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Abstract

Private fund investment in Sweden is important to households, and fund investor interests are
considered in legislation and regulation. There is a lack of studies covering the role of Swedish
legislation and regulation in safeguarding these interests. A descriptive review of major regulatory
codes and laws in the 1990 to 2007 period is conducted, after which select changes made
effective in 2004 are highlighted. Using a statistical database for the years 1999 to 2007 covering,
inter alia, the disclosure of fees to customers, it is tested 1) if disclosure of the Total Expense
Ratio increases following new regulation in 2004, and 2) if benefits to customers from investing
in Swedish equity funds has fallen cause of increasing fees following a 2004 law change. Testing
the second hypothesis involves a regression of fund returns on stock market benchmarks as well
as Fama-French and Carhart factors. The results support the first hypothesis but not the second.
It is noted that while Swedish fund companies have abstained from increasing fees under the new
legal cover, the performance of their equity funds fall below the fees charged for management.
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Introduction

Since the introduction of the first Swedish mutual fund in 1958, the number of funds available
has increased, as has the total wealth invested by Swedish households and various institutes.
According to statistics from Fondbolagens Forening (“The Swedish Investment Fund
Association”), there were 17 mutual funds available in 1979, and 4000 by the year 2009% The
total capital in mutual funds has risen from 1 billion SEK to 1200 billion SEK in the same time
period’. A fund provides a relatively easy path to a diversified investment portfolio that is less
time-consuming, as a fund unit represents a set portion of diversified fund holdings. The control
over what placements are made is given to the company or business managing the fund, and it is

up to the investor to leave the fund if he or she feels the management is poor.

Fund savings are arguably an important factor in Sweden’s economy. The article “Hir dr Sveriges
fondhistoria” (“This is Sweden’s history of funds”) (2008) shows that up to 98% of the adult
population is investing in funds with public pension savings included, making Sweden a “world
champion” in mutual fund investing4. In 2010, a virtual 100% of the grown up population was
investing in funds one way or another. Even when disregarding public pension savings, 82% of
the Swedish population aged 17-74 years invested in mutual funds in 2010, up from 74% in
2008°. Fund investment is seemingly not exclusive to older generations, and is likely to remain
important not only as a part of the pension system, but also as an additional pension buffer or a

possible source of financial wealth for households.

The Swedish fund market provides many alternatives for private savings adapted to many kinds
of preferences and risk profiles, but also a degree of complexity that can create difficulty for a
layman when choosing funds. While monitoring of fund-managing companies in Sweden is
provided by public agencies and the media, and investors are enabled to examine fund activity
before or during unit ownership, there have been reports of fund returns not matching fund fees,

both from the media and peer-reviewed studies (see Prior Research). As an example, fees and

! https://www.avanza.se/aza/press/press_article.jsp?article=87003, ”Har ir Sveriges fondhistoria” (“This is
Sweden’s history of funds”), 2009-05-27, Jesper Strandberg

? http://www.fondbolagen.se/Documents/Fondbolagen/Studier%20-%20Dokument/30_ar_studie.pdf,” 30 &r
med fonder” (”30 years with funds”), p.6, Fondbolagens Forening, 2009

® Ibid.

730 ar med fonder” , p.6, Fondbolagens Forening, 2009

> http://www.svd.se/naringsliv/nyheter/sverige/varldens-mest-fondsparande-folk_7030797.svd#E24,
”Varldens mest fondsparande land” ("The world’s most fund-using country”), 2010-05-11, Strandberg, Love


https://www.avanza.se/aza/press/press_article.jsp?article=87003

costs being presented in a manner that makes it difficult to see their impact on savings is unlikely

to be in the interest of investors’.

Thesis structure

As seen above the thesis begins with considering the situation in the Swedish fund market. Next,
the problematization specifies areas of interest or concern where a thesis can provide insight, and
thesis objectives and necessary limitations are then established. Prior research related to the thesis
is described. The descriptive part of the thesis begins with a description of the documents
examined, followed by explanations necessary for reader comprehension of legislative and
regulative matters concerning Swedish funds in particular. The next section describes and
criticizes the methodology of the descriptive work, continuing on to a description of the results.
From the descriptive results, two hypotheses can be specified. The analytical part of the thesis
begins with a description of the data used, after which underlying financial theory is outlined to
facilitate understanding of results. Next, the analytical methodology is covered and criticized for
the two hypotheses respectively, after which the results can be described and analysed. With the
hypothesis tested, the thesis next suggests topics for further research, discusses the implications

of the descriptive and analytical results, and concludes.

Problematization

Few previous studies concerned with the financial effects of Swedish fund legislation can be
found. One study consisting of a general evaluation of legislation in Nordic countries found that
public supervision measurably affects the financial market development’. Strong legal obligations
for the supervisory agency to develop legislation correlate with higher company values;
formulation of supervisory objectives in more economic aspects corresponds with higher market
profitability and higher monetary sanctions against company directors as well as supervisory
independence correlate negatively with market growth. Anne-Marie Pélsson has used a similar
approach in her articles, with a descriptive account of certain paragraphs in Swedish legislation,

followed by an analysis of how the text of the law has measurable implications for fund

® http://www.affarsvarlden.se/tidningen/article3287789.ece, ”Akta dig for bankernas rad!” (“Watch out for
banks’ advice!”), 2011-10-11, Jesper Strandberg

’ “Regulatory Choices in Global Financial Markets: Restoring the Role of Aggregate Utility in the Shaping of
Market Supervision”, p.8, Granlund, Peik, 2008


http://www.affarsvarlden.se/tidningen/article3287789.ece

operations. The findings include an explanation of how fund investment limitations could lead to

reduced shareholder activism® and fund preferences for investing in larger companies’.

Another study highlights Swedish mutual fund legislation from a general point of view while
focusing on the treatment of Swedish and foreign hedge funds by Swedish law'". The review
covers matters such as the legal definition of a mutual fund and the history of fund legislation,
making it useful as a point of reference. In addition to these, there are sources which are not
peer-reviewed but suggest a popular concern with fund fees and the management unit owners

. . . . . . . . 11
receive in return. “Historien din bankman inte vill beratta”

(“The story your bank official does
not want to tell”) considers 80% of the fees placed on fund savings in banks to be pootly visible
to customers. The editor in chief of the Swedish iteration of the fund analysis institute
Morningstar, Jonas Lindmark, has also brought up an example of the relevance of legislation. In
an article'?, it is described how a paragraph in the 2004 Investment Funds Act changes how fund
company responsibility towards its customers is defined, and that it could have negative

consequences for private investors. To obtain results indicating whether this is the case or not

could suggest the relevance of private fund legislation for fund customer interests.

There appears to be a lack of studies providing a thorough historical summary of the
developments in Swedish laws and regulations concerning the fund market, and their effects on
fund market variables. The comparison of laws and regulations with suitable data could provide
indication of their effectiveness from the point of view of the unit owners. More specifically,
have certain changes to fund legislation or regulation had measurable impact when important
variables like fees or information disclosure to customers are examined before and after the

changes are made effective?

8 Fondbolagen — de ovilliga och olampliga dgarna” ("Fund companies, the unwilling and unsuitable owners”),
Palsson, Anne-Marie, Ekonomisk Debatt 2001, arg 29, vol 1

o Fondlagens placeringsbestammelser och avkastningen pa sma och stora foretag” ” (”Placement limitations
of the fund act and the returns on small and big companies”), Palsson, Anne-Marie, Ekonomisk Debatt 2002,
arg 30, vol 5

10 “Hedgefonder och svensk lagstiftning” ("Hedge funds and Swedish legislation”), Saalman, Henrik, 2005

”

" Historien din bankman inte vill beritta ” (“The story your bank official does not want to tell”), Arnbéck,
Alexandre & Pavitt, Trevor, 2011, ISBN: 9163392178

2 http://www.morningstar.es/es/news/article.aspx?articleid=31428&categoryid=145, ”Nu slipper
fondlbolagen hymla med avgifterna” ("The fund companies can now stop prevaricating on fees”), 2004-04-16,
Jonas Lindmark



Thesis Objectives

The first objective of this thesis is to provide a descriptive summary of selected legislation and
regulation during the 1990-2007 period. The summary is meant to preserve the meaning of the
original documents, while the selection of laws and regulations is made with respect to the
available data and the aspects of fund operations covered. A brief overview of the legislative and
regulatory system in Sweden is included, providing necessary knowledge for non-Swedish readers.
The second and main objective will be to analytically test the actual effects of certain legislation
and regulation changes deemed important from a unit owner’s point of view. This requires that a

valid and reliable test is made possible by the data available.

Thesis Limitations

While the purpose of the paper is to outline changes, there is no intention of providing a word
for word translation of texts or a descriptive review of the legislative processes behind the
relevant legislation or regulation. Because of the limitations of the data, only legislative or
regulatory changes in the 1990-2007 period can serve as hypotheses bases. Moreover, data of
hedge funds will not be used in the statistical analysis of this paper due to their high in-group
variation, selective adherence to laws or regulation and their limited customer bases. Lastly,
analysis or other discussions will be limited to the context of private, voluntary savings outside of
the AP (“Public pension”), PPM (“Premium pension”) or Tjinstepension (“Occupational
pension”) systems., where fund operations are more varied and there is higher vulnerability and
flexibility for a private investor. Fund savings part of public pensions are legislated to have low

fees, risk and uncertainty.

Prior Research
A lot of work has previously been conducted in the area of funds, including Swedish funds. In

particular, numerous works have been studying the fund’s management fees and the implications

of these (see for example Stening & Hellstrém (2010)", Jensen (1968)", Fama (1970)", von Bahr

B 7 aktivt férvaltade fonder: Ar Sverigefonder skuggfonder?” (”Actively managed funds: are Swedish funds

shadow funds?”), Stening, Gustav & Hellstrom, Rickard, 2010
4 »The Performance Of Mutual Funds In The Period 1945-1964”, Jensen, Michael C., 1968

B 7Efficient Capital Markets: A Review of Theory and Empirical Work”, Eugene F., Fama, 1970



& Lundgren (2009)"°, Carhart (1997)", Kostovetsky (2003)"*, Sparreus & Nordstrém (2008)". All
of the mentioned studies conclude that management fees compared to returns from management
are not adequate. Studies with opposing conclusions are not as numerous. Nilsson & Niclasen
(2001)* studied four Swedish funds to assess their performance in terms of reaching the
threshold for a performance-based extra fee, with two of the funds contributing to unit owner

returns even when charging the additional fee.

One study discusses the difficulties of grasping the true extent of fees paid for Swedish unit
owners”'. The authors suggest that not only is the method of comparing the returns to the fund
itself over time inadequate, but also that the provision of information from the fund companies
on charged fees is not helpful to the customer. It could be worthwhile to see if changes in

legislation and regulation have made any difference in this area.

Some research on US fund legislation is based on analysing the effect of a law change, namely
36(b) of the Investment Company Act™. Its effects concerning excessive fees to investment
consultants turned out to be ineffective due to its requiring a plaintiff to evaluate data that is
either impossible to find or is subject to disputes for an investor pressing charges. Similatly to
this thesis, a descriptive analysis was made of the law text and measurable implications thereof

were studied. Another study” also studies the effect of the 36(a) - (b) section of the same act. It

18 Aktiv fondférvaltning - Ger aktivt forvaltade fonder en battre riskjusterad avkastning dn indexfonder?”
("Active fund management — do actively managed funds give a better risk-adjusted return than index funds?”),
von Bahr, Felix & Lundgren, Mikael, 2009

7 “0n persistence in Mutual Fund Performance”, Carhart, Mark M., 1997

¥ "Index Mutual Funds and Exchange-Traded Funds- a comparison of two methods of passive investment”,
Kostovetsky, Leonard, 2003

¥ 7syenska aktiefonder: En kvantitativ studie av sambandet mellan en fonds avgifter och avkastning” ("Swedish
equity funds: a quantitative study of the link between fund fees and returns”), Sparreus, Henrik & Nordstrom,
Simon, 2008

20 7prestationsrelaterade fondavgifter” (“Performance-based fund fees”), Nilsson, Magnus & Niclasen, Fredrik,
p.57, 2001

2L Aktiv fondférvaltning - Ger aktivt forvaltade fonder en battre riskjusterad avkastning d@n indexfonder?” , von

Bahr, Felix & Lundgren, Mikael, p.2, 2009

22 “Mutual Fund Advisory Fees: New Evidence and a Fair Fiduciary Duty Test”, Freeman, John P., Brown,
Steward L., & Pomerantz, Steve, Oklahoma Law Review, Vol 61:83, pp.85-86, 2008

3 “p Fresh Look at Director “Independence”: Mutual Fund Fee Litigation and Gartenberg at Twenty-Five”,

Johnson, Lyman, Vanderbilt Law Review, Vol 61:2:497, pp.499-500, 2008



found that in order for a private investor to have an advisor’s compensation deemed excessively
large, the advisor must not be considered independent from the fund. No plaintiff has ever
obtained a verdict based on 36(a) - (b). The explanation of this outcome can be found in the
definition of “interestedness”, whereby it is implicitly declared that an advisor’s compensation

from the fund can never be too large.

