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Luxembourg, 21 January 1991

To all Luxembourg undertakings for
collective investment and to all
those that take part in the
functioning and control of these

undertakings

Circular IML 91/75
as amended by Circulars CSSF 05/177, 18/697, 21/790, 22/811 and 25/901

Re: Revision and remodelling of the rules to which Luxembourg
undertakings governed by the Law of 30 March 1988 on undertakings
for collective investment ("UCI") are subject.

Ladies and Gentlemen,

This circular repeals and replaces IML Circular 88/48 of 8 April 1988 as well
as the previous circulars which remained applicable to UCIs following the entry into force
of the aforementioned Law of 30 March 1988.

The circulars thus repealed, in addition to IML Circular 88/48 of 8 April
1988, are circulars VM/47 of 7 August 1978, VEF/48 of 7 November 1978, IML 84/12
of 8 March 1984, IML 84/13 of 9 March 1984, IML 84/15 of 30 March 1984, IML 85/23
of 25 March 1985 and IML 88/47 of 5 April 1988.

In accordance with its objective of clarification and simplification, the main
purpose of this circular is to adapt and to clarify the rules of the repealed circulars in light
of the experience acquired during the practical application thereof and to reproduce the

rules thus revised in one single text according to the following summary:
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Chapter A. Purpose and scope of the Law of 30 March 1988.

The purpose of the Law of 30 March 1988 is the protection of the investor who is
solicited by promoters whose activity is the raising of funds in order to invest them

collectively in accordance with the principle of risk-spreading.

In accordance with its objective, the Law of 30 March 1988 determines the legal
and regulatory frame in which this activity may be exercised and pursuant to which
it is submitted to the supervision of the Institut Monétaire Luxembourgeois ("IML")

which is the supervisory authority.

The exercise of the activity subject to the Law of 30 March 1988 is exclusively
restricted to those undertakings which qualify as UCIs in accordance with the
definition given in Chapter B. hereafter; it therefore follows that such an activity,
if exercised in Luxembourg, must be considered as illegal where it is exercised

outside the scope of this Law.

On the other hand, an undertaking which in practice, does not meet all conditions
for application of the Law of 30 March 1988 may not claim the status of a UCI by

voluntarily submitting to the provisions of the Law.



Chapter B. Definition of the meaning of UCI.

1. Criteria by which the meaning of UCI is being defined.

In order to qualify as an activity governed by the Law of 30 March 1988, it is
required, and it suffices, that the following conditions are cumulatively met:

- the collective investment of savings;

- the savings used for collective investment must have been collected from the
public;
- the investment which forms the object of the collective investment must be made

in accordance with the principle of risk-spreading.

Collective investment of savings shall be taken to mean the collective investment

of funds collected individually from the public. This investment may be made in
transferable securities or other assets. The objective is to obtain a yield or a capital
gain. Hence the objective of UCIs is not to acquire an interest for a purpose beyond
that of obtaining a yield, namely to secure influence or even control. Furthermore,
the holding of such an interest entails a long-term holding objective, whereas for
UClIs the retention of assets in the portfolio only depends upon the yield or the
capital gains potential thereof. By way of exception, certain types of UClIs, such as
those investing in venture capital, may sometimes acquire more substantial interests
in companies of which they hold shares and even intervene in the management of
such companies by the appointment of one or several representatives to the board
of directors. Such involvement, however, does not have control as an objective but

is dictated by the particular nature of the investments of such undertakings.

The public is solicited when the collection of funds, with the objective of collective
investment, is not restricted to a small circle of persons only.

With respect to the principle of risk-spreading, the purpose of its application is to
prevent an excessive concentration of the investments in the context of the

collective investment.

The aforementioned definition criteria are common to all categories of UCIs
provided for by the Law of 30 March 1988. Indeed, depending upon the category
to which they belong, UCIs governed by the Law of 30 March 1988 only differ

from one another by their legal form or by their collective investment objective.



II. Practical application of the criteria retained for the definition of the meaning of
UCL

In principle there is no problem to determine whether the conditions for application
of the Law of 30 March 1988 are met in the cases of common funds ("FCP") and
investment companies with variable capital ("SICAV"). In the case of undertakings
which do not have the legal form of common fund or SICAYV, it is however
sometimes difficult in practice to determine whether the Law of 30 March 1988 is
applicable to them or not. In such cases, the supervisory authority will in the first
instance rely on the definition criteria set out in the preceding Section I. in order to
determine whether such undertakings do or do not meet the required conditions for

UCI qualification.

If the review of the application file based on these criteria is not sufficient to
conclude with the necessary certainty as to whether the Law of 30 March 1988 is
applicable, further elements will have to be taken into account such as the
organisation and the general structure of such undertakings, i.e. the systematic
redemption of shares, the existence of an investment advisory company, the
charging of commissions both on the purchase of securities in such undertakings

and for the management thereof.

Thus, in application of the preceding principles, financial investment companies set
up with the purpose of control, are excluded from the scope of application of the
Law of 30 March 1988 because their activity is not the collective investment of
savings. The same applies to family holding companies and investment clubs
which, even though their objective is the collective investment of savings, do not

collect savings from the public.



Chapter C. Classification of UCIs situated in Luxembourg.

A UCI shall be deemed to be situated in Luxembourg if the registered office of the
management company of the common fund or the registered office of the
investment company is situated in Luxembourg. UClISs situated in Luxembourg will

be referred to hereafter as Luxembourg UCls.

Depending on their characteristics, Luxembourg UCIs will be subject to Part I or
Part II of the Law of 30 March 1988.

This classification makes it possible to distinguish between

- undertakings within the meaning of Council Directive 85/611/EEC of 20
December 1985 on the coordination of laws, regulations and administrative
provisions relating to undertakings for collective investment in transferable
securities (the "85/611/EEC Directive"); and

- the other undertakings which do not fall within the scope of application of the
85/611/EEC Directive.

