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UCITS IV

Overview.
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UCITS IV — Mandatory Requirements

Additional Regulatory Requirements for Management Companies.

Additional Reg
Requirements

Supervisory Fund
Co-operation Mergers

UCITS IV

Cross Border

Distribution Master
Feeder

Man Co.
Passport

Man Co: Regulatory Requirements

Minimum Regulatory requirements for all Management
Companies/Self Managed UCITS

— Organisational requirements and conflicts of interest
— Rules of Conduct
— Risk management

MiFID Alignment
Compliance and Internal Audit Functions
Duty to act in the best interests of investors

Performing due-diligence when delegating activities to a
third-party

Competent Supervisory Authorities

Co-operation between supervisory authorities is key

Provision for strengthening this co-operation is included



UCITS IV — Mandatory Requirements (Cont’d)

Key Information Document — the new Simplified Prospectus.

Additional Reg

R iremen
equirements Fund

Supervisory Mergers
Co-operation

UCITS IV

Cross Border

Distribution Master

Feeder

Man Co.
Passport

KID: Regulatory Requirements

Fair, clear, understandable, brief
Sub Fund and Share Class level
Strategy and objectives — simple and easily understandable

Past Performance
— Bar chart

— Percentages

— Upto 10 years

Charges

Risk and Reward Disclosure

— Synthetic

— Narrative

— Length is limited — 2 sides of A4 (3 for complex funds)

— 12-month grandfathering period for existing funds



UCITS IV — Opportunities

Fund Mergers.

Requirements
e Merger Document

KID e Regulatory Approval

e Shareholder Voting

Additional Reg

Requirements Fund
Mergers

e Post Approval
Opportunities
e Consolidation

e Reductionin TER'’s
UCITS IV °

Supervisory
Co-operation
Potential tax benefits.

Cross Border e Larger Asset pools e.g. White Labelling

Distribution e Revenue opportunity e.g. Securities Finance

Master _
Feeder Issues to be Considered

* Costs

e Tax — Investors and Management Companies
Man Co. * Investors right to redeem/exchange
Passport e Investor Voting

¢ National investor preference considerations

¢ Independent auditor or custodian must validate the criteria
for valuation
N
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UCITS IV — Opportunities (Cont’d)

Master/Feeder Structures: Expanding avenues for distribution.

Requirements
* Feeder investment provisions

* Feeder approval
KID

N e Master/Feeder detailed agreements
Additional Reg

) ¢ Regulatory notifications
Requirements Fund

e Fund conversions
Supervisory Mergers
Co-operation

Opportunities

UCITS IV e Enhanced distribution channels

e QOvercoming cultural preferences

Cross Border e Potential reduction in TERs
Distribution Master  Potential tax benefits/tax treaties

Feeder e Larger Asset pools

Man Co. Issues to be Considered

Passport e Tax implications — funds/investors

e Valuation point co-ordination

e Managing multiple service providers

e Managing and mitigating the risk of market timing activities

e Enhanced role of the Master Depository

N

‘ CItl



UCITS IV — Opportunities (Cont’d)

Management Companies — Centralisation?

KID

Additional Reg
Requirements Fund

Supervisory Mergers

Co-operation
UCITS IV

Cross Border

Distribution Master

Feeder

Man Co.
Passport

Requirements

Home/Host Regulator notification
Home/Host Regulator management

UCITS/Depositary agreement

Opportunities

Significant opportunity for cost reduction
Potential reductions in capital requirements

Potential tax benefits

Issues to be Considered

Tax implications of changing management company

Transfer pricing arrangements

Requirement to comply with rules of UCITS Home member state
Reporting requirements to UCITS Home Regulator

Information flow with the UCITS depositary

Risk management and compliance services

Establishing a branch — local paying agent/correspondent
bank requirements

N
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UCITS IV — Opportunities (Cont’d)

Cross border distribution — Improved time to market.

Requirements
e Simplified notification procedure — competent authority

KID e KID translation

Additional Reg Opportunities
Requirements Fund * New Avenues for distribution
Supervisqry Mergers e Growth in AUM
Co-operation
UCITS IV * Reduced Cost

e Reduced time to market (10 days)

® Less “red tape” — regulator to regulator notification
Cross Border

Distribution Issues to be Considered

e Website
Man Co. e Local marketing requirements

Passport e Translation



UCITS IV

Timeline.
Transposition Period
July 2010 July 2011 July 2012
EU Commission Deadline for Deadline for

to adopt
implementing
measures

transposition into

national law

KID to replace
Simplified Prospectus
(existing UCITS)
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Redomiciliation of Funds to Ireland

A new straightforward process?