Concerning the effects of information provision to customers, a 2009 study indicated that
regardless of the simplicity of the prospectus provided to the investor, the investor was still not
affected in their investment choices™. They received a statutory prospectus, distributed in its
original length and extensiveness, or a summary prospectus, which is a two to four page summary
of the statutory prospectus. The idea was to facilitate for the investor’s investment choices. The
investors did not avoid the funds with the high sales loads (a type of commission), even when
their investment horizon was limited to a one-month period. This finding might indicate whether
the results of this paper will have any implications for shareholder protection. According to the
study, two thirds of the investor did not look through the prospectus before making an
investment decision. This suggests that even though funds begin to disclose more information on

its fees, the investors still won’t consider them, making the legislation change in vain.

Descriptive methodology

Legislative and regulative data

The two legislations studied were The Securities Fund Act (“Lag (1990:1114) om
virdepappersfonder)”” and  the Investment Funds Act (“Lag (2004:46) om
investeringsfonder”)*. The accompanying ordnances (férordningarna)”, authorizing SFSA to
prescribe complementary regulatory codes for certain parts of operations, have been examined

and summarized as well. Concerning regulation, the following regulatory codes from the SFSA

2 “How Does Simplified Disclosure Affect Individuals' Mutual Fund Choices?”, Beshears, John & Choi, Laibson,
David & Madrian, Brigitte C., pp.2-3, 2009

> SFS 1990:1114 ”Lag (1990:1114) om virdepappersfonder” (Securities funds act”), Sveriges rikes lag 1991
Hoglund, Olle (ed.) ISBN: 9119080026

?® SFS 2004:46 ”Lag (2004:46) om investeringsfonder” (”Investment funds act”), Sveriges rikes lag 2005 Gregow,
Tolker (ed.) ISBN: 9789139010456

" http://www.fi.se/Regler/Lagar/Fond/, 2012-05-22, 17:30:00


http://www.nber.org.ez.hhs.se/people/john_beshears
http://www.nber.org.ez.hhs.se/people/brigitte_madrian
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webpage” have been summarized (see SFSA sources): (FFFS 1994:13, FFFS 1996:25, FFFS
1997:11, FFEFS 1997:38, FFES 1998:10, FFFS 1998:22, FFEFS 1999:7, FFES 1999:12, FFES
2000:20, FFES 2001:17, FFES 2001:18, FFES 2002:20, FFES 2004:2, FFFS FFES 2004:12, FFES
2005:14 and FFFES 2006:3.

Underlying legislative framework

The Swedish legislative system

The Swedish Parliament is the legislating body authorized to write laws effective for Swedish
territory and physical as well as legal persons in Sweden. This right is granted by one of the
Swedish constitutions, the Instrument of Government.” The operations, responsibilities and
functions of the parliament are prescribed in the so-called Riksdag Act”, where it is written that
parliament is mandated by the people in democratic elections every four years. It also reaffirms
Swedish membership in the European Union (EU), which also makes it a member state in the
European Economic Area (EEA). It has the authority to write and enforce laws as well as extend
authority to certain public agencies like SFSA, defining within which legal boundaries the

agencies can write specific regulation and enforce adherence to them.

The Swedish fund market regulatory system

The Swedish Parliament writes, makes effective and changes legislation. In such acts and in
specific ordnances, the parliament also specifies responsibilities and powers of
Finansinspektionen (“The Swedish Financial Supervisory Authority (SFSA)”, which in turn
monitors and writes regulatory codes for fund operations and those who conduct it in Sweden or
with Swedish citizens. SFSA can under certain conditions take different measures with legal
ramifications, such as the revocation of a fund operations permit without which operations are
illegal. SFSA was created 1991 by merging the former banking and insurance supervisory bodies,

and led to a single integrated regulator and supervisor covering banking, securities and

“http://www.fi.se/Templates/FFFSSearchPage.aspx?id=1328&epslanguage=en&list=true&basic=true&change=
true&active=true&undefined, 2012-05-22, 17:30:00

% SFS (1974:152) "Kungdrelse (1974:152) om beslutad ny regeringsform” (”Declaration of the affirmation of a
new form of government”) , Sveriges rikes lag 1975 Nordstrom, Torkel(ed.) ISBN: N/A

* |bid.
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insurances’. SFSA operates under the Swedish Ministry of Finance, which is a government

office™.

For all types of Swedish investment funds, there is prescribed in law a tripartite construction (see
Image 1). The three parties are: the investors or unit owners, which can be private but also
institutional; the fund company itself, which manages the fund assets and administer fund unit
sales and redemption as well as the depositary, which stores the physical representations of the
fund’s assets and is obliged to always act independently from the fund and in interest of the unit
owners. This construction is formed for the protection of the unit owners through the guarantee
of the depositary of the capital invested, which for example protects the shareholder’s capital
from being subject to debt repossession of the fund™. The legal construction of Swedish funds is
contractual, rather than associative. This means that the fund company represents the unit
owners in all matters concerning the fund. For example, only the fund company can represent

the ownership of shares in shareholder meetings etc.

Image 1

Contractual agreement

Unit owners < > Fund company

A A

=1

Contractual Contractual

agreement agreement

I
I
[
|
|
|
I
L Depositary
|

”Investeringsfonder forslag till ny lag” SOU 2002:56, 2002, The Swedish Finance Department,
Véardepappersfondsutredningen, p. 198

3 http://www.fi.se/Folder-EN/Startpage/About-FI/Who-we-are/History/, 2012-05-22, 17:30:00
*2 http://www.sweden.gov.se/sb/d/2062, 2012-05-22, 17:30:00

** »Hedgefonder och svensk fondlagstiftning”, pp.11-12



12

The Undertakings for Collective Investment in Transferable Securities UCITS

The Undertakings for Collective Investment in Transferable Securities (UCITS) is a category of
European Union Directive that concerns the activities of funds and similar collective investment
schemes. Initiated in 1985,* the members of the EU and the EEA are through it obliged to
conform to a standard in order to make trading between member countries easier and to insure
the reliability of any UCITS seated in a state that is a member of the EEA. Like most EU
directives, the UCITS standards are dispositive, allowing the member states to meet the directives
through different means and to write additional laws or regulations that do not contradict the
directives”. The Swedish Transferable Securities Act (1990:1114) were influenced by the then
established guidelines of the OECD and the European Economic Community™, but they were
mainly compatible with the 1985 UCITS directives and were revised to a minor degree when
Sweden entered the EU in 1995. The Swedish Investment Funds Act (2004:46) was written to be

fully compatible with the third version of the UCITS, consisting of two’" directives from 2001

Descriptive methodology

Methodology for summarizing SFSA regulatory codes and guidelines
As authorized by law, SFSA prescribes regulatory codes and guidelines (titled FFES year:XX) for

financial sectors, industries and operations in Sweden, resulting in 43 regulatory codes and
guidelines concerning fund operations for the 1990-2007 period (see Descriptive summary of
SFSA regulation). Not all of the documents could be of interest given the purpose of the thesis
research, however, and a selection process was first undertaken based on the content of the
documents. First, any regulations concerning fund companies indirectly and not prescribing or
prohibiting any fund-related operations were of no interest. Fifteen regulatory codes were thereby

removed. Second, all guidelines — except the four which were incorporated into a large regulatory

** »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 (UCITS)”,
European Economic Council, 1985, ISBN: 92-825-8720-7

% Consolidated versions of the Treaty on European Union and the Treaty on the functioning of the European
Union”, 2009, ISBN: 978-92-824-2577-0

3 http://www.riksdagen.se/sv/Dokument-Lagar/Utskottens-
dokument/Betankanden/Vardepappersfonder GEO1NU4/, 2012-05-22, 17:30:00

* “Directive 2001/108/EC of the European Parliament and of the Council of 21 January 2002 amending Council
Directive 85/611/EEC...”, European Economic Council, 2002, ISBN: N/A

%% "Directive 2001/107/EC of the European Parliament and of the Council of 21 January 2002 amending Council
Directive 85/611/EEC... “, European Economic Council, 2002, ISBN: N/A
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code in 2004, becoming binding - were removed. Guidelines are dispositive and do not have
specified effects on operations. Five guidelines were removed at this stage. Lastly, regulatory
codes that were issued late and whose changes would not provide statistically significant results;
regulatory codes only concerning documentation of customers; changes to regulatory codes only
changing semantics or topic order as well as the first regulatory code, issued only for official
purposes, were removed. Seven regulatory codes were now removed, leaving sixteen for analysis

and summary.

The summary involved reading through the documents and reducing the written contents to their
meaning, with the intent of avoiding a redundant word-for-word translation. The regulatory
codes are not structured with comparison over time in mind and SFSA already translates some
regulatory codes to English. Instead, the purpose has been to retain actual meaning and to
categorize contents. The remaining documents all concerned some recurring topics subject to
SFSA regulation, enabling a more structured presentation format. Recurring topics such as which
prescribed categories were to be part of fund company reports were aligned to the same row,

with regulatory codes ordered in columns from eatrliest to latest.

Criticism of descriptive methodology for regulative documents

The selection process involved a reading through of all regulatory codes and guidelines, with no
document being rejected at a glance. A subjective reading is still a fallible method for judging
document relevance and possible impact. In some cases, the possible relevance from a unit owner
perspective was not evident and personal judgment was used when deciding which documents
were to be summarized. To prevent incorrect rejection of documents, it was assumed that every
document was of significance unless a reading showed otherwise, and the same minimum criteria

were used throughout the selection.

Concerning the translation and summarizing of contents in the selected documents, comparisons
between official Swedish and English versions of documents such as EEA directives were used
to ensure terminology was used correctly. Since SFSA regulations have legal ramifications and the
agency must be accountable and consistent, it has generally been assumed its online regulation

database is reliable, even for repealed regulatory codes.

Methodology for summarizing legislation

The Securities Funds Act and the Investment Funds Act were subject to the same type of
summarization (see Descriptive summary of legislation), intending to reduce text volume while

expressing the same meaning with efficient language. In such cases where only semantics have
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differed this has been noted. The laws overlap to a degree, with the 2004 law often replicating the
1990 law in terms of meaning and then adding new topics. Because of this, the laws are presented
unlike the regulations, following the 2004 document from the first to the last paragraph and
comparing it to the 1990 legislation where possible. The organization of the workbook also
follows the chapter order set by the 2004 act. The topic names are chosen to be descriptive and
more precise, whereas the categorization used in the original documents grouped several topics
under one short and simplified heading. There are two ordnances that accompany each act
respectively, authorizing the government or a by the government authorized agency to make

complementary regulation. They are named SFS 1990:1123 and SFS 2004:47.

Criticism of descriptive methodology for legislative documents

Inherent to the selection of acts to examine is the risk of overlooking acts and ordnances in
which key changes to or introductions of seemingly minor paragraphs could have strong effects
that in turn could be noticed in our database. That would make the judicial text examination less
purposeful from a unit owner perspective. However, time constraints and the need of focus
motivates high selectivity. The two laws and attached ordnances selected are not the only
legislative documents that concerned fund operations in the period, but they are exclusively and
directly concerned with them. Laws on capital exposure or securities trading have also had
effects, but the specific fund acts define fund operations and other important terms and cover
topics unique to Swedish funds. This increases the probability of them containing revisions or

new statutes that are important from a unit owner perspective.

They are also two related acts that are not too similar or dissimilar, and the latter of the two
became effective April 1st 2004, so they are suitable for an investigation of any changes using the
available database. In addition, the acts and their ordnances specify SFSA authority to write and
enforce regulatory codes for fund companies and their operations, creating a connection with the

other set of judicial texts examined.

The methodology can be criticized for not separating the changes acts for the 1990 or 2004 acts
from the acts themselves, instead including them in the same columns. For the 1990 legislation,
the reasoning is that the changes are minor from a fund customer perspective and that even if
they could possibly have noticeable effects our fund data does not cover the 1990-1999 period.
As for the changes acts for the 2004 act introduced in the 2004-2007 period, they have been
examined and are either semantic in effect or not significant from a fund customer perspective.

The last major change in the 2007 period was somewhat comprehensive, but any effect on our
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database would have been seen for the last months only, if at all, making the results statistically

invalid.

Significant developments in law between 1999 and 2007
The Investment Funds Act (SFS 2004:46) and its appended Ordnance (SFS 2004:75), made

effective April 1 2004, concerned many aspects of fund operations, fund companies and their
customers. In the course of systematically comparing the two 2004 documents with the 1990
documents, some potentially critical parts became apparent, and are presented in the following
section. Not all changes lifted out from the tables are possible as hypothesis subjects, but are

representative for the direction of fund law development in Sweden.

