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Introduction

The goal of this report is encourage a dialogue about best practices from the perspective of the mutual-fund
shareholder. (Although some of the questions in this report apply only to smaller, retail investors, other questions
apply equally to retail and institutional owners. Therefore this report should be interpreted as applying to all
fund shareholders, not just individual investors.) Just as with stocks, some jurisdictions offer relatively friendly
investment climates for mutual fund owners and others less so. This report analyzes 22 mutual fund market-
places, highlighting their strengths and weaknesses. The findings are summarized via a series of scores. These
scores roll up into grades at the topic level, and then eventually into a single final grade for each country.

This survey considers the investing experience of publicly available open-end fund investors. Open-end funds

are registered investment pools that are not listed on an exchange, that do not carry insurance features, and that
generally issue or redeem shares on a daily basis. Open-end funds have a variety of names in the countries
surveyed, including: Mutual Funds, Investment Companies, Unit Trusts, and SICAVSs. In this survey, all are simply
referred to as “mutual funds” or “funds.” This survey does not evaluate the investor experience of other pooled
investment vehicles, such as: guaranteed funds, variable annuities, insurance-linked funds, private pension
funds, closed-end funds, exchange traded funds, collective investment trusts, hedge funds, private-equity funds,
or venture capital funds.

Note that this report examines the treatment of mutual-fund shareholders from multiple perspectives:

the practices of industry manufacturers (that is, money managers); the practices of industry distributors; the
structure and effectiveness of regulatory bodies; disclosure policies; the tax code; and the role of the media.
Therefore, the report should not be construed as grading each country’s “fund industry.” It aims much more
broadly than that, in recognition of the fact that the mutual fund investor experience is shaped by far more than
the fund industry alone.

The topics are:
Regulation & Taxation
Disclosure

Fees and Expenses
Sales & Media
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The overall results are displayed below, and the countries are sorted in order by their overall score, with

Singapore and the United States at the top and New Zealand at the bottom.
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This report focuses on the global study, explaining our evaluation criteria and recommendations and
comparing results across countries. Please refer to individual countries’ reports for details in any particular
country. In the following sections and the overall grade is deconstructed into component grade by topic. The

countries studied are:

Australia Hong Kong Norway Taiwan
Belgium India Singapore Thailand
Canada Italy South Africa United Kingdom
China Japan Spain United States
France Netherlands Switzerland

Germany New Zealand Sweden
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Regulation and Taxation
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This section examines whether investors are well protected by the existence of laws and regulators. It considers
taxation on mutual fund dividends and capital gains for individual investors and evaluate governments’ taxation
incentives for retirement savings and long-term investing.

All countries in the study have laws and regulatory bodies governing the investment industry. In 10 countries we
see the financial authorities regularly updating regulations, but in 12 countries the regulations are only some-
what up-to-date and can be delayed or only partially address known problems.

Regulators in some countries are well staffed to fulfill their mission while others are not at the adequate level

of staffing. In four countries, New Zealand, South Africa, Sweden, and the United States the regulatory organiza-
tion struggles to keep up with the marketplace only gross improprieties drawing attention. In Morningstar’s
opinion, those countries should increase their regulatory expenditures. We observe that New Zealand has begun
reforming fund regulation and enforcement, and while the current grade reflects historical enforcement we are
encouraged by the changes proposed by New Zealand’s government.

All countries in the study require that a fund’s annual report be audited by an independent organization, an
important measure for the prevention of fraud. Another important requirement is to ensure that the fund-man-
agement firm does not perform the function of custodian of fund assets, thereby minimizing conflict of interest
and fraud. However, although all countries require fund assets to be kept with a custodian that is separate from
fund management, not all such entities are independent. Custodians in most countries are affiliates of the
fund-management entity. It is very difficult for an investor to determine this fact by reading the prospectus as
affiliates often have a completely different name that the sponsoring fund companies. Morningstar recommends
that fund assets custody be with a completely independent organization. When a complete separation of
custody and fund management is not possible, Morningstar suggests that regulators require fund companies to
explicitly disclose their affiliation with custodians.
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A soft-dollar arrangement is one in which the fund trades with a brokerage firm in exchange for research,
hardware, software, or even non-research-related favors such as entertainment. These are called soft-dollars, as
opposed to hard dollars such as paying cash for the services, because the money that would have paid for these
items does not appear on the accounting statements and is instead embedded in trading costs. Ethical firms
should limit such arrangements to pay strictly for research-related items. In the European Economic Area the
Markets in Financial Instruments Directive (MiFID) requires that all alternative brokerage arrangements be used
for the benefit of investors, be disclosed, and that managers seek best execution of trades. This substantially
requires that all soft-dollars be used for purposes that benefit the fund. While purchasing research directly,
rather than bartering with soft-dollars is ideal. These restrictions limiting use of soft-dollars to items that benefit
investors is an improvement over the past. Purchasing research directly, rather than bartering with soft-dollars, is
ideal. All countries except Taiwan find that soft-dollars are a continuing practice. China, India and Japan do not
require soft-dollar arrangement disclosure, and regulators, the media, and investors should pressure on fund
companies to provide information on the use of soft-dollars.

Investors in most countries in this survey can purchase certain foreign-domiciled funds in addition to funds

that are domiciled at home. Many funds registered under the Undertakings in Collective Investments in Transfer-
able Securities Directives (UCITS) are widely available across Europe. In 2011, the task of distributing and
merging funds across borders in Europe should become more streamlined with the implementation of UCITS IV.
In theory, choice in funds should increase competition and reduce fund costs. But as discussed later in this
report, choice as not always associated with lower costs, as some of the cheapest fund markets are fully closed
to foreign domiciled funds.

Fund companies in some countries have boards of directors to represent the rights of shareholders in fund
operating decisions. The duties and responsibilities of fund boards vary greatly. In countries without the require-
ment of fund boards these duties often fall to a trustee or custodian. Five countries in this survey require funds
to have a board of directors with a minimum level of independence representing shareholders. Morningstar
encourages more countries to protect fund shareholders with an independent board.

Political considerations can restrict an investor’s or fund’s ability to invest in securities issued outside the

home country. Sixteen countries in this survey have no general restrictions from investing in foreign securities.
Four countries, China, India, South Africa, and Thailand, limit overseas investments and have capital limits or
other requirements before funds are able to invest overseas. These countries limit foreign investment in order to
spur local growth. Two additional countries have investment restrictions for more overtly political reasons.
Taiwan restricts investments in the People’s Republic of China’s A-shares to only 10% of fund assets and the
United States restricts investments in Cuba and Iran.
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Governments in most countries provide specific tax incentives for retirement savings. China is the only

country in the survey that does not have tax incentives for retirement savings. While nearly all countries in the
survey provide incentives for retirement savings, the tax benefits and investments eligible for benefits vary
across countries. In half the countries surveyed, fund choices eligible for retirement savings are limited or do not
follow the same regulations. In four countries identical fund choices are available in retirement accounts. Those
countries are: Japan, the Netherlands, Norway, and the United States. In Australia, Canada, New Zealand,
Switzerland and Thailand alternate fund share classes offer tax preferences, and these funds follow standard
fund regulations.