Overview

Legislation passed on 23 December 2009

New Act provides for the efficient re-domiciling of funds to Ireland

Previously incorporation of a new fund was required

* New provisions recognise the existing corporate entity

Key Advantages

¢ No requirement to transfer assets between funds

e Continuity of contractual arrangements

e Co-ordination between Financial Regulator and Irish Companies Registration Office

¢ No requirement for a shareholder meeting in Ireland
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Redomiciliation of Funds to Ireland (Cont’d)

What steps must you take?

¢ A shareholder meeting must be convened in the jurisdiction from which the company seeks to move
e Memorandum and Articles of Association to be amended to conform to Irish requirements

e Promoter and Investment Manager must be approved by the Irish Financial Regulator

e Application to Companies Registration Office

e Solvency declaration by Director

e Co-ordination between the Irish Financial Regulator and the CRO

® Once registered in Ireland the Company must de-register in its original home domicile
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Additional Tax Developments

Facilitating the process.

¢ Irish Finance Act 2010
e Example of foreign fund managed by an Irish UCITS IV management company
e Stamp duty relief

e Removal of uncertainty
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AIFMD — Key Considerations

e \What are the key Directive goals?

— Establish a EU framework to monitor and supervise risks that AIFMs pose to investors, counterparties, market
participants and financial stability

— Permit AIFMs to provide services across the internal market
— Establish a EU product passport for AlFs

e Why it is the Directive so important?
— Any non-UCITS product in scope (minor exceptions)
— Changes the way AlFs are managed, administered, sold
— It sets minimum standards also for the UCITS industry

¢ \What are the possible consequences? (What is the worst case scenario?)
— Non-EU funds banned from sale in Europe
— EU AIFMs prevented from managing non-EU funds
— Depositaries may consider exiting the market

14



AIFMD — State of Play

e Sofar...
— Draft AIFM directive (April 2009) still the reference text
— One European Parliament’s rapporteur’s report (November 2009)
— Multiple Swedish and Spanish Presidency compromise proposals

e \Where are we now?
— More than 1,600 amendments tabled by MEPs (including proposals to reject the directive)
— AIFMD discussions taken off the 16 March 2010 ECOFIN agenda due to lack of consensus

o Next steps ...
— 12 April 2010: Expected vote of the EP ECON Committee (may be delayed to 27 April 2010)
— May and June: Trialogue between EP, EC and Council
— July 2010: EP vote in plenary, and following that Council approval

15



AIFMD - Building Blocks

Third country

AIFMD cannot be analysed in detail
rules

— many contradictory versions have
been published to date.

Service Transparency
provision (investor
(valuation, disclosures,
safekeeping, regulatory
‘ custody) reporting)
m Product-specific
. _ obligations
conditions, Marketing (leverage, Remuneration

capital and sales

: ntrollin
requirements of controfling

influence)

the AIFM A A

Initial Components Later addition
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AIFMD — Manager Rules

e Any AIFM providing it is domiciled in the EC should
— Be authorised (two months approval process in the initial draft)
— Comply with conduct of business rules (MiFID or UCITS IV — like)
— Employ risk management and liquidity management systems

e Minimum capital requirements of 125k Euros
— Additional capital may be required on the basis of the assets managed

¢ AIFMs shall introduce remuneration policies and practices, which
— Are consistent with sound and effective risk management
— Do not encourage risk-taking in a manner not consistent with the risk profile of the AlF

17



AIFMD — Product Rules (Investment Side)

Highly leveraged AlFs subject to
enhanced disclosure, reporting
risk assessment obligations

Additional disclosure requirements when

EU-domiciled AIF = acquiring controlling influence over
non-listed companies

Qualitative requirements on AlFMs, and
investment subject to originator retaining no less
than 5% economic interest in the
instrument invested
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AIFMD — Product Rules (Distribution Side)

e AlFs authorised in the EU can be freely sold (EU passport) to EU professional investors
— Notification process in line with UCITS IV provisions
— Retail sale allowed but no passport rights apply

e |nitial draft: Non-EU-domiciled funds prevented from sale in the EU
— Approval granted at Member State level only (no passport)

— Approval subject to third country’s signature of an OECD Model Tax convention with the concerned
Member State