The first matter addressed by both acts was definitions of key terms. One definition would,
together with another paragraph in the same act, outline to what extent fund companies in
Sweden had to act exclusively in the common interest of unit owners, whereas in 1990 legislation
this obligation had been effectively unlimited. The definition in question concerned fund
operations or ‘fondverksamhet’, to be understood throughout the 2004:46 act as management of
a fund, transactions with the fund’s units and connected administrative measures. A part of 2 §
chapter 4 then mandated that a fund company is to act exclusively in the common interest of the
unit owners in the course of managing an investment fund. In other words, outside of the actual
management, the sales and redemption of units and related administration, fund companies were

by law free to act without unit owners’ common interest in mind.

Regarding non-Swedish actors, any foreign company or fund businesses operating in Sweden
were now, like fund companies and depositaries had been since 1990 law, responsible for any
harm done to customers as a cause of violations of law or fund rules. The 2004 act also
introduced a requirement for a Swedish fund company to purchase insurance that would protect
unit owners and fund companies alike in such cases where the harm would exceed fund company
capacity to compensate. Contracting of fund operations, which was previously the domain of
SFSA regulation, was introduced into law with the condition that no responsibility under law
could be moved from the contracting party to the contractor and that the contract itself had to

contain clauses for revision of conditions and even immediate contract repeal.

In terms of relevant information, customers were provided with more standardized and detailed
information at the expense of information supply. As per the most recent EEA directives, the
2004 act introduced the ‘simplified prospectus’ or fact sheet. It was prescribed to in a

summarized format provide easily understood information allowing the reader to assess fund risk,



16

authorization for instrument and derivatives types and compare with other funds’ fact sheets,
which all had to contain at least the same information on risks, fees, placement intentions and
such characteristics. However, this was accompanied by changes concerning the sending of
information to unit owners. The 1990 act mandated all fund companies to send completed
reports and the information brochure to all unit owners, with the owners having the option to
waive the free service. After the 2004 act, however, the information only needed to be sent on
demand. The customer was to be reminded of the ability to have the reports, the brochure and

the new fact sheet delivered home once per year, when annual costs and fees were reported.

Placement rules for funds were revised in 2004. As an example, the cap on a fund’s ownership of
units in other funds were raised, but to maintain diversification it was added that any funds
owned could not in themselves consist of other funds to a high degree, and their fees had to be
presented in fact sheets and other documentation. Other provisions increasing flexibility but
potentially putting more demand on unit owner attentiveness or knowledge include the allowance
of placing fund holdings in credit institute accounts or in derivatives traded directly between
parties. Index funds having the purpose of imitating a market’s composition could now
concentrate on single issuers of bonds or securities if needed to follow the index accurately.
While prescriptions for fact sheet and brochure information were adapted to the new placement
limitations and fund management options, an average unit owner needed to use more discretion

to select a suitable fund type and specific fund.

The possibility to supervise fund operations and discourage violations increased with the 2004
act. SFSA was authorized to set the fees covering supervision and auditing costs and could now
collect them from some foreign parties operating in Sweden. Close ties, specified as a 20 %
ownership or a mother company to daughter company relationship, entailed verification of the
closely tied parties. All persons with ‘close ties” to a non-EEA or a non-UCITS applicant wishing
to do business with Swedish customers now had to be approved together with the applicant
itself. SFSA was even authorized to pressure any person with close ties to a fund company to
dispose of shares until it considered the influence sufficiently reduced, and had to consult with
foreign EEA supervision agencies in cases where applicants had close ties across borders.
Revocation of a fund operations permit could be made under additional circumstances, e.g. the
inclusion of an ineligible person in company leadership, and SFSA was authorized to make
injunctions with financial repercussions. SFSA was also authorized to prescribe regulatory codes
defining sound operations, additional information included in fact sheets and reports as well as

risk handling and monitoring systems for management activities.
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Significant developments in regulation between 1999 and 2007

The changes to regulation have not been centred as heavily on one date and are as mentioned

spread across sixteen documents.

Annual and half-yearly reports were prescribed in the SFS 1990:1114 act, with SFSA authority to
prescribe content details and structure. The first regulatory codes concerning the reports were the
FFES 1997:11 regulatory codes, which became effective before 1999 and cannot provide a basis
for database analysis. It should be noted that the codes prescribed disclosure of, infer alia,
compensation to fund company and depositary and a historical comparison across three years
regarding total fund value and unit value on the end of the year. A so-called management report
was also to be included with the annual report, but with no instruction for contents. The next
regulatory codes concerning the reports, the FFEFS 2002:20, did however detail the management
report extensively. Changes to important factors like exchange rates or comparative indices used,
as well as organizational or personnel developments, had to be described. Consistent key
indicators for value development, risks and turnover were added, as was a disclosure of all
management costs for a set figure. Customers were also to be provided a simplified fund
development covering flows in and out of the fund. In addition, the historic comparison was
now to span five years rather than three, and include information on returns per unit and the

yeatly returns of a relevant index.

The information brochure was also outlined in regulation for the first time in the 1997:11 codes,
but underwent its first change in the FFES 2004:2 codes, effective April 1 2004. The brochure
was amended to include the nearest annual and half-yeatly reports, previously held separate, and
now had to notify a reader of the existence of any trade limitations, a list of any contractors and a
list of any important bond issuers. Rather than prescribing contents for the actual brochure,
however, SFSA instead mainly added more content to the fund rules, which in turn had to be
contained in the brochure as per previous codes. The fund rules were also detailed for the first
time in FFFS 1997:11 and changed by FFES 2004:2. The main new prescriptions were a
specification of instrument categories and derivatives the fund rules should refer to when
describing fund focus, the yearly costs were now to include the fees charged by SFSA and any
performance-based fees as well as their basis now had to be described. The fund rule
prescriptions were changed again by the FFES 2005:14 codes, but only regarding the customer
awareness of unit sale and redemption rates. These codes became effective on January 1 20006,

now prescribing that the rules were to inform the reader that the rates would be unknown at the
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time of sale or redemption order. This was a result of the increasing speed of financial markets,

which meant that actual unit values could only be affirmed at set breaking points every day.

The FFES 2004:2 codes contained SFSA prescriptions for the new fact sheet, as authorized by
law. It had similarities with the old information brochures, but also some metrics for fund
comparison. Historic returns - after deduction for taxes and fees - were to be presented in a bar
chart, spanning the last ten years. Any comparative index used was to be presented in the same
manner, but not necessarily in the same chart. Average returns for one three-year and one five-
year period had to be calculated as well. As per directives from the European Commission, SFSA
introduced TER as an obligatory format for annual fee disclosure in the fact sheet, while the
turnover rate of the fund had to be disclosed to indicate the costs of transactions for the fund.
Changes were made by the FFEFS 2005:14 codes, effective January 1 2006. The risk information
now had to specify how risk types like currency or credit risks affected the fund, and the average
annual returns were to be calculated and compared with any relevant index for at least a three,

five and ten year period respectively.

Derivatives regulation was also introduced by FFES 1997:11 and subsequently changed by FFEFS
2004:2. The 1997 codes for derivatives mainly served to reiterate the SFS (1990:1114) act,
prohibiting non-financial derivatives, purchasing of derivatives out of liquidity or any loaning out
of securities in excess of 50 % of fund holdings. Said limit was lowered to 20 % in the 2004
codes, but the maximum allowed activity in derivatives was removed. In addition, all derivative
positions had to be calculated into exposures by set rules and a company had to disclose to SFSA

how OTC (over-the-counter) derivatives exposure was calculated.

Hypotheses
Comparing the historical account of law and regulation development with the database on fund
characteristics, we find there are two suitable hypotheses based on law or regulation changes that

can be tested.

Hypothesis 1: The total level of disclosure of the Total Expense Ratio (TER) by Swedish funds
to unit owners, as measured in our selected population of funds, has increased measurably
following April 1 2004, the date on which TER was introduced into the new fact sheets per the
FFES 2004:2 regulatory codes.

Hypothesis 2: As a result of fund companies being authorized to set fees without regard for the

interests of unit owners, the management-related returns to unit owners, measured as the alpha
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of a regression of fund returns in excess of the risk-free rate on relevant factors, have fallen after

April 1 2004, coinciding with an increase in TER following the same date.

Fund data

A compilation of Swedish funds fact sheets between 1999 and 2007 is used, where data has been
extracted from the fact sheets and contains fund characteristics such as fixed and result based
management fees, which fund family (“huvudbolag”) the fund belongs to, within which asset
class it classifies under, the total expense ratio (TER), and totalkostnadsandel (“total cost share”)
(TKA), which is a key metric only used in Sweden. TER expresses all the expenses of a fund
(management fees, administrative costs, interest costs, taxes, courtage, other transaction costs),
less the courtage and the paid coupon tax, as a percentage of the fund’s total capital, while TKA
expresses the same but with courtage and taxes included. TER and TKA thus give a more
accurate value of the costs imposed on a customer than the management fee alone, although
TKA is always higher due to courtage especially in those funds where transactions occur more
frequently. The data also tells if the fund is under the Swedish Premium Pension System (PPM)

or not.

These data sets are proprietary and were provided by Paolo Sodini, associate professor at the

Finance Institute of Stockholm School of Economics.

Underlying financial theory

To facilitate understanding of the reason unit owners pay fees in order to invest in actively
managed funds, an introduction to the capital asset pricing model (CAPM) is provided. The
CAPM was developed during the 1960s and is often credited to Jack Treynor “or William
Sharpe40. Also, some basic information on fund management is given. Then, in order to justify
the inclusion of additional factors in the regressions on fund returns, a description of the

reassessment of the CAPM made by Fama and French as well as Carhart is included.

¥ “Toward a Theory of Market Value of Risky Assets", French, Craig W. & Treynor, Jack, 2002

%0 “Capital Asset Prices: A Theory of Market Equilibrium under Conditions of Risk”, Sharpe, William, The Journal

of Finance , Vol. 19, No. 3 (Sep., 1964), pp. 425-442
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CAPM

As the name suggests, the CAPM (see Image 2) is used to calculate the required return of an
asset, e.g. a security. Since it possible for an investor to diversify risk, for example by obtaining
shares in varied companies, compensation is expected for risk that cannot be diversified away.
This non-diversifiable risk is the security’s sensitivity to the development of the entire stock
market. It is also possible for an investor to invest in virtually risk-free assets, so the security
returns are calculated as an excess above the returns from investing in risk-free securities. As an

equation, this reads
ER:) =Ry + B(E(Ry) — Rf)

where EQRJis the expected return of the asset, Rfis the return from investing in a risk-free
security, (ERm)=Rs) is the market premium (the excess return of the entire stock market

above the risk-free rate) and Bi or the asset Beta represents

Cov(R;, Ry)
Var (R )

making it a measure of the sensitivity of the returns of the asset to the returns of the entire stock

market.
Image 2
E(R ) Security Market Line
SML
E(RM) |- ——————_ -
| E(Rm) - Rf
I
Rf 2 e e - 4 -
l
L Beta
1

http:/ | www.sy-econ.org/ finance/ finance-invest-CAPM. bt

Fund activities
The concept of an equity fund entails that the fund wealth is invested in different companies, so

every fund unit is already diversified. An individual buys a unit in the fund, the payment per unit



21

is then invested by the fund company and the unit can be redeemed for a set portion of fund
wealth at a later date. Equity funds are intended to be actively managed. The fund company’s
managers change the assets the fund invests in, with the intent of outperforming the stock
market (see Image 3). The yearly management fee charged as a percentage of fund holdings is to
cover manager salaries and other activities necessary for such operations. If the fee taken is larger
than the increase in fund value as a cause of fund management, the unit owner is worse off for

having invested in the fund. If the fee is smaller, the unit owner is better off.

Image 3

Capital Asset Pricing Model The « arrow

represents
Managed performance above
Portfolio SML that expected based
Tu on a CAPM

E(Rm) Market Portfolio calculation.

However, the
management fee is
Rf to be subtracted
from the returns to

the unit owner.

0 B 1.0

E(Rm) - Expected return of the market

R(f) - Risk-free return of the asset

SMIL - Security Market Line

[ - Sensitivity of an asset to market returns
o -Realized return over expected market risk

http:/ | www.bogleheads.org/ wiki/ CAPM_-_Capital_Asset_Pricing_Model

It is also necessary to explain the concepts of TNA, NAV and TER. TNA stands for Total Net
Assets, which in a fund context is the value — based on closing market prices of the day- of all its
held assets less any liabilities, including the fees charged. NAV is Net Asset Value, which is then
the NAV of a fund divided across all fund units. Our database contains monthly observations for
each fund, which have been annualized in Excel. TER is the Total Expense Ratio, which is the
total of fund costs divided by total fund assets. By fund costs are meant the costs caused directly

by the management of the fund, including management fees.