The consequences of this distinction are described in more detail in section III.

hereafter.

1. Definition of UCIs governed by Part I of the Law of 30 March 1988.

Part I of the Law of 30 March 1988 applies to all undertakings for collective

investment in transferable securities ("UCITS") which are defined as being UCIs

the exclusive object of which is the investment in transferable securities.

Considering this definition, the criterion which determines whether a UCl is subject
to Part I or Part I of the Law of 30 March 1988 is the intended investment objective.

If the undertaking invests in transferable securities, it is subject to Part I, apart from

the exceptions referred to in Section II. hereafter.

UCITS subject to Part I of the Law of 30 March 1988 are of the open-ended type,

since the rules to which they are subject provide for the obligation to directly or

indirectly redeem their units or shares at the request of the investors.



II. Definition of UCIs governed by Part II of the Law of 30 March 1988.

Part II of the Law of 30 March 1988 applies to all UCIs the principal object of
which is the investment in securities other than transferable securities and to all
UCITS excluded from Part I.

In its Article 2, the Law of 30 March 1988 provides for exceptions to the basic rule
reproduced in Section L. above, by excluding from the scope of application of Part
I certain categories of UCITS. This is the transposition in national law of the

corresponding provisions of the 85/611/EEC Directive.

The following types of UCITS are concerned by this exclusion:

1. UCITS of the closed-ended type. These UCITS can be defined by distinguishing

them from open-ended UCITS which directly or indirectly redeem their units

or shares at the request of investors.

The reimbursement to investors after a decision of the management bodies is
not tantamount to a redemption if such reimbursement occurred without any
request from investors where such a request would have been based on a right

to request redemption.

If the securities issued by UCITS of the closed-ended type are redeemed at the
request of investors after a certain date, such an undertaking shall fall within
the scope of application of Part I of the Law of 30 March 1988 from such date
onwards, unless it belongs to one of the other categories of UCITS described in
paragraph 2. to 4. hereafter. In case this feature is established at inception, the
prospectus must from the outset draw the investors' attention to that fact and to

the eventual consequences thereof, particularly on the investment policy.

A UCITS, the constitutional documents of which provide for the right of investors
to request redemptions, cannot qualify as being of the closed-ended type and as
such falls outside the scope of application of Part I of the Law of 30 March 1988,
upon the grounds that it provides for limitations on the exercise of such a right. As
a UCITS subject to the provisions of Part I, it must relinquish such limitations
insofar as their purpose is to subject the exercise of the right to redeem to conditions
and procedures which render redemptions practically impossible or unnecessarily

and arbitrarily complicated or provide for unnecessary and arbitrary intervals.



2. UCITS which raise capital without promoting the sale of their units or shares to

the public within the European Economic Community ("EEC") or any part of it.

The exclusion from Part I of the Law of 30 March 1988 does not dispense the
UCITS concerned from the condition of the collection of public savings which all
undertakings must comply with in order to qualify as a UCI; it simply prohibits the
UCITS in question to engage in any promotional activity within the EEC; the term
"promotional activity" refers in particular to the use of advertisement methods such
as press, radio, television or advertisement circulars. It does not however refer to
offers for subscription which are addressed to a limited, particularly knowledgeable

circle of investors such as pension funds and insurance companies.
It follows from the above that the UCITS concerned hereby are those which, even
though they are addressed to the public, refrain from performing any promotional

activity within the EEC.

3. UCITS whose units or shares, as restricted by their constitutional documents,

may only be sold to the public in countries which are not members of the EEC.

UCITS whose units or shares are listed on the Luxembourg Stock Exchange and

whose units or shares are marketed solely outside the EEC fall into this category.

The supervisory authority does not intervene in the delimitation of the scope of
application. The exclusion only operates subject to the condition that the
management regulations or the articles of incorporation of these UCITS provide
expressly that the sale of their units or shares is limited to the public of countries

which are not members of the EEC.



4. Categories of UCITS determined by the supervisory authority for which the rules

laid down in Chapter 5 of the Law of 30 March 1988 are inappropriate in view of

their investment and borrowing policies.

UCITS covered by this exclusion belong to one of the following

categories:

4.1. Undertakings the investment policy of which provides for the investment of
20% or more of their net assets in venture capital. Investment in venture
capital shall be taken to mean investment in securities of companies which
have been recently constituted or which are still in the early development

stage.

4.2. Undertakings the investment policy of which provides for the investment of
20% or more of their net assets (other than liquid assets) in securities other
than the transferable securities provided for in Article 40(1) of the Law of 30
March 1988.

4.3. Undertakings the investment policy of which provides for the permanent

borrowing for investment purposes of at least 25% of their net assets.

4.4. Undertakings the investment policy of which provides for the investment of

20% or more of their net assets in other open-ended UCls.

4.5. Undertakings the investment policy of which provides for the investment of
20% or more of their net assets in money market instruments and liquid assets
(including any regularly negotiated money market instruments the residual
maturity of which does not exceed 12 months) other than the transferable
securities provided for in Article 40(1) of the Law of 30 March 1988.

4.6. Undertakings the investment policy of which provides for the investment of

50% or more of their net assets in liquid assets.
4.7. Multiple compartment undertakings, one compartment of which is not subject

to Part I of the Law of 30 March 1988 by reason of its investment or

borrowing policy.

10



II1. Status of UCITS (Part I) and other UCls (Part II) in the European context.

For the regulation of UCITS subject to it, Part I of the Law of 30 March 1988 takes
as a basis the provisions of the 85/611/EEC Directive. Consequently, these UCITS
conform to the entirety of the requirements of those provisions. They thus benefit
from the status of EEC UCITS which gives them the right to freely market their
units or shares in the whole of the territory of the EEC.

