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Regulatory

ICI Posts Comment Letter on SEC Focus Group About the Mutual Fund Prospectus Proposal (MF) 

8.31.2008  The Investment Company Institute (the “ICI”), the trade group for the mutual fund industry, has 
posted a comment letter addressed to the SEC regarding the SEC’s focus group used in conjunction with 
the mutual fund prospectus delivery and disclosure proposal.  In general, the ICI reiterated its strong 
support for the SEC's proposal to permit funds to provide investors with a summary prospectus, and 
make additional information available on the Internet or upon request.  Additionally, the ICI urged the SEC 
to move forward as soon as possible. 

The letter reviewed the findings of a recent SEC focus group survey on the new prospectus.  Focus group 
participants were generally in favor of the concept of providing investors with a streamlined disclosure 
document and making more information available online and upon request.  They were able and willing to 
use the Internet to access additional investment information, including quarterly updates of performance 
and portfolio holdings information.  The ICI disagreed with one conclusion drawn from the focus groups 
that top ten portfolio holdings should be disclosed in the summary prospectus.  

The results from the SEC's focus groups included the following findings, among others: 

• 94% percent of investors generally supported the concept of receiving a short-form prospectus, 
so long as additional information is available upon request.  Some focus group participants 
viewed the short-form document as a tool in determining whether or not to pursue additional 
research about a given fund. 
 

• 90% of people who purchased mutual funds in the last five years have Internet access; 
 

• 54% reported using the Internet to make investment decisions; and 
 

• participants generally agreed that they would like to see performance information updated at least 
every six months or quarter, and there was virtually unanimous willingness to obtain such results 
on the Internet. 

Click http://www.ici.org/new/08_sec_prospectus_disc_com.html#TopOfPage to access the letter. 

New Anti-Money Laundering Compliance Initiatives Announced (MF) 

8.7.2008  The SEC has announced two new anti-money laundering compliance initiatives.  First, the SEC 
created the “AML Source Tool for Mutual Funds,” which was originally developed for use by SEC 
examiners in the Office of Compliance Inspections and Examinations (OCIE).  It provides links to key 
AML laws, rules and related guidance to help mutual funds maintain their AML compliance programs as 
required under law.  The AML Source Tool for Mutual Funds puts all mutual fund AML requirements in 
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one location, in an effort to make it easy for mutual funds to understand their AML compliance obligations 
in their ongoing efforts to prevent money laundering. 

Second, the SEC created the “SEC SAR Alert Message Line” to centralize calls made to the SEC about 
suspicious activity report (“SAR”) filings.  In 2001, the USA PATRIOT Act expanded the scope of the Bank 
Secrecy Act (“BSA”).  As a result, broker-dealers and mutual funds became subject to regulations 
requiring them to file SARs.  As provided in the SAR rules, in situations involving violations that require 
immediate attention, firms must immediately telephone an appropriate law enforcement authority in 
addition to filing a SAR.   

Click http://www.sec.gov/news/press/2008/2008-170.htm to access a press release about the initiative. 

Goldman Sachs Obtains No-Action Relief to Engage in Certain Principal Transactions with Mutual 
Funds (MF) 
 
8.19.2008  Goldman Sachs Asset Management L.P. and Goldman Sachs Asset Management 
International  (the "Advisers") provide investment advisory services to certain investment companies (the 
“Funds”). Goldman Sachs & Co. ("GS&Co.") is the principal underwriter for the Funds. Advisers are 
affiliated persons of GS&Co. GS&Co. also is the principal underwriter for certain fixed income securities 
offerings that involve:  

• two or more co-issuers ("co-issuer underwritings"); and 
 

• securities of which the payment of principal and interest are fully guaranteed by a guarantor 
("guarantor underwritings") (together with co-issuer underwritings, "GS&Co. Offerings"). 

Each co-issuer underwriting involves: (a) an issuer ("Co-Issuer A") that is a company which has been in 
continuous operation for at least three years; and (b) a separate issuer ("Co-Issuer B"), which may have 
been in existence for less than three years at the time of the securities offering, that is either a wholly 
owned subsidiary of Co-Issuer A or is under common control with Co-Issuer A and that may have nominal 
assets and revenue. Each of Co-Issuer A and Co-Issuer B are responsible unconditionally for 100% of 
the payment of principal and interest on the fixed income securities purchased by a Fund.  Any Fund that 
acquires such securities would have direct recourse against each of Co-Issuer A and Co-Issuer B in the 
event that 100% of the payment of principal and interest on the securities is not made. 

