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Asia Region Funds Passport

The future of the funds management industry in Asia




Foreword

John Brogden

Chief Executive Officer
Financial Services Council

The Australian Financial Services Council
commissioned this research to explore the benefits
arising from the development of an Asia Region Funds
Passport as well as the regional attitudes towards this
objective.

We are very pleased that the research has identified an
overwhelmingly positive response to both of these
guestions.

This research confirms that the creation of an Asia
Region Funds Passport presents a unique opportunity to
facilitate cross-border investment within the region —
bringing with it significant economic, industry and
consumer benefits. Importantly, it is also clear from the
research that there is widespread support for the
creation of an Asia Region Funds Passport — with the
region clearly signalling it is ready to embrace this
exciting concept.

Through this research we hope to advance policy and
regulatory discussions in the region with the aim that
Governments and Regulators will begin working
collaboratively with the industry to bring the Passport to
fruition. The Financial Services Council stands ready to
contribute to these discussions.

Robert Grome

Asset Management Leader Asia
Pacific - PwC

The establishment of an Asia Region Funds Passport is
a challenging first, but necessary, step in positioning
Asia as a significant player in the global funds
management industry.

In the coming decades Asia will need an efficient and
effective funds management industry to support the
pension challenges associated with a rapidly ageing
population and increasing life expectancy.

The benefits for consumers, the industry and economies
across the region are clear. An Asia Region Funds
Passport will provide investors with access to new
markets and diversification in a more efficient manner
and at a lower cost, while also supporting the growth
and liquidity of regional capital markets.

Once an Asia Region Funds Passport is established,
mutual recognition with jurisdictions outside the region
could also be developed - one Asian market, one Middle
East market, one European market, one American
market may eventually combine to be one global market.
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Executive summary

Andrew Wilson

Asset Management Leader Australia
- PwC

The Asia region is enthusiastic
about the development of an Asia
Region Funds Passport! and
appears ready to embrace the
challenges involved in its
establishment.

Industry support

This report incorporates the views of leading funds
management industry bodies and participants across the
Asia region. More than eighty per cent of industry bodies
and market participants surveyed endorse the
development of an Asia Region Funds Passport.

It is currently expensive and inefficient, and in some
cases not possible, for fund managers to operate across
the Asia region. An Asia Region Funds Passport would
provide a uniform framework which would address some
of these issues.

The economic and demographic
fundamentals

The establishment of the Asia Region Funds Passport is
considered to be important to the growth and prosperity
of the region’s funds management industry and in turn its
ability to support growth across the region. The
economic and demographic fundamentals of the Asia
region support the view that it will be the “future growth
engine” of the global funds management industry.

The GDP growth rate in the Asia region is forecast to be
double the rate of the rest of the world. Within the region,
there are many developing economies with a need for
investment capital to fund the expected significant
growth in their GDP. There are also developed
economies with established pension systems and/or
high rates of saving that have funds available to invest.

The population of the Asia region is over 4 billion,
representing over 60% of the world’s population. It is
expected to grow by 25% by 2050° and ageing of the
population will be at its most rapid between 2010 and
2030.°

Increased levels of savings and investments will be
required in order to fund the retirement of this ageing
population while avoiding unsustainable pressure on
government finances.

1. A multilateral framework which would enable a complying fund or other
Collective Investment Vehicle in a nation that signs up to the passport
framework to offer that product in each of the other signatory nations

Many economies have established pension and
sovereign wealth funds in order to help fund the costs of
these growing and ageing populations throughout
retirement.

The benefits are clear

In addition to funding growth and supporting the liquidity
and diversity of the capital markets in the region, the key
benefits to the region of an Asia Region Funds Passport
include:

< Improved efficiency and cost reduction. Cross border
capital flows will provide fund managers access to
larger savings pools and allow for greater economies
of scale.

* Increased investor choice and ability to diversify,
providing investors with access to otherwise
inaccessible markets, investments and foreign
expertise.

« Growth of funds management jobs and expertise in
the region.

Similar regulatory frameworks

While there are diverse legislative and taxation
requirements across the region, it was encouraging to
note that most jurisdictions have similarities in their
regulatory frameworks. For example, each jurisdiction
requires the licensing of the promoter or issuer of the
fund, the registration or approval of the fund itself and
the registration or vetting of the offer documents.

This will provide a strong platform for establishing an
Asia Region Funds Passport.

Europe may provide some answers

The increasing presence of UCITS compliant funds
across Asia provides evidence that products which are
established within an acceptable framework are very
mobile.

The region can look to the UCITS framework as a
starting point for establishing an Asia Region Funds
Passport. However, to be competitive the region will
need to be innovative in both the design and ongoing
operation of the Asia Region Funds Passport.

Conclusion

The region is ready to act. While there are definitely
complex challenges that we will need to overcome as we
move forward, they are not insurmountable and the
benefits to the region could be substantial.

2. Population Division of the Department of Economic and Social
Affairs of the United Nations Secretariat, World Population
Prospects: The 2008 Revision, http://esa.un.org/unpp, 07/10/2010

3. Pensions in Asia/Pacific: Ageing Asia must face its pension
problems, OECD, www.oecd.org/els/social/ageing
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A significant growth
opportunity

The economic and demographic
fundamentals of the Asia region
support the view that it will be the
“future growth engine” of the global
funds management industry.