UClISs, other than UCITS governed by Part I of the Law of 30 March 1988, may not
rely upon the marketing facilities provided for by the 85/611/EEC Directive since
they are excluded from the scope of application thereof. Consequently, where such
UCIs wish to market their units or shares in other countries of the EEC, they must
comply with the specific conditions to which the authorities of the countries
concerned may, as the case may be, subject the authorisation of UCIs which do not
have the status of EEC UCITS.

11



Chapter D. Repealed!

! Circular CSSF 22/811
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Chapter E. Repealed?

2 Circular CSSF 18/697
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Chapter F. Rules applicable to UCITS governed by Part I of the Law of 30
March 1988.

1. Intervals at which the issue and redemption prices must be determined.

UCITS must determine the issue and redemption prices of their units or shares at

sufficiently close and fixed intervals, being at least twice a month.

II. Redemption by UCITS of their units or shares.

As already mentioned in heading I. of Chapter C. above, UCITS are required to

redeem their units or shares directly or indirectly at the request of investors.

In this connection, one has to recall that UCITS must avoid any restrictions whose
object is to submit the exercise of the right to redeem to conditions and procedures
which would render redemptions practically impossible or needlessly and

arbitrarily complicated and less frequent.

It remains however that a UCITS may, subject to adequate justification of the
necessity thereof, provide in its constitutional documents that the management
bodies may, in particular circumstances (e.g. in the case of temporary liquidity
shortage) or where redemption requests received in connection with the same
dealing day exceed a certain proportion of the number of securities outstanding,
either provide for a delay of settlement of redemptions during a pre-determined
period of time, or for a proportional reduction of all redemption requests so that the
threshold level is not exceeded. The latter is only permitted however provided that
any proportion of a redemption request which is not honoured by virtue of this
possibility, is treated as if the request had been made for the next following dealing

day or days until full settlement of all of the original redemption requests.

II1. Requirements in respect of the composition of assets.

1. Investment in transferable securities.
Subject to the exceptions provided for in Chapter 5 of the Law of 30 March 1988,

the investment of the assets of UCITS must be exclusively made in transferable

securities which are either admitted to an official stock exchange listing or traded

14



on another regulated market which operates regularly and is recognised and open

to the public.

It follows that the authorised investments of UCITS must simultaneously meet the

following two essential conditions:

- firstly, they must qualify as transferable securities;

- secondly, these transferable securities must be admitted to an official stock
exchange listing or traded on another regulated market which operates regularly

and is recognised and open to the public.

Neither the Directive 85/611/EEC, nor the Law of 30 March 1988 provide a

definition of the concept of "transferable securities".
A problem may therefore arise where in specific cases involving Luxembourg or
foreign securities, it is not clear, prima facie, whether the securities qualify as

transferable securities.

In the case of Luxembourg securities, the IML will continue to rely on the

Luxembourg practice which adopted the interpretation according to which the
words "transferable securities" mean quoted securities, that is securities which are
capable of being quoted irrespective of whether their admission to an official stock
exchange listing has effectively taken place or not. According to this precedent, a
quotation is deemed possible where the determination of a single price may be
envisaged; this is the case where securities do not significantly differ from one

another either by their amount, maturity or in any other material respect.

The above criteria are not applied however for the qualification of foreign securities

as transferable securities. In this case, it is the IML policy to align itself with the

definition of the relevant securities made by the respective regulations of the

countries concerned.
The terms "regulated, operating regularly, recognised and open to the public" as
used to designate the definition criteria of the markets referred to above are defined

neither by the Directive 85/611/EEC nor by the Law of 30 March 1988.

In the absence of such a definition, the IML considers that the following meaning

should be given to these terms:

15



- regulated: the essential characteristic of a regulated market is the clearing which
presupposes the existence of a central market organisation for the execution of

orders. Such a market can be further distinguished by its multilateral order

matching (general matching of bid and offers enabling the establishment of a
single price), transparency (maximum distribution of information amongst
buyers and sellers giving them the possibility to follow the evolution of the
market so that they may ensure that their orders have been carried out at current

conditions) and the neutrality of'its organiser (the organiser's role must be limited

to recording and supervision);

recognised: the market must be recognised by a state or by a public authority
which has been delegated by that state or by another entity which is recognised

by that state or by that public authority, such as a professional association;

operating regularly: securities admitted to this market must be traded at a certain

fixed frequency (no sporadic trading);

open to the public: the securities traded on this market must be accessible to the

public.

2. Debt instruments which are treated as equivalent to transferable securities
pursuant to Article 40(2)b) of the Law of 30 March 1988.

Securities referred to here are regularly traded money market instruments whose

residual maturity exceeds 12 months.

3. Investments in liquid assets.

In addition to the investments authorised pursuant to heading 1. above, a UCITS

may hold ancillary liquid assets.

This term not only covers cash and short-term bank deposits, but also regularly
traded money market instruments whose residual maturity does not exceed 12

months.

The term "ancillary" means in this context that liquid assets may not in themselves
constitute an investment objective, the exclusive object of UCITS being the
investment of their assets in transferable securities. The Law of 30 March 1988
therefore does not prohibit a UCITS from holding a significant amount of liquid

assets during a certain amount of time due to certain circumstances provided that

16



such investment in liquid assets does not become the investment objective of the
UCITS.

4. Investments in closed-ended UCls.

The restrictions imposed by Article 44 of the Law of 30 March 1988 on the
purchase of units of open-ended UCIs do not apply to the investment in units of
closed-ended UCls.

The units of closed-ended UCIs are indeed considered as being similar to any other
transferable security and are therefore, with respect to investment rules, subject to

the general rules applicable to transferable securities.

IV. Borrowings.

The restrictions, to which the borrowings of UCITS are subject, do not prohibit a
UCITS from acquiring foreign currency by way of a back to back loan. A "back to
back" loan refers to the case whereby a UCITS borrows foreign currency in the
context of the acquisition and safekeeping of foreign transferable securities and
deposits with the lender, its agent or any other person designated by it, an amount

in domestic currency equal to or greater than the amount borrowed.