The fixed income securities offered in a guarantor underwriting are backed by the unconditional 
guarantee of an established company ("Guarantor") that has been in continuous operation for at least 
three years. The guarantee provides for the payment in full of principal and interest on the securities 
purchased by a Fund. The securities guaranteed by the Guarantor are issued by another company 
("Issuer C"), which is an affiliate of Guarantor and may have been in existence for less than three years at 
the time of the securities offering. Any Fund that acquires such securities would have direct recourse 
against the Guarantor in the event that payment in full of principal and interest on the securities is not 
made. 

The incoming letter proposed to have the Funds purchase fixed income securities from each type of 
GS&Co. Offering. The credit of Co-Issuer A (in co-issuer underwritings) and the credit of Guarantor (in 
guarantor underwritings) would stand behind the fixed income securities.  Absent the obligations of Co-
Issuer A and the Guarantor, the Funds would not purchase securities in these underwritings. 

Each of the fixed income securities issued in the GS&Co. Offerings would be: 

• part of an issue registered under the Securities Act of 1933; 
 

• government securities (as defined in Section 2(a)(16) of the 1940 Act);  
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• securities that are part of an "Eligible Foreign Offering"; or  
 

• securities that are part of an "Eligible Rule 144A Offering" as those terms are defined in rule 10f-3 
under the 1940 Act (altogether, "Eligible Securities"). 

The proposed purchases would be conducted in accordance with Rule 10f-3 under the 1940 Act, except 
for the requirement in paragraph (c)(4) that the issuer of any securities purchased pursuant to the Rule be 
in continuous operation for not less than three years. 

The SEC agreed with the incoming letter’s argument that the concerns that Rule 10f-3(c)(4) is intended to 
address, namely that a fund will acquire less seasoned securities from an affiliated underwriter, would not 
be implicated by the proposed purchases.  The incoming letter successfully argued that the credit of Co-
Issuer A (in co-issuer underwritings) and the credit of Guarantor (in guarantor underwritings) will stand 
behind the fixed income securities.  In each GS&Co. Offering, the Funds will have direct recourse against 
an established company (including the operations of any predecessors) that has been in continuous 
operation for at least three years for 100% of the payment obligations on the fixed income securities that 
are issued.  With respect to co-issuer underwritings, Co-Issuer A is responsible unconditionally for 100% 
of the payment obligations on the fixed income securities, and that with respect to guarantor 
underwritings, the Guarantor has guaranteed payment in full of the principal and interest on the securities 
in the respective GS&Co. Offering.  Finally, each Fund will comply with all of the conditions of Rule 10f-3 
under the 1940 Act, except for Rule 10f-3(c)(4) with respect to the proposed purchases. 

Click http://www.sec.gov/divisions/investment/noaction/2008/goldmansachstrust081908.htm to access the 
no-action letter. 

SEC Denies No-Action Relief to Missouri 529 Plan (MF) 

8.18.2008  The Missouri Bankers Association (the "MBA") is a trade association of commercial banks and 
savings and loan associations that represents approximately 380 federal and state separately chartered 
commercial banks, savings and loan associations and out of state banks with one or more branches 
located in Missouri.  The MBA requested and was denied no-action relief that would have allowed:  

• Missouri banks to offer and sell certain depository instruments without registration under the 1933 
Act and the 1934 Act;  

• the participating banks (“Participating Banks”) and their employees to administer without 
registering as broker-dealers; and 

• the plan and arrangement to operate without requiring the trust to be required to be registered 
under the 1940 Act. 

