITS or feeder NURS , the authorised fund manager must:

(1) classify it as a fundamental change, significant change or a
notifiable change to the feeder UCITS or feeder NURS in
accordance with the rules in this section; and

(2) (a) for a fundamental change, obtain approval from the
unitholders by way of an extraordinary resolution; or

(b) for a significant change, give written notice to unitholders
of that change; or

(c) for a notifiable change, comply with B COLL 4.3.8 R
(Notifiable changes).

The actions required by B COLL 4.3.11 R (2)(a) and B (b) must be carried
out as soon as reasonably practicable after the authorised fund manager
of the feeder UCITS or feeder NURS has been informed of the relevant
change to the master UCITS or qualifying master scheme .

(1) The authorised fund manager of the feeder UCITS or feeder NURS should
assess the change to the master UCITS or qualifying master scheme in terms
of its impact on the feeder UCITS or feeder NURS. For example, a change
to the investment objective and policy of the master UCITS or qualifying
master scheme that alters its risk profile would constitute a fundamental
change for the feeder UCITS or feeder NURS . In order for the feeder UCITS
or feeder NURS to continue investing in the master UCITS or qualifying

master scheme , the authorised fund manager of the feeder UCITS or feeder
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NURS should obtain the approval of unitholders by way of an extraordinary
resolution, or else make a proposal to invest in a different master UCITS or
qualifying master scheme. For a feeder UCITS this should be done in accordance
with B COLL 11.2.2 R (Application for approval of an investment in a master
UCITS).

(2) Not all changes affecting the master UCITS or qualifying master scheme will
have the same significance for the feeder UCITS or feeder NURS and its
unitholders. For example, a change to how the prices of the units in the master
UCITS or qualifying master scheme are published might not be a significant
change for the feeder UCITS or feeder NURS if the prices of its own units
continue to be published in the same way.

(3) Where the authorised fund manager of the feeder UCITS or feeder NURS
receives insufficient notice of the intended change to the master UCITS or
qualifying master scheme to be able to seek the prior approval of unitholders
to any fundamental change or to inform them at least 60 days in advance of
any significant change, it should nevertheless use reasonable endeavours to
inform them of the change as soon as possible so that they can make an informed

judgement about the merits of continuing to invest in the feeder UCITS or feeder
NURS .
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4.4.1 R

4.4.2 3
FCA
4.4.3 3
FCA

4.4 Meetings of unitholders and service of
notices

Application

..............................................................................................................

This section applies to an authorised fund manager, a depositary and
any other director of an ICVC.

General meetings

..............................................................................................................

(1) The authorised fund manager, the depositary or the other
directors of an ICVC may convene a general meeting of
unitholders at any time.

(2) The unitholders may request the convening of a general meeting
by a requisition which must:

(a) state the objects of the meeting;
(b) be dated;

(c) be signed by unitholders who, at that date, are registered
as the unitholders of units representing not less than
one-tenth in value (or such lower proportion stated in the
instrument constituting the scheme) of all of the units then
in issue; and

(d) be deposited at the head office of the ICVC or with the
trustee.

(3) The authorised fund manager, the depositary or the other
directors of an ICVC must on receipt of a requisition that
complies with (2), immediately convene a general meeting of
the authorised fund for a date no later than eight weeks after
receipt of the requisition.

Class meetings

..............................................................................................................

This section applies, unless the context otherwise requires, to class
meetings by reference to the units of the class concerned and the
unitholders and prices of such units.
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Special meaning of unitholder in COLL 4.4

bbb R | (1) Unless a unit in the authorised fund is a participating security, in
this section "unitholders" means unitholders as at a cut-off date

selected by the authorised fund manager which is a reasonable
time before notices of the relevant meeting are sent out.

(2) If any unit in the authorised fund is a participating security, a
registered unitholder of such a unit is entitled to receive a notice
of a meeting or a notice of an adjourned meeting under
B COLL 4.4.5 R (Notice of general meetings), if entered on the
register at the close of business on a day to be determined by the
authorised fund manager, which must not be more than 21 days
before the notices of the meeting are sent out.

(3) For the purposes of (2), in B COLL 4.4.6 R (Quorum) to
B COLL 4.4.11 R (Chairman, adjournments and minutes)
"unitholders" in relation to those units means:

(a) the persons entered on the register at a time to be determined
by the authorised fund manager and stated in the notice of
the meeting, which must not be more than 48 hours before the
time fixed for the meeting; or

(b) in the case of bearer units, unitholders of bearer units which
were in issue at the time applicable under (a).

Notice of general meetings

4.4.5 R| (1) Where the authorised fund manager, the depositary or the other
FCA directors of an ICVC decide to convene a general meeting of
unitholders:

(a) each unitholder must be given at least 14 days written notice,
inclusive of the date on which the notice is first served and the
day of the meeting; and

(b) the notice must specify the place, day and hour of the meeting
and the terms of the resolutions to be proposed and a copy of
the notice must be sent to the depositary.

(2) The accidental omission to give notice to, or the non-receipt of
notice by, any unitholder does not invalidate the proceedings at
any meeting.

(3) Notice of an adjourned meeting of unitholders must be given to
each unitholder, stating that while two unitholders present in
person or proxy are required to constitute a quorum at the
adjourned meeting, this may be reduced to one in accordance with
B COLL 4.4.6 R (3), should two such unitholders not be present after
a reasonable time of convening of the meeting.
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(4) Paragraph (1)(a) does not apply to the notice of an adjourned

meeting.
QO UM e
4.4.6 R (1) The quorum required to conduct business at a meeting of
unitholders is two unitholders, present in person or by proxy.

(2) If after a reasonable time from the time for the start of the
meeting, a quorum is not present, the meeting:

dissolved; and

. (a) if convened on the requisition of unitholders, must be
4

(b) in any other case, must stand adjourned to:

(i) a day and time which is seven or more days after the
day and time of the meeting; and

(ii) a place to be appointed by the chairman.

(3) If, at an adjourned meeting under (2)(b), a quorum is not present
after a reasonable time from the time for the meeting, one person
entitled to be counted in a quorum present at the meeting shall
constitute a quorum.

RSO ONS ettt
4.4.7 R (1) Except where an extraordinary resolution is specifically required
or permitted, any resolution of unitholders is passed by a simple
majority of the votes validly cast at a general meeting of
unitholders.

(2) In the case of an equality of, or an absence of, votes cast, the
chairman is entitled to a casting vote.

(3) Where a resolution (including an extraordinary resolution) is
required to conduct business at a meeting of unitholders and
every unitholder is prohibited under B COLL 4.4.8 R (4) from
voting, it shall not be necessary to convene such a meeting and
a resolution may, with the prior written agreement of the
depositary to the process, instead be passed with the written
consent of unitholders representing 50% or more, or for an
extraordinary resolution 75% or more, of the units of the
scheme in issue.

VOHNG HGIS st

4.4.8 R| (1) On a show of hands every unitholder who is present in person

has one vote.
(2) On a poll:
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(a)

(b)

(c)

votes may be given either personally or by proxy or in another
manner permitted by the instrument constituting the scheme;

the voting rights for each unit must be the proportion of the
voting rights attached to all of the units in issue that the price
of the unit bears to the aggregate price or prices of all of the
units in issue:

(1) if any unit is a participating security, at the time
determined under B COLL 4.4.4 R (2) (Special meaning of
unitholder in B COLL 4.4);

(i) otherwise at the date specified in B COLL 4.4.4 R (1); and

a unitholder need not use all his votes or cast all his votes in
the same way.

(3) For joint unitholders, the vote of the most senior who votes,
whether in person or by proxy, must be accepted to the exclusion
of the votes of the other joint unitholders. For this purpose seniority
must be determined by the order in which the names stand in the
register of unitholders.

(4) No director of the ICVC or the manager can be counted in the
quorum of, and no such director or the manager nor any of their
associates may vote at, any meeting of the authorised fund.

(5) The prohibition in (4) does not apply to any units held on behalf
of, or jointly with, a person who, if himself the registered
unitholder, would be entitled to vote and from whom the director,
the manager or its associate have received voting instructions.

(6) For the purpose of this section, units held, or treated as held, by
the authorised fund manager or any other director of the ICVC,
must not, except as mentioned in (5), be regarded as being in issue.

Right to demand a poll

..................................................................................................................

4.4.9 R | (1) A resolution put to the vote of a general meeting must be

FCA determined on a show of hands unless a poll is (before or on the
declaration of the result of the show of hands) demanded by:
(a) the chairman;
(b) at least two unitholders; or
(c) the depositary.

(2) Unless a poll is demanded in accordance with (1), a declaration
by the chairman as to the result of a resolution is conclusive
evidence of the fact.
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notices

4.4.10 R

4.4.11 R

FCA

Proxies

(1) A unitholder may appoint another person to attend a general
meeting and vote in his place.

(2) Unless the instrument constituting the scheme provides
otherwise, a unitholder may appoint more than one proxy to
attend on the same occasion but a proxy may vote only on a
poll.

(3) Every notice calling a meeting of a scheme must contain a
reasonably prominent statement that a unitholder entitled to
attend and vote may appoint a proxy.

(4) For the appointment to be effective, any document relating to
the appointment of a proxy must not be required to be received
by the ICVC or any other person more than 48 hours before
the meeting or adjourned meeting

..........................................................................................................

(1) A meeting of unitholders must have a chairman, nominated:
(a) in the case of an AUT, by the trustee;

(b) in the case of an ICVC, by a director other than the ACD
or an associate of the ACD or, if no such nomination is
made, by the depositary.

(2) If the chairman is not present after a reasonable time from the
time for the meeting, the unitholders present must choose one
of them to be chairman.

(3) The chairman:

(a) may, with the consent of any meeting of unitholders at
which a quorum is present; and

(b) must, if so directed by the meeting;

adjourn the meeting from time to time and from place to
place.

(4) Business must not be transacted at any adjourned meeting,
except business which might have lawfully been transacted at
the original meeting.

(5) The authorised fund manager must ensure that:

(a) minutes of all resolutions and proceedings at every meeting
of unitholders are made and kept; and

B Release 136 @ April 2013

4.4.11

PAGE
32



COLL 4 : Investor Relations Section 4.4 : Meetings of unitholders and service of
notices

(b) any minute made in (a) is signed by the chairman of the meeting
of unitholders.

(6) Any minute referred to in (5)(b) is conclusive evidence of the
matters stated in it.

Notices to unitholders

4.4.12 R| (1) Where this sourcebook requires any notice or document to be
FCA served upon a unitholder, it is duly served :

(a) for units held by a registered unitholder, if it is:

(i) sent by post to or left at the unitholder's address as
appearing in the register; or

(ii) sent by using an electronic medium in accordance with
B COLL 4.4.13 R (Other notices); or

(b) for units represented by bearer certificates, if given in the
manner provided for in the prospectus.

(2) Any notice or document served by post is deemed to have been
served on the second business day following the day on which it
is posted.

(3) Any document left at a registered address or delivered other than
by post is deemed to have been served on that day.

Other notices

4.4.13 R| (1) Any document or notice to be served on or information to be given
FCA to, any person, including the FCA, must be in legible form.

(2) For the purposes of this rule, any form is legible form which:

(a) is consistent with the ICVC's, the directors', the authorised
fund manager's or the depositary's knowledge of how the
recipient of the document wishes or expects to receive the
document;

(b) is capable of being provided in hard copy by the authorised
fund manager, the depositary or any other director of the
ICVC;

(c) enables the recipient to know or record the time of receipt; and

(d) 1is reasonable in the context.
33

(3) (a) In this sourcebook, any requirement that a document be signed
may be satisfied by an electronic signature or electronic
evidence of assent.
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(b) In relation to an AUT, where transfer of title to units is to
be effected on the authority of an electronic communication,
the manager must take reasonable steps to ensure that any
electronic communication purporting to be made by the
unitholder or his agent is in fact made by that person.

References to writing and electronic documents

..............................................................................................................

4.4.14 @ In this sourcebook references to writing and the use of electronic media should be
construed in accordance with B GEN 2.2.14 R (References to writing) and its related
guidance provisions.
Service of notice Regulations
4.4.15 @ The provisions in this section relating to the service and delivery of notices and
FCA documents both to unitholders and to the FCA, disapply the provisions of The Financial

Services and Markets Act 2000 (Service of Notices) Regulations 2001 (SI 2001/1420)
under the power in Regulation 1(6) of those Regulations.

PAGE
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4.5 Reports and accounts
AP B ON et e e
4.5.1 I3 | The rules and guidance in this section apply to an authorised fund
manager, a depositary and any other director of an ICVC.
EXPLANATION s ssssess s ssssss s ssss s sss e
4.5.2 @ In order to provide the unitholders with regular and relevant information about the
FCA progress of the authorised fund, the authorised fund manager must:

(1) prepare a short report and a long report half-yearly and annually;
(2) send the short report to all unitholders; and

(3) make the long report available to unitholders on request.

Preparation of long and short reports

4.5.3 R| (1) The authorised fund manager must for each annual accounting
FCA period and half-yearly accounting period, prepare a short report
and a long report for a scheme.

(2) For a scheme which is an umbrella, the authorised fund manager
must prepare a short report for each sub-fund but this is not
necessary for the umbrella as a whole.

(3) Where the first annual accounting period of a scheme is less than
12 montbs, a half-yearly report need not be prepared.

(4) [deleted]

ICVC requirements

..................................................................................................................

4.5.4 @ (1) The OEIC Regulations contain requirements for the preparation of annual and
¥ [FcA half-yearly reports and make the directors of an ICVC responsible for the
B5 preparation of annual and half-yearly reports on the ICVC.

(2) Regulations 66 (Reports: preparation), 67 (Reports: accounts) and 68 (Reports:
voluntary revision) of the OEIC Regulations also contain a number of other
requirements relating to reports and accounts of an ICVC.
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4.5.5 R

Contents of a short report

(1) The short report for an authorised fund, or for a scheme which
is an umbrella, its sub-fund, must contain for the relevant
period:

(a) (i) the name of the scheme or sub-fund;

(ii) its stated investment objectives and the policy and
strategy pursued for achieving those objectives;

(iii) a brief assessment of its risk profile;

(iv) in the case of a UCITS scheme, the figure for the
synthetic risk and reward indicator disclosed in its most
up-to-date key investor information document and any
subsequent changes to that figure during that period;
and

(v) the name and address of the authorised fund manager;

(b) a review of the scheme or sub-fund's investment activities
and investment performance during the period;

(c) a performance record consistent with B COLL 4.5.10 R (1)
(Comparative table) so as to enable a unitholder to put into
context the results of the investment activities of the scheme
during the period;

(d) sufficient information to enable unitholders to form a view
on where the portfolio is invested at the end of the period
and the extent to which that has changed over the period;

(e) any other significant information which would reasonably
enable unitholders to make an informed judgement on the
activities of the scheme or sub-fund during the period and
the results of those activities at the end of the period; and

(f) a statement that the latest long report is available on request.

(1A) The short report of a UCITS scheme which is a feeder UCITS
must also include:

(a) in relation to each annual accounting period only, a
statement on the aggregate charges of the feeder UCITS and
the master UCITS;

(b) a description of how the annual and half-yearly long reports
of its master UCITS can be obtained; and

(c) where the master UCITS is a UCITS scheme, a description
of how its annual and half-yearly short reports can be
obtained.

[Note: article 63(2) of the UCITS Directive]
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(IB) The short report of a feeder NURS must also include:

(a) inrelation to each annual accounting period only, a statement
on the aggregate charges of the feeder NURS and its qualifying
master scheme;

(b) a description of how the annual and half-yearly long reports
(or nearest equivalent documents for a qualifying master
scheme that is a recognised scheme) of its qualifying master
scheme can be obtained; and

(c) where the qualifying master scheme is a UCITS scheme or
non-UCITS retail scheme, a description of how the annual and
half-yearly short reports of its qualifying master scheme can
be obtained.

(2) The authorised fund manager must take reasonable steps to ensure
that the short report is structured and written in such a way that
it can be easily understood by the average investor.

(3) The short report must form a separate stand-alone document which
must not include any extraneous material.

(4) The inclusion in a single document of the short reports of more
than one of an authorised fund manager's schemes with the same
accounting periods, or of more than one sub-fund in an umbrella,
is not a contravention of (3) if each such report is discrete and
easily identifiable.

(5) The authorised fund manager must ensure that the information
given in the short report is consistent with the long report for the
relevant accounting period prepared under B COLL 4.5.7 R (Contents
of the annual long report) or B COLL 4.5.8 R(Contents of the
half-yearly long report).

Significant information to be contained in the short report

..................................................................................................................

4.5.6 @ For the purpose of BCOLL 4.5.5 R (1)(d) and B COLL 4.5.5 R (1)(e) the authorised fund manager
FCA should consider including the following as sufficient and significant information:

(1) particulars of any fundamental change to the scheme which required unitholder
approval by meeting during the period;

(2) particulars of any significant change to the operation of the scheme requiring
pre-notification, but this need only be given if the change impacts on the
unitholders' ability to make an informed judgement on the activities of the
scheme;

(3) particulars of any other developments in relation to the investment policy and
strategy of the scheme , or the instruments used by it during the period;

(4) the total expense ratio at the end of the period or, in the case of a UCITS scheme,
the ongoing charges figure together with (where appropriate) any
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4.5.7 R

performance-related fee payable to the authorised fund manager or any
investment adviser;

(5) particulars of any qualification of the reports of the auditor and depositary;
and

(6) particulars of any income or distribution relating to the period.

Contents of the annual long report

(1) An annual long report on an authorised fund, other than a
scheme which is an umbrella, must contain:

(a) the accounts for the annual accounting period which must
be prepared in accordance with the requirements of the IMA
SORP;

(b) the report of the authorised fund manager in accordance
with B COLL 4.5.9 R (Authorised fund manager's report);

(c) the comparative table in accordance with B COLL 4.5.10 R
(Comparative table);

(d) the report of the depositary in accordance with
B COLL 4.5.11 R (Report of the depositary); and

(e) the report of the auditor in accordance with B COLL 4.5.12R
(Report of the auditor).

(2) An annual long report on a scheme which is an umbrella must
be prepared for the umbrella as a whole and must contain:

(a) for each sub-fund:

(i) the accounts for the annual accounting period which

must be prepared in accordance with the requirements
of the IMA SORP;

(ii) the report of the authorised fund manager in accordance
with B COLL 4.5.9 R; and

(iii) the comparative table in accordance with
B COLL 4.5.10 R;

(b) the aggregation of the accounts required by (a)(i) for each

sub-fund;
(c) the report of the depositary in accordance with
B COLL 4.5.11 R; and
38

(d) the report of the auditor in accordance with B COLL 4.5.12 R.

(3) The directors of an ICVC or the manager of an AUT must
ensure that the accounts referred to in (1)(a) , (2)(a) and (4)(a)
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give a true and fair view of the net revenue and the net capital
gains or losses on the scheme property of the authorised fund, or,
in the case of (2)(a) and (4)(a), the sub-fund, for the annual
accounting period in question and the financial position of the
authorised fund or sub-fund as at the end of that period.

(4) The authorised fund manager of a scheme which is an umbrella
may, in addition to complying with (2), prepare a further annual
long report for any one or more individual sub-funds of the scheme,
in which case it must contain:

(a) in relation to the sub-fund:

(i) the accounts for the annual accounting period which must

be prepared in accordance with the requirements of the
IMA SORP;

(i) the report of the authorised fund manager in accordance
with B COLL 4.5.9 R; and

(ii1) the comparative table in accordance with B COLL 4.5.10 R;
(b) the report of the depositary in accordance with B COLL 4.5.11 R;
and

(c) the report of the auditor in accordance with B COLL 4.5.12 R.

(5) An annual long report of a UCITS scheme which is a feeder UCITS
must also include:

(a) a statement on the aggregate charges of the feeder UCITS and
the master UCITS; and

(b) a description of how the annual long report of its master
UCITS can be obtained.

[Note: article 63(2) of the UCITS Directive]

(6) An annual long report of a feeder NURS must also include:

(a) a statement on the aggregate charges of the feeder NURS and
its qualifying master scheme; and

(b) a description of how the annual long report (or nearest
equivalent document for a qualifying master scheme that is a
recognised scheme) of its qualifying master scheme can be
obtained.

Contents of the half-yearly long report

..................................................................................................................

R| (1) A half-yearly long report on an authorised fund, other than for a
scheme which is an umbrella, must contain:

Release 136 @ April 2013 4.5.8




COLL 4 : Investor Relations Section 4.5 : Reports and accounts

(a) the accounts for the half-yearly accounting period which
must be prepared in accordance with the requirements of
the IMA SORP; and

(b) the report of the authorised fund manager in accordance
with B COLL 4.5.9 R (Authorised fund manager's report).

(2) A half-yearly long report on a scheme which is an umbrella
must be prepared for the umbrella as a whole and must contain:

(a) for each sub-fund:
(i) the accounts for the half-yearly accounting period which

must be prepared in accordance with the requirements
of the IMA SORP; and

(i) the report of the authorised fund managerin accordance
with B COLL 4.5.9 R; and

(b) the aggregation of the accounts in (a)(i) for each sub-fund.

(3) The authorised fund manager of a scheme which is an umbrella
may, in addition to complying with (2), prepare a further
half-yearly long report for any one or more individual sub-funds
of the scheme. Such reports must contain the accounts and the
report of the authorised fund manager that would be required
by (1) if the sub-fund were a separate authorised fund.

(4) The half-yearly long report of a UCITS scheme which is a feeder
UCITS must also include a description of how the half-yearly
and annual reports of its master UCITS can be obtained.

[Note: article 63(2) second subparagraph of the UCITS Directive]

(5) The half-yearly long report of a feeder NURS must also include
a description of how the half-yearly and annual long reports
(or nearest equivalent documents for a qualifying master scheme
that is a recognised scheme) of its qualifying master scheme can
be obtained.

Annual and half-yearly long reports for sub-funds of an umbrella

..............................................................................................................

4.5.8A @ The authorised fund manager may, but need not, prepare annual and half-yearly long
reports for any individual sub-fund of an umbrella in accordance with Bl COLL4.5.7 R (4)

and B COLL 4.5.8 R (3) and make them available on request to any unitholder investing
in the relevant sub-fund. However, if the authorised fund manager does so, this does
not relieve it of its duty:

(1) to prepare annual and half-yearly long reports on the umbrella as a whole
(M COLL 4.5.7R (2) and M COLL 4.5.8 R (2)); and
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(2) to make available and publish the annual and half-yearly long reports for the
umbrella as a whole (ll COLL 4.5.14 R).

Signing of annual and half-yearly reports

..................................................................................................................

4.5.8B [} | The annual reports in B COLL 4.5.7R (1) and M (2), and the half-yearly reports
FCA in M COLL 4.5.8R (1) and W (2), must:

(1) in the case of an ICVC, if there is:

(a) more than one director, be approved by the board of directors
and signed on their behalf by the ACD and at least one other
director; or

(b) no director other than the ACD, be signed by the ACD;

(2) in the case of an AUT, if the authorised fund manager has:

(a) more than one director, be signed by at least two directors of
the authorised fund manager; or

(b) only one director, be signed by the director of the authorised
fund manager.

Authorised fund manager's report

..................................................................................................................

4.5.9 I3 | The matters set out in (1) to (13) must be included in any authorised fund
manager's report, except where otherwise indicated:

(1) the names and addresses of :
a) the authorised fund manager;
b) the depositary;

) the registrar;
d) any investment adviser;
e) the auditor; and

(
(
(c
(
(
(

f) for a scheme which invests in immovables, the standing
independent valuer;

(2) (for an ICVC), the names of any directors other than the ACD;
(3) a statement of the authorised status of the scheme;

(4) (for an ICVC) a statement that the unitholders of the ICVC are
not liable for the debts of the ICVC;

(5) the investment objectives of the authorised fund;

(6) the policy and strategy pursued for achieving those objectives;

B Release 136 @ April 2013 4.5.9



COLL 4 : Investor Relations

Section 4.5 : Reports and accounts

(7) areview of the investment activities during the period to which
the report relates;

(7A) a portfolio statement prepared in accordance with the
requirements of the IMA SORP;

(8) particulars of any fundamental changes in accordance with
B COLL 4.3.4 R (Fundamental change requiring prior approval
by meeting) made since the date of the last report;

(9) particulars of any significant changes which have occurred in
accordance with B COLL 4.3.6 R (Significant change requiring
pre-event notification) since the date of the last report;

©A) in the case of a UCITS scheme, the figure for the synthetic risk
and reward indicator disclosed in its most recent key investor
information document and any changes to that figure that have
taken place during the period;

(10) any other information which would enable unitholders to make
an informed judgement on the development of the activities of
the authorised fund during this period and the results of those
activities as at the end of that period;

(11) for a report on an umbrella prepared in accordance with
B COLL4.5.7R (2) or BCOLL 4.5.8 R (2) , information required by
(1) to (10) must be given for each sub-fund, if it would vary
from that given in respect of the umbrella as a whole;

(12) for a UCITS scheme which invests a substantial proportion of
its assets in other schemes, a statement as to the maximum
proportion of management fees charged to the scheme itself and
to other schemes in which that scheme invests ; and

(13) for a report on an individual sub-fund of a scheme which is an
umbrella prepared in accordance with B COLL 4.5.7 R (4) or
B COLL 4.5.8 R (3) , a statement that the latest long report
prepared for the umbrella as a whole is available on request.