V. Investment limits calculation method as established by Chapter 5 of the Law of
30 March 1988.

The investment limit percentages to be complied with by UCITS must be applied
to the net assets of UCITS.

17



Chapter G. Repealed?.

3 Circular CSSF 25/901
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Chapter H. Rules applicable to all UCITS®.

Pursuant to Article 41 of the Law of 30 March 1988 UCITS are authorised

- to employ techniques and instruments relating to transferable securities provided
that such techniques and instruments are used for the purpose of efficient
portfolio management;

- to employ techniques and instruments intended to provide protection against

exchange rate risks in the context of the management of their assets.

The techniques and instruments which UCITS are authorised to use under this
provision are more fully described under headings I. and II. of this Chapter. The

use of other techniques and instruments is in principle not permitted.

Where a UCITS wishes to use the techniques and instruments described below, this
must be expressly mentioned in its prospectus. In such cases, the prospectus must
list the types of transactions envisaged and specify the purpose thereof and the
conditions and limits within which such transactions may be made. As the case may
be, the prospectus must also include a description of the risks inherent in the

transactions envisaged.

1. Techniques and instruments relating to transferable securities.

For the purpose of efficient portfolio management, a UCITS may participate in
- transactions relating to options;

- transactions relating to financial futures and options thereon;

- transactions relating to securities lending;

- repurchase agreements.

1. Transactions relating to options on transferable securities.

The purchase and writing of call and put options by a UCITS is permitted provided
that such options are traded on a regulated market which is operating regularly,

recognised and open to the public.

When entering into these transactions, the UCITS must comply with the following

rules:

4 Circular CSSF 25/901: “The provisions of Chapter H of Circular IML 91/75 [...] no longer apply
to Part IT UCIs.”
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1.1. Rules applicable to the purchase of options.

The total premiums paid for the acquisition of call and put options
outstanding and referred to herein may not, together with the total of the
premiums paid for the purchase of call and put options outstanding and
referred to in heading 2.3. below, exceed 15% of the net assets of the UCITS.

1.2. Rules to ensure the coverage of the commitments resulting from option

transactions.

Upon the conclusion of contracts whereby call options are written, the
UCITS must hold either the underlying securities, or equivalent call options
or other instruments capable of ensuring adequate coverage of the
commitments resulting from such contracts, such as warrants. The
underlying securities related to call options written may not be disposed of
as long as these options are in existence unless such options are covered by
offsetting options or by other instruments that can be used for that purpose.
The same restriction applies to equivalent call options or other instruments
which the UCITS must hold where it does not have the underlying securities

at the time of the writing of such options.

As an exception to this rule, a UCITS may write call options on securities it

does not hold when entering into the option contract provided that the

following conditions are met:

- the aggregate exercise (strike) price of such uncovered call options written
shall not exceed 25% of the net assets of the UCITS;

- the UCITS must at any time be able to ensure the coverage of the position

taken as a result of the writing of such options.
Where it writes put options, the UCITS must be covered during the entire
duration of the option contract by adequate liquid assets which may be used
to pay for the securities which could be delivered to it should the put option
be exercised by the counterparty.

1.3. Conditions and limits for the writing of call and put options.

The aggregate of the commitments arising from the writing of put and call

options (excluding call options written in respect of which the UCITS has

21



adequate coverage) and the aggregate of the commitments from the
transactions referred to in heading 2.3. hereafter may not, at any time, exceed
the value of the net assets of the UCITS.

In this context, the commitment on call and put options written is deemed to

be equal to the aggregate of the exercise (striking) prices of those options.

1.4. Rules concerning regular information intended for the public.

In its financial reports, the UCITS must identify the portfolio securities which
are the subject of an option and individually indicate every call option written
on securities which are not held in the portfolio. It must also break down by
category of options the aggregate of the exercise (strike) prices of options

outstanding as at the reference date of the relevant reports.

2. Transactions relating to futures and option contracts on financial instruments.

Except for transactions by private agreement mentioned under heading 2.2. below,
the transactions described herein may only relate to contracts that are traded on a

regulated market which is operating regularly, recognised and open to the public.

Subject to the conditions specified below, these transactions may be made for

hedging or other purposes.

2.1. Transactions whose purpose is to hedge risks associated with the evolution of

stock markets.

A UCITS may sell stock index futures to provide general protection against
the risk of an unfavourable evolution of the stock markets. For the same
purpose, it may also write call options on stock indices or purchase put

options thereon.
The hedging purpose of these transactions presupposes that there exists a

sufficient correlation between the composition of the index used and the

corresponding portfolio.
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In principle, the aggregate commitments resulting from futures contracts
and stock index options may not exceed the aggregate estimated market
value of the securities held by the UCITS in the corresponding market.

2.2. Transactions whose purpose is the hedging of interest rate risk.

A UCITS may sell interest rate futures contracts for the purpose of achieving
a global hedge against interest rate fluctuations. It may also for the same
purpose write call options or purchase put options on interest rates or enter
into Over The Counter (OTC) interest rate swap contracts with highly rated
financial institutions specialised in this type of operation.

In principle, the aggregate of the commitments relating to futures contracts,
options and swap transactions on interest rates may not exceed the aggregate
estimated market value of the assets held by the UCITS which are to be

hedged, expressed in the currency corresponding to those contracts.

2.3. Transactions whose purpose is other than hedging.

Besides option contracts on transferable securities and contracts on
currencies, a UCITS may, for a purpose other than hedging, purchase and sell
futures contracts and options on any kind of financial instruments provided
that the aggregate commitments in connection with such purchase and sale
transactions together with the amount of the commitments relating to the
writing of call and put options on transferable securities does not exceed at
any time the value of the net assets of the UCITS.

The call options written on transferable securities for which a UCITS has
adequate coverage are excluded from the calculation of the aggregate amount

of the commitments referred to above.