In 2004, the Missouri legislature adopted legislation to facilitate a "qualified tuition program" under Section 
529, the Missouri Higher Education Deposit Program (the “Program”).  The Program, which was designed 
by the MBA, is intended to meet the requirements of this facilitating legislation and Section 529.  The 
Missouri law authorizes the state entity designated by statute to oversee all Missouri Section 529 Plans, 
the Missouri Higher Education Savings Program ("MOST") Board, to appoint an administrator 
(“Administrator") to operate the Program on behalf of the state.  The Administrator would arrange for the 
creation of a trust (the "Trust") pursuant to a contract with the MOST Board.  The Trust would be a 
commercial trust, drafted to meet the requirements of Section 529 and the Missouri law, and would 
originate through a commercial bank and would have as its trustee a bank or trust company that is 
qualified to conduct trust business in Missouri.  In accordance with Section 529 and state law, the state of 
Missouri, through the MOST Board, would exercise ongoing oversight to "establish and maintain" this 
Missouri 529 Deposit Program. 

A participant in the Program ("Participant") would have been able to make a deposit through the Program 
in a bank which had its headquarters or a branch located in Missouri and was participating in the 
Program.  The funds deposited into the Program by a Participant would be invested in the Participating 
Bank's FDIC-insured certificates of deposit or other fully FDIC-insured deposit accounts at the 
Participating Bank as selected by the Participant. The Participant would designate a beneficiary 
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("Beneficiary") for whose benefit the Participant was depositing funds to be used for the Beneficiary's 
educational purposes.  

The Program would have had a number of other features.  For example, the Participant could roll over a 
529 deposit by cashing in the deposit at the Participating Bank and transferring the funds from such 
deposit to another Participating Bank, or to another Section 529 program, but no more than once a year. 
The Participant could terminate his or her plan and cash in the deposit.  The Program was designed to 
satisfy all of the requirements to be a "qualified tuition program" under section 529 of the Code.  The SEC 
rejected the no-action request because of certain features of the Program.   

Click http://www.sec.gov/divisions/corpfin/cf-noaction/2008/missouribankers081808-2a1.htm to access 
the no-action letter. 

Enforcement

Wachovia Settles Auction Rate Securities Matter (MF) 

8.15.2008  Wachovia Securities, LLC and Wachovia Capital Markets, LLC (collectively “Wachovia”) 
settled charges brought by the SEC related to the issuance and sale of auction rate securities (“ARS”).  
The SEC announced that investors, small businesses, and charities who purchased ARS through 
Wachovia could receive up to $9 billion to fully restore their losses and liquidity through a preliminary 
settlement that has been reached in principle with Wachovia. 

The SEC alleged that Wachovia made misrepresentations to thousands of its customers about the 
liquidity risk associated with ARS. Specifically, Wachovia marketed ARS to investors as cash alternatives, 
and represented that it would provide one-day or same-day liquidity by purchasing customers' ARS. 
However, Wachovia failed to adequately disclose that the liquidity of these securities was premised on 
Wachovia providing support bids for auctions it managed when there was not enough customer demand, 
and that its offer to provide one-day liquidity could be withdrawn at any time. When Wachovia stopped 
supporting auctions in February 2008, there were widespread auction failures and Wachovia stopped 
making good on its offer to provide one-day liquidity. 

Under the terms of the agreement in principle, which are subject to finalization, review and approval by 
the SEC: 

• Wachovia agrees to repurchase ARS from all investors who purchased ARS from Wachovia prior 
to the collapse of the ARS market in mid-February 2008. In the wake of the market collapse, 
Wachovia investors are currently unable to liquidate approximately $8.8 billion in ARS holdings. 
Under the proposed settlement, Wachovia will offer to purchase roughly $5.7 billion of ARS held 
by individual investors, small businesses, and charitable organizations. The buy back will begin 
on November 10, 2008 and conclude by November 28, 2008. Wachovia also will offer to 
purchase the roughly $3.1 billion of ARS held by all other Wachovia investors in a buy back that 
will occur between June 10 and June 30, 2009. 
   

• Wachovia Securities, LLC will be permanently enjoined from violating the provisions of Section 
15(c) of the Securities Exchange Act of 1934 (the “1934 Act”), and Rule 15c1-2 thereunder, which 
prohibit the use of manipulative or deceptive devices by broker-dealers. 
   

• Until Wachovia actually provides for the liquidation of the ARS, Wachovia will provide customers 
no net loans that will remain outstanding until the ARS are repurchased. 
   