In seven countries, Belgium, Hong Kong, India, Singapore, South Africa, Sweden, and the United Kingdom

the choices are similar but funds available for tax-preferred investments follow different regulations. Finally, in
five countries the fund choices available for tax-deferred investments are limited. These countries are: France,
Germany, Italy, Spain, and Taiwan. Morningstar encourages countries to allow the sale of a full spectrum of
investment choices with retirement incentives, and Morningstar supports uniformity in regulation and disclosure
between retirement and taxable investment choices.

Morningstar evaluates whether the government encourages long-term fund investing through its taxation

policy by opting not to tax capital gains, or by as a minimum levying a lower tax rate on long-term capital gains
than on short-term gains. Australia, Belgium, France, India, Norway, South Africa and the United States
differentiate between short-term and long-term gains. Norway and India’s capital-gains taxation may have the
strongest incentive for long-term investment. Instead of a lower tax rate for assets held beyond a year, investors
in these countries can index the cost of their investments at a government risk-free rate. Investors only pay
taxes on gains above the indexed cost.

To accurately compare the many varying tax systems in these 22 countries, we compared the effective

taxes on a standard investment scenario. The standardized fund portfolio is 40% fixed income and 60% equity
with a beginning value of $100,000. The scenario assumed a 5 year holding period. Additionally, the tax rates
assumed are based upon a married couple earning $100,000 as a couple. The following table presents the
estimated taxes incurred.

Global Fund Investor Experience | March 2011

MAORNINGSTAR

©?2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 5
part, without the prior consent of Morningstar, Inc. is prohibited.



Effective Taxes Effective Taxes

Country on Fund Investment Country on Fund Investment
Thailand (6%) Italy 13%
Hong Kong 0% Japan 15%
Singapore 0% New Zealand 16%
China 2% India 17%
Taiwan 7% Netherlands 20%
France 8% United States 20%
Spain 9% Norway 22%
Belgium 9% United Kingdom 22%
South Africa 10% Australia 24%
Germany 12% Sweden 25%
Switzerland 12% Canada 26%

The effective tax analysis reveals that Thailand’s savings incentives, a tax deduction for savings in a long-
term equity fund, actually reduces tax liability to 6% more than the return on the investment fund. Singapore
and Hong Kong have virtually no taxes on fund investments, although the investments that qualify are
sometimes limited to local funds. It is notable that countries that require investors to pay taxes on passed-
through capital gains experience tax burdens that are closest to the stated rates, often higher than other tax
regimes. The countries with taxes on annual gains include Australia, Canada, Italy and the United States.
Two of these countries are amoung the four with the highest effective taxes: Canada, Sweden, Australia,
and Norway.

Many countries in the survey also have a consumption tax regime in place, also known as Value Added Tax (VAT)
or Goods and Services Tax (GST). Investors in 15 countries survey face a full or partial VAT on investment
management services. Investors in China, Hong Kong, Italy, Norway, Spain, the United Kingdom, and the United
States do not have these taxes, which increase expense ratios.
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Disclosure
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This section examines whether investors are given sufficient information in the prospectus, shareholder reports,
and other sources of fund data. Information in the prospectus enables an investor to make an educated invest-
ment decision. Information in shareholder reports conveys the performance, composition, and risk exposure of
the portfolio.

The best disclosure contains specific information on the fund’s risk, investment style, operations, performance,
cost, and holdings; preferably in documents produced for a single fund rather than multiple funds. Investors
are best served when costs and other operating information is presented in the same location and format by all
fund providers, such that investors can easily compare funds. It is a poor practice for funds to provide a laundry
list of risk disclosures that may or may not be applicable to the fund investment.

A prospectus or an offer document is a legal document that provides investors with material information

about the fund—facts that investors need in order to make informed investment decisions, such as investment
objective, risks, performance, fees and expenses, and management. Investors’ acknowledgment of the receipt
of prospectuses prior to investing is required in most countries included in this study; however, investors rarely
read them. With a desire to address this issue, regulators in many countries require that fund companies publish
a simplified prospectus in addition to a full version. In most countries, it is either a required or common practice
to publish a simplified prospectus. In some countries the simplified prospectus, as its name intended, is indeed
simpler to read. In others it is not.

For this year’s survey, Morningstar’s global analysts provided examples of typical fund literature for funds
domiciled in each country. This study’s authors then compared the information and format using translated
documents to evaluate the effectiveness of the simplified prospectus. The prospectuses were reviewed

for clarity of language, length, presentation of costs, information on trading costs, holdings information, manager
information, performance data, and general presentation. Out of the 22 countries surveyed, 12 countries

require annual simplified prospectuses that met the goals, six countries have simplified documents that do not
go far enough to explain funds to investors and four countries have other literature providing minimum investor
information prior to sale. The following table summarizes the simplified prospectus disclosure.
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Clear Strategy
Document Name # Funds # of Pages Language Description

Australia Product Disclosure Statement 50 148 Partial Partial
Belgium Simplified Prospectus 1 11 Yes Yes
Canada Simplified Prospectus 50 164 Partial Partial
China Simplified Prospectus 1 35 No Yes
France Simplified Prospectus 1 Yes Yes
Germany Simplified Prospectus 1 Yes Yes
Hong Kong Fact Sheet 1 1 Yes Partial
India Scheme information document 16 24 Yes Yes
Italy Simplified Prospectus 1 4 Yes Partial
Japan Prospectus part 1 1 93 No Partial
Netherlands Simplified Prospectus 1 4 Yes Yes
New Zealand Investment Statement 3 24 Yes Partial
Norway Simplified Prospectus 1 2 Yes Partial
Singapore Fact Sheet 1 2 Yes Partial
South Africa Application 12 9 Yes No
Spain Simplified Prospectus 1 2 Yes Yes
Sweden Simplified Prospectus 1 2 Yes Yes
Switzerland Simplified Prospectus 1 6 Yes Yes
Taiwan Simplified Prospectus 1 8 No Partial
Thailand Simplified Prospectus 1 12 Yes Yes
United Kingdom Key Information Document 1 8 Yes Yes
United States Summary Prospectus 1 8 Yes Yes

Global Fund Investor Experience | March 2011

MORNINGSTAR®

©2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Momingstar, Inc. Reproduction or transcription by any means, in whole or in

part, without the prior consent of Morningstar, Inc. is prohibited.



Risk Portfolio

Description TER Impact of Fees Trading Costs Returns Manager Holdings Meets Goals
Partial Yes Yes No No No No No
Yes Yes No Partial Yes No No Yes
Partial Yes Yes No No No No No
Yes Partial No Yes Yes Both Yes No
Yes Yes No Yes Yes No No Yes
Yes Yes No No Yes No No Yes
Partial Yes No No Yes No Partial Partial
Partial Yes No No Yes Name No Yes
No Yes No No Yes No No No
Partial Partial No Yes Yes No Yes No
Partial Yes No Partial Yes Both Partial Yes
Partial Yes No No No No No Yes
No Yes No No Yes No Partial Partial
Partial Yes No No Yes No Partial Partial
No Yes No No Yes No No No
Yes Yes No No No No No Yes
Yes Yes No Yes Yes No No Yes
Yes Yes No Partial Yes No No Yes
No Yes No No Yes No Partial No
Yes Yes No No Yes No Yes Yes
Yes Yes Yes Partial Yes No No Yes
Yes Yes Yes Partial Yes Both No Yes
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Fund companies provide shareholder reports at least twice a year in most countries, but in the Australia and
Taiwan reports are available only once a year. Most countries require a section where fund managers discuss the
fund’s recent performance. Generally, the manager discussion is generic and fails to connect fund performance
with portfolio actions. Worse yet, in Australia, Germany, Hong Kong, and Switzerland, few funds provide any
discussion at all. These results can and should be improved, as the shareholder report is the primary conduit for
the fund to communicate to its investors.