The total funds under management (FUM) across Asia is
more than USD2.757 trillion representing just 13% of
global FUM.#

Economic Growth

The Asia region produced USD16,652 billion® in GDP in
2010. Of the top 5 economies in the world in terms of
GDP, two economies (China and Japan) are in Asia.
GDP is forecast to grow to USD24,591 billion by 2015 -
a growth rate that is almost double the rest of the world.®

This anticipated growth in the region makes it very
attractive to investors and funds management
organisations.

Within the Asia region, there are many developing
economies with a need for investment to fund the
expected significant growth in their GDP (for example,
China and India). There are also economies that have
established pension systems and/or high rates of saving
that have funds available to invest (for example, Australia
and Japan) and are keen to share in the huge growth
opportunities presented by the developing economies.

The Asia Region Funds Passport should be designed to
provide an efficient mechanism for this investment to
occur, and should support the development of regional
capital markets.

The amount of funds under management compared to population,
highlighting the opportunity for growth in FUM in the Asia region

EU

% of the world total H Population I FUM

Latin America and Caribbean

The Asia region funds management industry

A large and ageing population:

The total population of Asia is over 4 billion representing
over 60% of the world population and is expected to
increase by 25% by 2050.7

The ageing of Asia’s population will be at its most rapid
between 2010 and 2030. A recent report issued by the
OECDS? concluded that “there is now a narrow window for
many Asian economies to avoid future pension problems
... but it will soon be too late”. In many economies in the
region, it is expected that there will be fundamental
demographic change as the population ages, particularly
with improvements in health care in all economies
coupled with a reduction in the birth rate in many
economies.

While many Asian economies have established pension
schemes and sovereign wealth funds to help fund the
costs of these ageing populations throughout their
retirement, the extremely low levels of participation will
need to be addressed. For example, pension coverage in
Europe is estimated to be 60% of the working-age
population, compared with East Asia and the Pacific,
where it is a little over 15% and South Asia, where it is
less than 10%.° An Asia Region Funds Passport will help
provide greater investment choice at a lower cost, which
will help improve retirement outcomes across the region.

Increasing middle class:

Asia’s middle class has grown dramatically relative to
other world regions in the last couple of decades, as
outlined in the table below:

% Change in size of Middle Class (1990 — 2008)0

Developing Asia

Developing Europe

OECD

-10 0 10 20 30

An increasing middle class will have many impacts within
the region, including driving growth in GDP making the
region attractive to investors. It will also lead to growth in
savings pools within the region and in turn, demand for
funds management services.

4. National mutual fund associations, 8. Pensions in Asia/Pacific: Ageing Asia must face its pension problems,

http://www.ici.org/research/stats/worldwide/ww_03_10 OECD

o v

International Monetary Fund, World Economic Outlook Database, October 2010 9. Pension Reform and the Development of Pension Systems: An

World Economic Database, April 2009, Evaluation of World Bank Assistance, Independent Evaluation Group — Asia Re ion Funds
http://www.imf.org/external/pubs/ft/weo/2009 World Bank g
7. United Nations Department of Economic and Social Affairs/Population Division — 10.  Key Indicators of Asia and the Pacific 2010: The rise of the middle PaSSp()rt 1

World Population to 2300

class, Asia Development Bank
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The regulatory framework

Industry bodies and market participants consider that
regulators in their own jurisdiction have a strong track
record in enforcing the securities laws, albeit with some
respondents indicating that there had been recent
significant improvements in the performance of the
regulators in their market.

If the Asia Region Funds Passport is to be established,
regulators in the region will need to be satisfied that
there are appropriate legal and systemic protections in
participating markets, including the approach of the
regulator and the strength of enforcement systems.

What are the licensing requirements for the
promoter?

While each jurisdiction in the region requires a promoter
to be licensed and each licensee must comply with
minimum capital requirements, there is quite a wide
variation in the detailed requirements for licensees.

In all jurisdictions, a promoter or issuer of a fund or other
Collective Investment Vehicle (CIV) requires a licence
from the local regulator. Most jurisdictions require a non
resident to obtain a licence by undertaking the full
application and compliance process and satisfying all the
local requirements.

Typically, a licensee must maintain a minimum amount
of liquid assets in the particular jurisdiction and the
responsible employees of the licensee must comply with
local requirements to demonstrate that they have
expertise to undertake the activities covered by the
licence.

There are ongoing licensing requirements in each
jurisdiction and licence holders are typically subject to
inspection by the local regulator.

These, together with other jurisdiction specific
requirements, can act as an impediment to market entry
for new market participants.

What are the authorisation/registration
requirements for CIVs?

In each jurisdiction, a CIV must be authorised or
registered with the local regulator before it can be
offered to the public. The role of the regulator is varied.
In some jurisdictions the regulator reviews and vets the
particular CIV for local requirements before authorising it
for distribution. For example, in many jurisdictions the
CIVs must meet particular investment criteria or
limitations (such as investment concentration limits or
gearing prohibitions) before they can be authorised.

On the other hand, in Australia, the regulator does not
approve any particular CIVs or limit the types of assets
in which CIVs can invest. Rather, the regulator
concentrates on ensuring that the relevant disclosure
documents disclose all the information relevant to an
investment decision and the benefits and risks of the
particular CIV product.

What are the authorisation/registration
requirements for disclosure documents?

In each jurisdiction, a disclosure document must be
approved by or registered with the local regulator before
it can be released to the public.

In almost all jurisdictions, the disclosure document must
be available in the local language.

