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Decision of the Board of the Financial and Capital Market Commission 

No.56

(minutes No. 18 p. 3)

Riga, 13 May 2005

regarding approval of the “Recommendations on the Contents of Some Indents of a Simplified Prospectus of an Open-end Investment Fund”
The Board of the Financial and Capital Market Commission decides: 

To approve “Recommendations on the Contents of Some Indents of a Simplified Prospectus of an Open-end Investment Fund” (in the appendix).

Chairman of the Financial and

Capital Market Commission



                                         U. Cerps

Recommendations on the Contents of Some Indents of a Simplified Prospectus of an Open-end Investment Fund
1. “Recommendations on the Contents of Some Indents of a Simplified Prospectus of an Open-end Investment Fund” are prepared taking into account the European Commission Recommendation of 27 April 2004 regarding the content of the simplified prospectus provided for in Schedule C of Annex 1 to Council Directive 85/611/EEC.

2. In the simplified prospectus indent “Fund Investment Purpose” it shall specify:

2.1. the investment result, the management company plans to achieve; 

2.2. the notification about any guarantees provided to the investment fund investors by third parties, as well as any restrictions of these guarantees; 

2.3. if necessary the notification that the funds of the investment fund will be invested in such financial instruments and such proportions that ensure a financial instrument market index tracking, and information, that allows an investor to identify the said index (indexes) and to understand to what extent the investment structure of the investment fund funds corresponds to the structure of the financial instruments, on the basis of which the said index is calculated. 

3. The following information shall be provided in the simplified prospectus indent “Investment policy”:

3.1. the main types of financial instruments, in which the funds of the investment fund will be invested:

3.2. if the purpose of the investment fund is to make investments in any specific economy sector, geographical region or any other specifically identified financial instrument types – reference on this economy sector, region or type of the financial instruments.  If the investment fund does not have such purpose – reference that the assets of the investment fund will not be invested only in one specific economy sector, geographical region or specifically defined financial instrument types; 

3.3. if it is necessary, a reference that in spite of the subjection of the financial instrument portfolio of the investment fund to the investment restriction prescribed in both laws and regulations and the prospectus of the investment fund, there is a possibility that risks ensuing from the investments of the investment fund will concentrate in specific types of financial instruments, specific geographical region or economy sector; 

3.4. if the investment fund funds will be invested in debt securities, a reference, whether it will be  securities issued by the State or commercial companies, as well as requirements regarding their duration and ratings attributed by rating agencies; 

3.5. if the investment fund funds will be invested in derivatives, a reference, whether it will be made in order to achieve the financial goals of the investment fund or only for hedging;

3.6. reference about whether the investment fund funds will be managed with a specific return benchmark linked to the return on other investments, specifically indicating whether the purpose of the investment fund is to invest the funds in financial instruments and proportions that ensure tracking of a financial instrument market index, and specifying the strategy that will be used to attain it; 

3.7. a reference on whether the funds of the investment fund will be managed by frequently adjusting the financial instrument portfolio of the investment fund.

4. Information referred to in Clauses 2 and 3 of these Recommendations may be combined in one paragraph in the simplified prospectus, unless it causes miscomprehension about the investment purpose of the investment   fund and the investment policy.

5. The simplified prospectus indent “Fund risk profile description and analysis of the risk related to investments” shall provide:

5.1. the notification that the value of the financial instruments is subject to deviations and it may both increase and decrease, that is why there is a risk that an investor may get back less than his/her original investment; 

5.2. a reference that the detailed information on the risk referred to in the simplified prospectus can be found in the full prospectus; 

5.3. a description of the important and significant risks (taking into account the risk effect and possibility) the investor’s investment is exposed to, such as, for example the: 

5.3.1. market risk; 

5.3.2. credit risk; 

5.3.3. liquidity risk;

5.3.4. foreign currency risk;

5.3.5. settlement risk; 

5.3.6. custody risk-if necessary ; 

5.3.7. risks that are related to the asset or market concentration; 

5.3.8. performance risk, including variability of the risk level depending on the selection of individual funds and existence or non-existence of guarantees provided by third parties or guarantee restrictions; 

5.3.9. risks, occurring to the investment fund assets if these assets decrease, by investors requesting redemption of the investment certificates (risk to capital); 

5.3.10. exposure to the performance of the provider/third-party guarantor;

5.3.11. inflexibility that is inherent to a product (instrument), for example, advance repayment risk or restrictions for replacement of the service provider; 

5.3.12. inflation risk; 

5.3.13. possibility that other conditions may change, for example, tax regime etc.

5.4. The information referred to in Clause 5.3 of the simplified prospectus indent “Fund risk profile description and analysis of the risk related to investments” shall be arranged by priority, according to the risk possibility and its importance. 

6. The following information shall be provided in the simplified prospectus indent “Information on tax and duty payments applicable to the fund investors”:

6.1. a description on the taxes and duties applicable to investment funds in Latvia;

6.2. a reference that the taxes and duties applicable to individual investors may depend on the investor and the registration country of the investor, therefore in case of uncertainty an investor shall consult a professional tax advisor regarding taxes applicable to him/her.

7. The following information shall be provided in the simplified prospectus indent “Maximal commission deducted for sale and redemption of the investment certificates”:

7.1. the total cost coefficient calculated in accordance with the appendix of these Regulations; 

7.2. the expected expenses (reference on all expected costs specified in the appendix) for providing investors, as far as it is possible, with reasonable calculations of the expected costs;

7.3. the commission the investor pays directly when purchasing investment certificates or requesting their redemption; 

7.4. a reference on all expenses that are not included in the total cost coefficient; 

7.5. a reference on whether the investment management company in the agreements concluded with the investment service provider has provided for separating the payment for the fulfilment of the tasks from the payment for other provided services (soft commissions), as well as a reference on whether the investment management company pays any proportional share of the collected commissions to other parties (fee-sharing).

8. When supplementing the simplified prospectus with the information that is not included in the fund’s prospectus, respective amendments shall be made to the prospectus of the fund.

***

