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The Honorable Williwi~H.Donaldsotl 
Securities and Exchange Cot~unission 
450 5th Skeet N.W. 
Washington, DC 20549 

Dear Chairman Donaldson: 

'UndesiredEffects ofProhibition urn Joint NLnxzigement of Different Portfolios 

As the European investment h n d  industry's representittive trade body, FEFSI' reguliirly 
follows legislative and regulatory developmerlls iu rhe IJnited Stutes, itnd we have a 
paiiicular interest in pending legislative proposals to nddl-ess, umong other tllings, ubusive 
trading priictices wich respect to mutual fund shsres. We ura writing to express our 
concern about the potential -- and, we believc, unintended -- impad of'ccrhin of one of h e  
prc>posals on the Europeun investment fhd industry. 

We support Congress' efforts to remedy any abusive trading practices und tr, help assure 
complinticc with thc highest ethical standards throughout h e  muhlal funds induslry in the 
US. Ttus is an objective to which we at F.EFSl are commimd with respect t o  the fund 
indusrry in Europe as wcll. The integrity and rcpukaLicsit of US fu~lclshas been a key ro 
t.hzir success and u source of iusgiration fo~invastmcnt funds worldwide.. We take no 
position and do not wish to obtrude on any deliberations with respect to purely US issuas. 
We do wish to take the opportunity to com~nenton and to express our concerns about 
proposals that impact the operations of European investment ftmds. 

One s\lch issue that has come LO our attention i s  the proposed ban on joint munagement of 
mutual funds and "kedge funds," as set out in the House of Represcnmtives Hil l  No 2420 
(Se. 202), as well us  in the  alternative hill int~oducedin the Senutt: by Senators 
Clvistopher Dodd and Jehu Corzine (Sw. 302). Althougli we undersland and support 
efforts to address the potential conflict of interest thut may arise fro111 the concurrent 
management of different investment pol-tfvlios, wc have strong I-eservationsas to the. 
current wording of this provision. 1x1 its litlc, the prnvision expresses the aim of avoiding 
tlre joint mimugenlent of rnutllal funds and "hedge Imds," whereas the provisioti itself does 
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not. accon~plish this purpose. It1 fact, the provision, in its present wo~.dh~g, has a scope that 
is considerably wider than hedge funds and would include, if left unchanged, investment 
funds lhar 0pcra.k as the local equivalent in Europe of US mutual Suncls. While not 
regulated by the US Securities and Exchange Commis&.ion,such funds are registered with, 
and regulated by, their comparable authorities in the EU. LC cnacred into law, this 
provision would prohibit u portfolio rnauagcr for a European mutual fund from providing 
investment advicc'and serviceti to a US n~utual fund, and a US mutual fimd manager from 
providing siich advice aud services to a European fund. The cross-border impact of this 
prohibition would bc far-reaching tlnd adverse, in that currently a signilicant. uulnber of 
European fund managers also advise 1JS niutual filflcls (for example, with rcspcct b EU 
and international investment portfolios), imd a s~rbstsntialnumber nf US adviscrs likewise 
niunage EU funds (similarly exporting heir iovesttnent munagemcnt services and 
experlise). 

FEFSI believes that the aim of thc provision -- i.e., to deal with conflicts of interest that 
may arise fro~n a single porcrolio manager advising different kinds of funds -- c c ~be 
achieved just as effectively by  othcr mesns that would not adversely uffect soch cross- 
border provision of investment advisory services. One such upproach w o ~ l d  be to require 
that the fund mamgcr jn question es~nblish and d~serve policies and procedures in place 
that- effectively neutritlisc any possible conflict. In fact, this is comrr~ot~plarefor 
investment funds in Europe. 

We note that, although imposing a ban on joint manage~~lent, the provision in thcsc Dills 
would permit the SEC to allow joint management by a portfolio man;rgcr "in exceptionid 
circumstances when necessary to protecl the interest of investors". In place of this 
"exceptional circumstances" authority for chc SEC, FEFSl would iagc that Congress direct 
the Commission to adopt additionid disclosuxe requirenienls and ~naridatepolicies and 
proccdures to address the conflicts of interest that may arise under these circumstanc~. 
The SEC also could he directed to scrutinise the cr~ectivencssof  such policics and 
procedures and take appropliuk corrective action where they prove to be insufficictlt or 

In conclusion, the inveshnent funds industry of Europe rcsprctfully requests 
reconsideration of this provision, to confine its ban oo j0in.t mcmugement only to US 
mutuul funds and uuc "hedge funds" or, alternatively, to uddress the poteotiol conflicts by 
appropriate disclosure and other compliancercquircincnrs. 

We appteciate the opportunity to express our views in this regard. Should you or your 
staff have uny questions or require my addi~ionnl infor~nution, please do 1)ot hesitate to 
contact the undersigned al the following tel. no: +32 2 513-39 69, 