• To the extent customers have incurred consequential damages beyond the loss of liquidity in the 
customer's holdings of ARS, Wachovia will participate in a special arbitration process that the 
customer may elect and that will be overseen by the Financial Industry Regulatory Authority 
(“FINRA”), whereby Wachovia will not contest liability for its misrepresentations or omissions 
concerning ARS. 
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• Wachovia will provide notice to all customers of the settlement terms. 
   

• Wachovia faces the prospect of a financial penalty to the SEC after it has completed its 
obligations under the settlement agreement. Determinations as to the amount of the penalty, if 
any, will take into account, among other things, an assessment of whether Wachovia has 
satisfactorily completed its obligations under the settlement, and the costs incurred by Wachovia 
in meeting those obligations, including other penalties incurred and the cost of remediation.  

Click http://www.sec.gov/news/press/2008/2008-176.htm to access a press release about the 
administrative action. 

UBS Settles Auction Rate Securities Matter (MF) 

8.8.2008  UBS Securities LLC and UBS Financial Services, Inc. (collectively, “UBS”) settled charges 
brought by the SEC related to the issuance and sale of ARS.  The SEC announced a preliminary 
settlement in principle, including proposed charges and a plan that would restore approximately $22 
billion in liquidity to its customers who invested in ARS. This plan includes approximately $8.2 billion for 
individual investors, small businesses, and charitable organizations, $3.3 billion for holders of tax-exempt 
Auction Preferred Shares (subject to regulatory review), and $10.3 billion for institutional investors. 

The ARS market collapsed in mid-February 2008, leaving over 40,000 UBS customers holding these 
illiquid securities indefinitely. The conduct underlying the proposed charges stems from UBS's marketing 
of auction rate securities as cash alternatives. However, the liquidity of these securities was premised on 
UBS providing support bids for auctions it managed when there was not enough customer demand, but 
this was not adequately disclosed to customers. When UBS stopped supporting auctions in February 
2008, it led to widespread auction failures for UBS customers. 

The terms of the agreement in principle, which are subject to finalization, review and approval by the 
SEC, provide: 

• UBS will be permanently enjoined from violating the provisions of Section 15(c) of the 1934 Act 
and Rule 15c1-2 thereunder, which prohibit the use of manipulative or deceptive devices by 
broker-dealers. 
 

• No later than October 31, 2008, UBS will offer to liquidate at par all ARS from individual investors 
and charitable organizations who have less than $1,000,000 in funds on deposit at UBS. 
 

• No later than October 31, 2008, subject to regulatory approval, UBS will proceed with its plan for 
the repurchase of tax-exempt Auction Preferred Shares held by all UBS investors. 
 

• No later than January 2, 2009, UBS will offer to liquidate at par all ARS from all other UBS 
individual investors and charitable organizations as well as from small business investors with 
account and household values up to $10,000,000. 
 

• UBS will use its best efforts to offer to liquidate at par ARS from its institutional customers by the 
end of 2009. However, by no later than June 30, 2010, UBS will offer to liquidate at par all ARS 
held by institutional customers. 
 

• UBS will make whole by September 15, 2008, any losses sustained by the customers described 
above who sold ARS after February 13, 2008. 
 

• Until UBS provides for the liquidation of the securities on the schedule set forth above, UBS will 
provide customers no-cost loans that will remain outstanding until the ARS are repurchased. 
 

• To the extent that the customers have incurred consequential damages beyond the loss of 
liquidity in the customer's holdings of ARS (which should be restored pursuant to the settlement 
terms above), UBS will participate in a special arbitration process that the customer may elect, 
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and that will be overseen by FINRA, whereby UBS will not contest liability for its 
misrepresentations and omissions concerning the ARS, but may challenge the existence or 
amount of any consequential damages. The arbitration claim will be heard by a single, non-
industry arbitrator. 
 

• This arbitration process will be voluntary on the part of the customer and if a customer elects not 
to take advantage of these special procedures, a customer may pursue all other arbitration or 
legal or equitable remedies available through any other administrative or judicial process 
available to the customer. 
 

• UBS will not liquidate its own inventory of a particular ARS before it liquidates its customers' 
holding in that security. 
 

• UBS will provide notice to all customers of the settlement terms. 
 

• UBS will establish a telephone assistance line, with appropriate staffing, to respond to questions 
from customers concerning the terms of the settlement. 
 