In this context, the concept of the commitments relating to transactions other
than options on transferable securities is defined as follows:

- the commitment arising from futures contracts is deemed equal to the value
of the underlying net positions payable on those contracts which relate to
identical financial instruments (after netting all purchase and sale positions),

without taking into account the respective maturity dates and
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- the commitment deriving from options purchased and written is equal to the
aggregate of the exercise (strike) prices including the net sales positions of
each underlying asset without taking into account the respective maturity
dates.

It is reminded that the aggregate amount of premiums paid for the acquisition of
call and put options outstanding which are referred to herein, may not, together
with the aggregate of the premiums paid for the acquisition of call and put options
on transferable securities mentioned in heading 1.1. above, exceed 15% of the net
assets of the UCITS.

2.4. Periodical information intended for the public.

In its financial reports, the UCITS must separately indicate for each of the
categories of transactions mentioned in headings 2.1., 2.2. and 2.3. above the total
amount of commitments deriving from operations outstanding as at the reference

date of the relevant reports.

3. Securities lending transactions.

UCITS may enter into securities lending transactions provided the following rules
are complied with:

3.1. Rules intended to ensure the correct execution of lending transactions.

A UCITS may only participate in securities lending transactions within a
standardised lending system organised by a recognised securities clearing
institution or by a highly rated financial institution specialised in this type

of transaction.

In relation to its lending transactions, the UCITS must in principle receive
collateral, whose value, at the conclusion of the lending agreement, must be

at least equal to the overall value of the securities lent.
This collateral must be given in the form of cash and/or of securities issued

or guaranteed by Member States of the OECD or by their local authorities or

by supranational institutions and organisations with community, regional or
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global scope, and blocked in the name of the UCITS until termination of the

lending contract.

3.2. Conditions and limits of lending transactions.
Lending transactions may not be carried out on more than 50% of the
aggregate market value of the securities in the portfolio. This limit is not
applicable where the UCITS has the right, at any time, to terminate the
contract and obtain restitution of the securities lent.

Lending transactions may not be extended beyond a period of 30 days.

3.3. Periodical information intended for the public.

The UCITS must indicate in its financial reports the overall valuation of

securities lent at the reference date of the relevant reports.

4. Repurchase agreements.

UCITS may enter into a repurchase agreement which consists of the purchase and
sale of securities whereby the terms of the agreement entitle the seller to repurchase
the securities from the purchaser at a price and at a time agreed to by the two parties

at the conclusion of the agreement.

The UCITS may act either as purchaser or seller in repurchase transactions. Its

entering into such agreements is however subject to the following rules:

4.1. Rules intended to ensure the correct execution of repurchase agreements.
The UCITS may purchase or sell securities in the context of a repurchase
agreement only if its counterparty is a highly rated financial institution
specialised in this type of transaction.

4.2. Conditions and limits of repurchase transactions.

During the lifetime of a repurchase agreement, the UCI may not sell the

securities which are the object of the agreement either before the repurchase
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of the securities by the counterparty has been carried out or the repurchase

period has expired.
Where the UCITS is open-ended, it must ensure that the sum of all repurchase
agreements is limited such that it is able, at all times, to meet its obligations
to redeem its own shares.

4.3. Periodical information intended for the public.
In its financial reports, the UCITS must separately indicate for purchases and
sales subject to repurchase obligations, the total amount of repurchase

agreements outstanding at the reference date of the relevant reports.

II. Techniques and instruments intended to hedge currency risks to which UCITS

are exposed within the context of portfolio management.

In order to protect its assets against currency fluctuations, UCITS may enter into
transactions the objects of which are currency forward contracts as well as the
writing of call options and the purchase of put options on currencies. The
transactions referred to herein may only concern contracts which are traded on a

regulated market which is operating regularly, recognised and open to the public.

For the same purpose, the UCITS may also enter into forward sales of currencies
or exchange currencies on the basis of Over The Counter (OTC) agreements with

highly rated financial institutions specialised in this type of transaction.

The hedging objective of the aforementioned transactions presupposes the
existence of a direct relationship between such transactions and the assets to be
hedged. This implies that transactions made in one currency may in principle not
exceed the valuation of the aggregate assets denominated in that currency nor

exceed the period during which such assets are held.
In its financial reports, the UCITS must indicate, for the different types of

transactions made, the aggregate amount of commitments relating to transactions

outstanding as at the reference date of the relevant reports.
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Chapter 1. Repealed®.

5 Circular CSSF 25/901
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Chapter J. Rules applicable to UCIs with multiple compartments.

1. General principle.

The Law of 30 March 1988 introduced into Luxembourg law the concept of UCIs

with multiple compartments, commonly referred to as "umbrella funds".

These are UCIs set up as common funds or investment companies with several
compartments within a single entity. These compartments are used for instance to
invest in transferable securities denominated in different currencies or of different
geographic regions or economic sectors. From a practical point of view, it proved
to be useful to offer investors the possibility within a single entity to choose
between several currencies or assets. Furthermore, after having invested in one
compartment, the investor may easily switch to one or several other compartments.
The conversion from one compartment to the other within the same UCI in principle
does not incur the higher rates of commission associated with the case whereby the

investor invests in legally separate and independent undertakings.

The Law of 30 March 1988 provides that a multiple compartment UCI constitutes
a single legal entity. This implies that a multiple compartment UCI, where certain
compartments would normally fall under Part I of the Law of 30 March 1988 whilst
other compartments would fall under Part II, is to be considered to fall in its entirety

under Part II because of the criterion of the "single legal entity".

Nevertheless, the Law of 30 March 1988 provides that the constitutional documents
of multiple compartment UCIs may provide that in respect of the relations between

unitholders, each compartment will be treated as a separate entity.