Comparative table

..............................................................................................................

The comparative table required by B COLL 4.5.7 R (1)(c) (Contents of the
annual long report) must set out:

(1) a performance record over the last five calendar years, or if the
authorised fund has not been in existence during the whole of
that period, over the whole period in which it has been in
existence, showing:
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(a) the highest and the lowest price of a unit of each class in issue
during each of those years; and

(b) the net income distributed (or, for accumulation units,
allocated) for a unit of each class in issue during each of those
years, taking account of any sub-division or consolidation of
units that occurred during that period;

(2) as at the end of each of the last three annual accounting periods
(or all of the authorised fund's annual accounting periods, if less
than three):

(a) the total net asset value of the scheme property at the end of
each of those years;

(b) the net asset value per unit of each class; and

(c) (i) (for a report of the directors of an ICVC) the number of
units of each class in issue; or

(i) (for a report of the manager of an AUT) the number of
units of each class in existence or treated as in existence;
and

(3) if, in the period covered by the table:

(a) the authorised fund has been the subject of any event (such as
a scheme of arrangement) having a material effect on the size
of the authorised fund, but excluding any issue or cancellation
of units for cash; or

(b) there have been changes in the investment objectives of the
authorised fund;

(c) an indication, related in the body of the table to the relevant
year in the table, of the date of the event or change in the
investment objectives and a brief description of its nature.

Report of the depositary

..................................................................................................................

4.5.11 R| (1) The depositary must make an annual report to unitholders which
must be included in the annual report.

(2) The annual report must contain:

(a) a description, which may be in summary form, of the duties
of the depositary under B COLL 6.6.4 (General duties of the
PAGE . . .
depositary) and in respect of the safekeeping of the scheme
property; and

(b) a statement whether, in any material respect:

(i) the issue, sale, redemption and cancellation, and
calculation of the price of the units and the application of
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4.5.12 R

4.5.13 3

FCA

the authorised fund's revenue , have not been carried
out in accordance with the rules in this sourcebook and,
where applicable, the OEIC Regulations and the
instrument constituting the scheme; and

(ii) the investment and borrowing powers and restrictions
applicable to the authorised fund have been exceeded.

Report of the auditor

The authorised fund manager must ensure that the report of the auditor
to the unitholders includes the following statements:

(1)

whether, in the auditor's opinion, the accounts have been
properly prepared in accordance with the IMA SORP, the rules
in this sourcebook, and the instrument constituting the scheme;

whether, in the auditor's opinion, the accounts give a true and
fair view of the net revenue and the net capital gains or losses
on the scheme property of the authorised fund (or, as the case
may be, the scheme property attributable to the sub-fund) for
the annual accounting period in question and the financial
position of the authorised fund or sub-fund as at the end of
that period;

whether the auditor is of the opinion that proper accounting
records for the authorised fund (or, as the case may be,
sub-fund) have not been kept or whether the accounts are not
in agreement with those records;

whether the auditor has been given all the information and
explanations which, to the best of his knowledge and belief, are
necessary for the purposes of his audit; and

whether the auditor is of the opinion that the information given
in the report of the directors or in the report of the authorised
fund manager for that period is consistent with the accounts.

Provision of short report

............

(1)

(2)

..................................................................................................

The authorised fund manager must, within four months after
the end of each annual accounting period and within two
montbs after the end of each half-yearly accounting period,
respectively provide free of charge the short report in accordance

with (2).

The authorised fund manager must send a copy of the report:

(a) to each unitholder (or to the first named of joint unitholders)
entered in or entitled to be entered in the register at the close
of business on the last day of the relevant accounting period;
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(b) to each unitholder of bearer units at his request ; and

(c) to any other person free of charge on request.

(3) Unitholders in a scheme which is an umbrella must be provided
with a report relating to the particular sub-fund in which they hold
units subject to providing the long report on the umbrella on
request in accordance with B COLL 4.5.14 R (2)(a).

Publication and availability of annual and half-yearly long report

4.5.14 R| (1) The authorised fund manager must, within four montbs after the
FCA end of each annual accounting period and two montbhs after the
end of each half-yearly accounting period respectively, make
available and publish the long reports prepared in accordance with
B COLL 4.5.7R (1) to ® (3) (Contents of the annual long report) and
B COLL 4.5.8 R (1) to H (2) (Contents of the half-yearly long report).

(2) The reports referred to in (1) must:
(a) be supplied free of charge to any person on request;

(b) be available in English, for inspection by the public free of
charge during ordinary office hours at a place specified;

(c) for a UCITS scheme, be available for inspection by the public
at a place designated by the authorised fund manager in each
EEA State other than the United Kingdom in which units in
the authorised fund are marketed, in English and in at least
one of that other EEA State's official languages; and

(d) be sent to the FCA and, if the UCITS scheme is managed by
an EEA UCITS management company, to that company's
Home State regulator on request.

[Note: article 74 of the UCITS Directive]

Provision of annual and half-yearly long reports for master and feeder UCITS

4.5.15 R| (1) The authorised fund manager of a UCITS scheme which is a feeder
FCA UCITS must:

(a) where requested by an investor, provide copies of the annual
and half-yearly long reports of its master UCITS free of charge;
and

(b) file copies of the annual and half-yearly long reports of its
master UCITS with the FCA.
(2) Except where an investor requests paper copies or the use of

electronic communications is not appropriate, the annual and
half-yearly long reports of its master UCITS may be provided in
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a durable medium other than paper or by means of a website
that meets the website conditions.

[Note: articles 63(3) and 63(5) of the UCITS Directive]

Provision of annual and half-yearly long reports for qualifying master
schemes of feeder NURS

............

(1)

..................................................................................................

The authorised fund manager of a feeder NURS must, where
requested by an investor or the FCA, provide to such person
copies of the annual and half-yearly long reports (or nearest
equivalent documents for a qualifying master scheme that is a
recognised scheme) of its qualifying master scheme free of
charge.

Except where an investor requests paper copies or the use of
electronic communications is not appropriate, the annual and
half-yearly long reports (or nearest equivalent documents for a
qualifying master scheme that is a recognised scheme) of its
qualifying master scheme may be provided in a durable medium
other than paper, or by means of a website that meets the
website conditions.
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4.6 Simplified Prospectus provisions
APRUCEION e
4.6.1 I3 | This section applies to an ICVC, an authorised fund manager of an AUT
or ICVC and any other director of an ICVC where, in each case, the AUT

or ICVC is a simplified prospectus scheme.

Production and publication of simplified prospectus

..................................................................................................................

4.6.2 R| (1) An operator of a simplified prospectus scheme must, for each
simplified prospectus scheme in respect of which it is the operator,

produce and publish a simplified prospectus in accordance with
the rules in this section and ensure that it contains in summary
form each of the matters referred to in the table below that relates
to this rule.

(2) A simplified prospectus must be incorporated in a written
document or in any durable medium.

(3) An operator of a simplified prospectus scheme must be satisfied
on reasonable grounds that each simplified prospectus which it
produces:

(a) includes all such information as is necessary to enable an
investor to make an informed decision about whether to acquire
units in the scheme;

(b) does not omit any key item of information;

(c) wherever possible is written in plain language which avoids
technical language and jargon; and

(d) adopts a format and style of presentation which is clear and
attractive to the average reader, so that it can be easily
understood by him.

(4) The simplified prospectus may be attached to the full prospectus

as a removable part of it.
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4.6.5 R

4.6.7 [G]

Revision of simplified prospectus

An operator of a simplified prospectus scheme must, for each simplified
prospectus scheme of which it is the operator, keep its simplified
prospectus up-to-date and must revise it immediately on the occurrence
of any material change.

It is the FCA's view that any change to a simplified prospectus scheme that would be
likely to influence the average investor in deciding whether to invest in the scheme or
realise his investment in it should be regarded as a material change for the purposes
of revision of a simplified prospectus. Examples would be changes to the scheme's
objectives or investment policy. The FCA would expect a simplified prospectus to be
updated at least annually.

Filing requirements

A UCITS management company must for each UCITS scheme it manages
file the scheme's initial simplified prospectus, together with each revision
to it, with:

(1) the FCA; and

(2) the competent authority of each EEA state in which its units
are to be marketed in the exercise of an EEA right.

UK firms exercising passporting rights in respect of UCITS scheme

--------------------------------------------------------------------------------------------------------------

(1) A UCITS management company must for each UCITS scheme
it manages and in respect of which it is marketing units in
another EEA State in the exercise of an EEA right, produce a
simplified prospectus for the scheme drawn up in accordance
with the requirements contained in this section.

(2) The simplified prospectus must be drawn up in the, or one of
the, official languages of the EEA State for which it was

prepared or in a language approved by the competent authority
of that EEA State.

(3) The simplified prospectus may, without alteration, be used for
marketing purposes in the EEA State for which it was prepared
and in which the units of the simplified prospectus scheme are
to be sold.

(1) In translating the simplified prospectus from English into one or more of the
official languages of the EEA State in which the simplified prospectus scheme
is to be marketed, or into a language approved by the competent authority
of that State, it is permissible under article 28.3 of the UCITS Directive, in
the FCA's view, for figures expressed in pounds sterling to be converted into
the appropriate local currency such as euros. It is not necessary, for example,
for the simplified prospectus of a scheme that is to be marketed across the
EEA in the exercise of an EEA right, to refer to each amount in pounds
sterling, in euros and additionally in every other local currency of an EEA
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4.6.8

State in which units of the scheme are to be marketed that has not adopted the
euro as its currency.

Operators considering marketing the units of their simplified prospectus schemes
in another EEA State in the exercise of an EEA right should have regard to the
local marketing legislation of such country.

Contents of the simplified prospectus

I3 | This table belongs to the rule on production and publication of a simplified

Note:

(0))

2

(&)

(C))

©))
()
(7

®

prospectus ( M COLL 4.6.2 R and B COLL 4.6.6 R)

Contents of simplified prospectus

By reproducing schedule C (Contents of the simplified
prospectus) to the UCITS Directive (as amplified by Com-
mission Recommendation (2004/384/EC)) and cross-refer-
ring to other relevant material, this annex details the facts
or matters that must included in a simplified prospectus.

Brief presentation of the simplified prospectus scheme (in this Table referred
to as "'the scheme").

when the scheme was created and an indication of the EEA
State where the scheme has been registered or incorporated;

in the case of a scheme having different investment compart-
ments (sub-funds), the indication of this circumstance;

the name and contact details of the operator (when applica-
ble);

the expected period of existence of the scheme (when appli-
cable);

the name and contact details of the depositary;
the name and contact details of the auditors;

the name and brief details of the financial group (e.g. a bank)
promoting the scheme;

Investment information

a short description of the scheme's objectives including:

(a) a concise and appropriate description of the
outcomes sought for any investment in the
scheme;

(b) a clear statement of any guarantees offered

by third parties to protect investors and any
restrictions on those guarantees;

(c) a statement, where relevant, that the scheme
is intended to track an index or indices, and
sufficient information to enable investors
both to identify the relevant index or indices
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Notes:

€)

and to understand the extent or degree of
tracking pursued; and

(d) where the scheme is a qualifying money
market fund, short-term money market fund
or money market fund, a statement identify-
ing it as such a fund and a statement that
the scheme's investment objectives and
policies will meet the conditions in the def-
inition of qualifying money market fund,
short-term money market fund or money
market fund, as appropriate;

1. Information on (8)(a) should include a
statement as to whether there is any ar-
rangement intended to result in a particu-
lar capital or income return from the units
or any investment objective of giving pro-
tection to their capital value or income re-
turn and, if so, details of that arrangement
or protection.

28 The information disclosed under (8)(b)
should include an explanation of what is to
happen when an investment is encashed
before the expiry of any related guarantee
or protection.

the scheme's investment policy, including:

(a) the main categories of eligible financial in-
struments which are the object of invest-
ment;

(b) whether the scheme has a particular strat-

egy in relation to any industrial, geographic
or other market sectors or specific classes
of assets, e.g. investments in emerging
countries' financial instruments;

(c) where relevant, a warning that, whilst the
actual portfolio composition is required to
comply with the broad legal and statutory
rules and limits, risk-concentration may
occur in regard of certain tighter asset
classes, economic and geographic sectors;

(d) if the scheme invests in bonds, an indication
of whether they are corporate or govern-
ment, their duration and the ratings re-
quirements;

(e) if the scheme uses financial derivative in-
struments, an indication of whether this is
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Note:

(10)

done in pursuit of the scheme's objectives,
or for hedging purposes only;

® whether the scheme's management style
makes some reference to a benchmark; and
in particular whether the scheme has an 'in-
dex tracking' objective, with an indication
of the strategy to be pursued to achieve this;
and

(2) whether the scheme’s management style is
based on a tactical asset allocation with high
frequency portfolio adjustments;

provided the information is material and relevant;

The information referred to in paragraphs (8) and (9) may
be set out as a single item in the simplified prospectus (e.g.
for the information on index tracking), provided that the
information so combined does not lead to confusion of the
objectives and policies of the scheme. The order of the infor-
mation items may be adapted to reflect the scheme's specific
investment objectives and policy.

a brief assessment of the scheme's risk profile by investment
compartment or sub-fund, including:

(a) overall structure of the information provid-
ed:
(i) a statement to the effect that

the value of investments may
fall as well as rise and that
investors may get back less
than they put in;

(ii) a statement that details of all
the risks actually mentioned
in the simplified prospectus
may be found in the full
prospectus;

(iii) a description in words of any
risk investors have to face in
relation to their investment,
but only where such risk is
relevant and material, based
on risk impact and probabili-
ty; and

(b) details regarding the description (in words)
of the following risks:

(i) specific risks:
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The description referred to
in paragraph (10)(a)(iii)
should include a brief and
understandable explanation
of any specific risk arising
from particular investment
policies or strategies or asso-
ciated with specific markets
or assets relevant to the
scheme such as:

A

the risk that
the entire
market of an
asset class
will decline
thus affecting
the prices
and values of
the assets
(market
risk);

the risk that
an issuer or a
counterparty
will default
(credit risk);

only where
strictly rele-
vant, the risk
that a settle-
ment in a
transfer sys-
tem does not
take place as
expected be-
cause a coun-
terparty does
not pay or
deliver on
time or as ex-
pected (settle-
ment risk);

the risk that
a position
cannot be lig-
uidated in a
timely man-
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ner at a rea-
sonable price
(liquidity
risk);

E the risk that
the invest-
ment's value
will be affect-
ed by changes
in exchange
rates (ex-
change or
currency
risk);

F only where
strictly rele-
vant, the risk
of loss of as-
sets held in
custody that
could result
from the insol-
vency, negli-
gence or
fraudulent ac-
tion of the
custodian or
of a subcusto-
dian (custody
risk); and

G risks related
to a concentra-
tion of assets
or markets;
and

(ii) horizontal risk factors:

The description referred to
in paragraph (10)(a)(iii)
should also mention, where
relevant and material, the
following factors that may

affect the product:
> A performance

risk, includ-
ing the vari-
ability of risk
levels depend-

B Release 136 @ April 2013



COLL 4 : Investor Relations

Section 4.6 : Simplified Prospectus provisions

ing on individ-
ual fund selec-
tions, and the
existence, ab-
sence of, or
restrictions
on any guar-
antees given
by third par-
ties;

risks to capi-
tal, including
potential risk
of erosion re-
sulting from
with-
drawals/can-
cellations of
units and dis-
tributions in
excess of in-
vestment re-
turns;

exposure to
the perfor-
mance of the
provider/third-
party guaran-
tor, where in-
vestment in
the product
involves di-
rect invest-
ment in the
provider,
rather than
assets held by
the provider;
inflexibility,
both within
the product
(including
early surren-
der risk) and
constraints
on switching
to other
providers;
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an

E inflation risk;
and

F lack of certain-
ty that envi-
ronmental
factors, such
as a tax
regime, will
persist;

(iii) possible prioritisation of infor-
mation disclosure:

In order to avoid conveying
a misleading image of the rel-
evant risks, the information
items should be presented so
as to prioritise, based on scale
and materiality, the risks so
as to better highlight the indi-
vidual risk profile of the
scheme;

the historical performance of the scheme (where applicable)
and a warning that this is not an indicator of future perfor-
mance (which may be either included in or attached to the
simplified prospectus), including:

(a) disclosure of past performance:

(i) the scheme's past perfor-
mance, as presented using a
bar chart showing annual re-
turns for the last ten full con-
secutive years. If the scheme
has been in existence for few-
er than ten years but at least
for a period of one year, it is
recommended that the annual
returns, calculated net of tax
and charges, be given for as
many years as are available;
and

(ii) if a scheme is managed ac-
cording to a benchmark or if
its cost structure includes a
performance fee depending
on a benchmark, the informa-
tion on the past performance
of the scheme should include
a comparison with the past
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Note:

Note:

Notes:

(12)

13)

performance of the bench-
mark according to which the
scheme is managed or the
performance fee is calculat-
ed;

Comparison should be achieved by representing the past
performance of the benchmark and that of the scheme
through the use of appropriate graphs to assist the reader
to make the comparison.

(b) disclosure of cumulative performance:

Disclosure should be made of the cumula-
tive performance of the scheme over the
ten year period referred to in paragraph
(11)(a)(i). A comparison should also be
made with the cumulative performance
(where relevant) of a benchmark, when
comparison to a benchmark is required in
accordance with paragraph (11)(a)(ii);

Where the scheme has been in existence for fewer than
ten years but at least for a period of one year, disclosure
of the past cumulative performance should be made for
as many years as are available.

(c) exclusion of subscription and redemption
fees, subject to appropriate disclosure:

A statement should be made that past per-
formance of the scheme does not include
the effect of subscription and redemption
fees.

1. Where a comparison is being made with
the cumulative performance of a bench-
mark as required by paragraph (11)(b), the
comparison should be achieved by repre-
senting the past performance of the
benchmark and that of the scheme through
the use of appropriate graphs to assist the
reader to make the comparison.

Vi The scheme's historical performance may
be produced as a separate attachment to
the simplified prospectus.

a profile of the typical investor the scheme is designed for;

Economic information

the scheme's applicable tax regime, including:

(a) the tax regime applicable to the scheme in
the UK; and
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(b) a statement which explains that the regime
of taxation of the income or capital gains re-
ceived by individual investors depends on
the tax law applicable to the personal situa-
tion of each individual investor and/or to the
place where the capital is invested and that
if investors are unclear as to their fiscal posi-
tion, they should seek professional advice or
information from local organisations, where
available;

Note: This information should include a statement in relation to
SDRT provision, explaining how the scheme may suffer
stamp duty reserve tax as a result of transactions in units
and whether the operator's policy is such that an SDRT
provision may be imposed.

14) details of any entry and exit commissions relating to the
scheme and details of the scheme's other possible expenses
or fees, distinguishing between those to be paid by the
unitholder and those to be paid from the scheme's or the
sub-fund's assets, including:

(a) overall contents of the information provided:

(i) disclosure of a total expense
ratio (TER), calculated as in-
dicated in Annex 1 to this
chapter, except for a newly
created fund where a TER
cannot yet be calculated;

(ii) on an ex ante basis, disclosure
of the expected cost structure,
that is an indication of all
costs available according to
the list set forth in Annex 1 to
this chapter so as to provide
investors, in so far as possi-
ble, with a reasonable esti-
mate of expected costs;

(iiii) all entry and exit commis-
sions and other expenses di-
rectly paid by the investor;

(iv) an indication of all the other
e costs not included in the TER,
including disclosure of trans-

action costs;

v) as an additional indicator of
the importance of transaction
costs, the portfolio turnover
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Note:

(vi)

rate, calculated as shown in
Annex 2 to this chapter; and

an indication of the existence
of fee-sharing agreements
and soft commissions;

In explaining the function of
the TER to the reader, ap-
propriate wording should be
used in the simplified
prospectus. For example,
TER might be explained in
the following terms: "The
TER shows the annual oper-
ating expenses of the scheme
- it does not include transac-
tion expenses. All European
funds highlight the TER to
help you compare the annu-
al operating expenses of dif-
ferent schemes."

It is the FCA's understand-
ing that the disclosure of a
reasonable estimate of ex-
pected costs on an ex ante
basis, as required by para-
graph (14)(a)(ii), only ap-
plies to new schemes where
a TER cannot yet be calculat-
ed. Where a TER can be
calculated for a simplified
prospectus scheme, there is
no need to have to disclose a
reasonable estimate of ex-
pected costs on an ex ante
basis in accordance with
paragraph (14)(a)(ii), in ad-
dition to the TER.

Paragraph (14)(a)(vi))
should not be interpreted as
a general validation of the
compliance of any individual
agreement or commission
with the provisions of the
Handbook . Taking into ac-
count current market prac-
tice, consideration should be
given as to how far the
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Note:

Note:

scheme's existing fee-sharing
agreements and comparable
fee arrangements are for the
exclusive benefit of the
scheme.

4. The simplified prospectus
should make a reference to
the full prospectus for detailed
information on these kinds of
arrangements, which should
allow any investor to under-
stand to whom expenses are
to be paid and how possible
conflicts of interest will be
resolved in his/her best inter-
est. The information provided
in the simplified prospectus
should remain concise in this
respect.

5. Details of entry and exit com-
missions relating to the
scheme and details of the
scheme's other possible ex-
penses or fees, must be pre-
sented in the simplified
prospectus in the form re-
quired by COBS 4.6.9 R
(Charges and reduction in
yield).

(b) information about 'fee sharing agreements'
and 'soft commissions':

(i) identification of 'fee-sharing
agreements';

For the purposes of paragraph (14)(b)(i), fee-sharing
agreements should be taken as those agreements whereby
a party remunerated, either directly or indirectly, out of the
assets of a scheme agrees to split its remuneration with an-
other party and which result in that other party meeting
expenses through this fee-sharing agreement that should
normally be met, either directly or indirectly, out of the as-
sets of the scheme.

(ii) identification of soft commis-
sions;

For the purposes of paragraph (14) (b) (ii), soft commissions
should be regarded as any economic benefit, other than
clearing and execution services, that an asset manager re-
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Note:

ceives in connection with the scheme's payment of com-
missions on transactions that involve the scheme's portfo-
lio securities. Soft commissions are typically obtained
from, or through, the executing broker.

(c) presentation of TER and portfolio turnover
rate;

Both the TER and the portfolio turnover rate may be ei-
ther included in or attached to the simplified prospectus
in the same paper as information on past performance.

Commercial information

s)
Note:

(16)
17)

(18)

(19)

how to buy the units;

This should include an explanation of any relevant right
to cancel or withdraw from the purchase, or, where it is
the case, that such rights do not apply.

how to sell the units;

in the case of a scheme having different investment com-
partments (sub-funds), an explanation of how to switch
from one investment compartment into another and any
charges applicable in such cases;

when and how dividends on units or shares of the scheme
(if applicable) are distributed;

when and where prices of units are published or made
available;

Additional information

(20)

21

(22)

(23)

A statement that, on request, the full prospectus and the
annual and half-yearly reports of the scheme may be ob-
tained free of charge before the conclusion of the contract
and afterwards, together with details of how they may be
obtained or how a person may gain access to them;

the name and contact details of the F'CA as being the
competent authority which has authorised or registered
the scheme;

details of a contact point (person or department, and, if
appropriate the times of day etc.) where additional infor-
mation may be obtained if needed;

the date of publication of the simplified prospectus ;

Additional information for a feeder NURS: Objectives and investment

policy
(24)

(a) where the scheme is a feeder NURS, in the
description of objectives and investment
policy, information about the proportion
of the feeder NURS' assets which is invested
in the qualifying master scheme; and
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(b) a description of the qualifying master
scheme's objectives and investment policy,
supplemented by:

(i) an indication that the invest-
ment returns of the feeder
NURS will be very similar to
those of the qualifying master
scheme; or

(ii) an explanation of how and
why the investment returns
of the feeder NURS and quali-
fying master scheme may dif-
fer;

Additional information for a feeder NURS: Risk profile

(25) (a) a description and explanation of any material
differences between the risk profile of the
feeder NURS and that of the qualifying master
scheme; and

(b) details of:
@) any liquidity risk; and
(ii) the relationship between pur-

chase and redemption ar-
rangements for the qualifying
master scheme and feeder
NURS;

Additional information for a feeder NURS: Practical information

(26) where the scheme is a feeder NURS, information specific to
the feeder NURS, including:

(a) a statement that the following documents of
the qualifying master scheme are available to
unitholders of the feeder NURS upon request,
and details of how they may be obtained:

(i) the prospectus;

(ii) A the key in-
vestor informa-
tion docu-
ment; or

B where the au-
thorised fund
ol manager of
the qualifying
master scheme
has a dispensa-
tion in the
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(b)

(iii)

(iv)

form of a
general waiv-
er by consent
so that it may
provide a key
investor infor-
mation docu-
ment as modi-
fied by the
general waiv-
er direction,
that docu-
ment (a
'NURS KII
document');
or

C the key fea-
tures docu-
ment; or

D the simplified
prospectus,
or

E the nearest
equivalent
document for
a qualifying
master
scheme that
is a recog-
nised scheme;

the annual and half-yearly
long reports (or nearest
equivalent documents for a
qualifying master scheme
that is a recognised scheme);
and

where the qualifying master
scheme is a UCITS scheme
or non-UCITS retail scheme,
its annual and half-yearly
short reports;

where the qualifying master scheme is not
established in the United Kingdom, and
where this may affect the feeder NURS' tax
treatment, a statement to this effect;

Feeder NURS: past performance presentations
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4.6.9

27

R (1)

.............