Fees and expenses erode performance. Investors should have the necessary information to understand their
funds’ costs, and to establish whether those funds’ costs are reasonable. Across the board in our study, investors
can find comprehensive fees and expenses in the prospectus; but in most countries these expenses are present-
ed in aggregate, and investors cannot discern what portion of fees pays for each fund expense.

While investors may have difficulty itemizing fund costs, there is general agreement on what expenses should
be included in the Total Expense Ratio (TER). All countries in this survey that provide a TER follow the standards
outlined by the International Organization of Securities Commissions. TERsS exclude entry or exit commissions,
and transaction costs associated with purchases and sale of portfolio assets. TERs include management,
distribution, and advice fees when they are deducted from fund assets, and other operating expenses such as
custody, audit, and accounting fees.

Most countries require disclosure of fund expenses in ratio format within the prospectus, so an investor can
estimate the impact of expenses on fund performance. But five countries do not show expenses in percentage
terms. Japan is unique among countries in the survey with expenses presented to investors on a per-share
amount rather than in ratio format. China, New Zealand, and Norway only present actual expenses through
funds’ financial statements, and funds in Taiwan present management fees and administration fees but do not
calculate a TER for investors. This requires investors calculate the ratio themselves. Morningstar encourages
these countries to improve their expense reporting so investors can easily understand the cost of a fund invest-
ment.

Prospectuses in some countries, such as Australia, Canada, Italy, Sweden, the UK, and the United States, go

as far as requiring a numerical illustration of the total expenses an investor could expect to pay on an invest-
ment. Examples illustrate the total dollar amounts that an investor could expect to pay on a $10,000 investment
(or other standard amount) if the investment received a 5% annual return (or other standard return), and the
investor remained invested in the fund for various time periods. These calculations include entry and exit fees as
well as the impact of ongoing expenses included in the TER. Example are also frequently provided in New
Zealand, Singapore, and Thailand. Such figures make the fee easier for investors to understand and are strongly
encouraged.
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Another issue is whether uniform presentation of fees exists such that each prospectus may be easily compared
with another. For example, in Hong Kong, every prospectus discloses the fee in a different part of the document,
S0 investors have to read the whole document to find the information, while in Canada it is very easy to compare
fees and expenses from one prospectus to another. Morningstar recommends that regulators or the fund
industry implement uniform presentation standards because the benefit of transparency via disclosure is greatly
reduced when information is difficult to access. The countries that currently lack uniform presentation standards
are China, Germany, Hong Kong, India, New Zealand, Norway, South Africa, and the UK.

The history of expense ratios is not disclosed to investors in most countries. Investors in Canada, India, Italy,
the Netherlands, Singapore, Spain, Taiwan, and the United States have historic information alongside current
data, although in Taiwan this is available on a government website and not in fund literature. The expense
ratios for past years ought to be disclosed together with the current number so that investors can easily deter-
mine whether these figures have increased. The disclosure of historical expense ratios should be a requirement.
Similarly, for transparent disclosure, costs associated with trading securities in the fund should be disclosed to
investors. In some countries proxies for the cost of trading securities, such as turnover ratios are required, in
other countries total brokerage commissions paid are available, and a third group has no required disclosure.

Transparency in portfolio holdings allows investors to understand what the fund invests in and where risks

may lie. The vast majority of the countries in our study require full and complete disclosure of portfolio holdings.
Most countries require funds publish investment holdings either quarterly or semi-annually, but we find a
majority of funds in India and Norway provide full portfolios monthly. Only Australia and New Zealand do not
require portfolio holdings information. South African and French funds are only required to distribute holdings
to shareholders.

One area that can stand improvement is the lack of disclosure on the names and tenures of the portfolio
managers. This opaqueness benefits the fund companies and not the investors. Turnover in the ranks of portfolio
managers may signal stability issues at the organization. The departure of a decision-maker also brings into
doubt the relevance of the performance track record. Many fund companies reason that there are no “star”
managers and stress the importance of the process over people. This is a fair viewpoint, but it is not an adequate
defense for withholding information. Unfortunately, most countries do not disclose the names and tenures of

the portfolio managers. Exceptions are China, Taiwan, and the United States, where investors can typically find
both pieces of information, and Canada, India, Sweden, and Thailand where names are typically available but
not tenures.

This year this report inquired as to whether funds typically disclose the managers’ investment in the fund

and the compensation of managers. The structure of the managers’ compensation and the manager’s willingness
to invest alongside investors affects how much managements’ interests are aligned with those of shareholders.
Only in the United States are these two items required disclosure. In Singapore most funds disclose this

Global Fund Investor Experience | March 2011

MAORNINGSTAR

©2011 Morningstar, Inc. Al rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 11
part, without the prior consent of Morningstar, Inc. is prohibited.



information when asked. China and South Africa require disclosure of the management company’s investment in
the fund, and the Netherlands requires that boards disclose their investment in funds they supervise. In the
remaining 17 countries, little or no information about either the management company or the managers’
investment alongside shareholders is typically provided. In 20 countries, analysts occasionally will get informa-
tion on the structure of manager compensation, but it is frequently high-level information that is light on specific
incentives.

The availability of information is a factor in the investment experience. Investors sometimes have to search

far and wide for this information, but in many countries centralized websites provide investors easy access to
fund literature. In about one-third of the countries in this survey investors can access a comprehensive and
current website containing all required fund disclosures, but another third of the countries’ websites could be
greatly improved. In some countries these websites are government sponsored, but in others local funds industry
associations provide this services. Ideal websites contain a number of years history of all required fund docu-
ments for all registered funds. Eight countries do not yet have centralized websites with fund information except
through commercial providers.
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Fees and Expenses
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This section compares the total expenses of funds available to investors, as well as other components of
shareholder costs, including sales charges.

In most of the countries in this survey the Total Expense Ratio (TER) for funds is readily available. These ques-
tions compared the asset-weighted median expenses of three broad classes of funds: Equity Funds, Fixed-income
Funds, and Money Market Funds. The analysis only includes retail funds with investment minimums between one
share and US$100,000. In most countries investors have the ability to purchase funds domiciled offshore. In order
to gain perspectives on the differences between local and transnational funds, this survey has analyzed the
median asset-weighted TERs of both funds domiciled and available-for-sale in each jurisdiction.

In general, the asset-weighted expense ratios of available-for-sale funds are moderately higher than those
available in domestic funds. This is counterintuitive as one would expect the introduction of competition to push
fees lower. There are a number of possible reasons, most prominently being the regulatory costs associated with
operating in multiple markets. In the European Union, the UCITS IV directive will be implemented beginning next
year. It contains provisions to lower some of the regulatory burdens of operating in multiple markets. It will be
interesting to see if these changes result in lower fees for investors.