Is there consistency in
regulatory frameworks
across the region?

Appendix 1 summarises the licensing and authorisation
requirements in each jurisdiction for each of the
promoter, CIV and disclosure document.

Appendix 2 summarises the average time and minimum
financial requirements to obtain a licence.

While there is a variety of specific legislative
requirements across the region it is encouraging to note
the similarities in relation to the regulatory frameworks.

These similarities across the region will provide a strong
platform to move towards establishing an Asia Fund
Passport.

All countries have regulatory
frameworks in place that require:

Disclosure documents to be .
registered
Separate custodian of fund assets (]

Key: ® Similar requirements across the region

® Some differences across the region

Asia Region Funds
Passport 2
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The legislative requirements

Across the region there are a variety of fund structures
that operate, although unit trusts are common in a
number of jurisdictions. There are a variety of rules in
relation to investments that are permitted, commonly
(although not universally) prohibiting direct investments
in infrastructure and real estate and limiting the use of
derivatives.

Appendix 3 summarises the restrictions on how funds
operate in each jurisdiction.

There are no legislative minimum income distribution
requirements in any jurisdiction in the region, other than
those set out in the individual fund’s documents.

Almost all jurisdictions require a separate custodian for
the fund’s assets. In all jurisdictions, except Singapore,
the custodian has to be located in the same jurisdiction
though assets can be sub-custodied to foreign
custodians in some locations. In Australia, the fund
manager may act as custodian if it has more than AUD5
million of capital and custody systems in place.

In addition, in all jurisdictions, a foreign fund has to have
a local agent to be authorised, registered or distributed
(except for China where foreign funds may not be
distributed).

There will be some challenges in establishing a passport
regime that satisfies the current legislative requirements
in each jurisdiction.

All countries have legislative requirements in
place that specify:

Types of Funds o
outsourcing restritions °
DlversmcatlonreqUIrementS ....................... . .............
Denvatlvesrestrlcte(j ........................................ . .............
Locatcurrencyrequires °

Key: ® Some differences across the region

The similarities in the
existing regimes provide
a strong platform for
establishing an Asia
Fund Passport

Asia Region Funds
Passport 3



The tax environment

Whilst an Asia paSSport primarily The tax regimes in each jurisdiction have

considers regulatory matters, inherent differences across key areas of tax

discriminatory tax outcomes can be a ...................................................
. . i . Tax treatment of domestic .

barrier to the cross border distribution | fund

of funds Iﬂ the ASIa reglon .................................................................................................................

Non-discriminatory tax regimes will allow participating fund

markets to maximise the benefits of an Asia Region FUNAS [ s nsaes
Passport. Accordingly, the tax regimes of participating

markets will need to move towards a “level playing field” in Withholding tax .
relation to the tax treatment of funds in theif hOMe and |« oo
foreign jurisdictions. Double tax treaties o

The process of tax reform is one that extends beyond
regulatory change and regulators. Where changes in tax Individual resident ()
laws are needed, it will involve Government intervention.
There will need to be a broad ongoing commitment to the
underlying principle of a level playing field. Each Individual non-resident o

jurisdiction will need to consider and undertake tax reform o ——————
to enable and maintain this.

Key: ® Some differences across the region

. . . ® Significant differences across the region
Tax regimes are complex. Appendix 4 summaries the key 9 9

tax considerations for CIVs. Appendix 5 summarises the
key tax considerations for investors in each jurisdiction.

Tax reforms that may be required in various jurisdictions
represent a significant challenge to the establishment and
efficient operation of an Asia Region Funds Passport.

The tax regimes in each
jurisdiction are complex
and represent a
significant challenge to
the success of an Asia
Region Funds Passport

Asia Region Funds
PwC Passport 4
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The Asia region’s experience of
offshore funds

The relative exposure of the
investing public to offshore funds in
each jurisdiction varies significantly.

Some jurisdictions, such as Hong Kong and Singapore,
are dominated by internationally domiciled funds,
whereas others such as Australia, Japan and Korea have
more domestic managers. The proportion of all unlisted
funds offered in the following economies that are
domiciled outside of the region'! is:

* Hong Kong 91%
» Singapore 79%
* Taiwan 59%

Over the past three years approximately 40% of all net
sales into UCITS!? funds have been sourced from Asia.

A key impact of the quantum of funds domiciled outside
the region is that the Asia region is outsourcing an
increasing range of funds management services. As can
be seen in the table below there are already more than

...the Asia region is
outsourcing an
increasing range of
funds management
services.

5,000 UCITS products being sold into Asia,
predominantly from Luxembourg.

The region may be missing out on opportunities to fully
benefit from the growth in demand for funds
management products across the region and associated
development of skills and job opportunities in areas such
as fund administration, custody, compliance, legal, tax
and technology.

The following table summarises the number of UCITS funds distributed in the Asia region!3in 2009

Fund domicile

7 42 6 55

Australia

Hong Kong 2 207 953 24 23 1,209
Japan 4 3 50 10 67
°
D)
3 Korea 248 2 250
2
©
& Macau 96 433 5 45 579
5
'R
Singapore 10 19 399 1,599 48 185 2,260
Taiwan 17 6 10 161 616 10 27 847
Total 17 18 33 873 3,941 89 296 5,267
E Ernitcizvr::}(ei:;zi(s)?%?;l)lzS(rifl’eGI::/beaslt;ue?::sDi:lSEI[irhanm;(f)grvazb?elgecurities issued under a European Union Directive ASia Region Funds

13 PricewaterhouseCoopers, Global Fund Distribution, 2010

Passport 5
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Conclusion

Each jurisdiction in the Asia region
has developed its own legislative
and tax requirements

for funds, which presents both
challenges and opportunities.