— Approval subject to satisfactory depositary (safekeeping and custody) arrangements

e Most recent proposals: Non-EU-domiciled funds may benefit from grandfathering rules
— Applicable for 3-5 years
— Only for funds already sold in the EU

19



AIFMD — Valuation and Portfolio Management

¢ Independent valuation

— Initial requirement: Appointment of an “independent valuator”. The production of the NAV is however the
AIFM’s responsibility

— EP rapporteur’s version: No need for the manager to appoint an independent valuator, but the depositary is
co-responsible for the NAV production process

— Latest versions: AIFM fully responsible for the NAV production (function can be outsourced or retained
in-house). Independence can be functional

e Portfolio management
— No delegation to conflicted service providers (e.g. depositary)
— Initial draft: Delegation allowed only to other AIFMs
— Later drafts: Delegation allowed to authorised and regulated institutions

— Later drafts: If the delegated manager is non-EU domiciled, delegation allowed only if co-operation
arrangements exist between concerned regulators

20



AIFMD — Depositary Appointment

¢ |[nitial rules
— Depositary must be a EU credit institution
— Depositary delegations (including: Custody) only to other Depositaries
— Result: AlFs prevented from investing on non-EU basis
— Additional depositary tasks unclearly defined

e [ater drafts
— Eligibility criteria for depositaries relaxed
— Custody delegation allowed
— Confusion still reigns on the definition of depositary tasks

21



AIFMD — Depositary Liability (in a Nutshell)

e Responsible for any losses
— Caused by its “failure to perform its obligations”

— Liability discharge subject to reversal of burden
of proof

— Must prove it “could not have avoided the loss”
e Liability not affected by any delegation

* Probably the most debated issue for asset managers

2 CItl



AIFMD — Depositary Rules, Possible Scenarios

e Worst case: Initial AIFMD remains unaltered
— Custody delegation impossible on a cross border basis
— Some depositaries exit the market (too risky)
— Remaining depositaries subject to unbearable systemic risk
— Alternative funds market, and by consequence UCITS market, disrupted/closed

e Best case
— UCITS rules taken as example
— Recognition that depositaries may not be held liable for acts/event beyond their direct control
— CESR called to define level 2 and level 3 rules

e Other scenarios
— Anything too different from best case scenario could be business disruptive

23



AIFMD — Conclusions

e Positive points
A Establishment of EU product and management passports
A Possibility to create an alter-UCITS global brand for sophisticated investors
A Creation of an EU harmonised framework

¢ Negative points
V¥ Debate initiated, and influenced, by political agenda
¥ Too poorly drafted at the origin, the regulatory initiative has been left to the EP
¥ Problematic lawmaking process so far, no space for thought discussions
V¥ Potentially disruptive also from a systemic point of view

e \What can we expect in the future?

— Prepare for the worst
— If you are a EU manager, review own internal organisation in line with CESR’s MCP advice
— If you are a non-EU promoter, consider onshoring funds and establishing EU regulated subsidiary

24



Concluding Comments

e How much of an impact will AIFMD and UCITS IV have on our industry?
e UCITS IV — A major step forward, but a clear strategy is required

e Redomicilation — Opportunities abound, but complex, strategic decisions are required

25



Questions and Contacts

If you have any questions or would like to talk further please contact one of our experts.

Robert Hennessy
EMEA Head of Fiduciary Services,
Global Transaction Services

T. +353 (1) 622 6112
E. robert.hennessy@citi.com

David Morrison
UK Head of Fiduciary Services,
Global Transaction Services

T. +44 (0) 20 7500 8021
E: david.morrison@citi.com

Stefano Pierantozzi
EMEA Head of Fiduciary Oversight and Research,
Global Transaction Services

T: +352 45141 4370
E. stefano.pierantozzi@citi.com
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IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied
upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction"). Accordingly, you
should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a financing,
underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to
keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and
accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or
accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior
management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby agree that
from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax
treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number. We may
also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time without notice
and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which represent potential future
events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without
any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a
favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific recommendations
or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications
between its investment banking and research personnel to specifically prescribed circumstances.

© 2010 Citibank, N.A. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own
environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi's unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position Statement, the first US
financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology, and other carbon-emission
reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of carbon neutral power for our
operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of electric power projects; (f) producing equity
research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance understanding
and solutions.

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

efficiency, renewable energy & mitigation