There is wide dispersion of TERs among fixed-income funds. In eight countries the asset-weighted median
expense ratio for funds available for sale is above 1.14%. These countries are: Canada, France, Hong Kong,
Norway, Singapore, Sweden, Taiwan, and the United Kingdom. In Belgium, Italy, Japan, the Netherlands, and
Spain, the asset-weighted median of available for sale fixed-income funds is between 1.00% and 1.14%. Four
countries, China, Germany, South Africa, and Sweden report asset-weighted medians between 0.85% and
0.99%. Investors in Australia, India, New Zealand, and the United States pay TERS on fixed-income funds
between 0.60% and 0.85%. Finally, Thai investors pay less than 0.60% for fixed-income funds. It is notable that
the five least-expensive markets for fixed-income funds are substantially closed and have few transnational
funds.
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Fees for domestic fixed-income funds tend to be lower than the sample including transnational funds. For
locally domiciled funds, five countries have an asset-weighted median expense ratio for fixed-income funds of
less than 0.60% including: Belgium, Norway, Switzerland, Taiwan, and Thailand. Typical locally domiciled
fixed-income funds cost between 0.60 and 0.85% in: Australia, France, Germany, India, the Netherlands, New
Zealand, Singapore, Sweden, and the United States. TERs of domiciled fixed-income funds fall between 0.85
and 0.99% in China, Italy, Japan, and South Africa. In Spain and the UK the cost of local fixed-income funds is
between 1.00% and 1.14%. Only in Canada and Hong Kong are locally domiciled fixed-income funds more
expensive than 1.14%.

In 15 countries the asset-weighted median expense ratio for available-for-sale equity funds is between 1.75%
and 1.99%, these countries are: Belgium, France, Germany, Hong Kong, Italy, Japan, the Netherlands, Norway,
Singapore, South Africa, Spain, Sweden, Switzerland, Taiwan, Thailand, and the United Kingdom. Only Canadian
and Indian investors pay more than 2% for available-for-sale equity funds. Less expensive cohorts include: China
and Thailand with asset-weighted medians between 1.25% and 1.74%; Australia and New Zealand are between
1.00% and 1.24%; and only in the United States are asset-weighted medians for available for sale equity funds
below 1.00%.

As with fixed-income funds, locally domiciled equity funds are generally cheaper than transnational funds.

But the United States remains the only country with expense ratios below 1.00%. Equity funds domiciled in the
Netherlands and Switzerland join those from Australia and New Zealand with expenses between 1.00% and
1.24%. The countries with domiciled equity fund TERs between 1.25% and 1.75% include Belgium, China,
Germany, Japan, Norway, South Africa, Sweden, Thailand, and the United Kingdom. Domiciled equity funds in
France, Hong Kong, Singapore, and Taiwan have typical expense ratios between 1.75% and 2.00%. Canada,
India, Italy, and Spain are the only countries with locally domiciled equity fund expense ratios above 2.00%.

Cash or money market funds show less disparity between the domestic and available-for-sale funds. Exactly
half of the countries queried show typical available-for-sale money market TERs below 0.60% and half above.
Investors in Australia, France, Japan, and Spain have money market funds with TERs between 0.20% and

0.39% available for sale. The typical TER of available-for-sale money market funds is between 0.40% and 0.59%
in Germany, Hong Kong, New Zealand, South Africa, Thailand, and the United States. In Belgium, China, India,
the Netherlands, Norway, Singapore, Sweden, Switzerland, Taiwan, and the United Kingdom the typical
asset-weighted median of available-for-sale money market funds is between 0.60% and 0.79%. In Canada

and Italy available for sale money market funds have typical expense ratios of 0.80% or higher.

Investors in domiciled money market funds in France and Japan face typical expenses of below 0.20%.

In Australia, Belgium, and Switzerland domestic cash funds cost investors between 0.20% and 0.39%. Eleven
countries demonstrate asset-weighted median expense ratios for locally domiciled funds between 0.40% and
0.59% and these countries are: Germany, Hong Kong, New Zealand, Norway, Singapore, South Africa, Sweden,
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Taiwan, Thailand, the UK, and the United States. Investors in China, India, and the Netherlands pay more than
0.60% and less than 0.80%. Only in Canada, Italy, and Spain do cash accounts have typical expense ratios of
0.80% or higher.

Canada is the only country in the survey with TERs in the highest grouping for each of the three broad categories.
Investors in the United States pay the lowest TERs for equity funds and below average costs for fixed-income
and money market funds. Market size and openness to foreign funds appears to have less of an impact on the
fees paid by mutual fund investors than does the openness of fund distribution.

The other major factor in shareholder costs is sales charges, or loads. This document uses the term “load” and
“sales charge” interchangeably. Additionally, the term no-load throughout this document indicates that a fund is
free of explicit sales charges paid by investors. However, the term no-load does not imply that there is no
remuneration of investment advisors from the fund.

Loads come in a variety of types, the most common being, front loads or initial sales charges. In most

countries investors also have the choice of deferred loads paid upon fund exit, no-load funds, and other distribu-
tion structures. Funds in India are not permitted to charge front loads. In six countries, Belgium, France, Germany,
Singapore, Switzerland, and Taiwan, more than 75% of locally domiciled funds report front loads. In 14 countries
between 50% and 75% of available-for-sale funds charge front loads. While front loads are common, in most
countries no-load funds are somewhat available. In addition, in 13 countries front loads are negotiable with the
sales agent. In five countries it is common practice for loads to be on a schedule based upon the level of
investment. Finally, in Belgium, China, and France large investors can negotiate load charges but is uncommon
for an individual investor to have this power.

In 15 countries it is rare for an investor to pay for advice outside of the charges imposed by the funds through
their TERs and (possibly) sales charges, but in a handful of countries this occurs more frequently. In Australia,
India, New Zealand, the United Kingdom, and the United States advice is sometimes paid for outside of loads
and fund expenses. Paying for advice outside of fund sales charges and TER is not a known practice in China

or Thailand.

Fund management expenses in many countries include performance components, to align managements’
interest with investors. Most countries in this survey allow these arrangements with few restrictions. It is
common for performance fees to be asymmetrical, whereby managers receive compensation for performance
over a benchmark, but face no penalty for underperformance. In Norway and the United States all performance
fees must be symmetrical, whereby funds wishing to earn fees for outperformance face an equal reduction

for underperformance, also known as fulcrum fees. Morningstar recommends additional countries require
fulcrum fees so investors’ interests are aligned with those of their funds’ managers.
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Sales and Media
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Sales and Media are the direct contacts to which investors are exposed. In Sales practices we examine whether
the incentives of fund companies and distribution channels are aligned with those of investors. Media coverage
grades the content and educational value of the coverage of funds by that country’s media.

In directed brokerage, fund managers direct portfolio transactions to particular brokerage firms in exchange for
promoting their funds, a practice that clearly is not in shareholders’ best interests. Directed brokerage is not an
accepted practice in all countries except China and South Africa, and Morningstar encourages the regulators and
industry participants in these countries to stop this practice because it compromises best-trade execution, which
is not performed in the best interest of the investors.

All countries prohibit “off-the-page” advertising. “Off-the-page” advertising allows investors to send money to
a fund company without receiving the full or simplified prospectus first. In half the countries in this survey, these
restrictions are not well enforced. Morningstar encourages regulators to ensure investors get sufficient informa-
tion prior to making an investment decision.

Disappointingly in most countries it is a common practice to use sales contests to motivate sales of funds and to
compensate advisors, either monetarily or through awards, for selling particular funds. This implies that the fund
industry’s sales force can lack independence and may promote funds for self-interest rather than the best
interest of the investor. In the European Union, UCITS IV will require the disclosure of most of these arrange-
ments.