Considering that the multiple compartment UCI, existing as a single legal entity,
consists of different compartments and that the investor may restrict his investment
to one or the other compartment, it appears inevitable that the units or shares of this
single legal entity can have different values. For this reason, the Law of 30 March
1988 provides in its Article 111 that the units and shares may be of different values
with or without mention of value, depending on the legal form which has been
chosen. This is a derogation clause relating to Article 37 of the Law of 10 August
1915 on commercial companies (as amended) which, in particular, provides that

the capital of limited liability companies is divided into shares of equal value.
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The experience obtained of multiple compartment UCIs has lead to the drawing-up

of the rules set out under headings II., III. and IV. hereafter.

II. Common funds.

In order to remain within the scope of Article 111(2) of the Law of 30 March 1988

which provides that multiple compartment UCIs constitute a single legal entity, the

following conditions must be met:

the different compartments of the fund must have a common generic
denomination and a single management company which determines the
investment policies and their application to the relevant compartments through a
single board of directors of the management company;

the custody of the assets of the different compartments of the fund must be
ensured by a single depositary who may however use, to the same extent as those
funds with a single portfolio, correspondents in different geographic regions;
the fund must be governed by a single set of management regulations which form
its legal basis. Subject to derogations which may be granted by the IML on the
basis of adequate justification, the management regulations must notably
determine for each compartment the same redemption conditions for each
category of units and the same general valuation, suspension, redemption and
investment restriction principles;

the supervision of the fund must be carried out by a single réviseur d’entreprises
(statutory auditor);

the unitholders shall in principle, subject to reasonable limits, be able to switch
from one compartment to the other without payment of commissions;

the management regulations must indicate the currency in which the combined
position of the fund is expressed and which is obtained by aggregating the

financial positions of all the compartments in the fund.

In addition to the preceding more specific conditions, common funds with multiple

compartments must also comply with the following conditions:

the certificates or other documents evidencing the rights of unitholders may only
differ with regard to the designation of the respective compartments for which
they are issued;

the issue and redemption of units attributable to each compartment must be
carried out at a price arrived at by dividing the net asset value of the
corresponding compartment by the number of outstanding units in that

compartment;
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- the investment and borrowing restrictions provided for by the Law of 30 March
1988 or by this circular must be complied with inside each compartment with the
exception of those restricting the holding of securities of a single issuer which

shall also apply to the aggregate of all of the different compartments.

As regards more particularly the condition of minimum net assets resulting from
Article 22 of the Law of 30 March 1988, it is considered that this condition is
complied with if a common fund with multiple compartments reaches minimum
assets of 50 million francs in respect of the aggregate of all its compartments within

a period of 6 months following its authorisation.

As a consequence of the above, the provisions of the first paragraph of Article 23
of the Law of 30 March 1988 only become applicable after the aggregate net assets
of all the compartments of a multiple compartment common fund taken together

have fallen below two thirds of the legal minimum of 50 million francs.

II1. Investment companies.

The specific characteristics associated with the concept of multiple compartment

investment companies call for the following observations:

1. In a multiple compartment investment company the net asset value of a share is
calculated on the basis of the net assets of the compartment in respect of which
the share is issued. The value of shares of the same company shall therefore
necessarily differ from one compartment to the other.

However, this difference in share value representing the share capital of a
multiple compartment investment company has no impact on the voting rights
attached to such shares. Indeed, each share gives the right to one vote within
the context of the exercise of voting rights and all shares participate equally in
the decisions to be taken in general meetings.

For the sake of clarity, it is recommended that this equal treatment of
shareholders in respect of the exercise of their voting rights is emphasised in

the articles of incorporation of a multiple compartment investment company.

Furthermore, the articles should in addition distinguish between the decisions
affecting all shareholders and which are to be considered in a single general
meeting and the decisions only affecting the specific rights of shareholders of
one compartment and which are therefore taken by the general meeting of one

compartment.
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2. Every company must have a share capital represented by shares.
The Law implies that there be
- a single share capital;
- denominated in a single currency;
- the nominal or accounting par value being expressed in that same currency;

- the annual accounts also being expressed in that same currency.

It follows from there that the share capital of a multiple compartment
investment company must be denominated in a single reference currency.
However, the net asset value of each compartment is denominated in the

currency of the relevant compartment.

In the interests of a clear understanding of the operating mechanism of multiple
compartment investment companies, it is recommended that the articles of these

companies clearly indicate the preceding particularities.

3. The articles of a multiple compartment investment company, similarly to the
articles of investment companies with a single portfolio, must indicate the
circumstances of suspension of the calculation of the net asset value of the
company and consequently the suspension of issues and redemptions of shares

of that company.

The articles of a multiple compartment investment company must furthermore
provide for the circumstances of suspension of the calculation of the net asset
value (and consequently of issues and redemptions) of the individual

compartments.

4. The investment and borrowing restrictions provided for by the Law of 30 March
1988 or by this circular must be complied with inside each compartment with
the exception of those restricting the holding of securities of a single issuer

which shall also apply to the aggregate of the different compartments.

IV. Common rules applicable to all UCIs with multiple compartments.

It must be clearly stated in the constitutional documents of multiple compartment
UClIs irrespective of whether they are established in the form of common funds or

in the form of investment companies, that for the purposes of the relations between

31



unit- or shareholders, each compartment shall be treated as a single entity with its

own funding, capital gains and losses, expenses etc...

The launch of a new compartment is subject to the authorisation of the IML and the

update of the prospectus, where necessary, by means of an insert.
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Chapter K. Contents of the file which must accompany the application for

authorisation of UCIs.