The second hypothesis concerns a phenomenon that is more open to subjectivity, namely the

appropriateness of the management fees taken yearly from funds. An increase in fees not coupled
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with increased returns caused by good management performance is inappropriate from the
perspective of a unit owner. Fee increases following April 1 2004 that do not correspond to
increases in fund value from improving fund management could indicate that fund companies

”common

have noted and made use of the opportunity to set fees without considering the
interest of unit owners”. In order to fairly assess if fees have increased in a manner not
compatible with unit owner interests after April 1 2004, database management and regression
operations are needed. The question remaining is how to measure a fund’s performance
compared to the market, separating the active fund performance that fees are intended to

compensate for from the index fluctuations managers have no control over. A recent study by

Fama and French offers a suggestion for statistical methodology.

The CAPM adjustments by Fama, French and Carhart

In the course of their current work evaluating the relevance of fund manager’s skills for the
returns of US mutual funds, Fama and French have employed a four-factor model containing a
stock exchange benchmark”, two additional factors discovered by the two authors in an earlier

study and Carhart’s so-called momentum factor.
Rit-Rpe = a; + b(Rye — Rye) + 5;(SMB,) + hy(HML,) + m;(MOM,) + e; (1)

The above regression has fund performance of fund 7 above that of the risk-free rate for period #
regressed on four factors, the first being the returns of market M above that of the risk-free rate.
Using only this factor the regression measures how well fund returns are explained by changes in

the entire market portfolio.

The three additional factors explaining fund performance are the size (SMB), value-growth
(HML) and momentum (MOM) factors. The first two are outlined in detail in a 1992 study by
Fama and French®. Using historical market data spanning almost three decades, Fama and
French found that the size and book-to-market factors explained stock return variation not

explained using only the CAPM model. In the same sense, Carhart found in a 1997 study® that

L “Luck Versus Skill in the Cross Section of Mutual Fund Returns”, Fama,Eugene F. and French, Kenneth R.,
Journal of Finance, 2009 (forthcoming)

*2 "The Cross-Section of Expected Stock Returns", Fama, Eugene F. & French, Kenneth R, Journal of Finance, Vol.
47, Number 2. June 1992

3 “On Persistence in Mutual Fund Performance”, Carhart, Mark M., Journal of Finance, Vol. 52 No. 1, March

1997


http://www.bengrahaminvesting.ca/Research/Papers/French/The_Cross-Section_of_Expected_Stock_Returns.pdf
http://www.bogleheads.org/wiki/Fama,_Eugene_F.
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momentum in returns could explain return variations not captured by the CAPM and the Fama-
French factors used together. In order to obtain results that account for all factors established in
literature as explanatory for returns, this thesis will use one regression including and one
excluding the Fama-French and Carhart factors. This allows for a comparison rather than

assuming the relevance of the factors for the returns of the fund population.

When fund returns in excess of a suitable risk-free rate are regressed on the chosen factors, the
remaining « is the predicted increase in fund value if all other factors are kept constant, i.e. the
stock market is static in value and all other potential factors included are set to have no effect.
The a then serves as an indication of the management performance’s role in total fund value
increase. In order to apply the Fama-French approach to the performance and fees of the fund
companies, however, the correct funds and benchmarks have to be selected for this thesis. This is

reviewed in the next section.

Analytical methodology

This study resembles the approach from the 1993 Fama-French study, as it has the purpose of
measuring the effects of fund management. However, the population of funds examined in this
thesis is different and suitable regression factors must be selected. Furthermore, in addition to the
selection criteria for the first hypothesis (see Methodology for testing hypothesis 1), the funds
examined must provide information on both NAV, TER and management fees both before and
after the law entering into effect for the second hypothesis to be testable. The population is
selected to include equity funds only. Equity funds are the most common fund type in Sweden
according to government* and industry statistics®, they are also the type of fund the returns of
which are most suitable to compare to stock exchange indices or factors based on stock exchange
observations. ”Fund-in-funds” (which make placements in the units of other funds) or interest
funds would require regressions on factors not available in the database. While this limits the
scope of the second hypothesis, it is necessary to preserve the match between the funds and their

benchmark and therefore result validity.

The law is limited in application to funds owned by Swedish fund companies, but the funds are

varied in terms of investment focuses, e.g. by region or industry. Therefore, only funds that are

* http://www.scb.se/Pages/Product 6533.aspx?Produktkod=FM0403&displaypublications=true, 2012-05-
21, 2012-05-22, 17:30:00

o http://www.fondbolagen.se/sv/Statistik--index/Fakta-om-fondmarknaden-i-Sverige/, 2012-05-21, 17:30:00
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affected by Swedish law are included in the regression. The fund population is more
heterogeneous than the one studied by Fama and French and the returns of the chosen funds
could be influenced by local or global factors. As the funds managed by Swedish fund companies
can be assumed to have had a noticeable focus on Swedish securities in the period, one Swedish

and one global index were selected to be used for regression.

The first index used was the SIXPRX, an index maintained by SIX Financial Information,
intended to reflect the development of companies listed in the Stockholm stock exchange. This
index includes effects of dividends, by assuming they are reinvested, and also accounts for
weighting limitations under UCITS, making it a good benchmark for the funds examined. The
other index used was the MSCI World Gross Index, maintained by Morgan Stanley Capital
International and comprising stocks from 24 developed countries. It also assumes reinvested
dividends, but does not reflect UCITS limitations as they are specific to Europe. While this index
is not as global as the name suggests, leaving out developing markets, MSCI indices spanning
additional countries have not been maintained for the entire 1999-2007 period, unlike the MSCI

Wortld. The benchmark-only regression reads:
Ryt -Rfe = a; + bl(world_sekt — th) + bZ(sweden_sekt - th) 2)

The funds in the population invest in Swedish and international equity, and Sweden’s economy
and GDP is historically highly correlated with the global economic development due to its export

dependability®. As a result, both the Swedish and the global indices are regressed upon.

Likewise, it is useful to have a comparison between the explanatory values of the indices and the
explanatory values of the Fama-French and Carhart factors. As such, two regressions on the
yeatly changes to fund values are made. One simplified regression using the SIXPRX and MSCI
World, and a second regression using the two indices as well as the Fama-French and Carhart
effects observed in Sweden as well as their global equivalents. The second regression thus

comprises a total of eight factors.

Rit-Rpe = a; + bl(world_sekt - th) + b2(sweden_sekt - th) + s;(sml_sek;) +
h;(hml_sek;) + m;(mom_sek,) + s;(sml_glb;) + h;(hml_glb;)+ m;(mom_glb;) +
e (3)

*® http://www.scb.se/Pages/TableAndChart 219327.aspx, 2012-05-21, 17:30:00
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Methodology for testing hypothesis 1

The fund characteristics data mentioned in the Fund data section was processed in the statistical
analysis program STATA (see the Data section). Investigation of the observable changes over
time made by the fund companies were made as follows. The data set was cleaned of irrelevant
observations: observations of year 1998, which were only 432, were removed and of year 2008,
which were only 5, were excluded due to incompleteness of data that would lead to biases in our
results. Furthermore, funds that do not operate directly under Swedish law were also excluded
since they wouldn’t be affected as hypothesized. However, since it is not indicated whether or
not a fund was of foreign origins, the following was executed to correctly select the relevant
funds: fund families that had no or almost no funds that disclosed the relevant metrics were
excluded, since it was then assumed that they were foreign-based fund companies that did not
operate under Swedish law — otherwise the law would have sooner or later enforced disclosure.
This was done manually since they had no variable commonalities by which they could be
collectively excluded. The fund families excluded were ABN Amro (of which 69 out of 77 funds
did not disclose any relevant information), ACM (40 out 45 observations did not disclose any
relevant information), Alterum (33 out of 41, and the ones that disclosed information were
named Quality Growth funds, which had both TER and TKA), Bid & Ask, CB Asset
Management (15 out of 19, where only one fund was disclosing in all of the four years), CDC
IXIS Asset Manegement, Discovery (which had only 1 observation), F&C, Fidelity (339 out of
245), Frank Russell, Franklin Templeton, GAM, Gartmore, Goldman Sachs, HSBC, Independent
Investment Group, Julis Baer, Lion Fortune, MFS, Martin Currie, New Star, Nielsen, Parvest,
Principal Global Investors, Prosperity Capital Management, SPP, Santander, Schroder, Sector
Management (which has two funds, one of which does not disclose any information, while the
other is a hedge fund), Shepherd, T-Rowe (which is US-based and only has 1 observation),
Thames River and Zurcher Kantonalbank. Atlant Fonder, Brummer & Partners, FMG and
Markedskraft Fonder are also excluded since they are hedge funds, which follow other rules of
information disclosure (see the Thesis limitations section). Other hedge funds, which had the
designation “HEDGE” under the variable class were removed collectively as well . The fund
family Avanza Zero is dropped since they are a non-fee fund. This left us with 12113 different

funds to be analysed.

Dummy variables were then generated that took the value 1 if a fund company disclosed
information on its management fees, TER and TKA, respectively. Statistics were generated to see

the number of disclosures of each of the above metrics, for each year. This way, the change over
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time could be investigated. Another dummy variable taking the value 1 if a fund company did not
disclose management fees, TER or TKA was generated for each year. All of the statistics were
exported to an Excel spread sheet, where the data was fitted into linear diagrams to illustrate the

changes over time.

Simply reporting the number of funds disclosing a figure (see Graph 1) does not provide an
accurate measure of changes over time due to the potential entries or exits of a great number of
funds each year. By instead providing the amount of fund disclosures as a percentage of each

year’s total number of funds (see Graph 2), the relative change is presented more clearly.

Methodology for testing hypothesis 2

The same selection process of funds was used as in the analysis for hypothesis 1 with the addition
that only funds designated "EQUITY” were used (see the Analytical methodology section) (the
others were dropped, leaving a time and panel data of 12113 funds with different metrics that

totalled to 39624 observations). The two — robust — regressions proceeded as follows:

The fund return file was merged with the T-bills and Fama-French factor file. This newly created
file was in turn merged with the fund characteristics file. This resulted in a data file where
information on fund disclosure of information, individual fund returns over time, SIXPRX and
MSCI monthly indices, the Swedish and global Fama-French factors SMB, HML, and MOM,
could be found. The returns were subtracted by the corresponding Swedish risk-free rate of the

same time to get the excess return over the risk-free rate.

The first regression was made by regressing fund returns over the benchmarks SIXPRX and
MSCI. The second regression was done in the same fashion while including both Swedish and
global Fama-French factors. Regressions were made on a yearly basis to provide comparison over

time and with fee data for the same year.

The means of the TER and the management fees were calculated for each year (n=28284 for
TER and n=37128 for management fee due to mixed levels of disclosure). Table statistics were
then provided for these (see Table 1) and accompanying graphs were created (see Graphs 2 and
3.

The two regression lines and the two means were exported to an Excel spread sheet file where a

graph was created (see Graph 3, Tables 2 and 3).
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Criticism of statistical analysis methodology

With regards to the cleaning process in analysing the first hypothesis, it should be noted that the
process might not be completely accurate in excluding funds that are deemed irrelevant to the
study. There exists a risk that funds that do operate under Swedish laws have been excluded and
that funds under laws of foreign countries are included, which makes for a possibility of errors in
the analysis. Due to the limited timeframe of the study, a manual assessment of every individual
fund family and its funds was not possible. Moreover, while excluding hedge funds from the
analysis, the fund families recognizable by their names as being hedge funds were removed
manually while the other ones were removed collectively. However, since the class characteristic
is not provided in all funds, there may be hedge funds that are included in the analysis despite the

cleaning.

Since the same selection process and additional criteria were used in hypothesis 2, the second
analysis is also subject to the same selection bias. Furthermore, when calculating the means for
the management fees and — especially — TERs, it should be noted that not all observations
disclosed these metrics (37128 out of 39624 displayed their management fee and 28284 out of
39624 displayed their TER). This could have skewed the averages to some degree. To provide

more accurate means, all management fees and TERs should have been included.

Results and analyses

Results hypothesis 1
The results (see Table 1 and Graphs 1 & 2) show the level of TER disclosure among the selected

funds in the period. From a hypothesis standpoint Graph 2 is more important to consider, and
some of its features are noteworthy even though they have no bearing on the first hypothesis.
Firstly, the increase in TER disclosure between 2004 and 2005 is minor, while the increase after
2005 is rapid and steady. Secondly, disclosure increases throughout the period, albeit at different
rates depending on year. Thirdly, there is a clear increase in disclosure — also visible in Graph 1 —

between the years 2001 and 2002.

Analysis hypothesis 1

The numbers of funds disclosing different metrics like TER is tallied at the end of each year, and
the regulatory code prescribing disclosure of TER via the new fact sheets was as mentioned made
effective on April 1 2004. This means that by the time of the 2004 tally, the selected population
of funds had had eight months to adapt to new regulation and distribute correct fact sheets.

However, it is only by the 2005 reading and onwards the hypothesized disclosure increase takes
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place. This could be explained by companies not having prepared one year in advance to
summarize costs accurately, meaning that the first editions of the fact sheets, completed in 2004,
could not disclose a meaningful TER. If a one-year lag is considered explicable, the first
hypothesis is upheld, as the TER metric is provided for more funds at a strong and steady pace,

from circa 60 % to almost 100 % disclosure to customers over two years.