There is typically an article on mutual funds in the leading national financial newspaper on a weekly or daily
basis in all of the countries except South Africa, Hong Kong, and Sweden. The media in Hong Kong do not
independently cover articles on mutual fund investing as these articles tend to be advertisements or are accom-
panied by advertisements. This lack of content and independence is disappointing and unacceptable.

The media in most countries rarely indicate when a fund’s cost is high. Only the media in Canada and Italy
regularly point out to readers when a fund’s cost is high.
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In general, the media do not sufficiently educate investors on the benefits of long-term investing, and of evaluat-
ing manager records on long-term history rather than on short-term performance. The media in South Africa and
the United States are an exception, almost always promoting the benefit of long-term investing. In another 15
countries the media promote long-term investing some of the time.

In most countries open-end mutual funds are not the only funds available. In many countries, closed-end funds,
insurance-linked products, or private pension accounts are frequently offered. In nine countries, insurance-linked
funds are still preferred by investors for various reasons.

Mutual funds in 16 countries in this year’s survey typically require investment minimums, but in 12 countries,
half of the survey, investment minimums are waived or significantly reduced for investors enrolling in an
automatic investment plan. Median investment minimums for domestic funds are generally lower than medians
for all funds available for sale. The increased costs associated with operating internationally may justify the
higher investment minimums of funds operating in multiple jurisdictions. In India, Japan, Taiwan, and Thailand,
strict minimums are common, but typical median minimums for locally domiciled funds are below US$500. In
many European countries, locally domiciled funds have by tradition had minimum investments of a single share.
Within Europe only Italy, Norway, and the United Kingdom have typical minimums above US$500. Our calcula-
tions indicate that only six countries have median investment minimums of US$1000 or above for domiciled
funds. These countries are: Australia, Hong Kong, New Zealand, Norway, the United Kingdom, and the

United States.

Fund distribution is considered to have open-architecture when investment options come from multiple fund
families. There are two types of open-architecture systems. Guided architecture is a distribution platform with
multiple fund sponsors generally including the distributor’s products as well as recommended funds. In contrast
fully open-architecture is a platform with numerous fund sponsors, typically without endorsement from a
distributor. Morningstar regards both guided architecture and fully open-architecture as open when evaluating
fund distribution. Eight countries have very open-architecture, where it is estimated that more than 80% of funds
are sold through platforms offering multiple providers, these are: Australia, China, India, Japan, Singapore,
Taiwan, the United Kingdom, and the United States. In only four countries, Belgium, Norway, Spain, and Thai-
land, we estimate that less than 20% of funds sold through an open-architecture platform.

Finally, this report considered the availability of five sales channels: fund supermarkets and online brokerage;
traditional brokerage; banks and insurance companies; independent financial advisors; and direct from the fund.
In 10 countries, all five sales channels are widely available. Seven countries have four sales channels widely
available. The countries with the least variety of fund distribution all report wide availability of online fund
platforms.
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Belgium

Grade C
Belgium’s overall grade is C. Belgium’s bright spots include an effective regulator and an excellent version of the
simplified prospectus; less happily, Belgium’s sales culture is not particularly open nor investor focused.

Area Grade
Regulation & Taxation B
Disclosure C+
Fees and Expenses C+
Sales and Media D

For Regulation and Taxation, Belgium rates fairly well. Belgian investors are subject to high short-term capital
gains taxes on funds, but they are exempt from long-term capital gains taxes. The Belgian regulatory body,

CBFA, is effective at regulating the fund industry and its advertisements. However, most enforcement actions are
not disclosed, which hurts investors who wish to know the track records of companies that are attempting to

do business with them.

With Disclosure, Belgium can claim an unusually clear and comprehensive simplified prospectus; also, fund
expenses are itemized, illustrated, and presented in a uniform format. Portfolio holdings are disclosed at the
global standard (although not the best practice) of twice annually. Less helpfully, funds are not required to
disclose either the name or the tenure of their portfolio managers.

Belgium’s Fees and Expenses are attractive for its domiciled funds. Annual expenses for equity and money-
market funds domiciled in the home country are moderately below the global norms, and local fixed-income
funds are cheap indeed. However, most funds available to investors in Belgium are registered elsewhere,
and are not particularly affordable. For example, the median asset-weighted annual expense ratio for equity
funds available for sale in Belgium is a steep 1.93%.

Belgium does not score well for Sales and Media practices. Sales contests and favored compensation of
particular funds suggest that the fund industry will promote the sale of funds for reasons other than the best fit
for the investor. The media in Belgium rarely point out the merit of long-term investing and only sometimes
mention the negative impact of high fund costs. Finally, investors in Belgium would benefit from a wider range
of distribution options and more platforms that feature funds from a wide range of fund families, as opposed to
offering only limited choices.
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Canada

Grade C+

At a deceptively normal-looking C+, Canada’s overall grade hides major strengths and weaknesses. Positively for
fund investors, sales and media practices are excellent and disclosure is very good. Unfortunately, these benefits
are counterbalanced by steep taxes and the highest fund costs found in this survey.

Area Grade
Regulation & Taxation D
Disclosure B+

Fees and Expenses
Sales and Media A

Canadian investors enjoy excellent Sales and Media practices. Sales contests and favored compensation of
particular funds is strictly regulated to maintain the sale force’s independence. The media in Canada will
sometimes emphasize long-term investing, and will nearly always mention high fund costs. Finally, minimum
initial investments are low.

Disclosure in Canada is also investor friendly. Although Canada falls short of best practices by publishing
portfolio holdings semi-annually rather than quarterly, it otherwise discloses well. Expense information is clear
and comprehensive, including five years of expense history and a monetary illustration of each fund’s costs.
Unlike many countries in this survey, Canada requires that funds divulge the names of their portfolio managers,
although currently it does not require that their length of tenure be given.

The story is less happy with Regulation and Taxation. Canada has steep investment taxes that are applied to
fund management fees. Although Canada offers fund investors a tax break for capital gains and dividend
income, their overall tax bill remains high. Additionally, taxes are levied on the service of fund management. This
increases fund expenses. With regulation, Canada restricts competition by not permitting foreign-domiciled
funds to register for sale in Canada. Nor does it offer fund investors the protection of a board of directors.

Canada fails for Fees and Expenses. Among the 22 countries in this survey, Canada has the highest annual
expense ratios for equity funds, the third highest for bond funds, and tied for the highest for money-market funds.
These costs cannot be explained by pointing to unique features of the Canadian fund market. Canada’s method
for computing fund expenses is the global standard, and its distribution model of financial advisors selling and
servicing no-load funds is widely shared (although not by its southern neighbor, the United States).
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China

Grade B-

China’s grade is B-, which is average within the survey. China’s most attractive feature is its low tax rate, as fund
investors do not pay taxes on capital gains or interest on most government debt. The main drawback for Chinese
fund investors is restrictiveness, as China does not permit foreign-domiciled funds to set up shop, and limits the

amount of assets that Chinese funds can invest overseas.

Area Grade
Regulation & Taxation C-
Disclosure B+
Fees and Expenses B-
Sales and Media C

Chinese Disclosure is generally thorough. Chinese funds report quarterly, with good discussions by managements
of their funds’ performances. Unusually, Chinese funds provide both the name of the fund’s portfolio manager
and the length of tenure. In 2010, China launched a website that contains a comprehensive collection of fund
literature. The major drawback to Chinese disclosure is that China does not calculate official fund expense ratios,
although the individual expense components are itemized, thereby permitting a diligent investor to determine the
ratio.