Although there are broad similarities, the various
regulatory and tax regimes currently make it expensive
and inefficient for fund managers to distribute their
products in different markets across the region. The Asia
Region Funds Passport would seek to address much of
this inefficiency.

The similarities in the existing regulatory frameworks (for
example, all jurisdictions require the funds, fund
managers and offer documents to be registered and
most require a separate custodian) provide a strong
platform for establishing an Asia Region Funds
Passport.

The similarities in the
existing regulatory
frameworks provide a
strong platform for
establishing an Asia
Funds Passport

Asia Region Funds
Passport 6



The industry generally consider the
regulators in their own jurisdiction
have a strong track record in
enforcing the securities laws

An Asia Region Funds Passport would be a
mechanism designed to facilitate the
distribution across regional borders of
Collective Investment Vehicles
manufactured, distributed and

administered within the region

The industry identified
numerous benefits arising
from the introduction of
an Asia Region Funds
Passport

Asia Region Funds

PwC Passport 7



What is an Asia Region Funds
Passport?

An Asia region Collective Investment Vehicle Passport
(“Asia Region Funds Passport”) would be a mechanism
designed to facilitate the distribution across regional
borders of funds manufactured, distributed and
administered within the region. It would require the
development of an agreed set of funds management
regulations amongst a group of like-minded economies
in the Asia region.*

This agreed set of regulations would not necessarily be
identical to the domestic regulations in any of the
participating jurisdictions, but would be designed to
provide a level of protection for investors that is
acceptable to the regulator in each participating
jurisdiction.

Funds that meet this agreed set of regulatory
requirements would be certified to be “Asia Region
Funds Passport compliant” by the regulatory authority in
the home jurisdiction, and could then be sold both
domestically and also across borders amongst the
Passport jurisdictions.

The common set of passport regulations would need to
cover a wide range of issues, including:

» the eligible investment asset classes
* custody arrangements

» offer document conditions

e registration arrangements

« licensing arrangements

e any limits on leverage

« liquidity requirements and

« investor protection and dispute resolution
procedures.

This framework could be conceptually similar to the
UCITS framework that has been established by the
European Union.

14 Asia Region Funds Management Passport Proposal: Regional Benefits
(unpublished manuscript) by the Financial Centre Task Force

An Asia Region Funds Passport

Given the penetration and apparent appeal of the UCITS
regulatory framework within the region and elsewhere,
the region could, initially at least, mould such an Asia
Region Funds Passport regulatory framework
reasonably closely on the current UCITS framework.
However, if an Asia Region Funds Passport is going to
provide an alternative for UCITS in the region we will
need to innovate to ensure it is a competitive alternative
(eg by providing access to different markets, more
efficient registration process, etc).

Once in place, any changes to this framework would be
determined by regulators and governments within the
region on the basis of regional needs and developments
to ensure the Asian Region Funds Passport remains
competitive.

An Asia Region Funds
Passport is a mechanism
designed to facilitate the
distribution across
regional borders of
funds manufactured,
distributed and
administered within the
region

Asia Region Funds
Passport 8
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Is the region supportive of an
Asia Region Funds Passport?

Based on survey responses received from 7 of the
leading funds management industry bodies across the
region, it is evident that there is strong support for the
development of an Asia Region Funds Passport. 86% of
industry body respondents indicated that it is of
importance to the growth and prosperity of their funds
management industry, as is illustrated in the graph
below.

Industry bodies:

How important is the establishment of an Asia
Region Funds Passport to the growth and
prosperity of your funds management industry?

= Very Important

® Important or
somewhat
important

B Not Important

Similarly, there is strong support for an Asia Region
Funds Passport from the surveyed market participants,
with all respondents indicating that they consider the
establishment of an Asia Region Funds Passport to be
of importance to the growth and prosperity of their funds
management industry, as can be seen in the following
graph. We note that there may be some positive bias in
the survey results, given that participants who consider
the Asia Region Funds Passports to be important are
most likely to respond to the survey.

Market participants:

How important is the establishment of an Asia
Region Funds Passport to the growth and
prosperity of your funds management industry?

= Very Important

® [mportant or
somewhat
important

® Not Important

Asia Region Funds
Passport 9
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Is the region supportive of an
Asia Region Funds Passport?
(cont'd)

The surveyed market participants indicated that 66% of the
wealth managers in their economy were either very
supportive or supportive of an Asia Region Funds Passport,
though 25% indicated that wealth managers in their country
were not yet thinking about it. Not surprisingly, a number of
these were in China where it is currently not possible to
distribute foreign funds.

Also, there are a number of market participants that are
currently selling UCITS products across the region. These
participants have an established distribution channel and
may be satisfied with the use of these products as a means
of accessing a number of markets across the region,
reducing the importance of establishing an Asia Region
Funds Passport for them. This also highlights the need for
innovation in the creation of the Asia Region Funds Passport
to allow it to compete with existing products in the region,
especially UCITS (for example, access to different markets,
more efficient registration process, etc).