Throughout the period, every year has seen increased TER disclosure compared to the previous
year. The rate of increase is noticeably irregular, allowing for the possibility that certain events or
developments in the period caused the studied fund companies to increase disclosure in the TER
format. Interestingly, the summary of law and regulation for Swedish funds includes no mention
of TER before the introduced changes in 2004. It is possible that Swedish fund companies were
influenced by industry or government discussions of describing costs in a more effective manner,
and reacted preemptively. It is also possible that agencies for consumer interests or financial
market supervision warned of increasing unit owner mistrust of the fund market even before

2004, motivating some fund companies to act.

The results suggest that something important occurred between the 2001 and 2002 accounts. By
the end of 2002 almost half the population of funds disclosed TER, compared to circa 20 % the
previous year. This phenomenon cannot be sourced to any Swedish legislation or regulation, but
it is possible that European Union directives, while not binding, could have influenced fund
companies in Sweden to move towards the TER norm in expectation of Swedish legislators
complying with the directives. There are in fact two directives introduced in the period that held
for Swedish fund companies, referred to as the UCITS III directives, but there is no mention of a
TER standard in either of the documents, meaning that the increased use of the TER measure is

not explained by any government document or recommendation.

Results hypothesis 2

<

The regression alphas, written as “_cons” in STATA output, are statistical indications of what the
percent change of fund value from the previous year would be if the only factor influencing fund
development was manager activity. In other words, they represent unit owner benefits from fund
management after the yeatly deduction of management fees and other costs, the net benefit from
voluntary investment in funds. The alphas as well as the average management fees and TERs of
the selected fund population are graphed in Graph 3, while the STATA output is in Tables 2 and

3. The alphas remaining are different for the two regressions, with the second regression, using

Swedish and global Fama-French and Carhart factors in addition to the stock market
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benchmarks, giving larger alphas each year. The factors give additional explanatory power for

returns, and a larger portion of returns can be attributable to unseen factors.

In terms of significance, the alphas suggest that after regressing fund returns on benchmarks
only, the remaining part of fund returns attributable to other factors is very small. When applying
regression (1) to returns, the remaining alphas are statistically insignificant for five out of nine
years (see Table 2 and Graph 3), with only 2003-2005 and 2007 showing alphas that are
significant, albeit small in absolute terms. When adding Fama-French and Carhart factors to
explain returns and using regression (2), the alphas are somewhat stronger (see Table 3 and
Graph 3), with seven years out of nine showing alphas that are statistically less than 10 % likely to
be zero. The maximum alpha, from 2003, is however still clearly below the reported average

management fees and TERs for that year.

Analysis hypothesis 2

The results of this thesis’ regressions match the results of other studies on fund returns, including
the recent Fama and French study. No matter how much active fund management and other
unseen factors improve fund returns in excess of market returns, this benefit to unit owners is
less than the costs charged. The regression alphas are throughout the period lower than the
average management fees and TERs, meaning that equity fund investors have lost money from
investing in the fund, at least in the 1999-2007 period. This similarity with other studies suggests
that the lack of matching fund investment focuses with appropriate benchmarks has not led to
abnormal results with regards to fund alphas. Likewise, average management fees as measured in
the database have remained within a narrow span in the 1999-2007 period, and as mentioned a
recent compilation of fund fee statistics shows that Swedish equity fund fees have varied little in
the 2005-2012 period”’. This suggests the selected funds used are not unrepresentative for the

true population of Swedish equity funds.

The results preceding the law change in 2004 show that alphas and fees charged have not been
static, but a comparison between the results and the developments in SFSA regulations in the
1999-2004 period does not give any plausible explanation. It is also notable that the relationship

between unit owner benefits after deduction of fees is not directly dependent on the observed fee

* http://www.amf.se/Documents/PDF/Rapporter/Avgifter_fondmarknaden_2011.pdf, “Avgifterna pa
fondmarknaden” ("Fund market fees”), p.12, 2011
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or TER levels. Between 1999 and 2000 the funds’ TERs increased greatly but the alphas also
increased. The alphas then increased between 2002 and 2003 while TER decreased by a negligible
degree. This gives the impression that causal relationships between the different variables cannot

be observed before the law change is made effective.

The first yearly reading to have been affected by the law change is the year of 2005, which does
indeed show a noticeable decrease of alpha from 2004 when the benchmarks, the Fama-French
and the Carhart factors are all used as explanatory variables. Also observable is a small increase
in average management fees charged by the selected fund population. These results are consistent
with the second hypothesis. In opposition to these factoids, however, is the decrease in average
TER between 2004 and 2005 and the fact that the observed alphas had been decreasing between
2003 and 2004, one year before the law change was made effective. Also contrary to the second
hypothesis is that the benchmark-only regression gives a slight increase in alpha. The regressions
for 2006 provide alphas that are improvements from the previous year. The average management
fees and TER have decreased as well. Lastly, the year 2007 sees management fees and TER

increasing. However, only the second regression shows any decrease in alphas.

If the law change had had the hypothesized effect on fund company behavior, the management
fee levels, TER levels and the regression alphas would have had less ambiguous trajectories
following the law being made effective in 2004. Specifically, alphas would have decreased and
average TER would have increased more steadily if the hypothesis had been true. What is
observed is a first post-change year with results that are not completely supportive, followed by
one year with results directly opposing what was predicted and a last year providing results more
in line with the predictions of the hypothesis. The readings do not indicate that fund companies
consistently began increasing fees charged to a degree that reduced unit owner benefits from
fund investment. Throughout the period, the relationships between management fees and TER

as well as between TER and alphas have been weak.

Suggestions for further research

The resources used in this thesis, namely the legislative documents selected and the database
used, only allowed for some possible hypotheses regarding the impact of laws and regulations on
the Swedish fund market. A hypothesis needed to be based on explicit and unambiguous changes
in SFSA or parliamentary texts that had binding effects on fund companies or fund operations.
In addition, in order to test whether the law or regulation changes had caused the hypothesized

reaction, the range of possible tests was limited as the database used focused on certain variables



31

and the 1999-2007 time-frame. Expanding the range of legal documents summarized or the
financial data used for testing could allow for new hypotheses and a more complete assessment
of how parliamentary and SFSA actions affect the fund market and private investors. A possible

areas of investigation is the large increase in TER disclosure between 2001 and 2002.

A database covering different characteristics of funds over a different period of time could make
it worthwhile to return to some of the SFSA regulatory codes not selected for examining in this
thesis, or possibly some acts introduced by parliament that affected the fund market indirectly.
For example, information regarding reported customer satisfaction or the number of complaints
filed with Allmdnna Reklamationsnimnden (““The National Board for Costumer Disputes”) could
then be compared with changes to law or regulation concerning fund company responsibilities

towards unit owners.

This thesis uses a more detailed descriptive summary of a limited set of laws and regulations with
a database that only considers funds invested in by Swedish investors. One possible objective of a
future study could be a combination of concepts — applying this thesis’ selection of laws and
regulation for a more detailed summary and a correspondingly detailed database, while also using
Granlund’s idea of comparison between countries®™. While this framework is challenging, since it
requires the assumption that the legal and regulative settings in the two countries selected are
comparative and also entails time-consuming work, it could result in further insights into the

importance of financial legislation.

The statistical testing done in the course of the thesis was applied only to equity funds and the
regressions included both Swedish and global factors to explain fund returns. While it is
appropriate to test equity fund returns against factors derived from stock markets, it is possible
that better matching of fund regional focus with regression factors could have produced more
accurate alphas. For example, regressing the returns of a one-country fund on economic factors
exclusive to said country would provide a better indication of fund manager skills. Finally, using
suitable data for interest rates or monetary market developments could allow for regressions on
the returns of non-equity funds, and a more comprehensive investigation into which types of

funds perform the best compared to relevant benchmarks and the fees charged.

* «“Regulatory Choices in Global Financial Markets: Restoring the Role of Aggregate Utility in the
Shaping of Market Supervision”, Granlund, Peik, 2008
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Implications

Reflections on the law and regulation developments

Over time, more investment options for voluntary fund investment have been made legal, and
correspondingly more active gathering of data and financial awareness is required to assess a
fund’s risk and strategy in any greater detail. Information provided investors has become more
standardized and extensive over time, with the introduction of a management report and
increased requirements for historical comparisons, but after the 2004 act became effective the
printed documents summarizing the information no longer had to be sent by default. The
quarterly reports introduced by SFSA did provide investors with regular information on
exposures, but the information requires internet access, not to mention awareness that the data is

provided by SFSA.

Over time, the legislation and regulation of fund operations in Sweden has become more
permissible for fund operators in and outside of Sweden. Legislators and SFSA appear to have
correspondingly increased protection of investors from information asymmetry and overly risky
fund placements. The new placement statutes introduced in the 2004 act allowed for more types
of investments, but limitations still mandated diversification of risk and SFSA regulatory codes.
The need for a more extensive set of limitations with more contingencies and conditions could
however make the placement conditions more difficult to understand from an average investor’s

perspective.

Sweden’s move towards integration into the European Union and related spheres such as the
European Economic Area is evident in law and SFSA codes. The fact sheet or simplified
prospectus is a feature specified mostly by European directives rather than Swedish legislators,
and the requirement of TER disclosure as well as the placement limitations of the 2004:46 act has
also been specified so as to be harmonized across member states. This means that Swedish
conductors of fund operations meet greater competition and that Swedish investors have more

options if they consider Swedish fund managers to be underperforming.

In terms of customer protection and fund company accountability, important developments
followed the starting point of 1990. The matter of company concern for the common interest of
unit owners has been discussed, but the mandated insurance for legal damages and the legal
liability being extended to certain foreign actors also deserves mention. SFSA ability to enforce
law and regulations as well as the scope of its activities became extended, with gathering of

statistics and increased co-operation with foreign supervisory agencies becoming more common.
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Likewise, previously dispositive guidelines concerning matters like complaints handling became
non-dispositive, increasing SFSA power over fund companies and reducing the potential for
conflicts of interests between investors and companies. The fact that fund companies no longer
have to set fees with the interests of unit owners in mind remains a potential problem, but so far

equity funds’ fees appear to be stable.

Reflections on the statistical results

As even small changes in the yearly costs burdening a fund investment have large effects on total
accumulated wealth over long periods of time, the ability to compare funds using a standardized
value is important to customers. More funds using the TER format allows investors to select
funds with high positive differences between fund returns and fund costs, and reduces
uncertainty and confusion for layman investors. The results show that while the Swedish fund
companies studied have not responded as expected to regulation or legislation, they have adopted
the TER format voluntarily and equity funds cannot be said to have not taken the opportunity to
legally set fees without concern for unit owner interests. While this was not hypothesized, the

results should be encouraging for private investors.

However, when considering results from outside of the hypothesis perspective, the alphas for
Swedish equity funds do not exceed or even match costs even when yearly manager performance
is high. The investors have not necessarily lost money, but they are overcharged for the active
management. Index funds have lower average fees” and the results imply that the loss of fund
alpha potential is minor in comparison. The increasing disclosure of TER, however, means that
private investors can easily observe when they are overcharged and can act on it. The descriptive
review of regulation and law shows that mandated information on costs and historical returns has
become more extensive, and while compliance has not been perfect according to results, the

direction is positive from a customer protection perspective.

Generally, this would imply a better situation for the consumer, if she chooses to take advantage
of legislated information provisions while evaluating alternatives. The previously mentioned study
on consumer’s reaction to information disclosure™ has however shown that that is not always the

casce.

9 “Avgifterna pa fondmarknaden”, p.12, 2011

* “How Does Simplified Disclosure Affect Individuals' Mutual Fund Choices?” Beshears, John & Choi, Laibson,
David & Madrian, Brigitte C., 2009


http://www.nber.org.ez.hhs.se/people/john_beshears
http://www.nber.org.ez.hhs.se/people/brigitte_madrian
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Conclusion

Considering first the development of Swedish law and regulation for the fund market and its
actors, the main impression is that legislators and SFSA are aware of the need for reliable and
useful information flow from the fund companies to different stakeholders, including customers
and SFSA itself. New measurements of costs, fees and risk have been mandated, and relaxed
limitations on fund company operations have been followed by increased monitoring and
prescribed information to customers. Statistical testing involving the database give positive
signals to investors, as information disclosure has increased and the standardized TER format has
been adapted without the demand of regulation or law. Possibly concerning is the fact that
almost a fifth of all funds had not adopted the TER measurement by 2007, raising questions on

SFSA enforcement of its regulation.