China fares pretty well for Fees and Expenses. Chinese equity funds have the lowest expense ratios of any
non-English-speaking country. The same holds true for its fixed-income funds. Its money market funds are about
average in cost. Most Chinese funds do have front-end sales charges, which are often negotiated downwards
by large investors, although less commonly by small buyers.

Sales and Media practices are mixed. On the one hand, the investor-unfriendly behavior of sales contests and
favored compensation for the sale of particular funds are permitted with little oversight. So too is the practice of
directed brokerage, by which a fund steers its trades toward a brokerage firm that helps to sell its shares. On the
other hand, minimum required investments of Chinese funds are very low. Also, fund distribution in China is
dominated by open-architecture distribution, so that investors generally have the opportunity to choose between
many different fund companies.

Regulation and Taxation sees China at its best—and at its worst. Chinese investors face no taxes on gains and
modest taxes on income earned within funds, with total effective taxes estimated below 10%. However, China
has no provision for foreign-domiciled funds to apply for sale within China, thereby stifling competition. Addition-
ally Chinese investment funds need permission to invest assets overseas, and limits generally accompany this
permission.
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France

Grade C+

France occupies the middle territory, scoring Bs and Cs in all areas, for an overall grade of C+. Unlike in many
other countries, the media in France actively promotes the best practices of investing for the long term in a
low-cost fund. That said, French funds are not particularly cheap; investors would benefit from lower-expense

options.

Area Grade
Regulation & Taxation B
Disclosure

Fees and Expenses

| OO

Sales and Media

For Regulation and Taxation, France is above average due to its tax structure. Investors in France are only subject
to taxes on fund investments upon distributions or sales, meaning that a long-term investor can postpone tax
payments for many years, or even decades. Other regulatory and tax items are fairly typical; one area in which
France could stand to improve is the regulation of advertising.

In general, Sales and Media practices are helpful in France. France does permit sales contests for funds, which is
a drawback for investors, but it strictly prohibits so-called directed brokerage arrangements. The media in France
are strong, sometimes pointing out the merit of long-term investing and almost always mentioning the negative
impact of high fund costs. Finally, minimum investments of French funds are quite low.

Disclosure rates a C. The main areas that need improvement are the frequency of holdings disclosure, the lack of
a comprehensive centralized website, and the lack of portfolio manager information.

France’s grade for Fees and Expenses is also a C. France’s money-market funds have attractively low expense
ratios, but its stock and bond funds tend to be priced higher than those in most other countries. In addition,
investors face asymmetric performance fees that reward portfolio managers for good performances, but do not
punish them for failure. Finally, fewer than 25% of mutual funds available in France are free of loads.

Global Fund Investor Experience | March 2011

MmHNlN[}S'mH € ©2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 24
part, without the prior consent of Morningstar, Inc. is prohibited.



Germany

Grade C+

German fund investors have a fairly typical experience. Germany scores slightly better than most for fees and
expenses, and—rather surprisingly given the source—somewhat below the norm for the effectiveness of its
regulator. Germany’s overall grade is a C+.

Area Grade
Regulation & Taxation B-
Disclosure C
Fees and Expenses B
Sales and Media C+

Fees and Expenses for German funds are slightly better than the norm, with locally domiciled equity funds
being the most attractively priced. As with other European countries, German funds often carry asymmetric
performance fees that reward success but do not punish failure. Fewer than 25% of mutual funds are

free of load charges. Investors in Germany would be well served by a low-cost, no-load competitor entering
the market.

With Regulation and Taxation, German investors enjoy the common European benefit of having easy access

to non-domiciled funds, and the protection of a mandatory fund board (although there is no requirement that any
members of the board be independent). Surprisingly, given the source, German regulation is not particularly
effective. In particular, regulation of fund advertising needs improvement.

In Germany, the latter part of Sales and Media is better than the former. The media in Germany make an attempt
to focus on the long term, and almost always mention the negative impact of high fund costs. Sales practices

on the other hand are less helpful for investors. Sales contests and favored compensation of the sale of particu-
lar funds remains a common and lightly regulated practice. In addition, the German fund market remains quite
closed with only between 20% and 50% of funds sold through an open-architecture system.

German Disclosure is not especially strong. The lack of a centralized website for German fund filings is disap-
pointing, as is the lack of a written report by management in fund shareholder reports. German disclosure could
also benefit from showing more a fund’s expense ratio than just a single year, as a longer history would show
trends.

Global Fund Investor Experience | March 2011

MAORNINGSTAR

©?2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 25
part, without the prior consent of Morningstar, Inc. is prohibited.



Hong Kong

Grade C

Hong Kong’s overall grade of C arises from excellence in a single area, and average-to-poor performance
elsewhere. Hong Kong’s tax structure is one of the most attractive for investors among the 22 countries in this
survey. In other areas of investor experience, Hong Kong could stand significant improvement.

Area Grade
Regulation & Taxation A
Disclosure C
Fees and Expenses C-
Sales and Media C

Hong Kong’s high score for Regulation & Taxation owes to its complete lack of investment taxes. In Hong Kong,
only wages or direct profits are taxed; capital gains, dividends, and interest receipts are not. Less happily,
Hong Kong’s regulatory body the SFC could be more fully staffed, as enforcement is spotty. Hong Kong’s regula-
tors are not particularly weak as most countries in this survey score similarly—but neither do they excel.

Hong Kong Disclosure has several gaps. Hong Kong lacks a simplified prospectus, although that gap is largely
served by fund fact sheets. Funds in Hong Kong are not required to include a management discussion of
performance within shareholder reports, and do not typically provide this information voluntarily. Finally, Hong
Kong does not disclose the names of its funds’ portfolio managers.

Hong Kong’s Sales and Media score is depressed by its shortage of independent coverage of mutual funds.

In Hong Kong, media information on funds is often sponsored by an investment manager. With sales practices,
Hong Kong discourages the small investor through its high investment minimums, but automated savings plans
frequently waive minimums. Better for investors is the country’s uncommon habit of banning sales contests

for funds among financial advisors.

With Fees and Expenses, Hong Kong is hampered by above-average expense ratios for its stock and fixed-
income funds. In addition, funds in Hong Kong are allowed to charge asymmetric performance fees that reward
managers for outperformance but do not punish them for underperformance. On the bright side, Hong Kong’s
money-market funds are fairly reasonably priced, and Hong Kong investors do enjoy access to a large number of
no-load investments.
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India

Grade B

India is not afraid to be different, being the only country in this survey to have banned funds’ front-end load
charges, and one of only two countries where portfolios are typically disclosed monthly. India’s main drawback is
high fund expenses. Overall, India scores a B, which is high for an emerging fund market.

Area Grade
Regulation & Taxation C-
Disclosure B+
Fees and Expenses C+
Sales and Media B+

India has excellent Disclosure. Funds in India generally provide portfolios on a monthly basis, they show the
names of their portfolio managers (some also provide manager tenure), and they publish three years’ worth of
expense-ratio history. The Indian fund association maintains a central Internet site that contains offering
documents, which is helpful—although investors would be aided if the site were expanded to include all fund
literature.