In support of their application for entry on the list provided for by Article 72(1) of
the Law of 30 March 1988, Luxembourg UCIs must submit to the IML an
application file which, infer alia, contains the following:

a) Drafts of

- the constitutional documents (articles of incorporation of the management

company and management regulations or articles of incorporation of the UCI),

- the prospectus and all other information and/or marketing material intended for

investors,

- any agreements such as depositary and advisory agreements;

b) Indication of the name of the depositary in Luxembourg with a precise and
detailed description of the human and technical resources at its disposal for the
accomplishment of all the tasks related to its duties;

c) Indication of the name of the réviseur d’entreprises (statutory auditor);

d) Information on the organisation of the central administration of the UCI in
Luxembourg with a precise and detailed description of the human and technical
resources at its disposal for the accomplishment of all the tasks linked to its
duties;

e) Information on the promoter(s) such as recent financial reports;

f) Biographical notices of administrators and managers;

g) Information on the method used to market the securities issued by the UCI, the
countries of distribution and the targeted investors.

Where the information and documents mentioned in the preceding items b), d), e)

and f) have already been submitted to the IML in respect of a previous application

they must not be resubmitted provided that no change has occurred in the interim.

33



Chapter L. Information and marketing material intended for investors.

L. Prospectus.

1. Contents of the prospectus.

The prospectus must include the information necessary for investors to be able

to make an informed judgment on the investment proposed to them.

It shall contain the information provided for in Schedule A annexed to the Law
of 30 March 1988 insofar as such information does not already appear in the
documents annexed to the prospectus in accordance with Article 87(1) of the
same Law. In addition, it must carry a statement that no person is authorised to
give any information other than that contained in the prospectus or in the

documents referred to therein and which may be consulted by the public.

The IML may require the publication of all additional information it deems

necessary in order to provide objective and complete information to the public.

Every prospectus must be dated and may be used only as long as the information
contained therein remains accurate. The essential elements of the prospectus
must be kept up to date. This could be achieved by inclusion in the periodical

financial reports.

UClIs may in principle only enter into the transactions specifically mentioned in
their prospectus. This particularly applies to the transactions concerned by

Chapter H. above. Reference is made to the detailed provisions of that Chapter.
2. Specific rules applicable to multiple compartment UCls.

In the interests of providing correct information to investors, it is recommended

that the rules set out under headings II. to IV. of Chapter J. above should be

stated clearly not only in the constitutional documents of multiple compartment

UClIs, but also in the prospectuses of such UClIs.

Multiple compartment UCIs must provide for a single prospectus covering all

of their compartments. In this prospectus, it must be specified that commitments
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in relation to a single compartment bind the whole of the UCI unless contrary

arrangements have been agreed with the relevant creditors.

Besides this prospectus, multiple compartment UCIs may provide for the
publication of separate prospectuses for each of their compartments. Where this
facility is used, it is mandatory that the following information, clearly indicated,
be included in the separate prospectuses:

- Indication that the compartment concerned, to which the separate prospectus
relates, does not constitute a separate legal entity, rather that there exists other
compartments which together with the compartment in question form a single
entity;

- Indication that for the purposes of the relationship between unit- or shareholders,
each compartment is considered a separate entity with its own funding, capital
gains and losses, expenses etc.;

- Indication that commitments in respect of the compartment to which the separate
prospectus relates, bind the whole UCI unless contrary arrangements have been
agreed to with the relevant creditors;

- Indication that there exists a prospectus which includes a complete description
of all the compartments of the UCI with an indication as to where that prospectus
may be obtained.

3. Visa.

In order to ensure the correct identification of the prospectuses which have
obtained the "nihil obstat" of the IML, such prospectuses are visa stamped by

the IML and returned complete with visa to the person who submitted the file.
For this purpose, the IML must receive five copies of each prospectus when
final with respect to both content and presentation. The visa stamp may in no

circumstances be used for publicity purposes.

II. Repealed”

* Circular CSSF 05/177.
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II1. Financial reports.

1. Periodicity and content of financial reports.

Every UCI must publish an annual report for each financial year and a semi-annual

report covering the first six months of the financial year.

The financial year ends in principle on the last calendar day of a month.

The annual and semi-annual reports must be published within the following time
limits with effect from the end of the period to which they relate:
- four months in the case of the annual report;

- two months in the case of the semi-annual report.

In respect of the content of the financial reports, reference is made to Article 86(2),
(3) and (4) of the Law of 30 March 1988 as well as to Schedule B annexed to that
Law. In the same context, it is reminded that the financial reports must include the
information required by the provisions of Chapter H. above in respect of the
transactions referred to in that Chapter.

The réviseur d’entreprises’ (statutory auditor's) report provided for by Article
89(1) of the Law of 30 March 1988 must be included in the annual reports.

2. Specific rules applicable to multiple compartment UCls.

Multiple compartment UCIs must include in their financial reports separate
information on each of their compartments as well as aggregate information on
all of their compartments. The information referred to hereby is provided for by
Article 86(2), (3) and (4) of the Law of 30 March 1988 as well as in Schedule
B annexed to that Law, provided that headings II., IIL., IV., VL. and VII. of that

Schedule are not to be considered for the compilation of aggregate information.

The separate financial reports, which must be established for each of the
compartments, must be expressed in their respective reference currency. For the
purpose of the establishment of the aggregate situation of the UCI, these
financial reports must be added together following conversion into the

denomination of the share capital, where the UCI has been formed as an
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investment company, or into the currency determined for that purpose by the

management company, where the UCI has been formed as a common fund.

Alongside the full report to be established pursuant to these rules, multiple
compartment UCIs may provide for the publication of separate financial reports
for each of their compartments. Where this facility is used, the conditions to be
respected for the publication of separate prospectuses are applicable by analogy

to this case. Reference is made in this connection to heading I.2. above.

Where a separate annual report is established for each compartment of a
multiple compartment UCI, the réviseur d’entreprises’ (statutory auditor's)
report provided for by Article 89(1) of the Law of 30 March 1988 must also be
included in the relevant report unless the réviseur d’entreprises (statutory
auditor) establishes separate reports for each compartment. If separate réviseur
d’entreprises’ (statutory auditor's) reports are established, they may be
published in the separate annual reports of the relevant compartments in lieu of

the report covering all the compartments which make up the UCL

3. Publication of the financial reports and communication thereof to the IML.
The UCI must transmit to the IML two copies of its annual and semi-annual
reports when final with respect to both contents and presentation, no later than
at the moment of publication. It is not necessary to submit drafts to the IML
prior to publication.