The legislative change concerning fund company obligation to serve the interests of unit owners
did not lead to the presumed loss of investor benefits or higher fees, but it seems that the
performance of Swedish equity funds cannot justify charged fees. This is in line with the findings
of other studies, and suggests that despite the efforts to prescribe improved information to
households, it appears few are reacting to the unjustified fee levels. The results of this study
suggests that legislators and SFSA have adequately supported private investors with pressure on
fund companies, and that fund companies have not taken opportunities to set higher fees for
their equity funds. It does seem that equity funds underperform in comparison with their fee

levels. Time will tell if households will expect more of their fund managers in the future.
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Graph 3
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Table 1
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
1999 TER 156 .0123223 0060085  .0043 .022 .007 .01841 2101693  1.608323
Management Fee 2880 0143625 .0039085 .004 .03 .013 .016 0948014 5.331445
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2000 TER 1752 .0164603  .00578 .0031 037 0144 .019 3833673 4.786408
Management Fee 3900 0138994 004324 .002 .03 .013 016 -4661405 4.598221
Obs Mean  Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2001 TER 2472 .0165306 .0065095  .0025 .053 014 .019 1.462182 11.32576
Management Fee 4224 .0141438 .0041896 .002 .03 .013 .016 -.5094234 4.920113
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2002 TER 2928 0154301 .0057544  .0025 .0334 .013 .01889 -.1704941 3.403137
Management Fee 4524 0135199 .0046183 0 .03 .012 016 -.4803398 3.928077
Obs Mean  Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2003 TER 4200 .0154357 .0056754  .0025 .0415 0135 .019 0012165 4.106359
Management Fee 4524 .0133467 .0046614 0 .025 .012 .016 -.6052774 3.629073
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2004 TER 4152 0146922 0053313 .002 .0282 0131 .017 -.4069819 3.098395
Management Fee 4332 0135493 .0047633 0 025 .012 .016 -.5534334 3.495908
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2005 TER 3936 .0145785 .0056465 .002 .0572 .01389 017 1.069397 12.70081
Management Fee 4080  .0137897 .0048269 0 025 0125 016 -.6176739 3.574238
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2006 TER 4272 .0143567 .0052536 .002 .028 .013 .017 -.3086265 3.308104
Management Fee 4428 .0136927 .0049838 0 .025 0125 017 -.503062 3.197529
Obs Mean Std.dev. Min Max  25th Percentile 75th Percentile Skewness Kurtosis
2007 TER 4416 0156968 .0075419 0 .06 .014 .017586 2127624 13.81345
Management Fee 4236 014421 0062248 0 .06 .013 .017 1.904128 17.99454
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Table 2
1999
Obs 3228 R® 04532
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
wortld_sek .6032586  .046241 13.05 0.000 .5125939 6939234
sweden_sek .5312618 .0433613  12.25 0.000 4462433 .6162803
_cons -.0006751 .0012351  -0.55 0.585 -.0030967 0017466
2000
Obs 4308 R® 02521
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek 5111203 .0259113  19.73 0.000 4603207 5619198
sweden_sek 4187454 .0195308 21.44 0.000 380455 4570359
_cons 0002344 .000966 0.24 0.808 -.0016594 0021282
2001
Obs 4500 R’ 0.6406
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek 5810604  .033313 17.44 0.000 5157506 6463702
sweden_sek .4492898 .0187294  23.99 0.000 4125709 4860087
_cons -.0000797  .000716 -0.11 0.911 -.0014834 001324
2002
Obs 4836 R®  0.6862
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek  .638336  .0226559  28.18 0.000 .5939202 6827518
sweden_sek .3821069 .0170121  22.46 0.000 .3487555 4154583
_cons 000611 .0008661 0.71 0.481 -.0010869 002309
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2003
Obs 4764 R®  0.6397
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek .8260685 .0260761  31.68 0.000 7749473 .8771898
sweden_sek .1866392 .0254993 7.32 0.000 1366488 2366296
_cons 0042382 .0005033 8.42 0.000 .0032515 0052248
2004
Obs 4644 R® 04020
Robust
Factor Coefficient Std. Etr. t P>t 95% Confidence Interval
world_sek .6011962 .0249051  24.14 0.000 .5523704 .650022
sweden_sek .5147371  .021697 23.72 0.000 4722007 5572735
_cons -.0030456 .0004586  -6.64 0.000 -.0039446 -.0021466
2005
Obs 4248 R® 05856
Robust
Factor Coefficient Std. Etrr. t P>t 95% Confidence Interval
wortld_sek .6306596  .021223 29.72 0.000 .5890515 6722677
sweden_sek  .59712  .018081 33.02 0.000 5616717 .6325682
_cons -.0029293 .0005398  -543 0.000 -.0039876 -.001871
2006
Obs 4524 R®  0.6050
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek 5973314 .0251482  23.75 0.000 .5480287 6466341
sweden_sek 4326938 .0169656  25.50 0.000 3994329 4659546
_cons 0002479 .0004403 0.56 0.573 -.0006154 0011112
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2007
Obs 4572 R® 04188
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek .4618715  .017978 25.69 0.000 4266258 4971171
sweden_sek 4087898 .0139217  29.36 0.000 3814965 4360832
_cons 003423 .0004195 8.16 0.000 .0026005 0042455
Table 3
1999
Obs 3228 R® 04807
Robust
Factor Coefficient Std. Etr. t P>t 95% Confidence Interval
world_sek 463823 1030207 4.50 0.000 2618302 .6658157
sweden_se 5695566  .0983917 5.79 0.000 3766399 7624732
smb_sek -.578047 .0698259  -8.28 0.000 -.7149546 -.4411393
hml_sek  -.1992902  .0362083  -5.50 0.000 -.270284 -.1282965
mom_sek -.1746799  .0312722  -5.59 0.000 -.2359953 -.1133645
smb_glb 4298997  .0575098 7.48 0.000 3171401 .5426592
hml ¢glb  -1240328 1153371  -1.08 0.282 -.3501744 1021089
mom_glb -.2572522  .0926224  -2.78 0.006 -.4388572 -.0756473
_cons -.001237  .0025099  -0.49 0.622 -.0061582 0036843
2000
Obs 4308 R® 02779
Robust
Factor Coefficient Std. Ert. t P>t 95% Confidence Interval
world_sek .3888268 .0636524 6.11 0.000 2640352 5136184
sweden_sek .190225 .0422892 4.50 0.000 1073164 2731335
smb_sek  .1592699  .0394896 4.03 0.000 0818499 2366899
hml_sek  -.0503408 .0380488  -1.32 0.186 -.1249362 0242545
mom_sek  .1349035 .0408491 3.30 0.001 0548182 .2149889
smb_glb  -2725363 .0850007  -3.21 0.001 -.4391816 -.105891
hml glb  -.0466978  .0803858  -0.58 0.561 -.2042955 1108998
mom_glb  .1866987 .0374702 498 0.000 1132378 2601595

_cons 0025281 .0028972 0.87 0.383 -.0031519 0082081
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2001
Obs 4500 R’ 0.6601
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
wortld_sek 5573384 .0367583  15.16 0.000 4852741 .6294028
sweden_sek .3283222 .0307547  10.68 0.000 2680279 3886166
smb_sek  -.1799187 0257372  -6.99 0.000 -.2303762 -.1294612
hml_sek  -.1779565 .0206413  -8.62 0.000 -.2184235 -.1374894
mom_sek -.0840555 .0094494  -8.90 0.000 -.1025809 -.06553
smb_glb 649667  .041523 15.65 0.000 5682615 7310724
hml ¢glb  -.0421144 .0398127  -1.06 0.290 -.1201668 0359381
mom_glb 2275848  .0298519 7.62 0.000 1690604 2861092
_cons 0022627 .0009063 2.50 0.013 .0004859 0040396
2002
Obs 4836 R®  0.6881
Robust
Factor Coefficient Std. Ert. t P>t 95% Confidence Interval
world_sek .9345349 0688786  13.57 0.000 7995014 1.069568
sweden_sek .0275465 .0641986 0.43 0.668 -.0983119 153405
smb_ sek 0355675  .024819 1.43 0.152 -.013089 .084224
hml_sek  -.2804299  .0553745  -5.06 0.000 -.3889891 -.1718707
mom_sek  .0685323  .023981 2.86 0.004 0215185 115546
smb_glb 2670521  .077055 347 0.001 1159892 418115
hml_glb -.288888  .098447 -2.93 0.003 -.4818889 -.0958871
mom_glb -.0071846  .0394717  -0.18 0.856 -.0845671 .0701979
_cons 0026873  .0012318 218 0.029 0002725 0051021
2003
Obs 4764 R®  0.6497
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek 9186216 .0316578  29.02 0.000 .8565576 9806855
sweden_sek .1830039  .0286696 6.38 0.000 1267981 2392096
smb_sek 0374685  .0202759 1.85 0.065 -.0022816 0772186
hml_sek -.083203 .0147598  -5.04 0.000 -1121391 -.0542668
mom_sek .0715668 .0099805 717 0.000 .0520003 0911332
smb_glb  .0672759  .0548148 1.23 0.220 -.0401864 1747383
hml glb  -.4854021 1247669  -3.89 0.000 -.730003 -.2408011
mom_glb -.1585346  .0222671  -7.12 0.000 -.2021883 -.1148808
_cons 0098807  .0018018 5.48 0.000 0063483 0134131
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2004
Obs 4644 R’ 04197
Robust
Factor Coefficient Std. Etr. t P>t 95% Confidence Interval
world_sek .3804558 .0414699 9.17 0.000 299155 4617566
sweden_sek .408654 .0264681  15.44 0.000 3567638 4605442
smb_sek  -.0006341 02048 -0.03 0.975 -.0407848 .0395165
hml_sek 1135753 .0190381 5.97 0.000 0762515 150899
mom_sek -.0557209 .0163079  -3.42 0.001 -.0876921 -.0237496
smb_glb 3663054  .0566038 6.47 0.000 255335 A772758
hml ¢glb  -1611375 .0565144  -2.85 0.004 -.2719325 -.0503424
mom_glb 14637 .0447841 3.27 0.001 0585719 2341681
_cons -.0053737 .0010304  -5.21 0.000 -.0073938 -.0033535
2005
Obs 4248 R® 05978
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek .7075603 .0274571  25.77 0.000 .6537299 7613907
sweden_sek 49113  .0248374  19.77 0.000 4424357 .5398244
smb_sek  .0691459  .027125 2.55 0.011 0159667 1223252
hml_sek  .2098216  .0292752 7.17 0.000 1524269 2672162
mom_sek 0157371 .0124849 1.26 0.208 -.0087399 040214
smb_glb  -.698436  .1251052  -5.58 0.000 -.9437078 -4531643
hml_glb -.1912834 06401 -2.99 0.003 -.3167766 -.0657902
mom_glb 74123 0687478  10.78 0.000 .6064482 8760117
_cons -.0122645 .0010163 -12.07 0.000 -.014257 -.010272
2006
Obs 4524 R®  0.6217
Robust
Factor Coefficient Std. Err. t P>t 95% Confidence Interval
world_sek .7663731 .0321707  23.82 0.000 7033028 .8294433
sweden_sek 2795771 .0254297  10.99 0.000 2297224 3294318
smb_sek  -.0198975 .0121101  -1.64 0.100 -.0436392 0038443
hml_sek 0099606  .0240133 0.41 0.678 -.0371172 .0570385
mom_sek -.0194228 .0173821  -1.12 0.264 -.0535002 0146546
smb_glb 2495425 .0452496 5.51 0.000 1608311 3382539
hml_glb 2610107  .0618732 4.22 0.000 1397089 3823126
mom_glb 1767055 .0399098 443 0.000 0984627 2549484
_cons 0015969  .000947 1.69 0.092 -.0002597 0034535
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2007

Obs 4572 R® 04495
Robust

Factor Coefficient Std. Etr. t P>t 95% Confidence Interval
world_sek  .553877 .0222152  24.93 0.000 5103245 5974294
sweden_sek .3318598 .0179886  18.45 0.000 2965934 3671262
smb_sek 0673714 .0339877 1.98 0.048 .000739 1340038
hml_sek 0290598  .0247143 1.18 0.240 -.0193921 0775118
mom_sek  .1159863 .0327535 3.54 0.000 0517735 1801991
smb_glb 1583125 .0439945 3.60 0.000 0720619 2445631
hml glb 2048534 .0941509 2.18 0.030 .020272 3894348
mom_glb 3884965 .0443914 8.75 0.000 3014678 4755252
_cons - .0023104 .0008717  -2.65 0.008 -.0040194 -.0006014

Appendix, descriptive summary of legislation

Contentsch.1-4

SFSA
SFSA authorization by law
1
Definitions
Close ties
Disclaimer
Conditions for fund operations under this law
Swedish company intending to conduct fund operations in Sweden
National or special funds
EEA management company intending to operate from branch office in Sweden
EEA fund business intending to operate in Sweden
Non-EEA or non-UCITS management operations from branch office in Sweden
Non-EEA or non-UCITS fund business operations in Sweden
iti of fund busi and dish