(a) any past performance presentation in the
document of the feeder NURS must be specif-
ic to the feeder NURS and must not repro-
duce the performance record of the qualify-
ing master scheme;

(b) the requirement in (a) does not apply where
the feeder NURS:

(i) shows the past performance
of its qualifying master
scheme as a benchmark; or

(ii) was launched as a feeder
NURS at a later date than the
qualifying master scheme and
where a simulated perfor-
mance which is based on the
past performance of the
qualifying master scheme is
shown for the years before
the feeder NURS existed; or

(i) has a performance record
from before the date on
which it began to operate as
a feeder, its own record being
retained in the bar chart of
the relevant years, with any
material change labelled.

General Note:

In making the disclosures required by paragraphs (8) to
(19) of this Table, the information must be presented in the
form of questions and answers. This format is designed to
assist the comprehension of the reader. This requirement
will not apply in relation to a simplified prospectus that is to
be used to market the units of the scheme in another EEA
state or in relation to a simplified prospectus that is to be
used to market the units of the scheme exclusively to persons
who are not retail clients .

Charges and reduction in yield

.....................................................................................................

In disclosing the information required by paragraph 14 of

B COBS 4.6.8 G (Table: Contents of the simplified prospectus), a
firm must include an effect of charges table and a reduction in

yield figure prepared in accordance with the rules in sections 2
(Effect of charges table) and 3 (Reduction in yield) of

B COBS 13 Annex 3.
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4.6.10 [G]

(2) This rule does not apply to a simplified prospectus for units in
a simplified prospectus scheme that will be marketed and sold
in another EEA State or exclusively to those who are not retail
clients.

(3) Note (5) to paragraph (14) of m COBS 4.6.8 G, and B COBS 4.6.9R
cease to have effect on 30 June 2011, unless remade.

Composite documents for several schemes, sub-funds and classes

In the FCA's view, a firm may, for the purposes of the rules in Bl COBS 14 requiring a
firm to provide a key features document or a simplified prospectus, combine the
required information on several simplified prospectus schemes, key features scheme
or EEA simplified prospectus schemes or any combination of them into a composite
document, provided the document continues to comply with the general requirements
such as being clear. Similarly, the information on different sub-funds or classes within
a scheme may be combined into a composite document or provided as separate
documents. Where the latter approach is adopted, references in this section to "scheme"
or "simplified prospectus scheme " should be taken as referring to the relevant sub-fund
or class, as applicable.

Multiclass schemes: use of representative class

In the FCA's view, where a simplified prospectus scheme has more than one class of
unit, the simplified prospectus may be prepared on a representative class basis, provided
this is made clear and there is no material difference in the classes concerned. The same
applies for an umbrella, as regards any sub-fund with more than one class of units.

An authorised fund manager must ensure that its financial promotions
which contain an invitation to purchase units in a UCITS scheme indicate
that a simplified prospectus and a full prospectus exist, and the places
where they may be obtained by the public or how the public may have
access to them.

Use of the "keyfacts" logo within a simplified prospectus

..............................................................................................................

A simplified prospectus may include the "keyfacts" logo if:

(1) the "keyfacts" logo is situated in a prominent position at the
top of the document; and

(2) The document also contains the following statement in a
prominent position:

"The Financial Conduct Authority is an independent financial
services regulator. It requires us, [provider name], to give you
this important information to help you to decide whether our
[product name] is right for you. You should read this document
carefully so that you understand what you are buying, and then
keep it safe for future reference".
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4.7 Key investor information and marketing
communications
APRUCEION e
4.7.1 3 | This section applies to an ICVC, an authorised fund manager of an AUT
or ICVC and any other director of an ICVC where, in each case, the AUT

or ICVC is a UCITS scheme.

Key investor information

..................................................................................................................

4.7.2 R| (1) An authorised fund manager must, for each UCITS scheme which
it manages, draw up a short document in English containing key

investor information (a "key investor information document")
for investors.

(2) The words "key investor information" must be clearly stated in
this document.

(3) Key investor information must include appropriate information
about the essential characteristics of the UCITS scheme which is
to be provided to investors so that they are reasonably able to
understand the nature and risks of the investment product that is
being offered to them and, therefore, to take investment decisions
on an informed basis.

(4) Key investor information must provide information on the
following essential elements in respect of the UCITS scheme:
(a) identification of the scheme;

(b) ashort description of its investment objectives and investment

policy;
(c) past performance presentation or, where relevant, performance
scenarios;
” (d) costs and associated charges; and
(e) risk/reward profile of the investment, including appropriate

guidance and warnings in relation to the risks associated with
investments in the scheme.
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(5) The essential elements referred to in (4) must be comprehensible
to the investor without any reference to other documents.

(6) A key investor information document must clearly specify where
and how to obtain additional information relating to the
proposed investment, including but not limited to where and
how the prospectus and the annual and half-yearly reports can
be obtained on request and free of charge at any time, and the
language in which that information is available to investors.

(7) Key investor information must be written in a concise manner
and in non-technical language. It must be drawn up in a common
format, allowing for comparison, and must be presented in a
way that is likely to be understood by retail investors.

(8) Key investor information must be used without alterations or
supplements, except translation, in each EEA State where a
UCITS marketing notification has been made so as to enable
the marketing of the scheme's units in that State.

[Note: article 78 of the UCITS Directive]

Form and content of a key investor information document

4.7.3 @ The KII Regulation sets out the form and content of a key investor information
document. This Regulation is directly applicable in the United Kingdom and accordingly

its articles (but not the preceding recitals) are binding on all firms to which it applies.
Under the Regulation an authorised fund manager must ensure that each key investor
information document it produces for a UCITS scheme complies with the requirements
of the Regulation. For ease of reference the Regulation is reproduced in

Bl COLL Appendix 1EU (The KII Regulation).

Translation of a key investor information document

4.7.4 [G] | While the original key investor information document is required by M COLL 4.7.2 R to
be drawn up in English, an authorised fund manager may prepare an accurate

translation of it into any language for the purpose of marketing the units of the UCITS
scheme in the United Kingdom. Any such translation should be prepared without
alterations or supplements.

Pre-contractual information

4.1.5 I} | The key investor information document must:

FCA

(1) constitute pre-contractual information (see M COBS 14.2.1A R
(Provision of key investor information document));

PAGE
(2) be fair, clear and not misleading; and
(3) be consistent with the relevant parts of the prospectus.

[Note: article 79(1) of the UCITS Directive]
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4.7.6 @ (1) Section 90ZA of the Act (Liability for key investor information) provides that
FCA a person will not incur civil liability solely on the basis of the key investor

information document, including any translation of it, unless it is misleading,
inaccurate or inconsistent with the relevant parts of the prospectus.

(2) Article 20 of the KII Regulation prescribes the wording of a warning to investors
that must be included in the "practical information" section of the key investor
information document. It states that an authorised fund manager may be held
liable solely on the basis of any statement contained in the document that is
misleading, inaccurate or inconsistent with the relevant parts of the prospectus
for the UCITS scheme.

Revision and filing of key investor information

4.7.7 R | (1) An authorised fund manager must keep up to date the essential
FCA elements of the key investor information document for each UCITS
scheme which it manages.

(2) An authorised fund manager must file the key investor information
document for each UCITS scheme which it manages, and any
amendments thereto, with the FCA.

(3) An authorised fund manager of a feeder UCITS must, in addition
to (1) and (2), file the key investor information of its master
UCITS, and any amendments thereto, with the FCA.

[Note: articles 63(3) and 82 of the UCITS Directive]

Synthetic risk and reward indicators and ongoing charges disclosures in the

..................................................................................................................

4.7.8 [G] (1)  Authorised fund managers are advised that CESR issued two separate guidelines
regarding the methodology that should be used in calculating the synthetic risk

and reward indicator and the ongoing charges figure, both of which must be
disclosed in the key investor information document for each UCITS scheme
which they manage.

(2) Inline with the KII Regulation, firms in producing their key investor information
documents should take account of CESR's methodologies in calculating the
figures for the synthetic risk and reward indicators and for ongoing charges to
be disclosed in those documents. For ease of reference links to these guidelines
are shown below, as follows:

Methodology for the calculation of the synthetic risk and reward indicator in
the KII (CESR/10-673)

http://www.esma.europa.eu/node/49058

Methodology for the calculation of the ongoing charges figure in the KII
5 (CESR/10-674)

http://www.esma.europa.eu/node/49059
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4.7.9 [G]

FCA

4.7.10 [G]

(3) Firms should note that these methodologies may in due course become
directly applicable obligations in the light of the European Securities and
Markets Authority's powers to develop implementing technical standards
in this area.

Authorised fund managers are further advised that CESR issued guidelines in relation
to several other matters concerning key investor information. These are:

Guidelines - Selection and presentation of performance scenarios in the Key Investor
Information document (KII) for structured UCITS (CESR/10-1318)

http://www.esma.europa.eu/node/49173

Guidelines - Transition from the Simplified Prospectus to the Key Investor Information
document (CESR/10-1319)

http://www.esma.europa.eu/node/49174

CESR's guide to clear language and layout for the Key Investor Information document
(CESR/10-1320)

http://www.esma.europa.eu/node/49175
CESR's template for the Key Investor Information document (CESR/10-1321)

http://www.esma.europa.eu/content/CESR % E2 % 80% 99s-template-Key-Investor-In-
formation-document

CESR's guidelines on a common definition of European money market funds, which
refer to matters that should be included in the key investor information for money
market funds and short-term money market funds (CESR/10-049)

http://www.esma.europa.eu/content/Guidelines-Common-definition-European-money-
market-funds

Marketing communications

..............................................................................................................

COBS 4.13.2R(1)(b) and (c¢) (Marketing communications relating to UCITS schemes
or EEA UCITS schemes) require an authorised fund manager to ensure that its
marketing communications that contain an invitation to purchase units in a UCITS
scheme or EEA UCITS scheme, indicate that a prospectus and key investor information
exist, specifying where they may be obtained by the public or how the public may have
access to them.
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4.8 Notifications for UCITS master-feeder
arrangements

AR Gt 0N e
4.8.1 3 | This section applies to an ICVC, an authorised fund manager of an AUT
or ICVC and any other director of an ICVC where, in each case, the AUT

or ICVC is a UCITS scheme.

Bl D0 ettt ettt
4.8.2 [G] | The purpose of this section is to explain the type, form and timing of the notifications
that are required before an existing UCITS scheme can begin to operate as a feeder UCITS

for the first time, or an existing feeder UCITS can change to a different master UCITS.
The process for making those changes is set out in ll COLL 11.2 (Approval of a feeder
UCITS).

Information to be provided to unitholders

..................................................................................................................

4.8.3 3 (1) An authorised fund manager of a UCITS scheme that has been
FCA approved by the FCA to operate as a feeder UCITS, including as
a feeder UCITS of a different master UCITS, must provide the
following information to its unitholders at least 30 calendar days
before the date when the feeder UCITS is to start to invest in units
of the master UCITS or, if it has already invested in them, the date
when its investment will exceed the limit applicable under

B COLL 5.2.11 R (9) (Spread: general):

(a) a statement that the FCA has approved the investment of the
feeder UCITS in units of that master UCITS;

(b) the key investor information of the feeder UCITS and the
master UCITS;

(c) the date when the feeder UCITS is to start to invest in units
of the master UCITS or, if it has already invested in them, the
date when its investment will exceed the limit applicable under
B COLL 5.2.11 R (9);

PAGE
(d) astatement that the unitholders have the right, for 30 calendar
days from the moment this information is provided, to request
the repurchase or redemption of their units without any charges
other than those retained by the UCITS scheme to cover
disinvestment costs.
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Section 4.8 : Notifications for UCITS master-feeder
arrangements

(2) Where a UCITS marketing notification has been made in
relation to a feeder UCITS, the authorised fund manager of the
feeder UCITS must ensure that an accurate translation of the
information in (1) is provided to unitholders in:

(a) the official language, or one of the official languages, of the
feeder UCITS' Host State; or

(b) alanguage approved by the Host State regulator.

[Note: article 64 first and second paragraphs of the UCITS Directive]

Method of providing information

..............................................................................................................

The authorised fund manager of the feeder UCITS must provide to
unitholders the information required under B COLL 4.8.3 R in a durable

medium.

[Note: article 29 of the UCITS implementing Directive No 2]

Release 136 @ April 2013

4.8.4

PAGE
70



COLL 4 : Investor Relations Annex 1 4

Total expense ratio calculation

This Annex belongs to the rule on the contents of the simplified prospectus in this chapter.

4
1. Definition of the TER .

The total expense ratio (TER) of a simplified prospectus scheme is the
ratio of the scheme's total operating costs to its average net assets calcu-
lated according to paragraph 3.

2. Included/excluded costs

(a) The total operating costs are all the expenses
which come in deduction of a simplified
prospectus scheme's assets. These costs are usu-
ally shown in a scheme's statement of operation
for the relevant fiscal period. They are assessed
on an 'all taxes included' basis, which means
that the gross value of expenses should be used.

(b) Total operating costs include any legitimate ex-
penses of the simplified prospectus scheme,
whatever their basis of calculation (e.g. flat-fee,
asset-based, transaction-based - see note 2
above), such as:

- management costs in-
cluding performance
fees;

- administration costs;

- fees linked to depositary
duties;

- audit fees;

- payments to sharehold-
er services providers
including payments to
the simplified prospec-

tus scheme's transfer
agent and payments to
broker-dealers that are
record owners of the
scheme's shares and
that provide sub-ac-
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Annex 1 ﬂ

(©)

counting services for
the beneficial owners of
the scheme's shares;

payments to lawyers;

any distribution or unit
cancellation costs
charged to the scheme;

registration fees, regula-
tory fees and similar
charges;

any additional remuner-
ation of the manage-
ment company (or any
other party) corre-
sponding to certain fee-
sharing agreements in
accordance with para-
graph 4 below.

The total operating costs do not include:

transaction costs which
are costs incurred by a
simplified prospectus
scheme in connection
with transactions on its
portfolio. They include
brokerage fees, taxes
and linked charges and
the market impact of
the transaction taking
into account the remu-
neration of the broker
and the liquidity of the
concerned assets;

interest on borrowing;

payments incurred be-
cause of financial
derivative instruments;

entry/exit commissions
or any other fees paid
directly by the investor;

soft commissions in ac-
cordance with para-
graph 4.
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3. Calculation method and disclosure

(a) The TER is calculated at least once a year on an
ex post basis, generally with reference to the
fiscal year of the simplified prospectus scheme.
For specific purposes it may also be calculated
for other time periods. The simplified prospectus
should in any case include a clear reference to
an information source (e.g. the scheme's website)
where the investor may obtain previous
years'/periods' TER figures.

(b) The average net assets must be calculated using
figures that are based on the scheme's net assets
at each calculation of the net asset value (NAYV),
e.g. daily NAVs where this is the normal frequen-
cy of NAV calculation as approved by the simpli-
fied prospectus scheme's competent authorities.
Further circumstances or events which could
lead to misleading figures have equally to be
taken into consideration.

Tax relief should not be taken into account.

The calculation method of the TER must be
validated by the simplified prospectus scheme's
auditors and/or competent authorities.

4. Fee-sharing agreements and soft commissions

It regularly results from fee-sharing agreements on expenses that are
generally not included in the TER, that the management company or
another party is actually meeting, in all or in part, operating costs that
should normally be included in the TER. They should therefore be taken
into account when calculating the TER, by adding to the total operating
costs any remuneration of the management company (or another party)
that derives from such fee-sharing agreements.

There is no need to take into account fee-sharing arrangements on ex-
penses that are already in the scope of the TER. Soft commissions should
also be left outside the scope of the TER.

Thus:

- the remuneration of a management company
through a fee-sharing agreement with a broker
on transaction costs and with other fund man-

agement companies in the case of funds of funds
(if this remuneration has not already been taken
into account in the synthetic TER (see para-
graph 6 below) or through other costs already
charged to the fund and therefore directly includ-
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ed into the TER) should anyway be taken into
account in the TER,

- conversely, the remuneration of a management
company through a fee-sharing agreement with
a scheme (except when this remuneration falls
under the scope of the specific fund-of-fund case
covered in the previous indent) should not be
taken into account.

Performance fees:

Performance fees should be included in the TER and should also be
disclosed separately as a percentage of the average net asset value.

Simplified prospectus scheme investing in UCITS scheme or in non-
UCITS scheme:

When a simplified prospectus scheme invests at least 10% of its net asset
value in UCITS schemes or in schemes that are not UCITS schemes which
publish a TER in accordance with this Annex, a synthetic TER corre-
sponding to that investment should be disclosed.

The synthetic TER is equal to the ratio of:

- the simplified prospectus scheme's total operating
costs expressed by its TER and all the costs
borne by the scheme through holdings in under-
lying funds (i.e. those expressed by the TER of
the underlying funds weighted on the basis of
the simplified prospectus scheme's investment
proportion), plus the subscription and redemp-
tion fees of these underlying funds, divided by

- the average net assets of the scheme.

As mentioned in the previous subparagraph, subscription fees and re-
demption fees of the underlying funds should be included in the TER.
Subscription and redemption fees may not be charged when the under-
lying funds belong to the same group in accordance with Article 24 (3)
of the UCITS Directive.

When any of the underlying schemes that are not UCITS schemes does
not publish a TER in accordance with this Annex, disclosure of costs
should be adapted in the following way:

- the impossibility of calculating the synthetic
TER for that fraction of the investment must be
disclosed,

- the maximum proportion of management fees
charged to the underlying fund(s) must be dis-
closed in the simplified prospectus,

Release 136 @ April 2013

PAGE
4



COLL 4 : Investor Relations Annex 1 4

- a synthetic figure of total expected costs must
be disclosed, by calculating:

- a truncated synthetic
TER incorporating the
TER of each of those
underlying funds for
which the TER is calcu-
lated according to this
Annex, weighted on the
basis of the simplified
prospectus scheme's in-
vestment proportion,
and

- by adding, for each of
the other underlying
funds, the subscription
and redemption fees
plus the best available
maximum estimate of
TER-eligible costs. This
should include the
maximum management
fee and the last avail-
able performance fee
for that fund, weighted
on the basis of the sim-
plified prospectus
scheme's investment
proportion.

7. Umbrella funds/multiclass funds:

In the case of umbrella funds, the TER should be calculated for each
sub-fund. If, in the case of multiclass funds, the TER differs between
different share classes, a separate TER should be calculated and disclosed
for each share class. Furthermore, in keeping with the principle of
equality among investors, where there are differences in fees and expenses
across classes, these different fees/expenses should be disclosed separately
in the simplified prospectus. An additional statement should indicate that
the objective criteria (e.g. the amount of subscription), on which these
differences are based, are available in the full prospectus.

1. This Annex sets out the requirements in relation to the TER. It repro-
duces, and adapts where appropriate for the purposes of the Simplified
Prospectus provisions, Annex 1 to Commission Recommendation
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(2004/384/EC), amplifying Schedule C (Contents of the simplified
prospectus) to the Management Company Directive (2004/107/EC).

Di The non-exhaustive typology of calculation bases referred to in paragraph
2(b) below reflects the diversity of recent commercial practice across
Member States (at the end of 2003) and should not be interpreted as a
general validation of the compliance of any individual agreement or
commission with the provisions of the Handbook.
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Portfolio turnover calculation

Note: This Annex sets out the requirements in relation
to the portfolio turnover rate. It reproduces
Annex II to Commission Recommendation
(2004/384/EC), amplifying Schedule C (Contents
of the simplified prospectus) to the Management
Company Directive (2004/107/EC). This table
also includes other material which the FCA
considers should be included.

Portfolio turnover rate

A simplified prospectus scheme's or, where relevant, a compartment's (sub-fund's) portfolio
turnover rate must be calculated in the following way:

Purchases of securities = X

Sales of securities =Y

Total 1 = total of transactions in securities =X +Y
Issues/Subscriptions of units of the scheme = S
Cancellations/Redemptions of units of the scheme =T
Total 2 = Total transactions in units of the scheme =S + T
Reference average of total net assets = M

Turnover = [(Total 1 - Total 2)/M]*100

The reference average of total net assets corresponds to the average of net asset values calculated
with the same frequency as under Annex 1 to this chapter. The portfolio turnover rate disclosed
should correspond to the period(s) for which a TER is disclosed. The simplified prospectus should
in any case include a clear reference to an information source (e.g. the scheme's website) where
the investor may obtain previous periods' performance.

Note

Firms should note that inclusion of the portfolio turnover rate in the simplified prospectus is
mandatory. The rate must be calculated according to the formula which is prescribed above.
" However, because the rate includes both purchases and sales of securities, readers may find it
difficult to understand. Consequently firms should consider including an explanation of the for-
mula, such as:
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(Purchase of securities + Sales of seeuritizs) — (Subscrption of umts +
Bedemptions of units)

{Awverage Fund Value ever 12 months) = 100
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5.1 Introduction

Application

..............................................................................................................

(1) Subjectto 1(A), ®mCOLL 5.1 to MCOLL 5.5 apply to the authorised

fund manager and the depositary of an authorised fund, and
to an ICVC, which is or ever has been a UCITS scheme.

(1A) The only sections of B COLL 5 that apply to the authorised fund
manager and the depositary of a feeder UCITS, and to an ICVC
which is a feeder UCITS, are B COLL 5.3 and M COLL 5.8,
although particular rules in ® COLL 5.1, @ COLL 5.2 and
B COLL 5.5 are incorporated by reference.

(2) Subject to 2(A), m COLL 5.1, @8 COLL 5.4 and M COLL 5.6 apply

to the authorised fund manager and depositary of an authorised
fund, and to an ICVC, which is a non-UCITS retail scheme.

@A) mCOLL 5.1, M COLL 5.4 and B COLL 5.7 apply to the authorised
fund manager and the depositary of an authorised fund and to
an ICVC which is a non-UCITS retail scheme operating as a
fund of alternative investment funds.

(3) Paragraphs (2) and (2A) cease to apply if a non-UCITS retail
scheme converts to be authorised as a UCITS scheme.

(4) W COLL 5.9 applies to the authorised fund manager and the
depositary of an authorised fund which is a UCITS scheme or
a non-UCITS retail scheme operating as a money market fund
or a short-term money market fund.

Purpose

(1) This chapter helps in achieving the statutory objective of protecting consumers
by laying down minimum standards for the investments that may be held
by an authorised fund. In particular:

(a) the proportion of transferable securities and derivatives that may be
held by an authorised fund is restricted if those transferable securities
and derivatives are not listed on an eligible market; the intention of this
is to restrict investment in transferable securities or derivatives that
cannot be accurately valued and readily disposed of; and
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(b) authorised funds are required to comply with a number of investment rules
that require the spreading of risk.

(2) Table 5.1.4G gives an overview of the permissible investments and maximum
investment limits for UCITS schemes and non-UCITS retail schemes.

Treatment of obligations

..................................................................................................................

(1) Where a rule in this chapter allows a transaction to be entered into
or an investment to be retained only if possible obligations arising
out of the transaction or out of the retention would not cause the
breach of any limits in this chapter, it must be assumed that the
maximum possible liability of the authorised fund under any other
of those rules has also to be provided for.

(2) Where a rule in this chapter permits a transaction to be entered
into or an investment to be retained only if that transaction, or the
retention, or other similar transactions, are covered:

(a) it must be assumed that in applying any of those rules, the
authorised fund must also simultaneously satisfy any other
obligation relating to cover; and

(b) no element of cover must be used more than once.

Indicative overview of investment and borrowing powers

..................................................................................................................

This table belongs to M COLL 5.1.2 G (2).