Market participants:

Are wealth managers in your jurisdiction supportive
of the establishment of an Asia Region Funds Passport?

mVery Supportive
= Supportive
® Not Supportive

EThey are not thinking
about it

The surveyed market
participants indicated
that 66% of the wealth
managers in their
economy were either very
supportive or supportive
of an Asia Region Funds
Passport

Asia Region Funds
Passport 10



What are the benefits of an
Asia Region Funds Passport?

The industry bodies and market participants identified
numerous benefits arising from the introduction of an
Asia Region Funds Passport, including the following:

* Improved efficiency and therefore reduced
fees/costs as a result of the following:

Fund size would likely be much larger through the
ability to offer a single fund across multiple
markets

Fund managers and distributors would gain
efficiency through an increased number of funds,
increased funds under management and a larger
client base i.e economies of scale

Increased competition putting further downward
pressure on fees to the benefit of investors. Fees
across the region currently range from 0.4% to
3% of net asset value per annum. As such, the
opportunity for fee reductions especially in higher
fee regions may be significant

Direct access to offshore funds rather than
access via a local operator will likely result in the
elimination of an extra layer of fees and
commissions.

The high concentration of domestic
securities can be reduced by
diversifying the portfolio

geographically §y

Market participant

1 Investors would have
more choices”

PwC

Market participant

Increased investor choice which would result in
the following benefits:

There would be direct access to otherwise
inaccessible markets, products and offshore
expertise

A broader range of products available to
investors which would enable greater
diversification. This is particularly important as
many investors have a high concentration of
investments in their local securities which could
be reduced by diversifying the portfolio
geographically.

Improved services:

Higher competition in the funds management
industry should lead to improvement in innovation
and service delivery

Asia Region Funds
Passport 11
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« Improved consumer protection as a result of the
following:

For those investors in countries in the region with
less developed funds management industries,
there will be easier access to more sophisticated
industries with strong corporate governance and
regulatory frameworks

Increased sophistication and expertise across the
region through sharing of experiences and best
practices between markets.

1! Direct access to otherwise

Inaccessible markets
and instruments Y

Market participant

« Significant benefits to the wider economy

Across the region economies are at different
stages of development, with emerging markets
undergoing significant development and therefore
in need of capital, while some countries,
particularly those with a well-developed pension/
superannuation system and sovereign wealth
funds have assets to invest to meet this capital
need. For example, in Australia, FUM is forecast
to grow from AUD1.4 trillion to in excess of

AUDS trillion over the next two decades. The Asia
Region Funds Passport would facilitate the flow
of capital across the region

Investors across the region can choose
to more readily access growth opportunities
within member countries

Capital market liquidity and diversity across the
region would be enhanced

Increased visibility of and interest in the Asia
region’s “locally-constituted” funds, resulting in
greater global competitiveness of the Asia region
funds management industry

Increased support for the growth of the funds
management industry across the region and
retention of expertise and employment within the
region.

1 Liquidity in the country is
enhanced due to capital
investments §Y

Market participant

Asia Region Funds
Passport 12



What are the challenges to
establishing an Asia Region
Funds Passport?

It was generally recognised that
there are some significant
challenges to introducing an Asia
Region Funds Passport. Almost all
of the market participants surveyed
indicated that establishing an Asia
Region Funds Passport would be
challenging, citing the following key
reasons:

« Differing legislative and tax requirements
« Variety of languages and cultures

« Range of sophistication and size of markets and
investors

* A potential desire by local regulators and/or
governments to protect their domestic fund industry
through the maintenance of barriers to entry

« Regulator resistance due to the inclusion of
jurisdictions which may not appear to have a
comparable level of regulatory supervision

¢ Local industry resistance should there not be a level
playing field (regulatory and tax) between passport
jurisdictions.

In addition, it may be more challenging to establish than
UCITS because there is no body or framework in the
Asia region equivalent to the European Union with its
overarching regulatory and governance framework.

While the challenges faced by the Asia region in
establishing an Asia Region Funds Passport are
significant and complex they are not insurmountable.
Similar challenges have been overcome in the EU in
order to establish UCITS, and the Asia region can learn
from the EU experience to expedite addressing these
challenges.

What are the current
arrangements for distribution
of foreign funds in the Asia
region?

Foreign funds may be distributed to particular
jurisdictions in the region either through specific mutual
recognition agreements or through recognition of UCITS
compliant products. There are currently very few mutual
recognition arrangements in place between markets that
permit the distribution of funds which have been
authorised in one country to be distributed to the public
in another country without complying with the full range
of the other country’s approval requirements.

Examples of mutual recognition agreements in place
between countries include Australia and Hong Kong and
in Thailand the regulator may approve a fund operated
from a country that is regulated by a member of IOSCO,
as can be seen in Appendix 6.

There are currently very few
arrangements for the
mutual recognition between
markets in the Asia region
permitting the distribution
of foreign funds

Asia Region Funds
Passport 13
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In practice, even where foreign funds can be distributed,
the impediments to their success are currently quite
significant. For example, in Japan, foreign funds may be
offered for sale, however, there are language and tax
impediments for investors which make off-shore
products less attractive. In addition, other challenges
exist such as whether the distributor’'s system can
handle such funds. As such the market share of foreign
fund sales relative to domestic products can be low.