Sales and Media practices are also good. Indian investors enjoy an open sales system, as the vast majority of
fund distributors offer the choice of multiple fund providers. Low investment minimums make Indian funds widely
accessible to middle-income buyers. For its part, the media does well in reporting on a daily basis about mutual
funds. Unfortunately, these articles rarely discuss fees when they are high and they rarely promote long-term
investing.

Fees and Expenses in India are high. India is one of only four countries in this survey with equity-fund annual
expenses that exceed 2%, meaning that Indian investors pay double what those in the lowest-cost countries are
charged. Indian fixed-income and money-market funds are not cheaper. India has attempted to compensate for
these costs by banning front-end load charges; however, this move has proved controversial with financial
advisors and fund sales have since declined.

Indian Regulation is a mixed bag. Indian regulators are quite permissive in allowing Indian funds to arrange
soft-dollar arrangements without any required disclosure. Also, Indian investors face capital controls that limit
their ability to invest in foreign securities. Each of these practices is quite uncommon. On the other hand,
India has been actively modernizing its fund laws, and the regulator is proactive in identifying violators of
securities laws.
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Italy

Grade C
Italy’s overall grade is C. High fees and expenses characterize funds in Italy, and confusing simplified fund
documents do not help investors as intended. At least taxes are reasonably low.

Area Grade
Regulation & Taxation B
Disclosure C
Fees and Expenses D+
Sales and Media B-

Italy’s modest dividends and capital-gains tax rates help it fare well for Regulation and Taxation. Italian tax policy
does have a couple of quirks. Italy requires that fund investors pay annual taxes on unrealized gains and Italy has
only a limited number of funds that are eligible for tax deferral in retirement savings plans. Overall, though, the
tax burden is moderate.

Italy’s Sales and Media practices are each average. With sales, Italy suffers by being dominated by the single
channel of banks, as multiple channels give investors more options. Also, funds tend to have high minimum
initial investments. However, Italy unlike many countries regulates the practice of favored compensation for the
sale of specific funds. Media items are similarly mixed, as the benefits of widespread coverage are offset by the
drawbacks that these articles rarely promote long-term investing.

Italy’s mediocre Disclosure grade reflects the weak simplified prospectuses, which contain too little information
about the specific risks of the fund and too general a description of the investment strategy. Italy also disap-
points in not requiring disclosure of the name of the portfolio manager, and in lacking a centralized website for
fund information. More happily, Italian disclosure of fund expenses is generally very good.

Italian Fees and Expenses are steep. Both available-for-sale and domiciled funds in Italy have above-normal

expense ratios. With annual expenses of about 0.80% per year, Italian money-market funds are particularly
expensive. Italian investors suffer from a shortage of no-load funds.
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Japan

Grade C+
Japan’s overall grade is C+. Japan has favorable tax rates and reasonably helpful media treatment of funds;
however, it also has some notable gaps in disclosure.

Area Grade
Regulation & Taxation C+
Disclosure C+
Fees and Expenses B-
Sales and Media B

Japanese Sales and Media practices are generally attractive. Japan has the advantage of an open-architecture
system whereby investors typically select among several fund families when buying a fund. Low minimum invest-
ments make most funds accessible to the smaller investor. The media does a decent job of promoting long-term
investing and of educating investors on the affect of fees, although Japan is not a survey leader in that regard.

Japan’s Fees and Expenses are near the global averages, with low costs for locally domiciled money-market
funds being the most attractive feature. One disadvantage of Japanese fees is the prevalence of front-end load
charges, as more than half of Japanese funds carry front-end loads. Unlike in many countries, only large
investors have the ability to negotiate loads in Japan.

With Regulation and Taxation, Japan scores well for its tax rates. Short- and long-term gains and dividends

are all taxed at between 10% and 20% for the typical investor. In addition, investors only pay capital-gains taxes
upon selling a fund, as opposed to receiving annual distributions. Unfortunately, Japan does not offer tax
incentives for long-term investing. Japan’s regulation is adequate with bright spots being the requirement that
the custodian of fund assets be fully independent of the fund manager, and the infrequency of soft-dollar
arrangements.

Unusually, Japan’s Disclosure requirement does not include the calculation of an overall expense ratio. Although
disclosure of the expense components is comprehensive, enabling informed parties to calculate their own ratios,
requiring this much work of investors is not a best practice. Neither are Japan’s simplified prospectuses, nor is
the lack of a centralized website for fund documents.
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Netherlands

Grade B

Netherlands’ overall grade is a solid B. Netherlands is average to above average across the board. Among its
strengths are its low effective taxes on investments and good simplified prospectuses. Certain aspects of
disclosure could stand improvement.

Area Grade
Regulation & Taxation B-
Disclosure B-
Fees and Expenses B-
Sales and Media B

For the most part, Sales and Media practices in Netherlands are investor friendly. The existence of several
distribution channels helps to foster choice, as does the fact that most distributors sell funds from many fund
families. Low or no investment minimums make funds widely accessible. However, sales practices would be
better if Netherlands were to cut back on the accepted practice of sales contests. Media in Netherlands are
fairly typical, both in amount and quality of coverage.

The best aspect of Netherlands’ Regulation and Taxation is the country’s lack of a direct tax on either capital
gains or dividends. Investors do face an indirect wealth tax that begins at the modest level of €55,000, as well as
a VAT tax. Nonetheless, the overall tax burden on fund investors is fairly low by European standards. Also
unusual by European standards is the strictness of Netherlands’ fund boards, which are two-tiered and require
three independent members.

Dutch Fees and Expenses fall mostly in line with those elsewhere in Europe, in part because Netherlands as with
other European countries features many Luxembourg-based funds that sell across borders. Locally domiciled
stock funds tend to be cheaper than the cross-border funds; on the other hand, local money-market funds are
relatively expensive.

Strengths of Netherlands’ Disclosure policies include clear and concise simplified prospectuses that contain
three years of expense ratios, a turnover ratio, and full portfolio holdings provided semi-annually (quarterly would
be best practices, but semi-annually isn’t bad). Weaknesses are the lack of a central website containing fund
literature, and that the name and tenure of a fund’s portfolio manager is a voluntary rather than a required
disclosure.

Global Fund Investor Experience | March 2011

MAORNINGSTAR

©?2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 30
part, without the prior consent of Morningstar, Inc. is prohibited.



New Zealand

Grade D-

New Zealand's’ overall grade is D-, the lowest of any country in the survey. New Zealand has severe problems
with disclosure, as portfolios are not typically published and calculations for expense ratios are not standardized.
In addition, regulation has historically been inadequate, although encouragingly the Ministry of Economic
Development has recognized the problem. The good news is that fees are low to average—although with New
Zealand’s poor disclosure requirements, an asterisk should be attached to that statement.

Area Grade
Regulation & Taxation D+
Disclosure D-
Fees and Expenses B-
Sales and Media C+

New Zealand’s reported Fees and Expenses appear to be low, particularly for a small marketplace. Fixed-income
funds also show well under the international average. However, there are some questions on the accuracy of
these figures as there is no standardized method in New Zealand for calculating fund expense ratios. Our local
analysts report that many firms solely report management fees to databases, excluding administrative costs.

New Zealand is slightly below average for Sales and Media. New Zealanders generally have access to choice as
most sales platforms offer funds from a variety of fund families, and New Zealanders can avoid high minimums
by using automatic investment plans. Less happily, however, sales contests are poorly regulated with little or no
disclosure to the investor. This practice creates conflicts of interest between the sales agent and the investor.