Scheme investments and investment Limits for Limits for non-
techniques UCITS schemes UCITS retail

schemes

Permissi- Maxi- Permissi- Maxi-
ble invest- mum lim- ble invest- mum lim-
ment it ment it

Approved securities Yes None Yes None

Transferable securities that are not approved Yes 10% Yes 20%
securities

Government and public securities Yes None Yes None

Regulated schemes other than qualified investor Yes None Yes None
schemes

Unregulated schemes and qualified investor No N/A Yes 20%(C)
schemes

Warrants Yes None Yes None
Investment trusts Yes None Yes None
Deposits Yes None Yes None
Derivatives Yes None Yes None
Immovables (i.e real property) No N/A Yes None
Gold No N/A Yes 10%
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Scheme investments and invest-

ment techniques

Hedging

Stock lending
Underwriting
Borrowing

Cash and near cash
Note:

A percentage

"(T)H
"N/All
"(C)"

Limits for Limits for non-
UCITS schemes UCITS retail
schemes
Yes None Yes None
Yes None Yes None
Yes None Yes None
Yes 10% (T) Yes 10%
Yes None Yes None

Meaning of terms used:

an upper limit (though there may be limits of
other kinds).

temporary only- see COLL 5.5.4R(4)
Not applicable

In the case of a non-UCITS retail scheme
operating as a FAIF there is no maximum
limit - see COLL 5.7.7 R.
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Section 5.2 : General investment powers and limits

powers for UCITS schemes
5.2 General investment powers and limits for
UCITS schemes
APRUCEION e
5.2.1 R| (1) This section applies to an ICVC, an ACD, a manager of an AUT,
FCA a depositary of an ICVC and a trustee of an AUT, where such
ICVC or AUT is a UCITS scheme, in accordance with
B COLL 5.2.2 R (Table of application).
(2) ®WCOLL 5.2.23CR (Valuation of OTC derivatives) also applies to a
UK UCITS management company providing collective portfolio
management services for an EEA UCITS scheme from a branch
in another EEA State or under the freedom to provide cross border
services.
Table of application e
5.2.2 3| This table belongs to m COLL 5.2.1 R.
FCA ICVC ACD Manager Deposi-  Trustee
of an taryof an of an
AUT ICVC AUT
5.2.3R to X X
5.29R
5.2.9AR X X
5.2.10R(1) X X
52.10RQ)a)&(b) X X
5.2.10R2)(c) X X
5.2.10R(3) X X
5.2.10AR to X X
5.2.10EG
5.2.11R to X X
5.2.21R
5.2.22R X X
5.2.22AG X X X X X
5.2.23R(1) X X X
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Manager Deposi-  Trustee
of an tary of  of an
AUT an ICVC AUT
5.2.23R(2) to X X X X X
(C))
5.2.23CR X X
5.2.26R X X
5.2.27R X
5.2.28R X
5.2.29R to X X X
5.2.33R
5.2.34G X X
Note: x means
"applies"
5.2.2A [G] | Inaddition to the parts of CESR's UCITS eligible assets guidelines specifically referred

5.2.3 R

5.2.4 R|

to in this section, the authorised fund manager of a UCITS scheme should have regard
to the other parts of those guidelines when applying the rules in this section. CESR's
UCITS eligible assets guidelines are available at _www.fca.org.uk/your-fca.

Prudent spread of risk

(1) An authorised fund manager must ensure that, taking account
of the investment objectives and policy of the UCITS scheme as
stated in the most recently published prospectus, the scheme
property of the UCITS scheme aims to provide a prudent spread
of risk.

(2) The rules in this section relating to spread of investments do
not apply until the expiry of a period of six months after the
date of which the authorisation order, in respect of the UCITS
scheme, takes effect or on which the initial offer commenced,
if later, provided that (1) is complied with during such period.

Investment powers: general

..............................................................................................................

The scheme property of each UCITS scheme must be invested only in
accordance with the relevant provisions in sections B COLL 5.2 to

B COLL 5.5 that are applicable to that UCITS scheme and up to any
maximum limit so stated, but, the instrument constituting the scheme
may further restrict:

(1) the kind of property in which the scheme property may be
invested;
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(2) the proportion of the capital property of the UCITS scheme be
invested in assets of any description;

(3) the descriptions of transactions permitted; and
(4) the borrowing powers of the UCITS scheme.

Valuation

..................................................................................................................

5.2.5 R| (1) In this chapter, the value of the scheme property of a UCITS scheme
means the net value determined in accordance with B COLL 6.3
(Valuation and pricing), after deducting any outstanding
borrowings, whether immediately due to be repaid or not.

(2) When valuing the scheme property for the purposes of this chapter: I

(a) the time as at which the valuation is being carried out ("the
relevant time") is treated as if it were a valuation point, but
the valuation and the relevant time do not count as a valuation
or a valuation point for the purposes of B COLL 6.3 (Valuation
and pricing);

(b) initial outlay is to be regarded as remaining part of the scheme
property; and

(c) if the authorised fund manager, having taken reasonable care,
determines that the UCITS scheme will become entitled to any
unrealised profit which has been made on account of a
transaction in derivatives, that prospective entitlement is to be
regarded as part of the scheme property.

(3) When valuing the scheme property of a dual-priced authorised
fund, the cancellation basis of valuation referred to in
B COLL 6.3.3 R (2) (Valuation) is to be applied.

Valuation guidance

------------------------------------------------------------------------------------------------------------------

5.2.6 [G]| It should be noted that for the purpose of M COLL 5.2.5 R, Ml COLL 6.3 may be affected by
FCA specific provisions in this chapter such as, for example, Ml COLL 5.4.6 R (Treatment of
collateral).

UCITS schemes: permitted types of scheme property

..................................................................................................................

5.2.6A I} | The scheme property of a UCITS scheme must, except where otherwise
FCA provided in the rules in this chapter, consist solely of any or all of:

(1) transferable securities;
(2) approved money-market instruments

(3) wunits in collective investment schemes;
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(4) derivatives and forward transactions;
(5) deposits; and

(6) (for an ICVC) movable and immovable property that is essential
for the direct pursuit of the ICVC's business;

in accordance with the rules in this section.

[Note: articles 50(1) (in conjunction with other rules in this section) and 50(3) of the
UCITS Directive]

Transferable securities

(1) A transferable security is an investment which is any of the
following:

(a) a share;

(b) a debenture;

(ba) an alternative debenture;

(c) a government and public security;
(d) a warrant; or
(

e) a certificate representing certain securities.

(2) An investment is not a transferable security if the title to it
cannot be transferred, or can be transferred only with the
consent of a third party.

(3) In applying (2) to an investment which is issued by a body
corporate, and which is a share or a debenture, the need for
any consent on the part of the body corporate or any members
or debenture holders of it may be ignored.

(4) An investment is not a transferable security unless the liability
of the holder of it to contribute to the debts of the issuer is
limited to any amount for the time being unpaid by the holder
of it in respect of the investment.

Investment in transferable securities

(1) A UCITS scheme may invest in a transferable security only to
the extent that the transferable security fulfils the following
criteria:

(a) the potential loss which the UCITS scheme may incur with
respect to holding the transferable security is limited to the
amount paid for it;

(b) its liquidity does not compromise the ability of the
authorised fund manager to comply with its obligation to
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redeem units at the request of any qualifying unitholder (see
B COLL 6.2.16 R (3) );

(c) reliable valuation is available for it as follows:

(i) in the case of a transferable security admitted to or dealt
in on an eligible market, where there are accurate, reliable
and regular prices which are either market prices or prices
made available by valuation systems independent from
issuers;

(i) in the case of a transferable security not admitted to or
dealt in on an eligible market, where there is a valuation
on a periodic basis which is derived from information from
the issuer of the transferable security or from competent
investment research;

(d) appropriate information is available for it as follows:

(i) in the case of a transferable security admitted to or dealt
in on an eligible market, where there is regular, accurate
and comprehensive information available to the market on
the transferable security or, where relevant, on the portfolio
of the transferable security;

(i) in the case of a transferable security not admitted to or
dealt in on an eligible market, where there is regular and
accurate information available to the authorised fund
manager on the transferable security or, where relevant,
on the portfolio of the transferable security;

(e) it is negotiable; and

(f) its risks are adequately captured by the risk management
process of the authorised fund manager.

(2) Unless there is information available to the authorised fund
manager that would lead to a different determination, a
transferable security which is admitted to or dealt in on an eligible
market shall be presumed:

(a) not to compromise the ability of the authorised fund manager
to comply with its obligation to redeem units at the request of
any qualifying unitholder; and

(b) to be negotiable.

PAGE
[Note: article 2(1) of the UCITS eligible assets Directive]
5.2.7B [G] | Where the authorised fund manager considers that the liquidity or negotiability of a
transferable security might compromise the ability of the authorised fund manager to

comply with its obligation to redeem units at the request of any qualifying unitholder, it
should assess the liquidity risk in accordance with CESR's UCITS eligible assets guidelines
with respect to article 2(1) of the UCITS eligible assets Directive.
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Closed end funds constituting transferable securities

A unit in a closed end fund shall be taken to be a transferable security
for the purposes of investment by a UCITS scheme, provided it fulfils
the criteria for transferable securities set out in M COLL 5.2.7A R, and
either:

(1) where the closed end fund is constituted as an investment
company or a unit trust:

(a) it is subject to corporate governance mechanisms applied
to companies; and

(b) where another person carries out asset management activity
on its behalf, that person is subject to national regulation
for the purpose of investor protection; or

(2) where the closed end fund is constituted under the law of
contract:

(a) itis subject to corporate governance mechanisms equivalent
to those applied to companies; and

(b) it is managed by a person who is subject to national
regulation for the purpose of investor protection.

[Note: articles 2(2)(a) and (b) of the UCITS eligible assets Directive]

(1) An authorised fund manager should not invest the scheme property of a
UCITS scheme in units of a closed end fund for the purpose of circumventing
the investment limits set down in this section.

(2) When required to assess whether the corporate governance mechanisms of
a closed end fund in contractual form are equivalent to those applied to
companies, the authorised fund manager should consider whether the contract
on which the closed end fund is based provides its investors with rights to:

(a) vote on the essential decisions of the closed end fund (including
appointment and removal of asset management company, amendment
to the contract which set up the closed end fund, modification of
investment policy, merger, liquidation); and

(b) control the investment policy of the closed end fund through appropriate
mechanisms.

(3) The assets of the closed end fund in contractual form should be separate and
distinct from those of the asset manager and the closed end fund should be
subject to liquidation rules that adequately protect its investors.

[Note: CESR's UCITS eligible assets guidelines with respect to articles 2(2) and 2(2)(b)(ii)
of the UCITS eligible assets Directive |
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Transferable securities linked to other assets

5.2.7E R | (1) A UCITS scheme may invest in any other investment which shall
be taken to be a transferable security for the purposes of investment

by a UCITS scheme provided the investment:

(a) fulfils the criteria for transferable securities set out in
B COLL 5.2.7A R; and

(b) is backed by or linked to the performance of other assets, which
may differ from those in which a UCITS scheme can invest.

(2) Where an investment in (1) contains an embedded derivative
component (see B COLL 5.2.19 R (3A)), the requirements of this
section with respect to derivatives and forwards will apply to that
component.

[Note: articles 2(2)(c) and 2(3) of the UCITS eligible assets Directive]

Approved money-market instruments

..................................................................................................................

5.2.7F 3 | An approved money-market instrument is a money-market instrument
FCA which is normally dealt in on the money market, is liquid and has a value
which can be accurately determined at any time.

[Note: article 2(1)(o) of the UCITS Directive]

5.2.7G [ | A money-market instrument shall be regarded as normally dealt in on the
FCA money market if it:

(1) has a maturity at issuance of up to and including 397 days;
(2) has a residual maturity of up to and including 397 days;

(3) undergoes regular yield adjustments in line with money market
conditions at least every 397 days; or

(4) has a risk profile, including credit and interest rate risks,
corresponding to that of an instrument which has a maturity as
set out in (1) or (2) or is subject to yield adjustments as set out in

(3).

[Note: article 3(2) of the UCITS eligible assets Directive]

5.2.7H 3 (1) A money-market instrument shall be regarded as liquid if it can
FCA be sold at limited cost in an adequately short time frame, taking
into account the obligation of the authorised fund manager to
redeem units at the request of any qualifying unitholder (see

B COLL 6.2.16 R (3) ).

(2) A money-market instrument shall be regarded as having a value
which can be accurately determined at any time if accurate and
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reliable valuations systems, which fulfil the following criteria,
are available:

(a) enabling the authorised fund manager to calculate a net
asset value in accordance with the value at which the
instrument held in the portfolio could be exchanged between
knowledgeable willing parties in an arm's length transaction;
and

(b) based either on market data or on valuation models
including systems based on amortised costs.

(3) A money-market instrument that is normally dealt in on the
money market and is admitted to or dealt in on an eligible
market shall be presumed to be liquid and have a value which
can be accurately determined at any time unless there is
information available to the authorised fund manager that
would lead to a different determination.

[Note: article 4 of the UCITS eligible assets Directive]

Guidance on assessing liquidity and quality of money-market instruments

(1) The authorised fund manager should assess the liquidity of a money-market
instrument in accordance with CESR's UCITS eligible assets guidelines with
respect to article 4(1) of the UCITS eligible assets Directive.

(2) Where an approved money-market instrument forms part of the scheme
property of a qualifying money market fund, short-term money market fund
or money market fund, the authorised fund manager should adequately
monitor that the instrument continues to be of high quality, taking into
account both its credit risk and its final maturity.

[Note: CESR's UCITS eligible assets guidelines with respect to article 4(2) of the UCITS
eligible assets Directive. Paragraph 11 of CESR's guidelines on a common definition of
European money market funds.]

Transferable securities and money-market instruments generally to be
admitted to or dealt in on an eligible market

..............................................................................................................

(1) [deleted]
(2) [deleted]
(3) Transferable securities and approved money-market instruments

held within a UCITS scheme must be :

(a) admitted to or dealt in on an eligible market within
B COLL 5.2.10 R (1)(a) (Eligible markets: requirements); or

(b) dealt in on an eligible market within B COLL 5.2.10 R (1)(b);
or

(c) admitted to or dealt in on an eligible market within
B COLL 5.2.10R (2); or
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(d) for an approved money-market instrument not admitted to or
dealt in on an eligible market, within B COLL 5.2.10A R (1); or

(e) recently issued transferable securities, provided that:

(i) the terms of issue include an undertaking that application
will be made to be admitted to an eligible market; and

(ii) such admission is secured within a year of issue.

(4) However, a UCITS scheme may invest no more than 10% of the
scheme property in transferable securities and approved
money-market instruments other than those referred to in (3).

[Note: article 50(1)(a)-(d) and (h) and (2)(a) of the UCITS Directive and article 3(1) of the
UCITS eligible assets Directive]

Eligible markets regime: purpose

5.2.9 @ (1) This section specifies criteria based on those in article 50 of the UCITS Directive,
FCA as to the nature of the markets in which the property of a UCITS scheme may
be invested.

(2)  Where a market ceases to be eligible, investments on that market cease to be
approved securities. The 10% restriction in B COLL 5.2.8 R (4) applies, and
exceeding this limit because a market ceases to be eligible will generally be
regarded as a breach beyond the control of the authorised fund manager.

5.2.9A 3 | The ability to hold up to 10% of the scheme property in ineligible assets
FCA under B COLL 5.2.8 R (4) is subject to the following limitations:

(1) for a qualifying money market fund, the 10% restriction is limited
to high quality money market instruments with a maturity or
residual maturity of not more than 397 days, or regular yield
adjustments consistent with such a maturity, and with a weighted
average maturity of no more than 60 days;

(2) for a short-term money market fund or a money market fund, the
10% restriction is limited to high quality approved money-market
instruments as determined under B COLL 5.9.6 R (High quality
money market instruments).

Eligible markets: requirements

..................................................................................................................

5.2.10 R| (1) A market is eligible for the purposes of the rules in this sourcebook
FCA if it is:
(a) a regulated market;

(b) amarket in an EEA State which is regulated, operates regularly
and is open to the public; or

(c) any market within (2).
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(2) A market not falling within (1)(a) and (b) is eligible for the
purposes of the rules in this sourcebook if:

(a) the authorised fund manager, after consultation with and
notification to the depositary (and in the case of an ICVC,
any other directors), decides that market is appropriate for
investment of, or dealing in, the scheme property;

(b) the market is included in a list in the prospectus; and
(c) the depositary has taken reasonable care to determine that:

(i) adequate custody arrangements can be provided for the
investment dealt in on that market; and

(ii) all reasonable steps have been taken by the authorised
fund manager in deciding whether that market is
eligible.

(3) In (2)(a), a market must not be considered appropriate unless
it:
(a) is regulated;
(b) operates regularly;

(c) isrecognised as a market or exchange or as a self-regulating
organisation by an overseas regulator;

(d) is open to the public;
(e) is adequately liquid; and

(f) has adequate arrangements for unimpeded transmission of
income and capital to or to the order of investors.

Money-market instruments with a requlated issuer

..............................................................................................................

(1) (In addition to instruments admitted to or dealt in on an eligible
market) a UCITS scheme may invest in an approved
money-market instrument provided it fulfils the following
requirements:

(a) the issue or the issuer is regulated for the purpose of
protecting investors and savings; and

(b) the instrument is issued or guaranteed in accordance with
H COLL 5.2.10B R.

[Note: article 50(1)(h)(i) to (iii) of the UCITS Directive)]
(2) The issue or the issuer of a money-market instrument, other

than one dealt in on an eligible market, shall be regarded as
regulated for the purpose of protecting investors and savings if:

(a) the instrument is an approved money-market instrument;
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5.2.10B R | (1)
FCA

(2)

(b) appropriate information is available for the instrument
(including information which allows an appropriate assessment
of the credit risks related to investment in it), in accordance
with B COLL 5.2.10C R; and

(c) the instrument is freely transferable.

[Note: article 5(1) of the UCITS eligible assets Directive]

Issuers and guarantors of money-market instruments

A UCITS scheme may invest in an approved money-market
instrument if it is:

(a) issued or guaranteed by any one of the following;:

(i) a central authority of an EEA State or, if the EEA State is
a federal state, one of the members making up the
federation;

(ii) a regional or local authority of an EEA State;

(iii) the European Central Bank or a central bank of an EEA
State;

(iv) the European Union or the European Investment Bank;

(v) anon-EEA State or, in the case of a federal state, one of
the members making up the federation;

(vi) a public international body to which one or more EEA
States belong; or
(b) issued by a body, any securities of which are dealt in on an
eligible market; or

(c) issued or guaranteed by an establishment which is:

(i) subject to prudential supervision in accordance with criteria
defined by EU law; or

(ii) subject to and complies with prudential rules considered
by the FCA to be at least as stringent as those laid down
by EU law.

An establishment shall be considered to satisfy the requirement in
(1)(c)(ii) if it is subject to and complies with prudential rules, and
fulfils one or more of the following criteria:

(a) itis located in the European Economic Area;

(b) it is located in an OECD country belonging to the Group of
Ten;

(c) it has at least investment grade rating;
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(d) on the basis of an in-depth analysis of the issuer, it can be
demonstrated that the prudential rules applicable to that
issuer are at least as stringent as those laid down by EU law.

[Note: article 6 of the UCITS eligible assets Directive]

Appropriate information for money-market instruments

5210 [ (1) In the case of an approved money-market instrument within
FCA B COLL 5.2.10B R (1)(b) or issued by a body of the type referred
to in B COLL 5.2.10E G; or which is issued by an authority within
B COLL 5.2.10B R (1)(a)(ii) or a public international body within
B COLL 5.2.10B R (1)(a)(vi) but is not guaranteed by a central
authority within B COLL 5.2.10B R (1)(a)(i), the following
information must be available:

(a) information on both the issue or the issuance programme,
and the legal and financial situation of the issuer prior to
the issue of the instrument, verified by appropriately
qualified third parties not subject to instructions from the
issuer;

(b) updates of that information on a regular basis and whenever
a significant event occurs; and

(c) available and reliable statistics on the issue or the issuance
programme.

(2) In the case of an approved money-market instrument issued or
guaranteed by an establishment within B COLL 5.2.10B R (1)(c),
the following information must be available:

(a) information on the issue or the issuance programme or on
the legal and financial situation of the issuer prior to the
issue of the instrument;

(b) updates of that information on a regular basis and whenever
a significant event occurs; and

(c) available and reliable statistics on the issue or the issuance
programme, or other data enabling an appropriate
assessment of the credit risks related to investment in those
instruments.

(3) In the case of an approved money-market instrument:
(a) within M COLL 5.2.10B R (1)(a)(i), H (iv) or M (v); or

(b) which is issued by an authority within
B COLL 5.2.10B R (1)(a)(ii) or a public international body
within B COLL 5.2.10B R (1)(a)(vi) and is guaranteed by a
central authority within B COLL 5.2.10B R (1)(a)(i);
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information must be available on the issue or the issuance
programme, or on the legal and financial situation of the issuer
prior to the issue of the instrument.

[Note: articles 5(2), (3) and (4) of the UCITS eligible assets Directive]

5.2.10D [G] (1) The appropriately qualified third parties referred to in B COLL 5.2.10C R (1)(a)
should specialise in the verification of legal or financial documentation and be

composed of persons meeting professional standards of integrity.

(2)  The regular updates of information referred to in M COLL 5.2.10C R (1)(b) and
M (2)(b) should normally occur on at least an annual basis.

[Note: CESR's UCITS eligible assets guidelines with respect to articles 5(2)(b) and (c) of the
UCITS eligible assets Directive]

Other money-market instruments with a regulated issuer

5.2.10E @ (1) In addition to instruments admitted to or dealt in on an eligible market, a UCITS
FCA scheme may also with the express consent of the FCA (which takes the form of
a waiver under sections 138A and 138B of the Act as applied by section 250 of
the Act or regulation 7 of the OEIC Regulations) invest in an approved
money-market instrument provided:

(a) the issue or issuer is itself regulated for the purpose of protecting investors
and savings in accordance with Bl COLL 5.2.10A R (2);

(b) investment in that instrument is subject to investor protection equivalent
to that provided by instruments which satisfy the requirements of

B COLL 5.2.10B R (1)(a), H (b) or M COLL 5.2.10B R (1)(c); and

(c) theissuer is a company whose capital and reserves amount to at least EUR
10 million and which presents and publishes its annual accounts in
accordance with Directive 78/660/EEC, is an entity which, within a group
of companies which includes one or several listed companies, is dedicated
to the financing of the group or is an entity which is dedicated to the
financing of securitisation vehicles which benefit from a banking liquidity
line.

(2) A securitisation vehicle is a structure, whether in corporate, trust or contractual
form, set up for the purpose of securitisation operations.

(3) A banking liquidity line is a banking facility secured by a financial institution
which is an establishment subject to prudential supervision in accordance with
criteria defined by EU law or an establishment which is subject to and complies
with prudential rules considered by the FCA (in accordance with
B COLL 5.2.10B R (2)) to be at least as stringent as those laid down by EU law.

OACE [Note: article S0(1)(h)(iv) of the UCITS Directive and article 7 of the UCITS eligible assets
Directive]
Spread: general
5.2.11 R| (1) This rule does not apply to government and public securities.
FCA
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(2)

For the purposes of this rule companies included in the same
group for the purposes of consolidated accounts as defined in
accordance with the Seventh Council Directive 83/349/EEC of
13 June 1983 based on Article 54(3)(g) of the Treaty on
consolidated accounts or, in the same group in accordance with
international accounting standards, are regarded as a single

body.

Not more than 20% in value of the scheme property is to consist
of deposits with a single body.

Not more than 5% in value of the scheme property is to consist
of transferable securities or approved money-market
instrumentsissued by any single body.

The limit of 5% in (4) is raised to 10% in respect of up to 40%
in value of the scheme property. Covered bonds need not be
taken into account for the purpose of applying the limit of 40%.

The limit of 5% in (4) is raised to 25% in value of the scheme
property in respect of covered bonds, provided that when a
UCITS scheme invests more than 5% in covered bonds issued
by a single body, the total value of covered bonds held must not
exceed 80% in value of the scheme property.

In applying (4) and (5), certificates representing certain
securities are to be treated as equivalent to the underlying
security.

The exposure to any one counterparty in an OTC derivative
transaction must not exceed 5% in value of the scheme property;
this limit being raised to 10% where the counterparty is an

approved bank.

Not more than 20% in value of the scheme property is to consist
of transferable securities and approved money-market
instruments issued by the same group (as referred to in (2)).

Not more than 20% in value of the scheme is to consist of the
units of any one collective investment scheme.

In applying the limits in (3),(4),(5), (6) and (7), and subject to
(5A), not more than 20% in value of the scheme property is to
consist of any combination of two or more of the following;:

(a) transferable securities (including covered bonds) or
approved money-market instruments issued by; or

(b) deposits made with; or
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(c) exposures from OTC derivatives transactions made with a
single body.

(11) [deleted]
(12) [deleted]
(13) [deleted]

(14) [deleted]

[Note: article 52 of the UCITS Directive]

Guidance on spread: general

..................................................................................................................

52.11A  [G] (1) [deleted]
FCA

(2) [deleted]

(3) In applying the spread limit of 20% in value of scheme property which may
consist of deposits with a single body, all uninvested cash comprising capital
property that the depositary holds should be included in calculating the total
sum of the deposits held by it and other companies in its group on behalf of the
scheme.