Similarly, there has been very little use made of the
Australia and Hong Kong mutual recognition agreement,
primarily because of some of the restrictions imposed on
the funds (for example, maximum foreign holdings), tax
impediments and the timing of the agreement (July
2008, immediately before the global financial crisis).15

Where there is demand for offshore exposure, fund
managers are commonly accessing foreign asset
managers through other structures such as through the
use of a foreign sub-advisor in a fund-of-funds structure.
For example a Japanese fund manager may offer an
Australian bond fund to Japanese investors. The
Japanese fund manager would then access the
Australian bond fund manager’s expertise through
investing in an Australian bond fund or entering into a
direct fund management agreement (mandate) with an
Australian fund manager. The Asia Region Funds
Passport would allow the Australian bond fund to be
offered directly to Japanese investors, thereby
eliminating a layer of costs.

The industry does not
underestimate the
complexity in overcoming
the impediments but
appears ready to embrace
the first steps

15  Asia Region Funds Management Passport Proposal: Regional Benefits, Financial Centre Task
Force (unpublished manuscript)

Conclusion

There is clearly significant and widespread support for
the establishment of an Asia Region Funds Passport.
The benefits to investors, to the industry and to the
regional economies from reducing the barriers to funds
flows across the region are significant, including
increased investor choice, improved diversification
opportunities and growth of the industry.

Asia Region Funds
Passport 14
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The UCITS?6 framework was created over 25 years ago,
with the objective of establishing a single market for
funds management services across the European Union
(“EU).

Implemented in 1985, the UCITS directive aimed to
develop a unified regulatory framework for mutual funds
across Europe, to facilitate the distribution of funds
domiciled in one member state across multiple EU
member states and to offer investors in UCITS products
a consistent level of protection and confidence. Many
forms of vehicles can be UCITS compliant.

What was the initial experience
of UCITS in Europe?

There was relatively slow growth in UCITS when the
directive was initially introduced. The UCITS framework
has subsequently undergone further development and
the success of UCITS has grown significantly around the
world.

On initial implementation the objectives of the directive
and the reality were very different — largely due to a lack
of cohesion across the local laws, regulations and
distribution policies of individual EU member countries.

The success of the UCITS directive was also limited by
the restrictions it placed on the permitted investments of
UCITS vehicles, which were limited to a narrowly defined
category of transferable securities and consisted mainly
of equities and bonds. UCITS | prohibited ‘higher risk’
investments such as derivatives and alternative asset
classes and structured products.

In the early 1990s, a second directive UCITS Il was
drafted with the objective of addressing these issues, but
the initiative was abandoned when member states did
not reach an agreement on the scope and form of the
directive.

UCITS: what it has meant for Europe and what the
Asia region can learn

What is the current experience
of UCITS in Europe?

UCITS 1l1I'7 was launched in 2001 and comprised of two
directives. Together, the new directives aimed to provide
for the regulation of management companies and
simplified fund prospectuses (the "management
directive"), as well as a wider range of investment
powers (the "product directive”).

In practical terms, once a fund has been certified as
UCITS compliant in one EU member state, an
application may be made to market that fund to the
public in any other EU country.

UCITS lll substantially broadened the investment
powers of investors by allowing UCITS to invest in other
financial products (such as certain derivative
instruments).

Whilst product sophistication brings with it concerns that
the existing UCITS brand may become tainted, it is
recognized that a uniform set of rules governing the
permitted investments by UCITS products has actually
brought with it improved investor protection. Further, the
differentiation between sophisticated and simple
products may be addressed in a future UCITS V.

Since its introduction in 2001, UCITS Ill has achieved
significant success, with rapid growth and penetration
across the European market and more recently,
increasing distribution across the global market.

UCITS has been at the heart of the development of the
European funds industry for the last two decades - with
assets of €5 trillion, representing over 75%?18 of the
European investment funds market.

A significant number of the national tax and regulatory
barriers that had previously restricted the flow of funds
across Europe have been successfully reduced, and
whilst differences still remain (mainly in relation to
withholding taxes, tax credits on dividends and the ability
to access double tax treaties),!® the directive’s objective
of developing a unified regulatory framework for mutual
funds across Europe is largely achieved.

16 Undertakings for Collective Investment in Transferable Securities (UCITS) Directive 85/611/EEC

17 UCITS Directive 2001/107/EC and 2001/108/EC
18 EFAMA —July 2010

19 Taxdiscrimination against foreign funds: Light at the end of the tunnel, PricewaterhouseCoopers, EFAMA, 2005
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What is the experience of
UCITS beyond Europe?

Beyond Europe, recent trends have shown a clear and
significant growth in the distribution of UCITS products in
the international market.

Asia, Latin America and the Middle East are
predominant markets where UCITS have wide
distribution. Within the Asia region, Singapore, Hong
Kong and Taiwan are the main focuses of distribution —
with nearly 2,300 cross-border registrations of UCITS
products in Singapore at 31 December 2009.2° 47 of the
top 502! cross-border management groups are currently
distributing in Singapore, Hong Kong, or Taiwan — or all
three.

Currently, approximately 50% of all net sales into UCITS
products are originating from outside the EU, with Asia
representing between 30% and 40% of total net sales
into UCITS. Assets from within Asia constitute
approximately 20% of total FUM in UCITS.

There are significant funds currently flowing from Asia
into UCITS products. It is clear from this experience that
there is demand from Asian investors for foreign funds.
Given the clear demand, and the head start that the EU,
through UCITS, has in the Asia region, the development
of an Asia Region Funds Passport is not only warranted,
it is needed.

