AMFI Best Practices Guidelines Circular No.10/2005-06 – Process Note 


SEBI Circular no.SEBI/IMD/CIR No.1/42529/05 dated June 14, 2005 on the 20 / 25 Rule – 

Manner & Procedure for monitoring the limit of 25%

The purpose of this note is to explain the methodology for calculating the breach of 25% limit and the action to be taken by the Mutual Fund/ Investors, in terms of the Circular no. SEBI/IMD/CIR No.1/42529/05 dated June 14, 2005. The note intends to be a guide for the mutual funds to follow a consistent method of calculation. 
1) Criteria for minimum 20 investors:  There is no change in the requirement to monitor the condition of minimum 20 live investors (investors having greater  than zero balance as at the end of business day are deemed as live investors for that particular business day). Hence, if the scheme (portfolio) has less than 20 investors on a average basis for a calendar quarter, the scheme would be wound up as per the SEBI circular SEBI/IMD/CIR No. 10/22701/03 dated December 12, 2003. Since the criterion is the average for the calendar quarter, it is recommended to monitor at monthly intervals and AMC may implement appropriate action.

2) Criteria for the monitoring that no single investor should account for more than 25% of the corpus of the scheme (at portfolio level).    

The end of each month all the schemes will be monitored for compliance of 20/25 Rule.  Based on this monitoring AMC can initiate appropriate steps to ensure that investors conform to the criteria by not exceeding 25% of the corpus.  The spirit of  the legislation is to ensure that there is adequate level of monitoring by  AMC to ensure compliance and in rare instances breach of 25% rule would be  identified based on quarterly average, at the end of the quarter.

In order to track the investor’s holding rather than the folio/account’s holdings, the Fund Houses are recommended to track the investors at the master folio/master account (whatever be the terminology used by the fund houses) level.  In addition since there is a possibility of an investor holding multiple Accounts, it is suggested that the account is identified for the purpose of aggregation to comply with 20/25 Rule by using a common parameter like PAN. In case of multiple folios, the sequence or the order of the compulsory redemption is left to the discretion of the fund house in consultation with the investor.

For NFO, both the criteria i.e. minimum no. of investors (20) and 25% needs to be followed and since the clarificatory Circular is only for clarifying the 25% monitoring, we feel that the original Circular no SEBI/IMD/CIR No. 10/22701/03 dated December 12, 2003 will prevail.

       In the event of any investor not complying with 25% regulation, the following methodology is suggested:

(An example is given below to clarify the methodology. The quarter considered in this example is April 1 to June 30, the rebalancing period is one month ended July 31 and 15 day notice period ends on August 15th)

Step-1 : Work out the daily average holding value of the investors as percentage of daily average net asset for the entire quarter, at the end of the   quarter to identify the investors who have breached 25% limit. The average % is arrived at by dividing the total of the daily % holding of the investor on each day of the  quarter with the total number of days in the quarter.

Step-2 : As on 30th June identify the percentage of holding of such investors to the scheme corpus.

Following scenarios are likely to emerge:

(i) Investors “A” and “B” have breached the quarterly average of 25% and also as on 30th June their holding in the scheme is in excess of 25% of the scheme corpus.

ACTION:  These investors need to be monitored during the rebalancing period of July.  

(ii) Investors “C” and “D” have breached the limit of 25% based on quarterly average, but their AUM is less than 25% as on 30th June.

ACTION: Such investors holding has to be monitored at the end of the rebalancing period to ensure that such investors have less than 25% of corpus of the scheme on that date

(iii) No investor has breached the 25% limit for the quarter; however one investor “X” has greater than 25% of scheme corpus as on 30th June.

ACTION: Under such circumstances there is no breach of 25% limit for the quarter and monitoring of succeeding quarter will result in

identification of breach by investor “X”.

REBALANCING PERIOD

During this period monitor only investors who have breached 25% limit based on the quarterly average (investors A, B, C and D as per this

illustration).   During the period of rebalancing, i.e. 1st July to 31st July, investor’s holding should be less than 25% of the net assets in the scheme as on the last day of rebalancing. The average holding for the month is not relevant as even if the average is more than 25% but the holding as at the end of the month is less than 25%, it would be treated as rebalanced.  Therefore it is recommended to verify the 20/25 compliance at the end of rebalancing period. Rebalancing could have happened either because of redemption or on account of increase in net asset.  At the end of rebalancing period, following scenarios are likely:

1. Investor “A” has greater than 25% of net assets as on 31st July.

ACTION: AMC to communicate to the investor advising him to redeem excess exposure to comply with 25% norm after redemption, based on the AUM as on 31st  July  on or before 15th August.

2. At the end of rebalancing period, investor “C” is found to have less than 25% of corpus as on  31st July.

ACTION: No action is required and the investor will continue to retain his balance, but will be subject to monitoring during the

quarter July to Sep.