2
Primary company requirements for fund operations permit
Conditions for qualified holders and closely tied parties
If depositary is a branch of a foreign entity
Leadership requirements
Starting capital requirement for fund company
In case of close ties across borders
dd | process
Additional capital and means requirements
Swedish fund company intending to operate in EEA from branch office
Swedish fund company intending to operate in EEA without branch office
Swedish fund company intending to operate outside of EEA
Prevention of insider trading
Confidentiality
Legal damages
Legal damages insurance obligation
3
Depositary
Depositary obligations
4
General legislation for investment funds
On contracting
Contract requirements
Eligible contractors
Ineligible contractors
SFSA approval of contracting
Fund rule contents prescribed by law
Approval of fund rules and fund rule changes
Fund unit basics and unit redemption
Registry and notifying customers they are registered
Entrusting of units to another party
Redemption and delaying of redemption
Pledging of units
Information documents
Brochure contents

Fact sheet and additional brochure contents

Additional fund types

Additional risk information to customer

Annual and half-yearly report contents

Auditor comments

Whether i i are sent ically or upon request
Advertising information

SFSA verification of information documents

Yearly information on costs to unit owners

Information to pension savings institutes

Contents ch.5-12

5
General placement instructions

On derivatives

Risk handling system

Primary instrument requirements

Additional eligible monetary market instruments

Holdings in unlisted instruments

Exposures to single issuers of securities, monetary market instruments and bonds
Exceptions to exposures to single issuers for index funds

Exceptions to exposures to single issuers of bonds

Securities with warrants attached

Deposits in credit institutes

Derivatives trading

Calculation of exposure from derivatives trade

Exposure to single counterpart in derivates trading

Conditions for owning units of other funds or fund businesses

Exposure to other funds or fund businesses

Exceptions to other limitations when fund units indirectly increase exposure and ownership concentration

Information document information concerning funds held
Additional limitations

Ownership percentage of other fund units

Limitations across multiple funds managed by the same company

Limitations on exposure to a single company group across several issuers and instruments
Fundamental limitations of fund company activities

Fund company, loans in

Permission to deviate from placement limitations i initial operations

Disposal of excessive instruments

6

On special funds

7

Regarding any fund company operations separate from those in its own funds

8

Fund mergers and splits

Fund reconstitution

Emergency assumption of management by depositary
Fund dissolution

Public announcements of certain events

Duties of managing depositary

10

SFSA scope of supervision and SFSA financing
Supervision within EEA

Reporting new qualified holdings

Qualified holdings across EEA

Approval of new qualified holder

Disposing of qualified holdings

Company reporting duties to SFSA

Ineligible qualified holders

Ineligible parties with close ties

General SFSA supervision objectives

SFSA meetings with fund company board of directors
SFSA auditor

Auditor responsibilities

Special investigator

Ineligible decisions

Grounds for revocation of permit

Ineligible person in leadership

Warning

Informing other agencies in countries where a Swedish company operates
Measures against Swedish fund companies violating regulation abroad
Measures against EEA management companies operating from branch office in Sweden
Measures taken against foreign fund businesses
Operations without permit or application

1

Referal to future prescriptions

12

Non-appealable SFSA decisions

SFSA decision immediacy

SFSA permit decision delays
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SFSA authorizations
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12w orthe fund ules, the depositary s o compensat for the damage
Legal damages nsurance oblgation
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575 1950:1114 1991 Janwary 1

Generalegitaton fo investmen funds

Chapter 4

575 200486 2008 April 1
a

in otheragency.

nother agency.

it ownersdo not answer orlabiltesofthe fund

it owners do not answer forlabiltesof the fund.

fund.
connection provide thefund designation

fund.
connection provide thefund designation

(sallasikerhet’)

the commn nterestof fund unit oeners.

the common nterestof the unit owners.

can actoutsde of the common nterestof unit owners
when stting fees, as managing  fund does notinclude.

[The fund company s to act ndependently of the depositar.

Bs1

manages.
ncontracting

Contractrequirements

manages.

withthe purpose o making operations more fficien.

S5

precie demands
obligations of this v
contractand s agreements,
agreement, it would b I the common nterest of the unit owners
Eigible contractrs
Amanagement contract may b givento
Instrumentsof nother,
2
in1,
3.another foreign company that s
3] under supervisionof authorized agency in home country,
cooperate and communicate.
Ineligble contractors
5FSAapproval of contracting.
demand corections from the counterpart.
Fund ule contents prescribed by law
85 Fund rles ar toinclude.
Name of the fund, the fund company and the depositry Name of the fund, the fund company and the depositary
Otherwie, no
oldings i bonds withcetain ssuers " change.

e baslsfrthecldsonlfund and i e
The basis for sle andre
Ure o et st o e

The b ortheclionl fundand i e
The basis forsle and redempri
e st ks saesssmpaon il W

Howa pledging of nits is made
The fund'sfiscal v

e sale, man
Howa pledging of units is made
T fund'siscalyea

Approval of fund rules and fund rule changes

Forspecial funds:
any specifed ciruit apat from the public the fund s aimed at

Whatisklevel i sought snd which measurement of sk s used

» Changes.
they willbe informed of t.
atmost-
three months after SFSA approva f the new fund ules. three months after SFSA approva f the new fund ules
Fund unt basicsand unitredemption
units units
par The unit The it
wnitvalue. unitalve,
Reistry and noifying customersthey are registered
316 Registry s t be keptof all unit owners. 115 Registy s o e kept of all unit owners
access and ok through . access and look through .
s his
25 where brochure andreports can b abtained. 35 where brochur, fact sheet and reports canbe obtained,
Entrusing of units  ancther party
e s
theregi the regit
the owner waives this service. the owner waves this service.
Greumstances for the permit nolonger exist ircumstances for the perit nolonger exist.
Redemption and delaying o redempiion
erels
redeemed redeemed.
Pledging of uits
228 145 3
pledged
tha manag witha manager
nformation documents.
265 One Information brochure st be set up foreach und. 158
Hlowingforgrester conformity without SFSA provicing
althe details tobe ncluded. The fact sheets
roduced.
Brachure contents
he brochur i to incluce. e brochure i to include
1 fund rules, L fund ules,
2 acditonal nformation nseded tosscess fund aperations
investnginie, e provided, withthe 2004 law addingrisk nformation
requirement. SFSA s thereby given more responsibility
ojudge whatssufficent forcustomers.
a
the brochure 3 detachatle prt
Factsheet and addtiona brochure contents
165 her than
mandated by SFSA.
L1 whichasset ypes/categories fund means may be placed, and
2 i
e ofderivatives may affec th isk proile
Additonalfund ypes
disclosure of casify thefund dearly
and monetary market nstruments o if the fund is anindex fund notjust b regulation
2 Auseful
methods used, and
B Jistof
placed
factsheetandall
promotionsl matera. have higher sk
Additonal isk nformation o customer
the mostimportant asze categories fo the fund.
Annual and hlf-yesrty report contents
report report
eachfund, eachfund,
Auditorcomments
the annusl report
whether demanded o not.
tobe
availableat thefund company and depositary.
demand iven orsent tothe prospective buyer, provicinginformation on yearly costs. yearly that the nformation documents can be st free
of charge
Advertsing nformation
ferwill theofferwil
SFSAverfication of information documents
completion
Vearly information on costs to it owners
235 25 Asof tod
ofthe sbolute cost
other party. The information can be summet foral units this party caresfo. other party. The information can be summes foraluntsthisparty caresfor.
Information t pension savings nstitues
totheretrement savins nstitute. tothe retirement savings nsttue.
per

v

per

it
forstorage of fund assets.

forstorage of fund assets.
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ses1sm01114 1551 amuary 1

Onspedl funds

Regaring ny fund companyoperations separat from those it own frcs

und mergers and it

Chapters 6 -9

7S 200845 2004 Apil 1
.

15

SFS1990:11141991 January 1

SFSA scope of supervsion and SFSA financing

Chapter 10

5 2004:46 2004 Aprl 1

They shallprovide:

strbution f placements considering the rearements tht should be met or sk
dversiicton

delverorreceive the underying et

e fund les for 8 special fund wil spey
stype of customer i the und i ot simed s the publc

Whatparts of th aw s xempt rom, and
what s vl sought and whih isk messurementis used

ter 735 permision, a5 partof peratons

fund company.
2 eceive means, and
5 gvenvestment adiceregarding nsruments.

beforehans

Permitsi e

1
aent,

5 merger s notunsutale from penerl perpectie

5 merger i ot unsutabe from ganeral erspective

mergencysssumption of mansgemen b deposiary

2
forcollctive investments

s

1.5F5A revoke the und company's ermit,
2 thefund company i iz or
3 the fund company s made bankrupt.

1
L5F5A ovokesth fund company's prmit,
2 th und company I uidzed o

5 the fund company s made bankeupt

assumed by deposiry.

sssum by deposiry.

company.

company.

alowotherwise

fund dsoluion

snfe tofundunit owners.

hiftedtofund unit ourers

0¢s 0 the common nhertance und.
Publicamouncements of cotain verts

1o the ommon nheritance fund

sndposted

peniyatthefund company and depostary
L Transtering offund management o other manager
2 Transtering o fund mansgement o depositary

Post.cch ke Taningar”andposted apenly
fund company and depostary

L Transfering f fund management 0 ather mansger

2 Trasfering of fund management todeposiary

3

e ransteingpaty i responsibe o the amncuncement
575 allows excepionf there e particulrrasons.

The vansfring ary s rsporsine for the amouncament.
555K lows exception  ther e paricular easons
Dutiesof mansging depostry

management The sie of the compensaton's t beapproved by SF5A.

59519%0.1114 199 sy 1

Referai o future prescripions

ot sppesable

management The sizeof the compensatonis o be approsed by FSA.

Chapters 11 & 12

553 2004452008 Api .

u

fees as dircted by SFSA

1
prescrptons or

L whatcounts forstarting sl

how calulation and discosue of 3 specil fund's sk eve s done.

depoitareswil pravide fo sgency spervion an,
8 fees forsupervsion

u

Al other 54 deciions may b sppesied
438 Revocaton may b efecive immediately.

sesh perit deciion delays

Al other ¢34 deisonsmaybe appesied

consdere deries

consderad denied,

il seen 3¢ unfit o further o the suthoized sgency

more wniaue Supervision within EEA
25
situated in Sweden
development EA country fellow agencies within EEA, improving supervision.
Specil funds may beunsutabeforesssovent
mestors Reporting new quaified holdings
This s now presrbed by law, ot Just 754 asa
hisis usully more applcableto 2 specil und fund
acauistion that increases a qualified holding. companies.
1 of P Iz
shares,or
2.50 that the fund company becomes daughter company.
then apply for permission within six months.
Qualified holdings across EEA
E€A countryif
‘company to or would come under control of
‘company or insurance company,
2.2 mother company to company under point 1, or
3.2 physical orlegl person controlling a company under point 1
Approval of new qualified holder
reason to assume the acquirer order to ensure eligibiity and good faithof significant.
holder
‘company aperations, and
A
or ot
tcan b
fonds
given e
decision within three months of application.
Disposing of qualfied holdings
65
0, timits,
SFsA,
Company reporting duties to SFSA
75 2
thata20,
thistoSFSA
holdings of company shares and the respective holdings. ownership
85
urgently report changes oits leadership to SFSA. significant nfluence over fund companies.
Ineligible qualified holders
9
qualificationlimit.
5 SFSA may
egree they are covered by permission requirement.
108 o
1§
26 1f
home town, and the other partyis compensated by the share owner.
Inellgible parties with close ties
15
t0n extent that removes the obstruction.
meetings. fund companies
General SFsA supervision objectives
15
supervision. encouraged.
itnecessary
SFSA meetings with fund company board of directors
SFsA auditor
i dit fund company
work. This compensation i specified by SFSA. work. This compensation i specified by SFSA.
Auditor responsibilities
6as s
may
P 1
operations operations
2.affect its future operations negatively, or 2.affect s future operations negatively, or
3 3 an
offcial critcism, offiial criticism.
company the und company has equivalent tes with company the und company has equivalent ties with.
Specialinvestigator
6bs P 185 ppoi
fora fund company fora fund company. shareholder meeting
Ineligible decisions.
196
instead n sepaatecrdnance. The 2004 ct lso s tion, he decision s
speialcrdnance rearéing SFSA authoizaton. S the i
A" st in this ok
Grounds for revocation of permit
P 205 the
fund company
1 permit,
permit
2 has declined the permit,
3
5.0 longer meets conditions for the permit, o
it fund
otherwise, or P
operations
within three months of this becoming known make corrections or cease operations within three months required capitl strength
Ineligible person in leadership
the law, the for
€05, board
members o
Warning
unsuitability for operations
25
i their country has its Swedish fund company offers it fund units i,
permitrevoked, is warned or 1
grounds forrevocation of permit o any warning s given.
2
25
asin 19211
taken
28
corrections.
home country.
i itmay be

Measures taken againstforeign fund businesses

aninthat case make SESA remove the prohibition
2561,

prohibit company from new transactions n Sweden.

s

5

The measure

Isto be reported to an authorized agency i the business’ home country

it

agency i the business’ home country

aasir
permit

authorized agency n the business’ home county.