• UBS faces the prospect of a financial penalty to the SEC after it has completed its obligations 
under the settlement agreement. Determinations as to the amount of the penalty, if any, will take 
into account, among other things, an assessment of whether UBS has satisfactorily completed its 
obligations under the settlement, and the costs incurred by UBS in meeting those obligations, 
including penalties incurred and the cost of remediation. 

Click http://www.sec.gov/news/press/2008/2008-171.htm to access a press release about the 
administrative action. 

CitiGroup Settles Auction Rate Securities Matter (MF) 

8.7.2008  Citigroup Global Markets, Inc. (“Citi”) settled charges brought by the SEC related to the 
issuance and sale of ARS.  The SEC announced a preliminary settlement in principle with Citi including 
proposed charges and a plan that would give individual investors, small businesses, and charities all $7.5 
billion of their money back from ARS they purchased from the firm. The agreement also would require Citi 
to use its best efforts to liquidate by the end of 2009 all of the approximately $12 billion worth of ARS the 
firm sold to retirement plans and other institutional investors. 

The ARS market collapsed in mid-February 2008, leaving tens of thousands of Citi customers holding 
nearly $20 billion of these illiquid securities for an indefinite period of time. The conduct underlying the 
proposed charges stems from Citi's alleged marketing of ARS to many of its customers as highly liquid 
investments, including as money market investments. The liquidity of these securities, however, was 
premised on Citi providing support bids for auctions it managed when there was not enough customer 
demand. When Citi stopped supporting auctions in February 2008, there were widespread auction 
failures. As a result, thousands of Citi customers were left holding illiquid securities. 

The terms of the agreement in principle, which are subject to finalization, review and approval by the 
SEC: 

• Citi will be permanently enjoined from violating the provisions of Section 15(c) of the Exchange 
Act, and Rule 15c1-2 thereunder, which prohibit the use of manipulative or deceptive devices by 
broker-dealers. 
 

• Citi will liquidate at par all ARS from its retail customers, which include all natural persons, 
charities, and small businesses, no later than three months from today. 
 

• Citi will make whole any losses sustained by customers who purchased ARS before February 12, 
2008, and sold such securities after that date at a loss. 
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• Citi will use its best efforts to liquidate ARS from its institutional customers by the end of 2009. 
 

• Until Citi actually provides for the liquidation of the securities on the schedule set forth above, Citi 
will provide no-cost loans to customers that will remain outstanding until the ARS are 
repurchased, and will reimburse customers for any interest costs incurred under any prior loan 
programs the firm provided to its ARS customers. 
 

• Citi will not liquidate its own inventory of a particular ARS before it liquidates its customers' 
holding in that security. 
 

• To the extent that a customer has incurred consequential damages beyond the loss of liquidity in 
the customer's holdings of ARS (which should be restored pursuant to the settlement terms 
above), Citi will participate in a special arbitration process that the customer may elect, and that 
will be overseen by FINRA, whereby Citi will not contest liability for its misrepresentations and 
omissions concerning the ARS, but may challenge the existence or amount of any consequential 
damages; the arbitration claim will be heard by a single, non-industry arbitrator. 
 

• This arbitration process will be voluntary on the part of the customer and if a customer elects not 
to take advantage of these special procedures, a customer may pursue all other arbitration or 
legal or equitable remedies available through any other administrative or judicial process 
available to the customer. 
 

• Citi will provide notice to all customers of the settlement terms. 
 

• Citi will establish a telephone assistance line, with appropriate staffing, to respond to questions 
from customers concerning the terms of the settlement. 
 

• Citi faces the prospect of a financial penalty to the SEC after it has completed its obligations 
under the settlement agreement. Determinations as to the amount of the penalty, if any, will take 
into account, among other things, an assessment of whether Citi has satisfactorily completed its 
obligations under the settlement, and the costs incurred by Citi in meeting those obligations, 
including penalties incurred and the cost of remediation. 

Click http://www.sec.gov/news/press/2008/2008-168.htm to access the press release about the 
administrative action. 

Miscellaneous

Seniors Summit is Planned (IA & MF) 

8.31.2008  The SEC has announced a summit which will take place on September 22, 2008 to help older 
investors make decisions about their finances and learn new ways to protect their assets as they age.  
The morning session, to be tailored to senior attendees, will present tips and advice to help senior 
investors ensure their money is protected and used as desired after they retire or in the event of illness or 
incapacity.  An afternoon session, to be tailored to financial services professionals, will unveil the most 
appropriate practices that firms use when advising senior investors, including those with diminishing 
capacity. 