20 PwC, Lipper and Thomson Reuters - Global Fund Distribution 2010
21 PwC, Lipper and Thomson Reuters - Global Fund Distribution 2010

What are the benefits that have
arisen for Europe from UCITS?

UCITS Il has allowed the European funds industry to
develop truly cross-border products, which offer
investors greater choice, portability and investor
protection. Using a mutual fund vehicle of their choice, it
is now possible for investors to access markets and
underlying assets which may otherwise have been
inaccessible and do so through a globally recognised
framework.

UCITS products have proved attractive to investors who
are increasingly looking for balanced portfolios
consisting of transparent, well regulated products with
greater liquidity and less risk.

From the fund promoter’s perspective, the strength of
the UCITS brand amongst retail and institutional clients
has greatly enhanced the marketability and distribution
of product offerings across Europe and beyond. The
number of fund managers operating cross-border fund
platforms has increased significantly, from 35 in 1999 to
230 in June 2010.22

Investment fund assets in Europe have more than
doubled in size over the last decade to €6,833 billion23
and cross-border registrations of UCITS funds have
increased from 11,338 at 31 December 1998 to 59,100
at 30 June 2010%*- firmly establishing the European
funds management industry as a strong and vital
component of the European financial system.

It is anticipated that the many benefits seen in Europe
and the European funds management industry through
the implementation of UCITS could be equally realised in
Asia through an Asia Region Funds Passport.

22 Lipper Feri
23 EFAMA, 31 December 2010

. Asia Region Funds
24 Lipper Feri
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What does the future hold for
UCITS?

The UCITS regime will continue to evolve to maximise
the benefits that flow to member states.

Whilst UCITS 1l has expanded the investment
alternatives for UCITS, it has become evident over time
that there are still some continuing inefficiencies in the
industry under the Directive.

A report which considered the potential of a fully
integrated European funds market?® predicted that
annual savings of up to 17 basis points could be attained
if average European equity fund sizes (average
€148m)26 were to increase to that of the average US
fund (average €886m).?” In addition a comparative study
by Lipper found that the average Total Expenses Ratio
of a Luxembourg fund with assets under USD 5 million is
more than double that of a fund with over USD 250
million of assets.?®

The Commission of the European Communities
estimates that the potential annual savings to the
European funds industry through improved efficiencies
could be several billion Euros.?®

The introduction of UCITS IV3%in July 2011 aims to
address some of these inefficiencies and promote cost
savings through modifications such as the management
company passport (which means that for the first time
the management company of the fund will not be
required to be located in the same EU member state as
the fund’s domicile), fund mergers, master feeder
structures and the simplification of investor information.

It is hoped that the efficiency and consolidation
measures under UCITS IV will bring greater flexibility to
the industry, translating into new business opportunities
for fund managers, increased competitiveness and a
more consolidated funds market.

What are some of the learnings
from UCITS?

UCITS has, over the last two decades, succeeded in
creating an EU passport for funds and now for fund
managers.

Some empirical evidence of the significant benefits that
have flowed from the introduction of UCITS include
increased investor choice, improved diversification
opportunities, ongoing reduction in fees and growth of
the industry.

The appetite for 'mobile' funds and products with
'passports' extends beyond investors in the EU. Hence
the growth of UCITS funds around the world.

Industry players in the EU see this opportunity, and
appear to be specifically targeting the Asia region as a
growth area. UCITS funds are one of the fastest growing
investment products in the Asian region.

It appears that the significant growth of UCITS occurred
once the permitted classes of assets in which a UCITS
product could invest was expanded, enabling a wider
range of products to be offered. Ideally, the Asia Region
Funds Passport would not need to start with such a
restrictive regime as UCITS I, but rather adopt a regime
more akin to UCITS Ill or even IV.

There has been and continues to be ongoing
development of UCITS. Similarly, an Asia Region Funds
Passport would require ongoing development to ensure
that it remains competitive and relevant and the passport
framework would need to embed such a function.

Perhaps the final learning is the need for patience — the
success of UCITS that we see today was two decades in
the making. While it is hoped that an Asia Region Funds
Passport could be achieved more quickly, as the
industry embarks on this process it must be mindful of
the time required to achieve success.

The UCITS framework may provide a good starting point
but the region will need to make some key decisions to
tailor it for the region. For example, should the Asia
Region Funds Passport be fully competitive with UCITS
IV (inclusive of a fund manager passport) or would this
require too much change to be an attainable goal in the
foreseeable future? Would the Asia Region Funds
Passport seek to differentiate itself from UCITS, other
than through the markets available? If so, how?

It is clearly time to start considering these and many
other questions. In many ways, the success of the Asia
Region Funds Passport will be determined by the
answers to these questions.

25 Potential cost savings in a fully integrated European investment fund market, 29 Proposal for a directive of the European Parliament and of the

CRA, September 2006
26 Potential cost savings in a fully integrated European investment fund market,
CRA International , September 2006

28 Economies of scale and consolidation in collective funds, Lipper, March 2005

Council on the coordination of laws, regulations and administrative
provisions relating to undertakings for collective investment in
transferable securities (UCITS), Commission of the European
27 Potential cost savings in a fully integrated European investment fund market", Communities

CRA International , September 2006 30 Recast UCITS Directive 2009/65/EC
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PwC

Glossary

Asia Region Funds Passport

A multilateral framework which would enable a
complying fund in a nation that signs up to the Passport
framework to offer that product in each of the other
signatory nations.