Financial reports are not subject to the visa formality.

Where periodical reports contain errors or omissions, the IML reserves the right

to determine if an amended report must be published.

IV. Use of the prospectus and periodical reports.

Pursuant to the provisions of Article 91(1) of the Law of 30 March 1988 the
prospectus and the latest annual report as well as the subsequent semi-annual report,
if published, must be offered to subscribers free of charge before the conclusion of

a subscription contract.
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In this respect, the question arises whether, before the conclusion of a subscription
contract, the above-mentioned documents must be provided to the subscriber upon
his request only or whether they must be provided in any event even in the absence

of such a request.

On this matter, the IML considers that the subscription contract may be entered into
without the subscriber being aware of or, even received, a copy of the prospectus
and periodical reports, provided these documents had been offered to him in the

conditions provided for.

It follows from the above that Article 91(1) of the Law of 30 March 1988 does not
prohibit that the subscription form is attached not to the prospectus, but to a brief
information brochure which indicates how subscribers may obtain the prospectus

and the periodical reports.

It is clear that for the purposes of distributing their securities abroad, Luxembourg
UCIs must comply with the legal, regulatory and administrative provisions which
govern the use of the prospectus and periodical reports in the respective distribution

countries.
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Chapter M. Financial information intended for the IML..

In accordance with Article 94(1) of the Law of 30 March 1988, the UCIs must
transmit to the IML the financial information set out in the table (IML: "Monthly
financial information of UCIs") a template of which is annexed to this circular, on

a monthly basis.

1. Reference date.

In principle, the last day of every month shall be the reference date for the

preparation of financial information to be transmitted to the IML.

However, the preceding rule is not compulsory for UCIs which calculate their net
asset value at least once a week. For this category of UClISs, the reference date may

be the last day on which the net asset value of that month is calculated.

This derogation is also valid for the UCIs which calculate the net asset value per
unit or per share at least monthly if the day of this calculation falls either in the last
week of the reference month or in the first week of the following month. The
financial information to be transmitted to the IML must then be prepared on the

basis of the data available at the calculation date nearest to the last day of the month.
UClIs which do not calculate their net asset value per unit or per share on a monthly
basis need only indicate in their monthly statements the amounts effectively booked

in the accounts at the end of the month excluding any non-accounting estimates.

II. Reporting deadlines

UCIs must report the monthly information to the IML within a period of 20 days

after the reference date.

II1. Reporting currency and portfolio.

The table for the transmission of monthly financial information must indicate the
reporting currency used for the preparation of the information set out in point L.1.,
1.2. and III. of the table concerned. This reporting currency must be the currency

used to calculate the net asset value per unit or share of a UCL
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The term "portfolio" within the meaning of point II. of the same table means all the

investments which constitute the object of the investment policy of a UCL

IV. Change in the net asset value per unit or per share.

Where the net asset value per unit or per share varies over 10% compared to the
value calculated at the end of the preceding month, explanations must be given as

to the reasons for this variation.

V. UClIs with multiple compartments.

The monthly financial statements must be drawn up for each compartment
separately by using the reporting currency of the compartment concerned and a
global situation must be drawn up in the currency used for the overall financial
statements of the UCL.
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Chapter N. Rules applicable to management companies of common funds.

1. Information obligation of management companies vis-a-vis the IML.

Immediately following the approval thereof by the general meeting of shareholders,
the management companies of common funds must transmit to the IML their annual
accounts together with the directors' report and the report of the external auditors

responsible for the audit of the annual accounts.

II. Authorisation of the shareholders of a management company.

Pursuant to Article 71(3) of the Law of 30 March 1988 the managers of a
management company must be of sufficiently good repute and have the requisite

experience for the performance of their duties.

To that end, the names of the managers of the management company, and of every
person succeeding them in office, must be communicated forthwith to the

supervisory authority.

The Law of 30 March 1988 defines managers as being the persons who represent

the management company or who effectively determine the strategy thereof.

This raises the question as to whether the shareholders of the management company
are to be considered as managers for whom authorisation by the supervisory
authority is required. This question must be answered in the affirmative insofar as
one has to consider that the shareholders effectively determine the strategy of the

management company.

The principal shareholders of the management company of a common fund must
therefore be of sufficient repute and have the requisite experience for the
performance of their duties and must, in this respect, obtain the authorisation of the
IML.
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Chapter O. Distribution rules applicable in Luxembourg.

The marketing rules with which UCIs must comply in Luxembourg when their units

or shares are distributed therein derive in particular from:

- the law of 25 August 1983 on the legal protection of consumers;

- the law of 27 November 1986 regulating certain commercial practices and
penalising unfair competition; and

- the law of 16 July 1987 on door-to-door sales, itinerant trade, display of goods

and canvassing for orders.
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Chapter P. Obligation of UCIs to inform the IML of the audit performed by

the réviseur d’entreprises (statutory auditor). — Repealed®

UCIs must forthwith communicate to the IML without being specifically requested
to do so, the declarations, reports and written observations made by the réviseur
d’entreprises (statutory auditor) within the scope of the controls which he must
carry out pursuant to Article 89 of the Law of 30 March 1988. The documents to
be communicated must inter alia include the written observations issued by the
reviseur (auditor) which generally take the form of a management letter addressed
to the UCL

sk sk st s o ok ok ok ok sk sk sk skoskoskokok

Yours faithfully,

INSTITUT MONETAIRE LUXEMBOURGEOIS

Jean GUILL Jean-Nicolas SCHAUS Pierre JAANS
Director Director Director General
6 Circular CSSF 21/790
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