FINRA, the North American Securities Administrators Association (NASAA), and AARP will participate in 
the Summit.  The morning session of the Seniors Summit will begin at 9:30 a.m. EDT, and the afternoon 
session will begin at 1:15 p.m. EDT. Senior investors, financial professionals, and other members of the 
public are invited to attend.  

Click http://www.sec.gov/news/press/2008/2008-186.htm to access the press release announcing the 
Summit and information about how to attend. 
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SEC and Australia Sign Mutual Recognition Agreement (MF) 

8.25.2008  The SEC entered into a “Mutual Recognition Agreement” with Australian regulators. The 
agreement provides a framework for the SEC, the Australian government, and the Australian Securities 
and Investment Commission to consider regulatory exemptions that would permit U.S. and eligible 
Australian stock exchanges and broker-dealers to operate in both jurisdictions, without the need for these 
entities (in certain aspects) to be separately regulated in both countries.  

Click http://www.sec.gov/news/press/2008/2008-182.htm to access the press release announcing the 
agreement.  

IDEA Database Replaces EDGAR Database (MF) 

8.20.2008  The 1980s-era EDGAR database will be replaced by a new database called “Interactive Data 
Electronic Applications” or “IDEA.”  IDEA is designed to give investors faster and easier access to 
financial information about public companies and mutual funds. Based on a completely new architecture 
being built from the ground up, it will at first supplement and then eventually replace the EDGAR system.  
EDGAR will be used just until IDEA is fully up and running. 

About 100 public companies and mutual funds already have filed some financial data with the new 
interactive format. The system is based on extensible business reporting language (“XBRL”), a code used 
to "tag" data, much like bar codes, making it easier to find data. The SEC is requiring companies and 
mutual funds that are publicly traded in the U.S. to adopt the XBRL standard.  

Besides helping investors find data, the new format aims to make it easier to compare data among 
companies and mutual funds. And the SEC is encouraging outside developers to create new software 
programs, whether free or for-fee, to help investors slice and dice the data in fresh ways.  Yahoo Finance, 
Google Finance and Morningstar.com are expected to offer free or low-cost programs for IDEA. 

Click http://www.sec.gov/news/press/2008/2008-179.htm to access the press release about IDEA. 

SEC Has New Initiative to Enhance Insider Trading Surveillance and Detection (HF & MF) 

8.18.2008  The SEC proposed a plan to consolidate regulatory insider trading surveillance and detection 
programs by participating self-regulatory organizations and stock exchanges (“Participating 
Organizations”).  The proposed Plan is designed to eliminate regulatory duplication by allocating 
regulatory responsibility over common New York Stock Exchange (“NYSE Members”) and common 
FINRA members  for the surveillance, investigation, and enforcement of common insider trading rules 
(“Common Rules”).  
 
The Plan assigns regulatory responsibility over common NYSE Members to NYSE Regulation for 
surveillance, investigation, and enforcement of insider trading by broker-dealers, and their associated 
persons, with respect to NYSE-listed stocks and NYSE Arca-listed stocks, irrespective of the 
marketplace(s) maintained by the Participating Organizations on which the relevant trading may occur. 
The Plan assigns regulatory responsibility over common FINRA Members to FINRA for surveillance, 
investigation, and enforcement of insider trading by broker-dealers, and their associated persons, with 
respect to NASDAQ-listed stocks and Amex-listed stocks, as well as any CHX solely-listed equity 
security, irrespective of the marketplace(s) maintained by the Participating Organizations on which the 
relevant trading may occur.  
 
An exchange committee composed of a representative from each of the Participating Organizations to the 
Plan would meet up to four times a year, but no more often than once per calendar quarter, to discuss the 
conduct of regulatory responsibilities, identify issues or concerns, and receive and review reports. Costs 
for insider trading surveillance are shared among Participating Organizations based on their relative trade 
volume, subject to certain minimum amounts.    

Click http://www.sec.gov/news/press/2008/2008-174.htm to access the press release about the initiative. 
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