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UCITS 1V - Key Investor
Information Document (“KIID”’)

The UCITS 1V Directive provides for the replacement of the simplified
prospectus by the KIID. This change is probably one of the most important
challenges for the cross-border UCITS industry over the last decade. While
UCITS funds existing in Luxembourg as at 30 June 2011 benefit from a
grandfathering period of one year to switch from simplified prospectus to
KIID, new UCITS structures created on or after 1 July 2011 need to create
their KIID right away.

Quick Reference Guide
Background '

The Simplified Prospectus failed to bring into

the UCITS world increased comparability and

transparency regarding the core characteristics il
of investment funds. It is seen as a much too
technical document, varying in length

and content from promoter to promoter.

The regulators’ response was therefore to
replace the Simplified Prospectus with a simpler
and hopefully more engaging document,

easier to understand and digest by the

common retail investor.
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As the European Commission’s intention is

to enforce tighter rules regarding investor
protection for the whole spectrum of the
investment products, the KIID might also be used

'

as a first standard for all future retail investor ~
communication regarding Packaged Retail -
Investment Products (“PRIPs”). Y
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Scope of the KIID

The KIID is designed as a concise document
delivering critical information about the
fund. It must be drafted in plain language
and be easily understood by investors.

The Management Company of the fund

is responsible for the production of the
KIID and for making it readily available
“upon request” at the point of sale, while
the distributors or the investment advisers
will have the obligation to deliver the

KIID prior to any sale — it is in essence a
pre-contractual document. All parties

over the fund distribution value chain will
have to identify the most pragmatic way to
ensure KIID updates are properly provided
to the entities responsible to deliver it.
Web technologies and documentation
management tools will probably be used
and developed to absorb the huge increase
of fund documents to be disseminated
(130 000 KIIDs just for Luxembourg).

Core requirements

The KIID has to provide information at
share-class level. However, some asset
managers have decided to combine several
share-classes in one KIID or to opt for one
share-class KIID that represents fairly the
other share-classes. The strategy here
depends on the number of share-classes,
their characteristics or asset manager’s
distribution needs.

The document must be delivered to the
investors either in a paper format or via
a “durable” medium, easily replicable on
paper. Although investors may choose
another format than paper (electronic)
or specifically consent to receive KIID via
a website, they have the right to ask for a
paper copy. KIIDs have to be delivered to
EU Member States resident investors in
their language and translation into local
language is binding vis-a-vis the investors.
Both the original and translated versions
must be in “plain language”.

Regulated two pages format

The format and length of the KIID will be
highly standardised. It will not be more
than two pages long (except for structured
funds, where three pages are acceptable)
and the capacity of promoters to bring
their personal touch will be limited to the
narrative sections and perhaps a small,
unobtrusive company logo.

The KIID will therefore be comparable
across a wide range of funds.

CESR's template for the Key Investor Information Document (CESR/10-1321 of 20 December 2010):
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The KIID will be divided into five sections, each of them with specific requirements:

1. Objectives and
investment policy

Space limited description of objectives 2. Synthetic Risk and
and the investment policy;

Main targeted investments, benchmark, Reward Pr Oﬁle
dividends distribution, holding period;

Plain language, no technical jargon; * Synthetic risk gnd reward indicator —
Consistency with prospectus. SRRI (calculation methodology based on

fund classification — principally based on
fund historical volatility);

 Disclaimers on SRRI limitations;

* Other relevant risks not captured by SRRI.

3. Charges

* Entry/exit fees;

* Ongoing charges (replaces Total Expense
Ratio (TER)) - ex-post calculation based on a
standardised methodology provided by CESR;

* Performance fee.

4. Past performance

* Calendar year past performance;
* Bar chart showing ten or five years;
* Benchmark comparison.

5. Practical information

* Depositary bank, law applicable
to the fund, where to find additional
information, etc.;

* No country specific information.




Main operational
and business implications

Content accuracy
and consistency with prospectus

Avoiding inconsistencies with the
prospectus (which might generate civil
liability) will be challenging for UCITS
funds using complex hedging or arbitrage
strategies, which cannot be easily
explained in a few non-technical words.
New processes should be put in place to
facilitate the calculation and monitoring of
the SRRI and the ongoing charges figure.

Revision of the KIID

The KIID must be updated as frequently as
needed in order to preserve its accuracy.
The KIID must be updated as the SRRI
and the charges change during the year
and annual figures have to be updated 35
business days after the end of the calendar
year. Therefore, the integration of KIID
update process with current investor
information maintenance (prospectus,
investors’ notices, regulator approval) is
likely to create an important coordination
challenge.

For further information,

please contact:

Didier Prime

Luxembourg Asset Management Leader
didier.prime@lu.pwc.com

+35249 48 48 6130

Nicolas Deldime
Senior Manager

nicolas.deldime@lu.pwc.com

+352 49 48 48 2570

Impact on product range

Since the KIID should facilitate comparison
between products, there may be an
increased need to monitor competition.
This would allow both the product range
and costs to be adapted to market levels.

Impact on distribution

Promoters have to look into how the KIID
is going to disrupt distribution settings
and if this will require an overhaul of fee
arrangements and remuneration schemes.
Promoters will have to find effective

ways to streamline their distribution flow
and ensure that distributors have easy
access to the documents and that they are
knowledgeable about their responsibilities
towards investors.
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