Counterparty risk and issuer concentration

52.118 [ (1) An authorised fund manager of a UCITS scheme must ensure that
FCA counterparty risk arising from an OTC derivative transaction is
subject to the limits set out in B COLL 5.2.11 R (7) and

B COLL 5.2.11 R (10).

(2) When calculating the exposure of a UCITS scheme to a
counterparty in accordance with the limits in B COLL 5.2.11 R (7),
the authorised fund manager must use the positive mark-to-market
value of the OTC derivative contract with that counterparty.

(3) An authorised fund manager may net the OTC derivative positions
of a UCITS scheme with the same counterparty, provided:

(a) itis able legally to enforce netting agreements with the
counterparty on behalf of the UCITS scheme; and

(b) the netting agreements in (a) do not apply to any other
exposures the UCITS scheme may have with that same
counterparty.
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(4) An authorised fund manager of a UCITS scheme may reduce the

exposure of the scheme property to a counterparty to an OTC
derivative transaction through the receipt of collateral. Collateral
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received must be sufficiently liquid so that it can be sold quickly
at a price that is close to its pre-sale valuation.

(5) An authorised fund manager of a UCITS scheme must take
collateral into account in calculating exposure to counterparty
risk in accordance with the limits in M COLL 5.2.11B R (7) when
it passes collateral to the counterparty to an OTC derivative
transaction on behalf of the UCITS scheme.

(6) Collateral passed in accordance with (5) may be taken into
account on a net basis only if the authorised fund manager is
able legally to enforce netting arrangements with this
counterparty on behalf of the UCITS scheme.

(7) An authorised fund manager of a UCITS scheme must calculate
the issuer concentration limits referred to in M COLL 5.2.11 R on
the basis of the underlying exposure created through the use of
OTC derivatives in accordance with the commitment approach.

(8) In relation to exposures arising from OTC derivative
transactions, as referred to in M COLL 5.2.11 R (10), the authorised
fund manager must include in the calculation any counterparty
risk relating to the OTC derivative transactions.

[Note: article 43 of the UCITS implementing Directive]

Spread: government and public securities

(1) This rule applies to government and public securities ("such
securities" ).

(2) Where no more than 35% in value of the scheme property is
invested in such securities issued by any one body, there is no
limit on the amount which may be invested in such securities
or in any one issue.

(3) An authorised fund may invest more than 35% in value of the
scheme property in such securities issued by any one body
provided that:

(a) the authorised fund manager has before any such investment
is made consulted with the depositary and as a result
considers that the issuer of such securities is one which is
appropriate in accordance with the investment objectives
of the authorised fund,

(b) no more than 30% in value of the scheme property consists
of such securities of any one issue;

the scheme property includes such securities issued by that
or another issuer, of at least six different issues; and

the disclosures in (4) have been made.
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5.2.13 R|

FCA

(4) Where it is intended that (3) may apply, the instrument constituting
the scheme, and the most recently published prospectus, must
prominently state:

(a) the fact that more than 35% of the scheme property is or may
be invested in such securities issued by one issuer; and

(b) the names of the individual states, the local authorities or public
international bodies issuing such securities in which the
authorised fund may invest over 35% of its assets.

(5) In this rule in relation to such securities:

(a) issue, issued and issuer include guarantee, guaranteed and
guarantor; and

(b) an issue differs from another if there is a difference as to
repayment date, rate of interest, guarantor or other material
terms of the issue.

(6) Notwithstanding B COLL 5.2.11 R (1) and subject to B (2) and H (3),
in applying the 20% limit in M COLL 5.2.11 R (10) with respect to a
single body, government and public securities issued by that body
shall be taken into account.

Investment in collective investment schemes

..................................................................................................................

A UCITS scheme must not invest in units in a collective investment scheme
("second scheme") unless the second scheme satisfies all of the following
conditions, and provided that no more than 30% of the value of the UCITS
scheme is invested in second schemes within (1)(b) to (e):

(1) the second scheme must:

(a) satisfy the conditions necessary for it to enjoy the rights
conferred by the UCITS Directive; or

(b) be recognised under the provisions of section 270 of the Act
(Schemes authorised in designated countries or territories); or

(c) be authorised as a non-UCITS retail scheme (provided the
requirements of article 50(1)(e) of the UCITS Directive are
met); or

(d) be authorised in another EEA State (provided the requirements
of article 50(1)(e) of the UCITS Directive are met); or

(e) be authorised by the competent authority of an OECD member
country (other than another EEA State) which has:

(i) signed the IOSCO Multilateral Memorandum of
Understanding; and
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(ii) approved the scheme's management company, rules and
depositary/custody arrangements;

(provided the requirements of article 50(1)(e) of the UCITS
Directive are met);

the second scheme must comply, where relevant, with

B COLL 5.2.15 R (Investment in associated collective investment
schemes) and B COLL 5.2.16 R (Investment in other group
schemes);

the second scheme must have terms which prohibit more than
10% in value of the scheme property consisting of units in
collective investment schemes ; and

where the second scheme is an umbrella, the provisions in (2)
and (3) and B COLL 5.2.11 R (Spread: general) apply to each
sub-fund as if it were a separate scheme.

Qualifying non-UCITS collective investment schemes

B COLL 9.3 gives further detail as to the recognition of a scheme under section
270 of the Act.

Article 50 of the UCITS Directive sets out the general investment limits. So,
a non-UCITS retail scheme, or its equivalent EEA scheme which has the
power to invest in gold or immovables would not meet the criteria set in

B COLL 5.2.13 R (1)(c) and Il COLL 5.2.13 R (1)(d).

In determining whether a scheme meets the requirements of article 50(1)(e)
of the UCITS Directive for the purposes of Bl COLL 5.2.13R (1)(d) or

B COLL 5.2.13R (1)(e), the authorised fund manager should consider the
following factors before deciding that the scheme provides a level of

protection for unitholders which is equivalent to that provided to unitholders
in a UCITS scheme:

(a) the rules guaranteeing the autonomy of the scheme and management in
the exclusive interest of the unitholders;

(b) the existence of an independent depositary/custodian with similar duties
and responsibilities in relation to both safekeeping and supervision;
where an independent depositary/custodian is not a requirement of local
law as regards collective investment schemes, robust governance
structures may provide a suitable alternative;

(c) the availability of pricing information and reporting requirements;
(d) redemption facilities and frequency;

(e) restrictions in relation to dealings by related parties;

(f) the extent of asset segregation; and

(g) the local requirements for borrowing, lending and uncovered sales of
transferable securities and money market instruments regarding the
portfolio of the scheme.
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[Note: article 26 of CESR's UCITS eligible assets guidelines with respect to
article 50(1)(e) of the UCITS Directive]

(4) The requirement for supervisory equivalence, as described in article 50(1)(e)
(first indent) of the UCITS Directive, also applies to schemes (that are not UCITS
schemes) established in other EEA States. In considering whether the second
scheme satisfies this requirement, the authorised fund manager should have
regard to the first section of article 26 of CESR's UCITS eligible assets guidelines.

Investment in associated collective investment schemes

5.2.15 R | (1) A UCITS scheme must not invest in or dispose of units in another
FCA collective investment scheme (the second scheme) if the second
scheme is managed or operated by (or, for an ICVC, whose ACD
is) the authorised fund manager of the investing UCITS scheme
or an associate of that authorised fund manager, unless:

(a) the prospectus of the investing UCITS scheme clearly states
that the property of that investing scheme may include such
units; and

(b) EMCOLL5.2.16R (Investment in other group schemes) is complied
with.

(2) Where a sub-fund of a UCITS scheme which is an umbrella invests
in or disposes of units in another sub-fund of the same umbrella
(the second sub-fund), the requirement in:

(a) W COLL 5.2.15R (1)(a) is modified as follows - the prospectus of
the umbrella must clearly state that the scheme property
attributable to the investing or disposing sub-fund may include
units in another sub-fund of the same umbrella; and

(b) mCOLL 5.2.15R (1)(b) is modified as follows - ® COLL 5.2.16 R
(Investment in other group schemes) must be complied with,
modified such that references to the "UCITS scheme" are taken
to be references to the investing or disposing sub-fund and
references to the "second scheme" are taken to be references
to the second sub-fund.

Investment in other group schemes

..................................................................................................................

5.2.16 R | (1) Where:
FCA . . .
(a) an investment or disposal is made under B COLL 5.2.15 R; and

(b) there is a charge in respect of such investment or disposal;

the authorised fund manager of the UCITS scheme making the
investment or disposal must pay the UCITS scheme the amounts
referred to in (2) or (3) within four business days following the
date of the agreement to invest or dispose.
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5.2.18 R

(2) When an investment is made, the amount referred to in (1) is
either:

(a) any amount by which the consideration paid by the UCITS
scheme for the units in the second scheme exceeds the price
that would have been paid for the benefit of the second
scheme had the units been newly issued or sold by it; or

(b) if such price cannot be ascertained by the authorised fund
manager of the authorised fund, the maximum amount of
any charge permitted to be made by the seller of units in
the second scheme.

(3) When a disposal is made, the amount referred to in (1) is any
charge made for the account of the authorised fund manager
or operator of the second scheme or an associate of any of them
in respect of the disposal.

(4) In this rule:

(a) any addition to or deduction from the consideration paid
on the acquisition or disposal of units in the second scheme,
which is applied for the benefit of the second scheme and
is, or is like, a dilution levy made in accordance with
B COLL 6.3.8 (Dilution) or SDRT provision made in
accordance with B COLL 6.3.7 (SDRT provision) is to be
treated as part of the price of the units and not as part of
any charge; and

(b) any charge made in respect of an exchange of units in one
sub-fund or separate part of the second scheme for units in
another sub-fund or separate part of that scheme is to be
included as part of the consideration paid for the units.

Investment in nil and partly paid securities

..............................................................................................................

(1) [deleted]

(2) A transferable security or an approved money-market
instrument on which any sum is unpaid falls within a power of
investment only if it is reasonably foreseeable that the amount
of any existing and potential call for any sum unpaid could be
paid by the UCITS scheme, at the time when payment is
required, without contravening the rules in this chapter.

[deleted]

Derivatives: general

(1) A transaction in derivatives or a forward transaction must not
be effected for a UCITS scheme unless:
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(a) the transaction is of a kind specified in B COLL 5.2.20 R

(Permitted transactions (derivatives and forwards)); and

(b) the transaction is covered, as required by B COLL 5.3.3A R
(Cover for investment in derivatives and forward transactions).

(2) Where a UCITS scheme invests in derivatives, the exposure to the
underlying assets must not exceed the limits in B COLL 5.2.11 R
(Spread: general) and B COLL 5.2.12 R (Spread: government and

public securities) save as provided in (4).

Where a transferable security or approved money-market

instrument embeds a derivative, this must be taken into account

for the purposes of complying with this section.

(a) A transferable security or an approved money-market

instrument will embed a derivative if it contains a component

which fulfils the following criteria:

(i) by virtue of that component some or all of the cash flows
that otherwise would be required by the transferable
security or approved money-market instrument which
functions as host contract can be modified according to a
specified interest rate, financial instrument price, foreign
exchange rate, index of prices or rates, credit rating or
credit index or other variable, and therefore vary in a way

similar to a stand-alone derivative;

(ii) its economic characteristics and risks are not closely related
to the economic characteristics and risks of the host

contract; and

(iii) it has a significant impact on the risk profile and pricing
of the transferable security or approved money-market

instrument.

(b) A transferable security or an approved money-market

instrument does not embed a derivative where it contains a
component which is contractually transferable independently
of the transferable security or the approved money-market
instrument. That component shall be deemed to be a separate

instrument.

[Note: article 10 of the UCITS eligible assets Directive]

(4) Where a scheme invests in an index based derivative, provided the
relevant index falls within B COLL 5.2.33 R (Relevant indices) the
underlying constituents of the index do not have to be taken into
account for the purposes of M COLL 5.2.11 R and B COLL 5.2.12 R.
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(5) The relaxation in (4) is subject to the authorised fund manager

taking account of M COLL 5.2.3 R (Prudent spread of risk).

Guidance on transferable securities and money-market instruments
embedding derivatives

Collateralised debt obligations (CDOs) or asset-backed securities using
derivatives, with or without an active management, will generally not be
considered as embedding a derivative except if:

(a) they are leveraged, i.e. the CDOs or asset-backed securities are not
limited recourse vehicles and the investors' loss can be higher than their
initial investment; or

(b) they are not sufficiently diversified.

Where a transferable security or approved money-market instrument
embedding a derivative is structured as an alternative to an OTC derivative,
the requirements set out in B COLL 5.2.23 R with respect to transactions in
OTC derivatives will apply. This will be the case for tailor-made hybrid
instruments, such as a single tranche CDO structured to meet the specific
need of a scheme, which should be considered as embedding a derivative.
Such a product offers an alternative to the use of an OTC derivative, for the
same purpose of achieving a diversified exposure with a pre-set credit risk
level to a portfolio of entities.

The following list of transferable securities and approved money-market
instruments, which is illustrative and non-exhaustive, could be assumed to
embed a derivative:

(a) credit linked notes;

(b) transferable securities or approved money-market instruments whose
performance is linked to the performance of a bond index;

(c) transferable securities or approved money-market instruments whose
performance is linked to the performance of a basket of shares, with or
without active management;

(d) transferable securities or approved money-market instruments with a
fully guaranteed nominal value whose performance is linked to the
performance of a basket of shares, with or without active management;

(e) convertible bonds; and

(f)  exchangeable bonds.

Schemes cannot use transferable securities or approved money-market
instruments which embed a derivative to circuamvent the rules in this section.

Transferable securities and approved money-market instruments which
embed a derivative are subject to the rules applicable to derivatives as required
by this section. It is the authorised fund manager's responsibility to check
that these requirements are complied with. The nature, frequency and scope
of checks performed will depend on the characteristics of the embedded
derivatives and on their impact on the scheme, taking into account its stated
investment objective and risk profile.
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[Note: CESR's UCITS eligible assets guidelines with respect to article 10 of the UCITS
eligible assets Directive]

5.2.20 R | (1) A transaction in a derivative must:
(a) be in an approved derivative; or

(b) be one which complies with mCOLL 5.2.23 R (OTC transactions
in derivatives).

(2) The underlying of a transaction in a derivative must consist of any
one or more of the following to which the scheme is dedicated:

(a) transferable securities permitted under B COLL 5.2.8 R (3)(a) to
M (c) and M COLL 5.2.8 R (3)(e) ;

(b) approved money-market instruments permitted under
B COLL 5.2.8 R (3)(a) to B COLL 5.2.8 R (3)(d) ;

(c) deposits permitted under B COLL 5.2.26 R (Investment in
deposits);

(d) derivatives permitted under this rule;

(e) collective investment scheme units permitted under
B COLL 5.2.13 R (Investment in collective investment schemes);

(f) financial indices which satisfy the criteria set out in
B COLL 5.2.20A R;

(g) interest rates;
(h) foreign exchange rates; and

(1) currencies.

[Note: article 8(1)(a) of the UCITS eligible assets Directive]

(3) A transaction in an approved derivative must be effected on or
under the rules of an eligible derivatives market.

(4) A transaction in a derivative must not cause a scheme to diverge
from its investment objectives as stated in the instrument
constituting the scheme and the most recently published prospectus.

(5) A transaction in a derivative must not be entered into if the
intended effect is to create the potential for an uncovered sale of
one or more transferable securities, approved money-market

instruments, units in collective investment schemes or derivatives

provided that a sale is not to be considered as uncovered if the
conditions in B COLL 5.2.22R (1) (Requirement to cover sales), as
read in accordance with the guidance at B COLL 5.2.22A G, are
satisfied.
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(6) Any forward transaction must be made with an eligible
institution or an approved bank.

(7) A derivative includes an instrument which fulfils the following
criteria:

(a) it allows the transfer of the credit risk of the underlying
independently from the other risks associated with that
underlying;

(b) it does not result in the delivery or the transfer of assets
other than those referred to in B COLL 5.2.6A R (UCITS
schemes: permitted types of scheme property) including cash;

(c) in the case of an OTC derivative, it complies with the
requirements in B COLL 5.2.23 R (OTC transactions in
derivatives);

(d) its risks are adequately captured by the risk management
process of the authorised fund manager, and by its internal
control mechanisms in the case of risks of asymmetry of
information between the authorised fund manager and the
counterparty to the derivative, resulting from potential
access of the counterparty to non-public information on
persons whose assets are used as the underlying by that
derivative.

[Note: article 8(2) of the UCITS eligible assets Directive)]

(8) A UCITS scheme may not undertake transactions in derivatives
on commodities.

[Note: article 8(5) of the UCITS eligible assets Directive]

Financial indices underlying derivatives

(1) The financial indices referred to in m COLL 5.2.20 R (2)(f) are those
which satisfy the following criteria:

(a) the index is sufficiently diversified;

(b) the index represents an adequate benchmark for the market
to which it refers; and

(c) the index is published in an appropriate manner.

(2) A financial index is sufficiently diversified if:

(a) itis composed in such a way that price movements or trading
activities regarding one component do not unduly influence
the performance of the whole index;

b) where it is composed of assets in which a UCITS scheme is
Y
permitted to invest, its composition is at least diversified in
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accordance with the requirements with respect to spread and
concentration set out in this section; and

(c) where it is composed of assets in which a UCITS scheme cannot
invest, it is diversified in a way which is equivalent to the
diversification achieved by the requirements with respect to
spread and concentration set out in this section.

(3) A financial index represents an adequate benchmark for the market
to which it refers if:

(a) it measures the performance of a representative group of
underlyings in a relevant and appropriate way;

(b) it is revised or rebalanced periodically to ensure that it
continues to reflect the markets to which it refers, following
criteria which are publicly available; and

(c) the underlyings are sufficiently liquid, allowing users to
replicate it if necessary.

(4) A financial index is published in an appropriate manner if:

(a) its publication process relies on sound procedures to collect
prices, and calculate and subsequently publish the index value,
including pricing procedures for components where a market
price is not available; and

(b) material information on matters such as index calculation,
rebalancing methodologies, index changes or any operational
difficulties in providing timely or accurate information is
provided on a wide and timely basis.

(5) Where the composition of underlyings of a transaction in a
derivative does not satisfy the requirements for a financial index,
the underlyings for that transaction shall where they satisfy the
requirements with respect to other underlyings pursuant to
B COLL 5.2.20 R (2), be regarded as a combination of those
underlyings.

[Note: article 9 of the UCITS eligible assets Directive]

Guidance on financial indices underlying derivatives

..................................................................................................................

5.2.20B @ (1)  Anindex based on derivatives on commodities or an index on property may be
FCA regarded as a financial index of the type referred to in Bl COLL 5.2.20 R (2)(f)
PACE provided it satisfies the criteria for financial indices set out in Il COLL 5.2.20A R.
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(2) If the composition of an index is not sufficiently diversified in order to avoid
undue concentration, its underlying assets should be combined with the other
assets of the UCITS scheme when assessing compliance with the requirements
on cover for transactions in derivatives and forward transactions set out in

B COLL 5.3.3A R and spread set out in ll COLL 5.2.11 R.
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(3) (a) In order to avoid undue concentration, where derivatives on an index
composed of assets in which a UCITS scheme cannot invest are used to
track or gain high exposure to the index, the index should be at least
diversified in a way which is equivalent to the diversification achieved
by the requirements with respect to spread and concentration set out in
this section.

(b) If derivatives on that index are used for risk-diversification purposes,
provided that the exposure of the UCITS scheme to that index complies
with the 5%, 10% and 40% ratios required by B COLL 5.2.11 R (4) and
M (5), there is no need to look at the underlying components of that
index to ensure that it is sufficiently diversified.

[Note: CESR's UCITS eligible assets guidelines with respect to article 9 of
the UCITS eligible assets Directive|

(4) When assessing whether a hedge fund index satisfies the requirements for a
financial index set out in this section, firms should consider The Committee
of European Securities Regulators' guidelines on the classification of hedge
fund indices as financial indices (CESR/07-434). Those guidelines are

available at www.fca.org.uk/your-fca.

Transactions for the purchase of property

..............................................................................................................

5.2.21 I} | A derivative or forward transaction which will or could lead to the
delivery of property for the account of the UCITS scheme may be entered

into only if:

(1) that property can be held for the account of the UCITS scheme;
and

(2) the authorised fund manager having taken reasonable care
determines that delivery of the property under the transaction
will not occur or will not lead to a breach of the rules in this
sourcebook.

Requirement to cover sales

..............................................................................................................

5.2.22 R (1) No agreement by or on behalf of a UCITS scheme to dispose
of property or rights may be made unless:

(a) the obligation to make the disposal and any other similar
obligation could immediately be honoured by the UCITS
scheme by delivery of property or the assignment (or, in
Scotland, assignation) of rights; and

(b) the property and rights at (a) are owned by the UCITS
scheme at the time of the agreement.

(2) Paragraph (1) does not apply to a deposit.
(3) [deleted]

(4) [deleted]
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Guidance on requirement to cover sales

[deleted]

(1) Inthe FCA's view the requirement in Bl COLL 5.2.22 R (1)(a) can be met where:

(a) the risks of the underlying financial instrument of a derivative can be
appropriately represented by another financial instrument and the
underlying financial instrument is highly liquid; or

(b) the authorised fund manager or the depositary has the right to settle the
derivative in cash, and cover exists within the scheme property which falls
within one of the following asset classes:

(1) cash;

(i) liquid debt instruments (e.g. government bonds of first credit rating)
with appropriate safeguards (in particular, haircuts); or

(iii) other highly liquid assets having regard to their correlation with the
underlying of the financial derivative instruments, subject to
appropriate safeguards (e.g. haircuts where relevant).

(2) Inthe asset classes referred to in (1), an asset may be considered as liquid where
the instrument can be converted into cash in no more than seven business days
at a price closely corresponding to the current valuation of the financial
instrument on its own market.

OTC transactions in derivatives

A transaction in an OTC derivative under B COLL 5.2.20 R (1) (b) must be:

(1) with an approved counterparty; a counterparty to a transaction in
derivatives is approved only if the counterparty is:

(a) an eligible institution or an approved bank; or

(b) a person whose permission (including any requirements or
limitations), as published in the Financial Services Register ,
or whose Home State authorisation, permits it to enter into
the transaction as principal off-exchange;

(2) on approved terms; the terms of the transaction in derivatives are
approved only if the authorised fund manager:

(a) carries out, at least daily , a reliable and verifiable valuation
in respect of that transaction corresponding to its fair value
and which does not rely only on market quotations by the
counterparty; and

(b) can enter into one or more further transactions to sell, liquidate
or close out that transactions at any time, at its fair value ;

(3) capable of reliable valuation; a transaction in derivatives is capable
of reliable valuation only if the authorised fund manager having
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52237 [

52238 [

5.2.23¢ [

taken reasonable care determines that, throughout the life of
the derivative (if the transaction is entered into), it will be able
to value the investment concerned with reasonable accuracy:

(a) on the basis of an up-to-date market value which the
authorised fund manager and the depositary have agreed
is reliable; or

(b) if the value referred to in (a) is not available, on the basis
of a pricing model which the authorised fund manager and
the depositary have agreed uses an adequate recognised
methodology; and

(4) subject to verifiable valuation; a transaction in derivatives is
subject to verifiable valuation only if, throughout the life of the
derivative (if the transaction is entered into) verification of the
valuation is carried out by:

(a) an appropriate third party which is independent from the
counterparty of the derivative, at an adequate frequency
and in such a way that the authorised fund manager is able
to check it; or

(b) a department within the authorised fund manager which is
independent from the department in charge of managing
the scheme property and which is adequately equipped for
such a purpose.

[Note: articles 8(1)(b), 8(3) and 8(4) of the UCITS eligible assets Directive]

For the purposes of B COLL 5.2.23 R (2), "fair value" is the amount for
which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm's length transaction.

In respect of its obligations under B COLL 6.6.4 R (1) (a) , the depositary
must take reasonable care to ensure that the authorised fund manager
has systems and controls that are adequate to ensure compliance with

B COLL5.2.23 R (1) to 1 (4).

Valuation of OTC derivatives

(1) For the purposes of B COLL 5.2.23 R (2), an authorised fund
manager of a UCITS scheme or a UK UCITS management
company of an EEA UCITS scheme must:

(a) establish, implement and maintain arrangements and
procedures which ensure appropriate, transparent and fair
valuation of the exposures of a UCITS scheme or an EEA
UCITS scheme to OTC derivatives; and

(b) ensure that the fair value of OTC derivatives is subject to
adequate, accurate and independent assessment.
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(2) Where the arrangements and procedures referred to in (1) involve
the performance of certain activities by third parties, the authorised
fund manager or UK UCITS management company must comply
with the requirements in B SYSC 8.1.13 R (Additional requirements
for a management company) and B COLL 6.6A.4 R (5) and H (6) (Due
diligence requirements of AFMs of UCITS schemes and EEA UCITS
schemes) or, where appropriate, the equivalent requirements of
the UCITS Home State regulator implementing article 5(2) and
article 23(4), second subparagraph, of the UCITS implementing
Directive.