Asian region or the region

The jurisdictions covered by the survey being Australia,
China, Hong Kong, India, Indonesia, Japan, Korea,
Malaysia, Singapore, Taiwan and Thailand.

CIV or Collective Investment Vehicle

Collective investment vehicle referring to all of the
different structures used for funds management,
commonly taking the form of unit trusts. We have used
the terms ‘CIV’ and ‘funds’ interchangeably.

Disclosure document

The document for each fund that sets out the key
considerations for that fund. It typically includes such
information as the investment strategy, fees and risks.

EU

European Union

FUM

Funds under management.
Funds management

The collective or mutual pooling of financial assets to
take advantage of investment management services.

Promoter

The promoter, or issuer of securities is the entity
responsible for creating the CIV.

UCITS

Undertakings for Collective Investment in Transferable
Securities issued under a series of European Union
directives.

Asia Region Funds
Passport 34



About the report

PwC partnered with the Financial Services Council in the preparation of this report.

This report in relation to the Asia Region Funds Passport proposal is based on a survey conducted in
September and October 2010, together with other research and analysis. Respondents to the survey were from
industry bodies, a wide range of organisations operating in the industry and member firms of the PwC network
throughout the Asia region.

The survey questions covered the opinions and attitude of market participants and industry bodies and sought
to collect factual information about the regulatory and operating environment in each country.

Survey responses were received from Australia, China, Hong Kong, India, Indonesia, Japan, Korea, Malaysia,
Singapore, Taiwan and Thailand.

This report provides an overview of the survey findings, together with analysis and interpretation of the results.

We thank the respondents for their time and insight.

Important Notice

This report is based on data collected from industry bodies, PwC network firms in the Asia Pacific region and a range of other organisations,
and information published by other third parties. PwC Australia has not independently verified the information provided by survey respondents
and makes no representation or warranty in relation to the accuracy or completeness of the data collected. In addition, in completing the
surveys, no member firm in the PWC network performed detailed reviews of the legislative requirements, the interpretation of which is normally
handled by legal firms. Rather the information is based on the experience and observations of practice in the relevant jurisdictions.

Any expressions of opinion (direct or implied) that are distillations or interpretations of the responses from the surveys do not represent the
views of PwC Australia or any other PwC network firm.

Commentary, information or material contained in this publication is of a general nature only. This publication is not intended to be advice or
analysis of any kind. In particular, this publication does not constitute the provision of legal, accounting or professional advisory services and is
not a substitute for specific professional advice. No person should undertake or refrain from any action based on the information in this
publication without seeking advice from an appropriately qualified professional. PwC Australia accepts no responsibility for any loss or damage
caused as a result of use of or reliance on this publication.

“PwC" is the brand under which member firms of PricewaterhouseCoopers International Limited (PwCIL) operate and provide services.
Together, these firms form the PwC network. Each firm in the network is a separate legal entity and does not act as agent of PwCIL or any
other member firm. PwCIL does not provide any services to clients. PwCIL is not responsible or liable for the acts or omissions of any of its
member firms nor can it control the exercise of their professional judgment or bind them in any way.



Contact

For further information about the survey, please contact

Andrew Wilson
Partner

+61 2 8266 3337
a.wilson@au.pwc.com

Gennesee Rock

Director

+61 2 8266 8102
gennesee.rock@au.pwc.com

Mohammad Faiz (Fiaz) Azmi
Malaysia

+60 3 2173 0867
mohammad.faiz.azmi@
my.pwc.com

Marie-Anne Kong

Hong Kong

+852 2289 2707
marie-anne.kong@hk.pwc.com

Cliff Rees

Indonesia

+62 21 527 9103
cliff.rees@id.pwc.com

To request additional copies please contact

Michelle Oliver
+61 2 8266 1133
michelle.oliver@au.pwc.com

Ken Woo

Partner

+61 2 8266 2948
ken.woo@au.pwc.com

Tim Manefield

Director

+61 2 8266 2939
tim.manefield@au.pwc.com

James Huang

Taiwan

+886 2 2729 5208
james.huang@tw.pwc.com

Anothai Leekitwattana
Thailand
+66 2 344 1100

Takeshi Shimizu

Japan

+81 90 6515 1754
takeshi.shimizu@jp.pwc.com

TJ Yen

Robert Grome

Singapore Partner

+852 2289 1133
robert.grome@sg.pwc.com

Suzanne Hodges

Senior Consultant

+61 2 8266 0318
suzanne.hodges@au.pwc.com

Jae-Hyeong Joo

Korea

+82 2 709 0622
jae-hyeong.joo@kr.pwc.com

Gautam Mehra

India

+91 22 6689 1155
gautam.mehra@in.pwc.com

Alex Wong

China

+86 21 2323 3171
alex.wong@cn.pwc.com

Media enquiries

+61 2 8266 4642
ti.yen@au.pwc.com

To find out more about the Financial Services Council, please visit ww.fsc.org.au or contact one of the

following

John Brogden
Chief Executive Officer
+61 2 9299 3022

pwc.com.au

Martin Codina
Director of Policy
+61 2 8235 2523

Stephen Woodhill
Director of Communication
+61 2 8235 2527

© 2010 PricewaterhouseCoopers. All rights reserved. "PricewaterhouseCoopers" refers to PricewaterhouseCoopers, a partnership formed in Australia or, as the context requires, the
PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity..