For the sake of clarity the following points may be noted:

1. If the investor has redeemed all units (so that the holding of the investor after redemption is 25% of the AUM based on 31st July AUM ) within 15 days, then it satisfies the SEBI requirement. Otherwise, the AMC has to compulsorily redeem the units ( so that the holding of the investor after redemption is 25% of the AUM based on 31st July AUM) at the end of 15 days at the prevailing NAV. 

2. If the investor has redeemed part of the units (in excess of 25% as on 31st July) within 15 days, AMC has to compulsorily redeem the remaining of such units (so that the holding of the investor after redemption is 25% of the AUM based on 31st July AUM) at the end of 15 days at the prevailing NAV.

3. Due to any corporate action (bonus or dividend reinvestment), if the units in the investor's account are more than the units (in excess of 25% as on 31st July) frozen for redemption then the units to be redeemed would be increased to the extent of the corporate action on those units. 

In order to have a consistent approach for rebalancing,  the identified amount on the last day of rebalancing period (so that the holding of the investor   after redemption is 25% of the AUM based on 31st July AUM)  may be expressed in units – let us say N.  The investor must be intimated to redeem  the identified excess exposure, of N units, during the 15 days notice period.  For uniformity, it is suggested to redeem N units irrespective of the movement of the corpus.

In addition in respect of investors identified to have breached the regulation during the rebalancing period as well as subsequent notice period, additional subscription may be prevented.

For the sake of clarity the following points may be noted:

1. Average holding for the month during the rebalancing period need not be monitored, as the action to be taken solely depends on the holding position as on the last day of the rebalancing month.

2. The units to be redeemed, based on the holding position as on the last day of the rebalancing month, would be determined in such a way that the investor’s holding post the redemption should be 25% of the scheme as on the same date.

3. If the investor has redeemed the identified  units, to comply with 25% criteria based on the AUM on the last day of the rebalancing period,  within 15 days, then it satisfies the SEBI requirement. Otherwise, the AMC has to compulsorily redeem these units at the end of 15 days at the prevailing NAV. 

4. If the Units in the investor's account are less than those frozen for redemption on July 31st, due to partial redemption by the investor, then units to be redeemed = (Units frozen for redemption – Units partially redeemed by the investor).

5. If the units in the investor's account are more than the units frozen for redemption due to any corporate action (bonus or dividend reinvestment) then the units to be redeemed would be increased to the extent of the corporate action on those units. 
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6. 
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Consider a portfolio in an existing open ended  scheme for the quarter April-June 





Calculate the average No.  of investors in the portfolio during the quarter 





Calculate the holding of each investor as % of AUM for the quarter





Average number of investors is less than 20





Wind up the scheme as per SEBI circular dtd 12.12.03





The scheme continues





YES





NO





Identify the investors who hold more than 25% of the Avg scheme corpus at the end of the quarter





No action to be taken





NONE





Monitor these investors at the end of rebalancing period for the holding during the period





One or more investors





Rebalance by redeeming appropriate number of units to ensure compliance of 25% criteria by such investors post redemption based on AUM as on 31 July , before 15th August 2005





Continue monitoring next quarter





No investor





One or more investors
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Monitored Investors

		Calculation of breach of 25% condition - Rebalancing period and subsequent redemption

				Scenario 1-Investor A								Scenario 2-Investor C

				July								July

				Average		As on						Average		As on

				for the month		31-Jul						for the month		31-Jul

		Average Net Assets of the Portfolio		100,000.00						Average Net Assets of the Portfolio		100,000.00

		Average Net Assets of the Investor		28,000.00						Average Net Assets of the Investor		23,000.00

		Average % Holding for the quarter		28.00%						Average % Holding for the quarter		23.00%

		Net Assets of the Portfolio				90,000.00				Net Assets of the Portfolio				90,000.00

		Net Assets of the Investor				25,000.00				Net Assets of the Investor				22,000.00

		% Holding to the Net Assets				27.78%				% Holding to the Net Assets				24.44%

		NAV				14.00				NAV				14.00

		Units				1,785.71				Units				1,571.43

		Value of holding above 25% (Rs.)				3,335.00				Value of holding above 25% (Rs.)				0.00

		Units to be redeemed to comply				238.21				Units for 25% holding				1,607.14

		Units after redemption				1,547.50				Units to be redeemed				0.00

		Holding after redemption				21,665.00

		AUM after redemption				86,665.00

		% holding after redemption				25.00%

		25% rule is not complied with as on 31st July. Redeem excess of 25% as computed in units on or before 15th Aug. The redemption has to result in the holding (after redemption) of 25% of the AUM of the scheme/portfolio. The avg holding of 28% is not relevant.								At the end of the rebalancing period, the investor has met the criteria of holding on 31st July.  No Action.
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