(3) The arrangements and procedures referred to in this rule must be:

(a) adequate and proportionate to the nature and complexity of

the OTC derivative concerned; and I

(b) adequately documented.

[Note: article 51(1) second paragraph of the UCITS Directive and articles 44(2) and 44(4)
of the UCITS implementing Directive]

5.2.24 R| (1) [deleted]
(2) [deleted]
(3) [deleted]
5.2.25 [G] (1) [deleted]
(2) [deleted]
(3) [deleted]
(4) [deleted]
(5) [deleted]
(6) [deleted]
(7) [deleted]

(8) [deleted]

Investment in deposits

..................................................................................................................

5.2.26 I3 | A UCITS scheme may invest in deposits only if it:
PAGE
(1) is with an approved bank;
(2) 1s:

(a) repayable on demand; or
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(b) has the right to be withdrawn; and
(3) matures in no more than 12 months.
Significant influence for ICVCs e,
5.2.27 R| (1) An ICVC must not acquire transferable securities issued by a

5.2.28 R

(2)

body corporate and carrying rights to vote (whether or not on
substantially all matters) at a general meeting of that body
corporate if:

(a) immediately before the acquisition, the aggregate of any
such securities held by the ICVC gives the ICVC power to
influence significantly the conduct of business of that body
corporate; or

(b) the acquisition gives the ICVC that power.

For the purpose of (1), an ICVC is to be taken to have power
significantly to influence the conduct of business of a body
corporate if it can, because of the transferable securities held
by it, exercise or control the exercise of 20% or more of the
voting rights in that body corporate (disregarding for this
purpose any temporary suspension of voting rights in respect
of the transferable securities of that body corporate).

Significant influence for managers of AUTs

............

(1)

(2)

..................................................................................................

A manager must not acquire, or cause to be acquired for an
AUT of which it is the manager, transferable securities issued
by a body corporate and carrying rights to vote (whether or not
on substantially all matters) at a general meeting of the body
corporate if:

(a) immediately before the acquisition, the aggregate of any
such securities held for that AUT, taken together with any
such securities already held for other AUTs of which it is
also the manager, gives the manager power significantly to
influence the conduct of business of that body corporate;
or

(b) the acquisition gives the manager that power.

For the purpose of (1), a manager is to be taken to have power
significantly to influence the conduct of business of a body
corporate if it can, because of the transferable securities held
for all the AUTs of which it is the manager, exercise or control
the exercise of 20% or more of the voting rights in that body
corporate (disregarding for this purpose any temporary
suspension of voting rights in respect of the transferable
securities of that body corporate).
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5.2.29 R |

5.2.30 R|

FCA

Concentration

A UCITS scheme:

(1) must not acquire transferable securities (other than debt securities)

which:

(a) do not carry a right to vote on any matter at a general meeting
of the body corporate that issued them; and

(b) represent more than 10% of those securities issued by that
body corporate;

(2) must not acquire more than 10% of the debt securities issued by
any single bodys;

(3) must not acquire more than 25% of the units in a collective
investment scheme;

(4) must not acquire more than 10% of the approved money-market
instruments issued by any single body; and

(5) need not comply with the limits in (2), (3) and (4) if, at the time
of acquisition, the net amount in issue of the relevant investment
cannot be calculated.

UCITS schemes that are umbrellas

(1) Inrelation to a UCITS scheme which is an umbrella, the provisions
in MCOLL 5.2 to @mCOLL 5.5 apply to each sub-fund as they would
for an authorised fund, except the following rules which apply at
the level of the umbrella only:

(a) ECOLL 5.2.27 R (Significant influence for ICVCs);

(b) mCOLL 5.2.28 R (Significant influence for managers of AUTs);
and

(c) mCOLL 5.2.29 R (Concentration).

(2) A sub-fund may invest in or dispose of units of another sub-fund
of the same umbrella (the second sub-fund) only if the following
conditions are satisfied:

(a) the second sub-fund does not hold units in any other sub-fund
of the same umbrella;

(b) the conditions in W COLL 5.2.15 R (Investment in associated
collective investment schemes) and BCOLL 5.2.16 R (Investment
in other group schemes) are complied with (for the purposes
of this rule, @ COLL 5.2.15 R and m COLL 5.2.16 R are to be read
as modified by m COLL 5.2.15 R (2)); and
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5.2.31 R

5.2.32 [G]

5.2.33 R|

(c) the investing or disposing sub-fund must not be a feeder
UCITS to the second sub-fund.

Schemes replicating an index

............

(1)

..................................................................................................

Notwithstanding B COLL 5.2.11 R (Spread: general), a UCITS
scheme may invest up to 20% in value of the scheme property
in shares and debentures which are issued by the same body
where the investment policy of that scheme as stated in the most
recently published prospectus is to replicate the composition of
a relevant index which satisfies the criteria specified in

B COLL 5.2.33 R (Relevant indices).

Replication of the composition of a relevant index shall be
understood to be a reference to replication of the composition
of the underlying assets of that index, including the use of
techniques and instruments permitted for the purpose of efficient
portfolio management.

[Note: article 12(1) of the UCITS eligible assets Directive)
The limit in (1) can be raised for a particular UCITS scheme up

to 35% in value of the scheme property, but only in respect of
one body and where justified by exceptional market conditions.

Index replication

............

..................................................................................................

Where the 20% limit (see Bl COLL 5.2.31 R (1)) is raised (subject to the

maximum of 35% permitted by B COLL 5.2.31 R (2)), the authorised fund
manager should provide appropriate information in the simplified prospectus,
in order to explain the authorised fund manager's assessment of why this
increase is justified by exceptional market conditions.

[Note: CESR's UCITS eligible assets guidelines with respect to Article 12(2)
of the UCITS eligible assets Directive]

In the case of a UCITS scheme replicating an index under B COLL 5.2.31 R
(Schemes replicating an index) the scheme property need not consist of the
exact composition and weighting of the underlying in the relevant index in
cases where the scheme's investment objective is to achieve a result consistent
with the replication of an index rather than an exact replication.

Relevant indices

.............

(1)

.................................................................................................

The indices referred to in M COLL 5.2.31 R are those which satisfy
the following criteria:

(a) the composition is sufficiently diversified;

(b) the index represents an adequate benchmark for the market
to which it refers; and

(c) the index is published in an appropriate manner.
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(2) The composition of an index is sufficiently diversified if its
components adhere to the spread and concentration requirements
in this section.

(3) An index represents an adequate benchmark if its provider uses a
recognised methodology which generally does not result in the
exclusion of a major issuer of the market to which it refers.

(4) An index is published in an appropriate manner if:
(a) it is accessible to the public;

(b) the index provider is independent from the index-replicating
UCITS scheme; this does not preclude index providers and the
UCITS scheme from forming part of the same group, provided
that effective arrangements for the management of conflicts of
interest are in place.

[Note: articles 12(2),(3) and (4) of the UCITS eligible assets Directive]

Disclosure requirements in relation to UCITS schemes or EEA UCITS schemes
that employ particular investment strategies

5.2.34 [G] Authorised fund managers of UCITS schemes or EEA UCITS schemes should bear in
mind that where a UCITS scheme, or an EEA UCITS scheme that is a recognised scheme
under section 264 of the Act, employs particular investment strategies such as investing

more than 35% of its scheme property in government and public securities, or investing
principally in units in collective investment schemes, deposits or derivatives, or replicating
an index, COBS 4.13.2R (Marketing communications relating to UCITS schemes or EEA
UCITS schemes) and COBS 4.13.3R (Marketing communications relating to a feeder
UCITS) contain additional disclosure requirements in relation to marketing communications
that concern those investment strategies.

Guidance on syndicated loans

5.2.35 [G] (1) A syndicated loan for the purposes of this guidance means a form of loan where
FCA a group or syndicate of parties lend money to a third party and, in return, receive
interest payments during the life of the debt and a return of principal either at
the end of the loan period or amortised over the life of the loan. Such loans are
usually arranged through agent banks which may, among other things, maintain
a record of the lenders' interest in the loan and arrange or act as a conduit for
the interest payments. Whether an interest in a syndicated loan constitutes a
transferable security or otherwise will depend on the terms of the relevant
instrument. Where an authorised fund manager plans to invest scheme property
in interests in such syndicated loans, it may wish to consider seeking professional
advice as to their eligibility.

(2) To determine whether an interest in a syndicated loan would be an eligible

— investment for a UCITS scheme in accordance with Bl COLL 5.2, an authorised
fund manager should first consider whether it constitutes a transferable security
within the meaning of B COLL 5.2.7 R (Transferable securities) and then consider
the additional eligibility criteria arising out of the UCITS eligible assets Directive
that relate to liquidity, valuations and negotiability (see ll COLL 5.2.7A R
(Investment in transferable securities)).
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A UCITS scheme cannot lend money from its scheme property. Accordingly,
it is unable to partake in the initial funding of a syndicated loan either as an
original lender or as a person who becomes a lender as part of the primary
syndication of the loan. However, we recognise that a UCITS scheme may
be acknowledged as the lender of record as a consequence of the legal form
of transfer used to purchase a loan in the secondary market, such as novation.

An instrument will not be a transferable security if it falls within one or more
of the exclusions set out in article 77(2) of the Regulated Activities Order.
An instrument acknowledging or creating indebtedness for, or for money
borrowed to defray, the consideration payable under a contract for the supply
of goods or services would be an example of an exclusion.

In the FCA's opinion, for an instrument to be classed as a debenture for the
purposes of constituting a transferable security (see Bl COLL 5.2.7 R (1)(b)),
there must be an instrument creating or evidencing indebtedness. A facilities
agreement and a drawdown request which does not create or evidence
indebtedness will not be a debenture for these purposes.

In the FCA's view, the simple fact that a debt obligation is legally transferable
(whether by way of creation, assignment or otherwise) does not necessarily
make it negotiable for the purposes of Bl COLL 5.2.7AR (1)(e) (Investment in
transferable securities), so as to make it a permissible investment for a UCITS
scheme. When securities are capable of being traded on a capital market,
whether on-exchange or off-exchange, as a class and are fungible within
their class, this would tend to indicate (unless the AFM was aware of specific
evidence to the contrary) that they are negotiable.

The FCA's understanding is that leveraged loans are a non-investment grade
sub-set of syndicated loans and, where this is the case, AFMs should use
similar analysis to determine whether or not interests in such loans are eligible
investments for UCITS schemes.

Where a loan falls within the Glossary definition of a transferable security,
investment in such a loan in the case of a UCITS scheme is subject to the
spread requirements in B COLL 5.2.11 R (Spread: general). AFMs also need to
bear in mind that where such a transferable security does not meet the
requirements of MCOLL 5.2.8 R (3) (Transferable securities and money-market
instruments generally to be admitted to or dealt in on an eligible market),
the scheme's overall exposure to such loans will count towards the limit in
B COLL 5.2.8R (4).
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5.3 Derivative exposure

APRUCEION e
5.3.1 I3 | This section applies to an authorised fund manager of a UCITS scheme
and to an ICVC which is a UCITS scheme.

INETOAUCHION || oo
5.3.2 @ (1) A scheme may invest in derivatives and forward transactions as long as the
FCA exposure to which the scheme is committed by that transaction itself is suitably

covered from within its scheme property. Exposure will include any initial outlay
in respect of that transaction.

(2) Cover ensures that a scheme is not exposed to the risk of loss of property,
including momney, to an extent greater than the net value of the scheme property.
Therefore, a scheme is required to hold scheme property sufficient in value or
amount to match the exposure arising from a derivative obligation to which
the scheme is committed. This section sets out detailed requirements for cover
of a scheme.

(3)  In accordance with B COLL 5.1.3 R (2)(b) (Treatment of obligations), cover used
in respect of one transaction in derivatives or forward transaction should not
be used for cover in respect of another transaction in derivatives or a forward
transaction.

5.3.3 R| (1) [deleted]
(2) [deleted]
(3) [deleted]
(4) [deleted]

(5) [deleted]

Cover for investment in derivatives and forward transactions
5.3.3A I} | The authorised fund manager of a UCITS scheme must ensure that its
FCA global exposure relating to derivatives and forward transactions held in

the UCITS scheme does not exceed the net value of the scheme property.

[Note: article 51(3) first paragraph of the UCITS Directive]
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5.3.3B R

5.3.3C R|
FCA
5.3.4 [G]

5.3.6 3

Daily calculation of global exposure

An authorised fund manager of a UCITS scheme must calculate its
global exposure on at least a daily basis.

[Note: article 41(2) of the UCITS implementing Directive]

For the purposes of this section, exposure must be calculated taking into
account the current value of the underlying assets, the counterparty risk,
future market movements and the time available to liquidate the
positions.

[Note: article 51(3) second paragraph of the UCITS Directive]

Guidance on cover

(1) An authorised fund manager should note that the scope of M COLL 5.3.3C R
is extended in relation to underwriting commitments by Bl COLL 5.5.8 R (4)
(General power to accept or underwrite placings).

(2)  Property the subject of a transaction under MCOLL 5.4 (Stock lending) should
not be considered as available for cover unless the authorised fund manager
has taken reasonable care to determine that it is obtainable (by return or
re-acquisition) in time to meet the obligation for which cover is required.

Borrowing

..............................................................................................................

(1) Cash obtained from borrowing, and borrowing which the
authorised fund manager reasonably regards an eligible
institution or an approved bank to be committed to provide,
is not available for cover under B COLL 5.3.3A R (Cover for
investment in derivatives and forward transactions), except if
(2) applies.

(2) Where, for the purposes of this section, the ICVC or the trustee
for the account of the AUT on the instructions of the manager:

(a) borrows an amount of currency from an eligible institution
or an approved bank; and

(b) keeps an amount in another currency, at least equal to the
borrowing for the time being in (a), on deposit with the
lender (or his agent or nominee);

then this section applies as if the borrowed currency, and not
the deposited currency, were part of the scheme property.

(1) [deleted]

(2) [deleted]
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Calculation of global exposure

5.3.7 I | An authorised fund manager must calculate the global exposure of any
UCITS scheme it manages either as:

(1) the incremental exposure and leverage generated through the use
of derivatives and forward transactions (including embedded
derivatives as referred to in M COLL 5.2.19 R (3A) (Derivatives:

general)), which may not exceed 100% of the net value of the
scheme property; or

(2) the market risk of the scheme property.

[Note: article 41(1) of the UCITS implementing Directive]

5.3.8 3 (1) An authorised fund manager must calculate the global exposure
FCA of a UCITS scheme by using:

(a) the commitment approach; or

(b) the value at risk approach.

(2) An authorised fund manager must ensure that the method selected
in (1) is appropriate, taking into account:

(a) the investment strategy pursued by the UCITS scheme;

(b) the types and complexities of the derivatives and forward
transactions used; and

(c) the proportion of the scheme property comprising derivatives
and forward transactions.

(3) Where a UCITS scheme employs techniques and instruments
including repo contracts or stock lending transactions in accordance
with B COLL 5.4 (Stock lending) in order to generate additional
leverage or exposure to market risk, the authorised fund manager
must take those transactions into consideration when calculating
global exposure.

(4) For the purposes of (1), value at risk means a measure of the
maximum expected loss at a given confidence level over the specific
time period.

[Note: articles 41(3) and 41(4) of the UCITS implementing Directive]

Commitment approach

| O
5.3.9 I | Where an authorised fund manager of a UCITS scheme uses the

FCA commitment approach for the calculation of global exposure, it must:

(1) ensure that it applies this approach to all derivative and forward
transactions (including embedded derivatives as referred to in
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B COLL 5.2.19R (3A) (Derivatives: general)), whether used as part
of the scheme's general investment policy, for the purposes of
risk reduction or for the purposes of efficient portfolio
management in accordance with the rules of this chapter; and

(2) convert each derivative or forward transaction into the market
value of an equivalent position in the underlying asset of that
derivative or forward (standard commitment approach).

[Note: articles 42(1) and 42(2) first paragraph of the UCITS implementing Directive]

(1) An authorised fund manager of a UCITS scheme may apply
other calculation methods which are equivalent to the standard
commitment approach.

(2) An authorised fund manager may take account of netting and
hedging arrangements when calculating global exposure of a
UCITS scheme, where those arrangements do not disregard
obvious and material risks and result in a clear reduction in risk
exposure.

(3) Where the use of derivatives or forward transactions does not
generate incremental exposure for the UCITS scheme, the
underlying exposure need not be included in the commitment
calculation.

(4) Where the commitment approach is used, temporary borrowing
arrangements entered into on behalf of the UCITS scheme in
accordance with B COLL 5.5.4 R (General power to borrow) need
not form part of the global exposure calculation.

[Note: articles 42(2) final paragraph, 42(3), 42(4) and 42(5) of the UCITS implementing
Directive]

CESR guidelines

Authorised fund managers are advised that both CESR and its successor body, the
European Securities and Markets Authority (ESMA) have issued guidelines which, in
accordance with the UCITS implementing Directive, authorised fund managers should
comply with in applying the rules in this section:

Guidelines: Risk Measurement and the Calculation of Global Exposure and
Counterparty Risk for UCITS (CESR/10-788)

http://www.esma.europa.eu/content/Guidelines-Risk-Measurement-and-Calculation-
Global-Exposure-and-Counterparty-Risk-UCITS

Guidelines to competent authorities and UCITS management companies on risk
measurement and the calculation of global exposure for certain types of structured
UCITS (ESMA/2011/112)

http://www.esma.europa.eu/content/Final-report-Guidelines-competent-authorities-
and-UCITS-management-companies-risk-meas-ureme
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5.4 Stock lending
AP B ON et e e
5.4.1 I3 | This section applies to an ICVC, the depositary of an authorised fund and
an authorised fund manager in any case where the authorised fund is a
UCITS scheme or a non-UCITS retail scheme.
Permitted stock lending e,
5.4.2 [G] (1) This section covers techniques relating to #ransferable securities and approved
money-marRket instruments which are used for the purpose of efficient portfolio
management. It permits the generation of additional income for the benefit of
the authorised fund, and hence for its investors, by entry into stock lending
transactions for the account of the authorised fund.

(2) The specific method of stock lending permitted in this section is in fact not a
transaction which is a loan in the normal sense. Rather it is an arrangement of
the kind described in section 263B of the Taxation of Chargeable Gains Act
1992, under which the lender transfers securities to the borrower otherwise
than by way of sale and the borrower is to transfer those securities, or securities
of the same type and amount, back to the lender at a later date. In accordance
with good market practice, a separate transaction by way of transfer of assets
is also involved for the purpose of providing collateral to the "lender" to cover
him against the risk that the future transfer back of the securities may not be
satisfactorily completed.

Stock lending: general | s
5.4.3 I3 | An authorised fund may only enter into a stock lending arrangement or
FCA repo contract in accordance with the rules in this section if it reasonably
appears to the ICVC or manager to be appropriate to do so with a view
to generating additional income for the authorised fund with an acceptable
degree of risk.
Stock lending: requirements
o 5.4.4 R| (1) An ICVC, or the depositary at the request of the ICVC, or the
FCA trustee at the request of the manager, may enter into a repo
contract, or a stock lending arrangement of the kind described in
section 263B of the Taxation of Chargeable Gains Act 1992
(without extension by section 263C), but only if:
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5.4.5 [G]

(a) all the terms of the agreement under which securities are to
be reacquired by the depositary for the account of the ICVC
or by the trustee, are in a form which is acceptable to the
depositary or to the trustee and are in accordance with good

market practice;
(b) the counterparty is:

(i) an authorised person; or

(ii) a person authorised by a Home State regulator; or

(iii) a person registered as a broker-dealer with the Securities
and Exchange Commission of the United States of
America; or

(iv) abank, or a branch of a bank, supervised and authorised
to deal in investments as principal, with respect to OTC

derivatives by at least one of the following federal
banking supervisory authorities of the United States of

America:
(A) the Office of the Comptroller of the Currency;
(B) the Federal Deposit Insurance Corporation;

(C) the Board of Governors of the Federal Reserve
System; and

(D) the Office of Thrift Supervision; and

(c) collateral is obtained to secure the obligation of the
counterparty under the terms referred to in (a) and the

collateral is:
(i) acceptable to the depositary;
(ii) adequate ; and

(iii) sufficiently immediate .

(2) The counterparty for the purpose of (1) is the person who is
obliged under the agreement referred to in (1)(a) to transfer to
the depositary the securities transferred by the depositary under
the stock lending arrangement or securities of the same kind.

(3) (1)(c) does not apply to a stock lending transaction made
through Euroclear Bank SA/NV's Securities Lending and

Borrowing Programme.

Stock lending: treatment of collateral

..............................................................................................................

Where a stock lending arrangement is entered into, the scheme property remains
unchanged in terms of value. The securities transferred cease to be part of the scheme
property, but there is obtained in return an obligation on the part of the counterparty
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to transfer back equivalent securities. The depositary will also receive collateral to set
against the risk of default in transfer, and that collateral is equally irrelevant to the
valuation of the scheme property (because it is transferred against an obligation of
equivalent value by way of re-transfer). Bl COLL 5.4.6 R accordingly makes provision for
the treatment of the collateral in that context.

Treatment of collateral

..................................................................................................................

5.4.6 R | (1) Collateral is adequate for the purposes of this section only if it is:

FCA (a) transferred to the depositary or its agent;

(b) at least equal in value, at the time of the transfer to the
depositary, to the value of the securities transferred by the
depositary; and

(c) in the form of one or more of:

i) cash; or
i1) [deleted]

iii) a certificate of deposit; or

(

(

(

(iv) a letter of credit; or

(v) areadily realisable security ; or
(

vi) commercial paper with no embedded derivative content;
or

(vii) a qualifying money market fund.

(1A) Where the collateral is invested in units in a qualifying money
market fund managed or operated by (or, for an ICVC, whose
ACD is) the authorised fund manager of the investing scheme or
an associate of that authorised fund manager, the conditions in
B COLL 5.2.16 R (Investment in other group schemes) must be
complied with whether or not the investing scheme is a UCITS
scheme or a non-UCITS retail scheme.

(2) Collateral is sufficiently immediate for the purposes of this section
if:
(a) it is transferred before or at the time of the transfer of the
securities by the depositary; or

(b) the depositary takes reasonable care to determine at the time
referred to in (a) that it will be transferred at the latest by the
close of business on the day of the transfer.

(3) The depositary must ensure that the value of the collateral at all
times is at least equal to the value of the securities transferred by
the depositary.
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5.4.7 R

5.4.8 [G]

(4) The duty in (3) may be regarded as satisfied in respect of
collateral the validity of which is about to expire or has expired
where the depositary takes reasonable care to determine that
sufficient collateral will again be transferred at the latest by the
close of business on the day of expiry.

(5) Any agreement for transfer at a future date of securities or of
collateral (or of the equivalent of either) under this section may
be regarded, for the purposes of valuation under m COLL 6.3
(Valuation and pricing) or this chapter, as an unconditional
agreement for the sale or transfer of property, whether or not
the property is part of the property of the authorised fund.

(6) Collateral transferred to the depositary is part of the scheme
property for the purposes of the rules in this sourcebook, except
in the following respects:

(a) it does not fall to be included in any valuation for the
purposes of B COLL 6.3 or this chapter, because it is offset
under (5) by an obligation to transfer; and

(b) it does not count as scheme property for any purpose of this
chapter other than this section.

(7) Paragraph (5) and (6)(a) do not apply to any valuation of
collateral itself for the purposes of this section.

Limitation by value

There is no limit on the value of the scheme property which may be the
subject of repo contracts or stock lending transactions within this section.

Guidance relating to the use of cash collateral

..............................................................................................................

(1) The use of stock lending or the reinvestment of cash collateral should not
result in a change of the scheme's declared investment objectives or add
substantial supplementary risks to the scheme's risk profile.

(2) Collateral taking the form of cash may only be invested in:

(a) one of the investments coming within Bl COLL 5.4.6 R (1) (c) (i) to B (vii)
(Treatment of collateral); or

(b) deposits, provided they:

(i) are capable of being withdrawn within five business days, or such
shorter time as may be dictated by the stock lending agreement;

and
. . . . PAGE
(i) satisfy the requirements of Bl COLL 5.2.26 R (1) (Investment in 46
deposits).
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powers
5.4.9 @ Where a scheme generates leverage through the reinvestment of collateral, this should be
FCA taken into account in the calculation of the scheme's global exposure.