Operations without permitor application
6 11

due appl Fsh will Fsh will

operations. Is not vident that the law applies to operations.

foreign fund business

forelgn fund business.
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Appendix, descriptive summary of SFSA regulation

Shectname  Maintopcandsubopics

Contents

shoat

w Preseptions frnormationrochures s somra 199701
Frisorn FET
@ Frsenpion Torpermitspcaton: T [ETrn
s v 2008ppn 1
s e 2008 aruar 1
T e ol e e ooy one T EeT =
compesdr s oo
Annusepor s 200 amary 1
PRy s on2 e
Derates otdngs
5, Crange
A8 Fund dvelopmant
ity e
& T e T
Secutor o i s 020 prre—
oo et e o e s on2 Hounpnit
w e Tt
incoported i the 2043 resciptons, thereby cusEunEs)
becomingegustios athr than g e
Complaints hnding. e
cuoenes) fraym—
e rrrumv(nmzlw
Empioyecs parsonl 19300021
et overane nd o
™ Frempton oo T T
s i axoupin
s 0N aoeapi

Information brochures

Investment brochure:
FFFS 1997:111997 May 1

(18, Fund rules] The fund rulesare to be included in the information brochure

FFFS 2004:2 2004 April 1

18, Fund rules] The fund rules are to be included in the nformation brochure.

Added (18,
are needied to understand the fund and its associated rik.
(18 Vitals] UBVitas]
fund company designation, postal address, Removed
the designation and address o the depositary Removed
company;
quity Removed
the judicial status of the fund and its shares; Removed
the date on which the permit for fund operations was issued; Removed
o £0, vice CEO and other Removed
for company operations;
pany  Removed, )
the other party;
h Removed
other activities when relevant;
z Nochange
about where annual and half-yearly reports are found
Nochange
Nochange
o :
fund value
Removed
(areferral tothe annual report may serve)
Removed
referralto the annual report may serve)
Nochange
exchange rateloss o other losses
Removed
practice short selling and enter swap agreements
Removed
e Nochange
beinformed i such a case.
18 other costs] Removed
n ag e
‘analyss etc. soft commission) this wil be partiularly noted.
8 changes] Nochange

the placement strategy.

unit sales or redemption in any way.

Added: 18, )
functions and the identity of any contractors.
‘Added: 15,

special fund

he management methods and instrument categories used.

Added: 18,
for more than 35% of fund value, all bond issuers are to b listed

s fromEEA]

Applications for permits

res s zmosoni 1.

e
Vit st et i e

g mion e o i
{e. i g s e wile oot g et

e ooy deniodspesed e e rzion s o e

e Dertol i e s st
e st f s

i o s s et
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il aperationswill e  dectionof oy s 1 o a0

bt 4, copy o]

At 3, Lo st of e cotsctr].

copof h s of seocaion

Oesaionss the o mestng e i

{40 Quaitieshoids)
A descrponof cmpany ownersip s,

Copsaon) e o mmwvwma'amwamemub

i vastarcon)

{40 Offiss)
Deigation of D, deputy CE0 s b ffci's

O scations kg nd et xprenc g il
w nesoonsiiies
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Fact s

Factsheet
FFFS 2004022004 April 1

heets

5 2005:14 2006 January 1

(7S customertargets)  description ofthe target roup,

tratey of th fund.nthisinformationth folowingwill e givn.
‘Adescrption of the goal pursued by the fund i s placements,

losses, and mitations tothese gusranees.

incices.
Wiich ssetsth fund may make placementsin.

the ke,

ther duraton and credi rtigs.

P

Nochange
Nochange

bl for
provided

extent to whichthefund may deviate from the ndex;

Nochange

value ofthe asset il hereby be affected (market k)

sl
(rae ik or aurrencyris
—tiss assotated withconcentrations of sssts or markets
No

feas orsales and rederption exist
Nochange

he

Nochnge

2 guarantee orfuture retuns.
Changee:
compared withthe average annual yild of the comparson abject,
Nochange

R, h Nochange
TR ~information
e
any agreements forallocationof fees.
IFS o ottty e of i st ormsionan  Nochge
e inthe fund s o b suppli

(FS g e ot e i e s o h o pys s Nochange
Nochange

public
Nochange
Nochange

Supervision f the fund and the company th manages the fund. -Information on

complains offcer and—The publcation date of the factsheet.

{65, Annualand hll-yearly repors] Now Included i the fctsheet Nochange

@ Nochange

management methods and nstrument categories usd.

s Nochange

than 35% o fund value, all bondisuersar tobe lsted

Derivatives

Derivatives

FFFS1997:111997 May 1

FFFS 200422004 April 1
-Added [Leverage]

with
ptions. After 12 Value-at-Risk
exposure calculation could be used
[Clearing) Removed
authorized entity
[Counterparts] Nochange
enter. marke.
enter. P of an
the market. contracts
market.
call Removed [Call
of
i lia, Hong Kon, J d dthe
2 authorized
the aforementioned countries.
afund Removed
Thatis,
or:
instruments.
[Currency  with the purpose Removed the purpose k
i placement
objectives outlined in the fund rules
afund through the
use law. A fund 100% s, leverage.
pany v
Removed
same security. Spot purchases may not be used for netting
quidity] Nochange quidity]
security. The v quidity,
P
securities
securities come to payment.
Nochange
security or sell
toactual the security.
underlying basis for its value.
it
lead to delivery fund,

that have a high correlation with the underlying asset of the derivative.

[swaps] Removed
eligible accarding to the fund rules.
Removed
10% gs. The
highest total trade in options, fut
other categories of 20%of FSA grant
exceptions to this.
50% of fund holdings. than 20% of fund holdings
I Nochange
only against security and on conditions customary for the market.
[Exposure: e
" it Issued call options or held put
B
exposurel:In
rule,
amount. G The
forbid

holding negatie exposure i asingle curency, sinele stock o ingle market.Fund trade

the fund.
dded [OTC Derivatives]

Venualrepord]  FFFS 199711 1997 May 1

3 s dos

Income stement]
A, fond o] M lum!hw\dmgs] e e s slectedos
e

Reports

FEFS 2002202008 anaary 1

the acounting 3y

Simiar ranssctonsn regular market raumstaces i the nes period

maretof he et

ffering e intended s ubjct 10 tgulrrade n sy of th shove
ypes of venses and ] othersecurtes snd fnandslinstuments.

e i 80 b b on th fund'svestmentcbjectivs with
pecotogmtiol e sy oraor i

Tatiangstofores
e et
ormis i ot rtrtnd

 inform how e

eratives

nof fundtrsl

eyttt Nochange

hoeings] traded i ptions futures s francl

it und hs perrit o
bt sl e i e

eport.
fundwith standardized snd

Optionsand s heldand sued b he
sandardsed mumant e
it ngoingsnd outgingons
A Chnesto AR Cungestohlane A gera e of hares e nd o danee
holings] hlings of securies and other inancalnsruments under e fscal.
98, fun AR Fund deelopmrti o sl o sl i vl o e
Gevelopment]  funddevelopmentunderthe fisal year,with formation o

s ddon

e ngesof ity s il tmens

olue anges o e bearig il suments

re o s o e e g heearora

specfiedexemplayholing fshares held under

e entre fscayear

interest cots thercosts o bespefednnotes)

snd specificationof hanges nthe

naholing.

und e
\Numn(nmpnmnl e srnualreports o

vt furd ni sl st he e fthe
ety

et year eport

ekerornla - ags

e sameyear forrlevant comparative ndex i prcent
ded |s‘m,m_aw development] Holdingsat

Ptd st fom redemeion

ettty

FrFS 200022008 prl 1

Nochnge
Nocrne
Nocrge

Nocwange

Nocrnge

Nocwange

Nocrnge

L TR
fundoperstonsand developmens forth acounting perod” crange
1, hleigs] o the past half ear
11, derivatves hldings o the past ralf e
48 e o oot bl e
{Management o
portl outiningofcotents. ahange
ndded: [ Cranges] Nochange
g e dargs e e ey v
sgifianteffectonf
g e s o
I inthe comparatve ndex
Persommel changs o organiationchanges
now o incudd nthe mansgement report
At (MR Aeiew o total masgement costs] Nochnge
3 held throughout th e with any didends reinuested n new unts.
e M Transactons within corporste groue]. Nochnge
selinfemens ol et companise i e nd
ooy copsre i, par o't umee,
o e e e i s vsoa e veed o dhnge
e o e
[ — FEFS 20042 2008 April 1 FFFS 200514 2008 fanuary 1 i 0 200402 with one
etical rangeto R, Cstomer awaveness o rtes].
Nocnnge
i Nochange
i, Nochange
make placements,
descived
simiarwil b deserbed.
" It Nochange
agseements o simia greementsandi th investent sprosch con
change fom .
1o s prmisionto v o s i Wohnge Nochange
353%of fund holings, s 0 be spclie
i reions) o scane or i doss o e e Removed Nochange
desinatedf ade volues nstruments std nstock exchar
horized marketplces I EUand EFTA countes as wll s Australa,
Kong, span, Canads,Sngpore and e U, Tis under
Condition hat h fund e westment objectives sate that mezne
il tacedinsoch ecurtiesandinstments. The shove o holds
o ool sted and open markets i the namec countries. What
ven above s conditonsl o the stock xchange, authorized
e —
It I ¥ Nochange
he extent
16, Uit todervatves uel The highestgure,npercentageof und. Removed Nochange
weslth, Whih th fund atany tme may put aide forbuying otons,
ftures and otherinstruments nlcing fes o securtes oans. The
otalsecuiy i, Ffond weath,which the fund atany
e mar ot e e of v i i s, s rd e
Nochange
publc
[FR,Dividends or enwestment] Whether the fnd enwests arings o Nochane. Nochange
oy diidends. f he e, the i forsuin didends ogther
ith the bassfor ddends,sucha proceeds o fund oldings,
emainderrom st year,relzed and unvslzed appreciation o ther
ool e, dted mes e ed s rew e
fandtns s
ot i st i s e e oo Nochnge
hen secing sileand recemption atesforfnd s
i#i. o
knowr by the customeratthe ime when sl or
Eer—
{5 Sale nd ederption fecs] I he fund company asks afeefor  Hochange Mo
selling orexchaningfundunts th fnd s il o howthe.
et e clulted. T masimus e thit my b chaged wilbe.
ven s prcentag of fundunt vlue.
i henged Nochange
ofundvae.
vale,
Nochange
fundrtes
Addd: Furdrame] Nochange
et [tatus] Wethr th furd 3 UCT o 3 specil Nocrange
Nochange

iahts o ssume abiles.

e Nochmge
ekbenchmar 0 b relevant for th mansgement peraions.

Nochnge
make plcements

Nochnge
sny o th followingsateges e used:
oldings inbonds
Svares notherfunds o “significant” degree
placementsincommoditis derates

Nochange
under uhih objectve conditonssuchamessur < posble,

Nochnge
that ke valuation o fund olings and equal eatment ofunt holders
imposste.

Nochange
ciosed, with pecicaton of the aring el st which th e may b chrged

Nochange
pldge theiunit s oan sfeties orassgn themto  third pary.
uners b both thecompany and the SFSA would concluce the und e

Nochange
the fung

Nochge
the publicor artcta I mied crcitof pecpe 1 20, e s 1o b
desebes
Forspecilfunds oy [Devations from lacement e of CITS] Nochange

Nocrange

ity the fnd e of 2 specl fonwil nfom when pprowats urit e 5
sonounc
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Quarterlv reports

General guidelines

Complaints handling

FFFS 1996:25 (GENERAL GUIDELINES) 1997 January 1 FFFS 2004:2 2004 April 1

FFFS 1996:25 were inthe :
P Removed
financial markets.
improvement of services.
dling] Correct Changed:

(Complaint definition] Customer dissatisfaction where it s clear the institute s~ Chs

regarding a product. General
financial service,
{internal plaints] ol Added: age “The interal
i for internally. Through
be o
personnel in case Removed, ” Leg.
if SFsAh: di torefertol
aninstitute’s complaints handling.
, and s Nochange
h: to
be especially heeded.
[Delay] If answer not given within 14 days the plaintive should be informed  No change
about the state of the handling process.
(Dismissal] f the Added: i
ive i matter.
further, e.g. i or
Bankbyrd and municipal agencies.
(Compl: hival] follow-up of ,withthe  Added: was. and
duration of documentation storage dependent on the nature of the case, the  problem preparedness in mind.
needs of the institution and the needs of the plaintive,
thics
FFFS 1998:22 (GENERAL GUIDELINES) 1999 January 1 FFFS 2004:2 2004 April 1
[Role of ethics guidelines] FFFS 2004:2 The FFFS 1998 dded as a chapter in the , but
dherence] 1959
January 1
[Role of ethics guidelines] Ensure public trust in the financial markets and No change
toserve for
ethical course
legislation does not limit or instruct.
Z itis. Changed: tis not
guidelines of group i suitable. All ethical guidelines are to be agreed upon and documented by the
to be agreed upon and documented by the board of directors, and revised when  board of directors, and revised when needed.
needed
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