[Note: CESR's UCITS eligible assets guidelines with respect to article 11 of the UCITS
eligible assets Directive (part)]
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powers provisions
5.5 Cash, borrowing, lending and other
provisions
APRUCLION e
5.5.1 I} | This section applies to an ICVC, an ACD, a manager of an AUT, a
depositary of an ICVC and a trustee of an AUT, where such ICVC or
AUT is a UCITS scheme as set out in B COLL 5.5.2 R (Table of
application).
Table of application
5.5.2 [} | This table belongs to ® COLL 5.5.1 R.
ICvC ACD Manager Deposi-  Trustee
of an taryof  of an
AUT an ICVC AUT
5.5.3R X X
5.5.4R(1) to x X
3
5.5.4R(4)&(5) X X
5.5.4R(6) X X
5.5.4R(7) X X X X X
5.5.4R(8) X
5.5.5R(1) to X X
3
5.5.6R(1)&(2) X X X
5.5.6R(3) X
5.5.7R(1)-(3) X X X
5.5.7R(4) X X X
5.5.8R X X X
5.5.9R X X X
5.5.10G X X X X X
Note: x means "applies"
B Release 136 @ April 2013 _
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Cash and near cash

5.5.3 R | (1) Cash and near cash must not be retained in the scheme property
except to the extent that this may reasonably be regarded as

necessary in order to enable:
(a) the pursuit of the scheme's investment objectives; or
(b) redemption of units; or

(c) efficient management of the authorised fund in accordance
with its investment objectives; or

(d) other purposes which may reasonably be regarded as ancillary
to the investment objectives of the authorised fund.

(2) During the period of the initial offer the scheme property may
consist of cash and near cash without limitation.

General power to borrow

5.5.4 R| (1) The ICVC or trustee (on the instructions of the manager) may, in
FCA accordance with this rule and B COLL 5.5.5 R (Borrowing limits),
borrow money for the use of the authorised fund on terms that
the borrowing is to be repayable out of the scheme property.

(2) Paragraph (1) is subject to the obligation of the authorised fund
to comply with any restriction in the instrument constituting the
scheme.

(3) The ICVC or trustee may borrow under (1) only from an eligible
institution or an approved bank.

(4) The authorised fund manager must ensure that any borrowing is
on a temporary basis and that borrowings are not persistent, and
for this purpose the authorised fund manager must have regard
in particular to:

(a) the duration of any period of borrowing; and

(b) the number of occasions on which resort is had to borrowing
in any period.

(5) In addition to complying with (4), the authorised fund manager
must ensure that no period of borrowing exceeds three months,
whether in respect of any specific sum or at all, without the prior
consent of the depositary.

(6) The depositary may only give its consent as required under (5) on
such conditions as appear to the depositary appropriate to ensure
that the borrowing does not cease to be on a temporary basis only.
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provisions

5.5.6 R|
FCA
5.5.7 R|

(7) This rule does not apply to "back to back" borrowing under
B COLL 5.3.5 R (2) (Borrowing).

(8) An ICVC must not issue any debenture unless it acknowledges
or creates a borrowing that complies with (1) to (6)

Borrowing limits

..............................................................................................................

(1) The authorised fund manager must ensure that the authorised
fund's borrowing does not, on any day, exceed 10% of the
value of the scheme property.

(2) This rule does not apply to "back to back" borrowing under
B COLL 5.3.5 R (2)(Borrowing).

(3) In this rule, borrowing includes, as well as borrowing in a
conventional manner, any other arrangement (including a
combination of derivatives) designed to achieve a temporary
injection of money into the scheme property in the expectation
that the sum will be repaid.

(4) [deleted]

Restrictions on lending of money

..............................................................................................................

(1) None of the money in the scheme property of an authorised
fund may be lent and, for the purposes of this prohibition,
money is lent by an authorised fund if it is paid to a person
("the payee") on the basis that it should be repaid, whether or
not by the payee.

(2) Acquiring a debenture is not lending for the purposes of (1);
nor is the placing of money on deposit or in a current account.

(3) Paragraph (1) does not prevent an ICVC from providing an
officer of the ICVC with funds to meet expenditure to be
incurred by him for the purposes of the ICVC (or for the
purposes of enabling him properly to perform his duties as an
officer of the ICVC) or from doing anything to enable an officer
to avoid incurring such expenditure.

Restrictions on lending of property other than money

..............................................................................................................

(1) The scheme property of an authorised fund other than money
must not be lent by way of deposit or otherwise.

(2) Transactions permitted by B COLL 5.4 (Stock lending) are not
to be regarded as lending for the purposes of (1).

(3) The scheme property must not be mortgaged.
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(4) Where transactions in derivatives or forward transactions are used
for the account of the authorised fund in accordance with any of
the rules in this chapter, nothing in this rule prevents the ICVC or
the depositary at the request of the ICVC, or the trustee at the
request of the manager, from :

(a) lending, depositing, pledging or charging scheme property for
margin requirements; or

(b) transferring scheme property under the terms of an agreement
in relation to margin requirements, provided that the
authorised fund manager reasonably considers that both the
agreement and the margin arrangements made under it
(including in relation to the level of margin) provide
appropriate protection to unitholders.

5.5.7A [G] | An agreement providing appropriate protection to unitholders for the purposes of

FCA B COLL 5.5.7 R (4)(b) includes one made in accordance with the 1995 International Swaps
and Derivatives Association Credit Support Annex (English Law) to the International
Swaps and Derivatives Association Master Agreement.

General power to accept or underwrite placings

5.5.8 R | (1) Any power in this chapter to invest in transferable securities may
be used for the purpose of entering into transactions to which this

rule applies, subject to compliance with any restriction in the
instrument constituting the scheme.

(2) This rule applies to any agreement or understanding which:
(a) is an underwriting or sub-underwriting agreement; or

(b) contemplates that securities will or may be issued or subscribed
for or acquired for the account of the authorised fund.

(3) Paragraph (2) does not apply to:
(a) an option; or
(b) a purchase of a transferable security which confers a right to:
(i) subscribe for or acquire a transferable security; or

(ii) convert one transferable security into another.

(4) The exposure of an authorised fund to agreements and
understandings within (2) must, on any day, be:

(a) covered under m COLL 5.3.3A R (Cover for investment in
derivatives and forward transactions); and
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5.5.9 R|

5.5.10 [G]

(b) such that, if all possible obligations arising under them had
immediately to be met in full, there would be no breach of
any limit in this chapter.

Guarantees and indemnities

..............................................................................................................

(1) An ICVC or a depositary for the account of an authorised fund
must not provide any guarantee or indemnity in respect of the
obligation of any person.

(2) None of the scheme property of an authorised fund may be
used to discharge any obligation arising under a guarantee or
indemnity with respect to the obligation of any person.

(3) Paragraphs (1) and (2) do not apply to:

(a) any indemnity or guarantee given for margin requirements
where the derivatives or forward transactions are being used
in accordance with the rules in this chapter; and

(b) for an ICVC:

(i) an indemnity falling within the provisions of regulation
62(3) of the OEIC Regulations (Exemptions from
liability to be void);

(ii) an indemnity (other than any provision in it which is
void under regulation 62 of the OEIC Regulations) given
to the depositary against any liability incurred by it as
a consequence of the safekeeping of any of the scheme
property by it or by anyone retained by it to assist it to
perform its function of the safekeeping of the scheme

property; and

(iii) an indemnity given to a person winding up a scheme if
the indemnity is given for the purposes of arrangements
by which the whole or part of the property of that
scheme becomes the first property of the ICVC and the
holders of units in that scheme become the first
unitholders in the ICVC; and

(c) for an AUT, an indemnity given to a person winding up a
body corporate or other scheme in circumstances where
those assets are becoming part of the scheme property by
way of a unitisation.

Guidance on restricting payments

..............................................................................................................

B COLL6.7.15 R (Payment of liabilities on transfer of assets) and Bl COLL 6.4.7 R (Payments
out of scheme property) contain provisions restricting payments out of scheme property.
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powers limits for non - UCITS retail schemes

5.6.1

5.6 Investment powers and borrowing limits for
non - UCITS retail schemes

Application

..................................................................................................................

R| (1) This section applies to the authorised fund manager and the
depositary of a non-UCITS retail scheme and to an ICVC which
is a non-UCITS retail scheme.

(2) Where this section contains a reference to a rule in any of
B COLL 5.1 to m COLL 5.5, these rules and any rules to which they

refer or any relevant guidance should be read as if any reference
to a UCITS scheme is to a non-UCITS retail scheme.

Explanation of m COLL 5.6

[G] (1) This section contains rules on the types of permitted investments and any relevant
limits with which #on-UCITS retail schemes must comply. These rules allow
for the relaxation of certain investment and borrowing powers from the
requirements of the UCITS Directive. Consequently, a scheme authorised as a
non-UCITS retail scheme will not qualify for the cross border passporting rights
conferred by the UCITS Directive on a UCITS scheme.

(2) Some examples of the different investment and borrowing powers under the
rules in this section for non-UCITS retail schemes are the power to:

(a) invest not more than 10% of the value of scheme property in transferable
securities or money-market instruments issued by any single body;

(b) invest in up to 20% in aggregate of the value of the scheme property in
transferable securities which are not approved securities and unregulated
schemes;

(c) invest in a wider range of schemes which do not comply with the
requirements of the UCITS Directive;

(d) include gold in the scheme property (up to a limit of 10% of the value of
the scheme property);

(e) include immovables in the scheme property; and

(f)  borrow on a non-temporary basis without any specific time limit as to
repayment of the borrowing.
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limits for non - UCITS retail schemes

Prudent spread of risk

(1)

(3)

(4)

An authorised fund manager must ensure that, taking account
of the investment objectives and policy of the non-UCITS retail
scheme as stated in its most recently published prospectus, the
scheme property of the non-UCITS retail scheme aims to provide
a prudent spread of risk

For a feeder NURS, (1) applies only to the extent that the feeder
NURS invests in assets other than units of its qualifying master
scheme.

Subject to (3) and (4), the rules in this section relating to spread
of investments, including immovables, do not apply until 12
months after the later of:

(a) the date when the authorisation order in respect of the
non-UCITS retail scheme takes effect; and

(b) the date the initial offer commenced;

provided that (1) is complied with during such period.
Subject to (4), the limits in B COLL 5.6.19 R do not apply until
24 months after the later of:

(a) the date when the authorisation order in respect of the
non-UCITS retail scheme takes effect; and

(b) the date the initial offer commenced;
provided that (1) is complied with during such period.

The limit in B COLL 5.6.19 R (7) relating to immovables which
are unoccupied and non-income producing or are in the course
of substantial development, redevelopment or refurbishment
applies from the later of the date when the authorisation order
in respect of the non-UCITS retail scheme takes effect and the
date the initial offer period commenced.

Investment powers: general

.............

(1)

.................................................................................................

The scheme property of a non-UCITS retail scheme may, subject
to the rules in this section, comprise any assets or investments
to which it is dedicated.

For an ICVC, the scheme property may also include movable
or immovable property that is necessary for the direct pursuit
of the ICVC's business of investing in those assets or
investments.

The scheme property must be invested only in accordance with
the relevant provisions in this section that are applicable to that
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non-UCITS retail scheme and within any upper limit specified in
this section.

(4) The instrument constituting the scheme may restrict the investment
powers of a scheme further than the relevant restrictions in this
section.

(5) The scheme property may only, except where otherwise provided
in the rules in this section, consist of any one or more of:
(a) transferable securities;
(b) money-market instruments;

(c) wunits in collective investment schemes permitted under
B COLL 5.6.10 R (Investment in collective investment schemes);

(d) derivatives and forward transactions permitted under
B COLL 5.6.13 R (Permitted transactions (derivatives and
forwards));

(e) deposits permitted under B COLL 5.2.26 R (Investment in
deposits);

(f) immovables permitted under ® COLL 5.6.18 R (Investment in
property) to M COLL 5.6.19 R (Investment limits for immovables);
and

(g) gold up to a limit of 10% in value of the scheme property.

Eligibility of transferable securities and money-market instruments for
investment by a non-UCITS retail scheme

5.6.5 I} | Transferable securities and money-market instruments held within a
FCA non-UCITS retail scheme must:

(1) (a) be admitted to or dealt in on an eligible market within
B COLL 5.2.10 R (Eligible markets: requirements); or

(b) be recently issued transferable securities which satisfy the
requirements for investment by a UCITS scheme set out in
B COLL 5.2.8 R (3)(e); or

(c) be approved money-market instruments not admitted to or
dealt in on an eligible market which satisfy the requirements
for investment by a UCITS scheme set out in B COLL 5.2.10A R
to M COLL 5.2.10CR ; or

PAGE
(2) subject to a limit of 20% in value of the scheme property be:
(a) transferable securities which are not within (1) ; or

(b) money-market instruments which are liquid and have a value
which can be determined accurately at any time.
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Transferable securities held within a non-UCITS retail scheme must
also satisfy the criteria in @ COLL 5.2.7A R, @ COLL 5.2.7C R and
B COLL 5.2.7E R for the purposes of investment by a UCITS scheme.

B COLL 5.2.7A R to B COLL 5.2.7E R contain rules and guidance relating to the criteria
that need to be satisfied for the purposes of investment in transferable securities.

Where a scheme is a short-term money market fund or a money market
fund, the ability to hold up to 20% of scheme property in ineligible
assets under B COLL 5.6.5 R (2) is limited to high quality approved
money-market instruments as determined under B COLL 5.9.6 R (High
quality money market instruments).

Money Market funds

..............................................................................................................

Approved money-market instruments held within a non-UCITS retail
scheme which is a short-term money market fund or money market
fund must also satisfy the criteria in @ COLL 5.2.7F R to M COLL 5.2.7HR
(Approved money-market instruments).

Valuation

In this section the value of the scheme property means the value of the
scheme property determined in accordance with B COLL 5.2.5 R
(Valuation).

Spread: general

(1) This rule does not apply in respect of government and public
securities.

(2) Not more than 20% in value of the scheme property is to consist
of deposits with a single body.

(3) Not more than 10% in value of the scheme property is to consist
of transferable securities or money-market instruments issued
by any single body subject to M COLL 5.6.23 R (Schemes
replicating an index).

(A) The limit of 10% in (3) is raised to 25 % in value of the scheme
property in respect of covered bonds.

(4) In applying (3) certificates representing certain securities are
to be treated as equivalent to the underlying security.

(5) The exposure to any one counterparty in an OTC derivative
transaction must not exceed 10% in value of the scheme.

(6) Except for a feeder fund, a feeder NURS or a scheme dedicated
to units in a single property authorised investment fund, not
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more than 35% in value of the scheme is to consist of the units of
any one scheme.

@A) Schemes which (in respect of investment in units in collective
investment schemes) are dedicated to units in a single property
authorised investment fund or qualifying master scheme must, in
addition to the investment in the property authorised investment
fund or qualifying master scheme, only hold cash or near cash to
maintain sufficient liquidity to enable the scheme to meet its
commitments, such as redemptions. Schemes may also use
techniques and instruments for the purpose of efficient portfolio
management, where appropriate, such as forward foreign exchange
transactions entered into for the purpose of reducing the effect of
fluctuations in the rate of exchange between relevant currencies.

(7) For the purpose of calculating the limit in (5), the exposure in
respect of an OTC derivative may be reduced to the extent that
collateral is held in respect of it if the collateral meets each of the
conditions specified in (8).

(8) The conditions referred to in (7) are that the collateral:

(a) is marked-to-market on a daily basis and exceeds the value of
the amount at risk;

(b) is exposed only to negligible risks (e.g. government bonds of
first credit rating or cash) and is liquid;

(c) is held by a third party custodian not related to the provider
or is legally secured from the consequences of a failure of a
related party; and

(d) can be fully enforced by the non-UCITS retail scheme at any
time.

(9) For the purpose of calculating the limit in (5), OTC derivative
positions with the same counterparty may be netted provided that
the netting procedures:

(a) comply with the conditions set out in Part 7 (Contractual
netting (Contracts for novation and other netting agreements))
of Annex III to the Banking Consolidation Directive; and

(b) are based on legally binding agreements.

e (10) In applying this rule, all derivatives transactions are deemed to be
free of counterparty risk if they are performed on an exchange
where the clearing house meets each of the following conditions:

(a) it is backed by an appropriate performance guarantee; and

B Release 136 @ April 2013



COLL 5 : Investment and borrowing Section 5.6 : Investment powers and borrowing
powers

limits for non - UCITS retail schemes

(b) it is characterised by a daily mark-to-market valuation of
the derivative positions and an at least daily margining.

(11) For the purposes of this rule a single body is:

(a) in relation to transferable securities and money market
instruments, the person by whom they are issued; and

(b) in relation to deposits, the person with whom they are
placed.

Guidance on spread: general

..............................................................................................................

(1) M COLL5.6.7R (7) to M (10) replicate the provisions of Article 5 of the
Commission Recommendation 2004/383/EC of 27 April 2004 on the use of
financial derivative instruments for undertakings for collective investment
in transferable securities, so as to enable non-UCITS retail schemes to benefit
from the same flexibility.

(2) The attention of authorised fund managers is specifically drawn to condition
(d) in M COLL 5.6.7 R (8) under which the collateral has to be legally enforceable
at any time. It is the FCA's view that it is advisable for an authorised fund
manager to undertake a legal due diligence exercise before entering into any
financial collateral arrangement. This is particularly important where the
collateral arrangements in question have a cross-border dimension. The
depositary will also need to exercise reasonable care to review the collateral
arrangements in accordance with its duties under B COLL 6.6.4 R (General
duties of the depositary).

(3) Inapplying the spread limit of 20% in value of scheme property which may
consist of deposits with a single body, all uninvested cash comprising capital
property that the depositary holds should be included in calculating the total
sum of the deposits held by it on behalf of the scheme.

Spread: government and public securities

(1) This rule applies in respect of government and public securities.

(2) The requirements in B COLL 5.2.12 R (Spread: government and
public securities) apply to investment in government and public
securities by a non-UCITS retail scheme , except for
B COLL 5.2.12 R (4) which will apply to such a scheme only to
the extent that it concerns the most recently published prospectus
of the scheme .

Investment in nil and partly paid securities

--------------------------------------------------------------------------------------------------------------

A non-UCITS retail scheme must not invest in nil and partly paid
securities unless the investment complies with the conditions in
B COLL 5.2.17 R (Investment in nil and partly paid securities).
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Investment in collective investment schemes

5.6.10 3 | A non-UCITS retail scheme , except for a feeder NURS (which must instead
comply with B COLL 5.6.26 R), must not invest in units in a collective
investment scheme (second scheme) unless the second scheme meets each
of the requirements at (1) to (5) :

(1) the second scheme:

(a) satisfies the conditions necessary for it to enjoy the rights
conferred by the UCITS Directive; or

(b) is a non-UCITS retail scheme; or
(c) is a recognised scheme; or

(d) is constituted outside the United Kingdom and the investment
and borrowing powers of which are the same or more
restrictive than those of a non-UCITS retail scheme; or

(e) is a scheme not falling within (a) to (d) and in respect of which
no more than 20% in value of the scheme property (including
any transferable securities which are not approved securities)
is invested;

(2) the second scheme operates on the principle of the prudent spread
of risk;

(3) the second scheme is prohibited from having more than 15% in
value of the property of that scheme consisting of units in collective
investment schemes;

(4) the participants in the second scheme must be entitled to have
their units redeemed in accordance with the scheme at a price:

(a) related to the net value of the property to which the units relate;
and

(b) determined in accordance with the scheme ; and

(5) where the second scheme is an umbrella, the provisions in (2) to
(4) and M COLL 5.6.7 R (Spread: general) apply to each sub-fund as
if it were a separate scheme.

Investment in associated collective investment schemes

..................................................................................................................

5.6.11 R | (1) Units in a scheme do not fall within B COLL 5.6.10 R if that scheme
is managed or operated by (or, if it is an ICVC, has as its ACD)
29 the authorised fund manager of the investing non-UCITS retail

scheme or by an associate of that authorised fund manager, unless:

(a) the prospectus of the investing authorised fund clearly states
that the property of that investing fund may include such units;
and
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(2)

(b) the conditions in @ COLL 5.2.16 R (Investment in other group
schemes) are complied with.

Where a sub-fund of a non-UCITS retail scheme which is an
umbrella invests in or disposes of units in another sub-fund of
the same umbrella (the second sub-fund), the requirement in:

(a) ECOLL 5.6.11 R (1)(a) is modified as follows - the prospectus
of the umbrella must clearly state that the scheme property
attributable to the investing or disposing sub-fund may
include units in another sub-fund of the same umbrella,
and

(b) WCOLL 5.6.11 R (1)(b) is modified as follows - BCOLL 5.2.16 R
(Investment in other group schemes) must be complied with,
modified such that references to the "UCITS scheme" are
taken to be references to the investing or disposing sub-fund
and references to the "second scheme" are taken to be
references to the second sub-fund.

Derivatives: general

............

(1)

..................................................................................................

A transaction in derivatives or a forward transaction must not
be effected for a non-UCITS retail scheme unless the transaction
is:

(a) of akind specified in M COLL 5.6.13 R (Permitted transactions
(derivatives and forwards)); and

(b) covered, as required by B COLL 5.3.3A R (Cover for
investment in derivatives and forward transactions).

Where a scheme invests in derivatives, the exposure to the
underlying assets must not exceed the limits in B COLL 5.6.7 R
(Spread: general) and B COLL 5.6.8 R (Spread: government and
public securities) except as provided in (4).

Where a transferable security or money-market instrument
embeds a derivative, this must be taken into account for the
purposes of calculating any limit in this section.

Where a scheme invests in an index-based derivative, provided
the relevant index falls within B COLL 5.6.23 R (Schemes
replicating an index) the underlying constituents of the index
do not have to be taken into account for the purposes of

B COLL 5.6.7 R and B COLL 5.6.8 R.

The relaxation in (4) is subject to the authorised fund manager
taking account of B COLL 5.6.3 R (Prudent spread of risk).
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5.6.13 R | (1) A transaction in a derivative must be within B COLL 5.2.20 R (1)
(Permitted transactions (derivatives and forwards)) and:

(a) the underlying must be within B COLL 5.6.4 R (5) (Investment
powers: general) or B COLL 5.2.20 R (2)(f) to M (i) ; and

(b) the exposure to the underlying must not exceed the limits in
B COLL 5.6.7 R (Spread: general), B COLL 5.6.8 R (Spread:
government and public securities) and B COLL 5.6.5 R (2).

(2) A transaction in an approved derivative must be effected on or
under the rules of an eligible derivatives market.

(3) A transaction in a derivative must not cause a scheme to diverge
from its investment objectives as stated in the instrument
constituting the scheme and the most recently published prospectus.

(4) transaction in a derivative must not be effected if the intended
effect is to create the potential for an uncovered sale of:

(a) transferable securities;

(b) money-market instruments;
(c)

(

d) derivatives.

units in collective investment schemes; or

(5) Any forward transaction must be made with an eligible institution
or an approved bank.

(6) The authorised fund manager must ensure compliance with
B COLL 5.3.3A R (Cover for investment in derivatives and forward
transactions), @ COLL 5.3.3B R and B COLL 5.3.3C R (Daily
calculation of global exposure).

Transactions for the purchase or disposal of property

5.6.14 3| The requirements of B COLL 5.2.21 R (Transactions for the purchase of
FCA property) and B COLL 5.2.22 R (Requirement to cover sales) apply to
non-UCITS retail schemes in the same manner as to UCITS schemes.

OTC transactions in derivatives

5.6.15 3 | Any transaction in an OTC derivative under B COLL 5.6.13 R (Permitted
transactions (derivatives and forwards)) must comply with the requirements

of B COLL 5.2.23 R (OTC transactions in derivatives).

Risk management

..................................................................................................................

5.6.16 I | An authorised fund manager must use a risk management process enabling
it to monitor and measure as frequently as appropriate the risk associated
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with a non-UCITS retail scheme's positions and their contribution to
the overall risk profile of the scheme.

Risk management process

(1) The risk management process should take account of the investment
objectives and policy of the non-UCITS retail scheme as stated in its most
recent prospectus.

(2) The depositary should take reasonable care to review the appropriateness
of the risk management process in line with its duties under B COLL 6.6.4 R
(General duties of the depositary) and B COLL 6.6.14 R (Duties of the
depositary and authorised fund manager: investment and borrowing powers)
, s appropriate.

(3)  Anauthorised fund manager is expected to demonstrate more sophistication
in its risk management process for a non-UCITS retail scheme with a complex
risk profile than for one with a simple risk profile. In particular, the risk
management process should take account of any characteristic of non-linear
dependence in the value of a position to its underlying.

(4)  An authorised fund manager should take reasonable care to establish and
maintain such systems and controls as are appropriate to its business as
required by B SYSC 4.1 (General requirements).

(5) The risk management process should enable the analysis required by
B COLL 5.6.16 R (Risk management ) to be undertaken at least daily or at
each valuation point whichever is the more frequent.

Investment in property

(1) Any investment in land or a building held within the scheme

property of a non-UCITS retail scheme must be an immovable
within (2) to (5).

(2) An immovable must:

(a) be situated in a country or territory identified in the
prospectus for the purpose of this rule; and

(b) if situated in:

(i) England and Wales or Northern Ireland, be a freehold
or leasehold interest; or

(ii) Scotland, be any interest or estate in or over land or
heritable right including a long lease; or

(c) if not situated in the jurisdictions referred to in (b)(i) or (ii),
be equivalent to any of the interests in (b)(i) or (ii) or, if no
such equivalent interest is available in the jurisdiction, be
an interest that grants beneficial ownership of the immovable
to the scheme and provides as good a title as any of the
interests in (b)(i) or (ii).
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(3) The authorised fund manager must have taken reasonable care to
determine that the title to the immovable is a good marketable
title.

(4) The manager or the ICVC must:

(a) have received a report from an appropriate valuer which:

(1) contains a valuation of the immovable (with and without
any relevant subsisting mortgage); and

(ii) states that in the appropriate valuer's opinion the
immovable would, if acquired by the scheme, be capable
of being disposed of reasonably quickly at that valuation;
or

(b) have received a report from an appropriate valuer as required
by (4)(a)(i) and stating that:

(i) the immovable is adjacent to or in the vicinity of another
immovable included in the scheme property or is another
legal interest as defined in (2)(b) or (c) in an immovable
which is already included in the scheme property; and

(ii) in the opinion of the appropriate valuer, the total value of
both immovables would at least equal the sum of the price
payable for the immovable and the existing value of the
other immovable.

(5) An immovable must:

(a) be bought or be agreed by enforceable contract to be bought
within six montbs after receipt of the report of the appropriate
valuer under (4);

(b) not be bought, if it is apparent to the authorised fund manager
that the report in (a) could no longer reasonably be relied upon;
and

(c) not be bought at more than 105% of the valuation for the
relevant immovable in the report in (4).

(6) Any furniture, fittings or other contents of any building may be
regarded as part of the relevant immovable.
(7) An appropriate valuer must be a person who:

PAGE . . .
(a) has knowledge of and experience in the valuation of
immovables of the relevant kind in the relevant area;

(b) 1is qualified to be a standing independent valuer of a
non-UCITS retail scheme or is considered by the scheme's
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56.18A [

5.6.188 |G|

standing independent valuer to hold an equivalent
qualification;

(c) is independent of the ICVC, the depositary and each of the
directors of the ICVC or of the manager and trustee of the
AUT; and

(d) has not engaged himself or any of his associates in relation
to the finding of the immovable for the scheme or the finding
of the scheme for the immovable.

Investment in overseas property through an intermediate holding vehicle

............

(1)

..................................................................................................

An overseas immovable may be held by a scheme through an
intermediate holding vebicle whose purpose is to enable the
holding of immovables by the scheme or a series of such
intermediate holding vebicles, provided that the interests of
unitholders are adequately protected. Any investment in an
intermediate holding vebicle for the purpose of holding an
overseas immovable shall be treated for the purposes of this
chapter as if it were a direct investment in that immovable.

An intermediate holding vebicle must be wholly owned by the
scheme or another intermediate holding vebicle or series of
intermediate holding vebicles wholly owned by the scheme,
unless and to the extent that local legislation or regulation
relating to the intermediate holding vebicle holding the
immovable requires a proportion of local ownership.

The authorised fund manager may transfer capital and income between an
intermediate holding vehicle and the scheme by the use of inter-company
debt if the purpose of this is for investment in immovables and repatriation
of income generated by such investment. In using inter-company debt, the
authorised fund manager should ensure the following:

(a) arecord of inter-company debt is kept in order to provide an accurate
audit trail; and

(b) interest paid out on the debt instruments is equivalent to the net rental
income earned from the immovables after deduction of the intermediate
holding vebicle's reasonable running costs (including tax).

An intermediate holding vebicle should undertake the purchase, sale and
management of immovables on behalf the scheme in accordance with the
scheme's investment objectives and policy.

Wherever reasonably practicable, an intermediate holding vebicle should
have the same auditor and accounting reference date as the scheme.

The accounts of any intermediate holding vebicle should be consolidated
into the annual and interim reports of the scheme.
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(5) The authorised fund manager should provide sufficient information to enable
the depositary to fulfil its duties under COLL in relation to the immovables
held through an intermediate holding vebicle.

Investment limits for immovables

5.6.19 3 | The following limits apply in respect of immovables held as part of scheme
property of a scheme:

(1) not more than 15% in value of the scheme property is to consist
of any one immovable;

(2) in (1), immovables within B COLL 5.6.18 R (4) (b) (Investment in
property) must be regarded as one immovable;

(3) the figure of 15% in (1) may be increased to 25% once the
immovable has been included in the scheme property in compliance
with (1);

(4) the income receivable from any one group in any accounting period
must not be attributable to immovables comprising;

(a) more than 25%; or
(b) in the case of a government or public body more than 35%;
of the value of the scheme property;

(5) not more than 20% in value of the scheme property is to consist
of immovables that are subject to a mortgage and any mortgage
must not secure more than 100% of the value in @MCOLL 5.6.18 R (4)
(on the assumption the immovable is not mortgaged);

(6) the aggregate value of:

(a) mortgages secured on immovables under (5);

(b) borrowing of the scheme under B COLL 5.6.22 R (5); and

(c) any transferable securities that are not approved securities;
must not at any time exceed 20% of the value of the scheme

property;

(7) not more than 50% in value of the scheme property is to consist
of immovables which are unoccupied and non-income producing
or in the course of substantial development, redevelopment or

refurbishment; and
65

(8) no option may be granted to a third party to buy any immovable
comprised in the scheme property unless the value of the relevant
immovable does not exceed 20% of the value of the scheme
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property together with, where appropriate, the value of
investments in:

(a) unregulated collective investment schemes; and

(b) any transferable securities which are not approved
securities.

Standing independent valuer and valuation

..............................................................................................................

(1) The following requirements apply in relation to the appointment
of a valuer:

(a) the authorised fund manager must ensure that any
immovables in the scheme property are valued by an
appropriate valuer (standing independent valuer) appointed
by the authorised fund manager; and

(b) the appointment must be made with the approval of the
trustee or depositary at the outset and upon any vacancy.

(2) The standing independent valuer in (1) must be:
(a) for an AUT, independent of the manager and trustee; and

(b) for an ICVC, independent of the ICVC, the directors and
the depositary.

(3) The following requirements apply in relation to the functions
of the standing independent valuer:

(a) the authorised fund manager must ensure that the standing
independent valuer values all the immovables held within
the scheme property, on the basis of a full valuation with
physical inspection (including, where the immovable is or
includes a building, internal inspection), at least once a year;

(b) for the purposes of (a) any inspection in relation to adjacent
properties of a similar nature may be limited to that of only
one such representative property;

(c) the authorised fund manager must ensure that the standing
independent valuer values the immovables, on the basis of
a review of the last full valuation, at least once a month;

(d) if either the authorised fund manager or the depositary
becomes aware of any matters that appear likely to:

(1) affect the outcome of a valuation of an immovable; or

(ii) cause the valuer to decide to value under (a) instead of
under (c);

it must immediately inform the standing independent valuer
of that matter;
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(e) the authorised fund manager must use its best endeavours to
ensure that any other affected person reports to the standing
independent valuer immediately upon that person becoming
aware of any matter within (d); and

(f) any valuation by the standing independent valuer must be
undertaken in accordance with UKPS 2.3 of the RICS Valuation
Standards (The Red Book) (6th edition published January
2008), or in the case of overseas immovables on an appropriate
basis, but subject to B COLL 6.3 (Valuation and pricing).

(4) In relation to an immovable:

(a) any valuation under B COLL 6.3 (Valuation and pricing) has
effect, until the next valuation under that rule, for the purposes
of the value of immovables; and

(b) an agreement to transfer an immovable or an interest in an
immovable is to be disregarded for the purpose of the valuation
of the scheme property unless it reasonably appears to the
authorised fund manager to be legally enforceable.

5.6.20A [G] | In considering whether a valuation of overseas immovables by the standing independent
valuer is made on an appropriate basis for the purpose of Bl COLL 5.6.20 R (3) (), the

authorised fund manager should consider whether that valuation was made in accordance
with internationally accepted valuation principles, procedures and definitions as set out
in the International Valuation Standards published by the International Valuation Standards
Committee.

Stock lending

5.6.21 3 | A non-UCITS retail scheme may undertake stock lending in accordance
FCA with B COLL 5.4 (Stock lending).

Cash, borrowing, lending and other provisions

..................................................................................................................

5.6.22 I3 | The following rules in Chapter 5 apply to a non-UCITS retail scheme:

(1) mCOLL 5.2.7 R (Transferable securities);

(2) ®mCOLL 5.5.1 R(Application) and B COLL 5.5.2 R (Table of
application) ;

(3) mCOLL 5.5.3 R (Cash and near cash);

(4) mCOLLS5.5.4R (1), mCOLL5.5.4R (2), mCOLL 5.5.4 R (3) and
B COLL 5.5.4 R (8) (General power to borrow);

(5) mCOLL5.5.5R (1) and B COLL 5.5.5 R (2) (Borrowing limits);

(6) EMCOLL 5.5.6 R (Restrictions on lending of money) ;
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5.6.23A  [G]

(7)

(8)

)

W COLL 5.5.7R (1), ®(2) and W (4) (Restrictions on lending of
property other than money);

B COLL 5.5.8 R (General power to accept or underwrite placings);
and

B COLL 5.5.9 R (Guarantees and indemnities).

Schemes replicating an index

(1)

(2)

A non-UCITS retail scheme may invest up to 20% in value of
the scheme property in shares and debentures which are issued
by the same body where the aim of the investment policy of that
scheme as stated in its most recently published prospectus is to

replicate the performance or composition of an index within
(2).

The index must:
(a) have a sufficiently diversified composition;

(b) be a representative benchmark for the market to which it
refers; and

(c) be published in an appropriate manner.

The limit in (1) may be raised for a particular scheme up to
35% in value of the scheme property, but only in respect of one
body and where justified by exceptional market conditions.

Replication of the composition of an index shall be understood to be a
reference to replication of the composition of the underlying assets of that
index, including the use of techniques and instruments for the purpose of
efficient portfolio management.

The composition of an index is sufficiently diversified if its components
adhere to the spread requirements in this section.

An index is a representative benchmark if its provider uses a recognised
methodology which generally does not result in the exclusion of a major
issuer of the market to which it refers.

An index is published in an appropriate manner if:

(a) itis accessible to the public;

(b) the index provider is independent from the index-replicating scheme;
this does not preclude index providers and the scheme from forming
part of the same group, provided that effective arrangements for the
management of conflicts of interest are in place. 08

Release 136 @ April 2013

5.6.23A



COLL 5 : Investment and borrowing Section 5.6 : Investment powers and borrowing
powers limits for non - UCITS retail schemes

Non-UCITS retail schemes that are umbrellas

5.6.24 R | (1) Inrelation to a scheme which is an umbrella, the provisions in this
section apply to each sub-fund as they would for a non-UCITS
retail scheme.

(2) A sub-fund may invest in or dispose of units of another sub-fund
of the same umbrella (the second sub-fund) only if the following
conditions are satisfied:

(a) the second sub-fund does not hold units in any other sub-fund
of the same umbrella;

(b) the conditions in B COLL 5.2.16 R (Investment in other group
schemes) and B COLL 5.6.11 R (Investment in associated
collective investment schemes) are complied with (for the
purposes of this ru#le, @ COLL 5.2.16 R and B COLL 5.6.11 R are
to be read as modified by B COLL 5.6.11 R (2));

(c) not more than 35% in value of the investing or disposing
sub-fund is to consist of units of the second sub-fund ; and

(d) the investing or disposing sub-fund must not be a feeder NURS
to the second sub-fund.

Guidance on syndicated loans

5.6.25 [G] (1) M coLL 5.2.35 G (Guidance on syndicated loans) is equally applicable to
FCA investment by a non-UCITS retail scheme in a syndicated loan.

(2) Where a loan falls within the Glossary definition of a transferable security,
investment in such a loan in the case of a non-UCITS retail scheme is subject
to the spread requirements in B COLL 5.6.7 R (Spread: general). AFMs also need
to bear in mind that where such a transferable security does not meet the
requirements of B COLL 5.6.5 R (1) (Eligibility of transferable securities and
money-market instruments for investment by a non-UCITS retail scheme), the
scheme's overall exposure to such loans will count towards the limit in

Bl COLL 5.6.5R (2).

Qualifying collective investment schemes for feeder NURS

5.6.26 I} | The authorised fund manager of a feeder NURS must ensure that the feeder
FCA NURS does not invest in the qualifying master scheme, unless the qualifying
master scheme meets both of the requirements in (1) and (2):

(1) the qualifying master scheme:

e (a) satisfies the conditions necessary for it to enjoy the rights
conferred by the UCITS Directive; or

(b) is a recognised scheme; or

(c) is a non-UCITS retail scheme; and
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(2) where the qualifying master scheme is an umbrella, the
provisions in B COLL 5.6.7 R (Spread: general) apply to each
sub-fund as if it were a separate scheme.
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5.7 Investment powers and borrowing limits for
NURS operating as FAIFs

AP B ON et e e
5.7.1 R| (1) This section applies to the authorised fund manager and the
depositary of a non-UCITS retail scheme operating as a FAIF and
to an ICVC which is a non-UCITS retail scheme operating as a
FAIF.

(2) Where this section refers to:

(a) arule or guidance in @ COLL 5.1 to B COLL 5.6, these rules and
guidance, and any rules and guidance to which they refer,
must be read as if a reference to a UCITS scheme or non-UCITS
retail scheme were a reference to a non-UCITS retail scheme
operating as a FAIF;

(b) a second scheme, and the second scheme is a feeder scheme
which (in respect of investment in units in collective investment
schemes) is dedicated to units in a single collective investment
scheme, the reference in this section to the second scheme must
be read as if it were a reference to any scheme into which the
feeder scheme's master scheme invests; and

(c) a second scheme, and the second scheme is a master scheme
to which (in respect of investment in units in collective
investment schemes) the relevant non-UCITS retail scheme
operating as a FAIF is dedicated, the reference in this section
to the second scheme must be read as if it were a reference to
any scheme into which that master scheme invests.

P 0 et
5.7.2 @ (1) This section contains rules on the types of permitted investments and any relevant
FCA limits with which non-UCITS retail schemes operating as FAIFs must comply.
These rules allow for the relaxation of certain investment and borrowing powers
from the requirements for non-UCITS retail schemes under M COLL 5.6 .

(2) One example of the different investment and borrowing powers under the rules
in this section for #on-UCITS retail schemes operating as FAIFs is the power
to invest up to 100% of the value of the scheme property in schemes to which

B COLL 5.7.7 R (Investment in collective investment schemes) applies.
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(3) In order to ensure adequate unitholder protection, the authorised fund
manager is required to implement certain due diligence procedures in respect
of investment in second schemes.

Applicable rules in COLL 5.6

The following rules and guidance in B COLL 5.6 (Investment powers and
borrowing limits for non-UCITS retail schemes) apply to the authorised
fund manager and the depositary of a non-UCITS retail scheme

operating as a FAIF and to an ICVC which is a non-UCITS retail scheme

operating as a FAIF:
(1) mCOLL5.6.3R;
(2) mCOLL5.6.5R to M 5.6.6 R;
(3) mCOLL5.6.8R to ®5.6.9R; and
(4) mCOLL5.6.11R to m5.6.24 R.

Investment powers: general

..............................................................................................................

(1) The scheme property of a non-UCITS retail scheme operating
as a FAIF may, subject to the rules in this section, comprise any
assets or investments to which it is dedicated.

(2) For an ICVC, the scheme property may also include movable
or immovable property that is necessary for the direct pursuit
of the ICVC's business of investing in those assets or
investments.

(3) The scheme property must be invested only in accordance with
the relevant provisions in this section that are applicable to that
non-UCITS retail scheme operating as a FAIF and within any
upper limit specified in this section.

(4) The instrument constituting the scheme may restrict the
investment powers of a scheme further than the relevant
restrictions in this section.

(5) The scheme property may only, except where otherwise provided
in the rules in this section, consist of any one or more of:
(a) transferable securities;
(b) money market instruments;

(c) wunits in collective investment schemes permitted under
B COLL 5.7.7 R (Investment in collective investment schemes);
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(d) derivatives and forward transactions permitted under
B COLL 5.6.13 R (Permitted transactions (derivatives and
forwards));

(e) deposits permitted under B COLL 5.2.26 R (Investment in
deposits);

(f) immovables permitted under B COLL 5.6.18 R (Investment in
property) to mCOLL 5.6.19 R (Investment limits for immovables);
and

(g) gold up to a limit of 10% in value of the scheme property.

Spread: general

5.7.5 R| (1) This rule does not apply in respect of government and public
FCA securities.

(2) Not more than 20% in value of the scheme property is to consist
of deposits with a single body.

(3) Not more than 10% in value of the scheme property is to consist
of transferable securities or approved money-market instruments
issued by any single body subject to B COLL 5.6.23 R (Schemes
replicating an index).

(4) The limit of 10% in (3) is raised to 25% in value of the scheme
property in respect of covered bonds.

(5) In applying (3) certificates representing certain securities are to
be treated as equivalent to the underlying security.

(6) The exposure to any one counterparty in an OTC derivative
transaction must not exceed 10% in value of the scheme.

(7) Except for a feeder scheme which (in respect of investment in units
in collective investment schemes) is dedicated to the units of a
master scheme, not more than 35% in value of the scheme is to
consist of the units of any one scheme.

(8) For the purpose of calculating the limit in (6), the exposure in
respect of an OTC derivative may be reduced to the extent that
collateral is held in respect of it if the collateral meets each of the
conditions specified in (9).

(9) The conditions referred to in (8) are that the collateral:

(a) is marked-to-market on a daily basis and exceeds the value of
the amount at risk;

(b) is exposed only to negligible risks (e.g. government bonds of
first credit rating or cash) and is liquid;
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(c) is held by a third party custodian not related to the provider
or is legally secured from the consequences of a failure of a
related party; and

(d) can be fully enforced by the non-UCITS retail scheme
operating as a FAIF at any time.

(10) For the purpose of calculating the limit in (6), OTC derivative
positions with the same counterparty may be netted provided
that the netting procedures:

(a) comply with the conditions set out in Part 7 (Contractual
netting (Contracts for novation and other netting
agreements)) of Annex III to the Banking Consolidation
Directive; and

(b) are based on legally binding agreements.

(11) In applying this rule, all derivatives transactions are deemed to
be free of counterparty risk if they are performed on an exchange
where the clearing house meets each of the following conditions:

(a) it is backed by an appropriate performance guarantee; and

(b) it is characterised by a daily mark-to-market valuation of
the derivative positions and an at least daily margining.

(12) For the purposes of this rule a single body is:

(a) in relation to transferable securities and money market
instruments, the person by whom they are issued; and

(b) in relation to deposits, the person with whom they are
placed.

Guidance on spread: general

(1) M COLL5.7.5R (8) to M (11) replicate the provisions of Article 5 of the
Commission Recommendation 2004/383/EC of 27 April 2004 on the use of
financial derivative instruments for undertakings for collective investment
in transferable securities, so as to enable non-UCITS retail schemes to benefit
from the same flexibility.

(2) The attention of authorised fund managers is specifically drawn to condition
(d) in M COLL 5.7.5R (9) under which the collateral has to be legally enforceable
at any time. It is the FCA's view that it is advisable for an authorised fund
manager to undertake a legal due diligence exercise before entering into any
financial collateral arrangement. This is particularly important where the
collateral arrangements in question have a cross-border dimension. The
depositary will also need to exercise reasonable care to review the collateral
arrangements in accordance with its duties under Ml COLL 6.6.4 R (General
duties of the depositary).
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(3) In applying the spread limit of 20% in value of scheme property which may
consist of deposits with a single body, all uninvested cash comprising capital
property that the depositary holds should be included in calculating the total
sum of the deposits held by it on behalf of the scheme.

Investment in collective investment schemes

5.7.7 I} | A non-UCITS retail scheme operating as a FAIF must not invest in units
in a collective investment scheme (second scheme) unless the second scheme

is a scheme which satisfies the criteria in B COLL 5.6.10 R (1) (a) to M (d) or
meets each of the requirements at (1) to (4):

(1) the second scheme operates on the principle of the prudent spread
of risk;

(2) the second scheme is prohibited from investing more than 15% in
value of the property of that scheme in units in collective
investment schemes or, if there is no such prohibition, the
non-UCITS retail scheme's authorised fund manager is satisfied,
on reasonable grounds and after making all reasonable enquiries,
that no such investment will be made;

(3) the participants in the second scheme must be entitled to have
their units redeemed in accordance with the scheme at a price:

(a) related to the net value of the property to which the units relate;
and

(b) determined in accordance with the scheme; and

(4) where the second scheme is an umbrella, the provisions in (1) to
(3) and B COLL 5.7.5 R (Spread: general) apply to each sub-fund as
if it were a separate scheme.

5.7.8 L} | Feeder schemes which (in respect of investment in units in collective
investment schemes) are dedicated to units in a single collective investment

scheme must, in addition to the investment in the master scheme, only hold
cash or near cash to maintain sufficient liquidity to enable the scheme to
meet its commitments, such as redemptions. Feeder schemes may also use
techniques and instruments for the purpose of efficient portfolio
management, where appropriate, such as forward foreign exchange
transactions entered into for the purpose of reducing the effect of
fluctuations in the rate of exchange between relevant currencies.

Due diligence requirements e,
N 5.7.9 R | (1) A non-UCITS retail scheme operating as a FAIF must not invest
in units in schemes in M COLL 5.7.7R (1) to M (3) ('second schemes")

unless the authorised fund manager has carried out appropriate
due diligence on each of the second schemes and:
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(a) is satisfied, on reasonable grounds and after making all
reasonable enquiries, that each of the second schemes
complies with relevant legal and regulatory requirements;

(b) has taken reasonable care to determine that:

(i) the property of each of the second schemes is held in
safekeeping by a third party, which is subject to
prudential regulation and independent of the investment
manager of the second scheme;

(i1) the calculation of the net asset value of each of the
second schemes and the maintenance of their accounting
records is segregated from the investment management
function; and

(iii) each of the second schemes is regularly audited by an
independent auditor in accordance with international
standards on auditing.

(2) The authorised fund manager of a non-UCITS retail scheme
operating as a FAIF invested in one or more second schemes
must carry out appropriate due diligence as detailed in (1) on
those schemes on an ongoing basis.

The authorised fund manager of a non-UCITS retail scheme operating
as a FAIF which is a feeder scheme must ensure that:

(1) its master scheme; and

(2) where its master scheme is itself a feeder scheme, any scheme
into which that master scheme invests;

operates on a basis that is consistent with the rules in this section
notwithstanding any due diligence previously carried out which suggested
that those schemes would so operate.

An authorised fund manager carrying out due diligence for the purpose of the rules in
this section should make enquiries or otherwise obtain information needed to enable
him properly to consider:

(1) whether the experience, expertise, qualifications and professional standing
of the second scheme's investment manager is adequate for the type and
complexity of the second scheme;

(2) the adequacy of the regulatory, legal and accounting regimes applicable to
the second scheme and its investment manager;

(3) whether the second scheme, its investment manager and administrator have
complied with their legal and regulatory obligations, including but not limited
to an evaluation of the investment manager's written policies with respect
to such compliance;
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(4) the extent to which the second scheme's investment manager adheres to guidance
and codes which amount to good practice in the industry;

(5) the adequacy of the second scheme's systems, controls, governance, accounting,
administration, business continuity, disaster recovery, safekeeping, custody and
trading and execution arrangements;

(6) the extent to which the property of the second scheme may be rehypothecated
and the potential impact of such rehypothecation on the non-UCITS retail
scheme operating as a FAIF;

(7) the adequacy of the second scheme's risk management process, in particular:

(a) the methodology by which risk is measured and its practical adequacy in
the light of the limitations inherent in risk measures (such as value at risk),
including where appropriate, reference to market risk, credit risk (including
counterparty credit risk), liquidity risk, operational risk and outsourcing
risk;

(b) the extent to which the second scheme's investment manager carries out
stress testing and backtesting, to determine how potential changes in market
conditions could impact on the value of the second scheme's portfolio;

(c) the reporting, escalation and review processes within the second scheme's
governance structure;

(d) the manner in which risks arising from services provided by third parties
are managed, including where those third parties provide prime brokerage,
administration, auditing, valuation, risk monitoring, business continuity
and disaster recovery services; and

(e) the management of key person risk;

(8) the adequacy of the second scheme's investment strategy and trading philosophy;
(9) the implications of currency convertibility (if any);

(10) whether the second scheme produces a valuation that is sufficiently accurate
for the authorised fund manager to be reasonably satisfied that the price of the
FAIF's units can be calculated in accordance with B COLL 6.3 (Valuation and
pricing), including but not limited to an assessment of:

(a) the roles and responsibilities of each of the parties involved in the second
scheme's valuation process and the extent to which these are defined;

(b) the extent to which the valuation process is segregated or is functionally
separate from the second scheme's investment manager where the second
scheme is not subject to completely independent valuation by a third party;

(c) the methods used by the second scheme for the valuation of each part of
its property including those assets which are difficult to value or which are
not subject to independent market pricing;

(d) the extent to which the investment manager of the second scheme does not
rely on prices from external sources, and its written policies relating to this;

(e) the manner in which the