New Zealand’s Regulation and Taxation needs to improve. New Zealand has suffered several recent fund-indus-
try scandals and would benefit from a higher staffing level among its regulators. And taxes are complicated.
Tax rates on dividends tend to be around 28%, but investors have to navigate a dividend imputation regime that
credits dividends for corporate taxes paid. Out of the countries in this survey only Australia and New Zealand
currently use a dividend imputation system. New Zealand investors are not rewarded for holding for the long
term, as there is not a tax break for long-term gains as opposed to short-term gains. Finally, the complex tax
system in New Zealand effectively causes investors to pay taxes on unrealized capital gains as well as realized
gains on foreign holdings. Overall, despite this complexity, the total tax burden in New Zealand is just above
average.

New Zealand also receives the survey’s lowest score for Disclosure. Funds in New Zealand are not required to
publish portfolio holdings, and this information is rarely available even to professional analysts. New Zealand
also does not require that expenses be presented in a ratio format, the disclosure of trading costs, or the name of
its funds’ portfolio managers.
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Norway

Grade C

Norway’s overall grade is C. Norway has strong investor protections and good tax benefits from longer-term
investors, but the funds available for sale to investors tend to be expensive, and disclosure is not particularly
good.

Area Grade
Regulation & Taxation B
Disclosure C-
Fees and Expenses B-
Sales and Media B

Norwegian investors fare well for Regulation and Taxation. Norway rewards long-term investors by taxing
long-term capital gains only the amount that exceeds what could have been earned from a risk-free investment.
Additionally, Norway is one of only five countries in this survey that permits all its funds to be used in tax-de-
ferred retirement savings plans, although each retirement plan sponsor has discretion to include as few or as
many funds with its plan. With regulation, Norwegian funds offer investors the benefit of an independent board
of directors.

Norway’s Sales and Media grade is boosted by the country’s ban on sales contests—a common and investor-
unfriendly practice. Less helpful is the country’s reliance on closed sales channels, as opposed to open architec-
ture whereby the funds from many families are offered in single place. The media in Norway rarely mention if
fund costs are high; that habit could and should be improved.

Fees and Expenses in Norway are fairly high. Actually, locally domiciled fixed-income funds tend to be low cost,
but other locally domiciled funds are not as cheap, and the outside funds that are available for sale in Norway
tend to be expensive. Norway also has a high proportion of funds that carry front-end loads. On the positive side,
Norway is one of only two countries that require symmetry in performance fees, so that investment managers
face penalties for failure in addition to rewards for success.

Norwegian Disclosure is poor on the critical item of expenses. Expense ratios are not calculated in a uniform
format and are typically available only in the financial statements. Additionally, trading costs are rarely available
for investors. Elsewhere for disclosure, the news is better. Management’s discussion of fund performances tends
to be good, and although portfolios are only required to be published annually, monthly disclosure is quite
common.
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Singapore

Grade A

Singapore’s overall grade is an A—tied with the United States for highest in this survey. Singapore has a strong
regulatory regime with an absence of most investment taxes. Regulations ban sales practices that are most rife
for abuse, and disclosure is good. Singaporean funds could carry lower costs.

Area Grade
Regulation & Taxation A
Disclosure B
Fees and Expenses C
Sales and Media A

Singapore’s Regulation and Taxation is a model for other countries. Singapore’s regulator is fully staffed and
proactive. The Monetary Authority of Singapore has been active in policing the fund industry and is also effective
at regulating advertisements. With taxes, Singapore has no capital gains taxes on funds, and fund distributions
are exempt.

Singapore also does well with Sales and Media. Sales contests are not an accepted practice in Singapore,
and fund-specific incentives for selling a particular fund are limited. The absence of these practices helps align
advisors’ interests with investors. Singapore also offers investors choice as Singapore is one of only two
countries in this survey that has more than 80% of funds sold through open platforms that offer funds from a
wide variety of families. Finally, Singapore accommodates the small investor by offering automatic investment
plans that do not have a strict investment minimum.

Singapore’s Disclosure is reasonably good but has some gaps. Singaporean funds only selectively disclose

the name of their portfolio managers. The country also is only one of two in this survey to substitute factsheets
for simplified prospectuses—a reasonable approach but the factsheets omit some helpful information that is
standard on a simplified prospectus. The Monetary Authority of Singapore has adopted regulations, that should
make disclosure more closely resemble foreign simplified prospectuses in the future. Singapore has a centralized
website, OPERA, that includes offers and prospectuses, but not all required fund literature.

Singapore’s Fees and Expenses are the least-attractive aspect of the country for fund investors. Annual expenses
are not particularly cheap, and are downright expensive for fixed-income funds that are available for sale in the
country. Most Singaporean funds, both available for sale and locally domiciled, charge front-end loads. As with
many countries, Singapore funds carry asymmetrical performance fees that pay managers for good results but do
not penalize them for poor results.
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South Africa

Grade C-
South Africa’s overall grade is C-. South African funds have fairly attractive expense ratios, but disclosure should
be improved and the country’s capital controls are not investor friendly.

Area Grade
Regulation & Taxation C
Disclosure D+
Fees and Expenses B
Sales and Media C

Fees and expenses on funds in South Africa are reasonable. South African stock and money-market funds carry
annual expenses that are roughly in line with the global averages, while fixed-income funds are relatively cheap.
Both available-for-sale and locally domiciled fixed-income funds in South Africa carry lower expense ratios than
in most other countries.

South African Sales and Media practices are better for media than for sales. South Africa is one of only two
countries that permit the practice of directed brokerage, which can lead to high trading costs for funds. Sales
incentives and sales contests are common in South Africa—thereby putting investors at risk of being put into
funds that might not be right for them. The media only irregularly write stories about the fund industry. However,
South Africa has thriving television and radio coverage of investments, and when funds are covered the stories
do tend to promote long-term investing.

South Africa’s grade for Regulation and Taxation is hurt by its foreign investment limitations. These limits lower
the availability of foreign-domiciled funds and reduce the strategies that investment managers based in South
Africa can undertake. Also, the regulator is perceived as understaffed. Taxes in South Africa are lower than those
in many countries, although this advantage is partially offset by the lack of a capital-gains tax advantage for
long-term investors.

Disclosure in South Africa is weak. Funds must present their current expense ratios, but there is no historical
comparison available. Investors rarely can determine what portion of fees pay for various fund operating
expenses, and trading costs are infrequently disclosed. Funds are not required to provide full portfolio holdings to
prospective investors.
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Spain

Grade C

Spain’s overall grade is C. The drawbacks of above-average fees and a closed distribution system that gives fund
investors relatively few choices, are somewhat mitigated by generous tax deferrals and a comprehensive
investor information website.

Area Grade
Regulation & Taxation B+
Disclosure B-
Fees and Expenses C-
Sales and Media D+

Spain’s tax treatment of capital gains helps it toward a good score for Regulation and Taxation. Unusually,
Spanish fund investors can indefinitely defer capital gains taxes if they reinvest proceeds of fund sales into
another qualified fund. With regulation, Spain fares reasonably well, although the country falls short in not
requiring its funds to have a board of directors.

Spain’s Disclosure is good aside from its policy of not providing the names of its funds’ portfolio managers.
Spain’s requirement of quarterly shareholder reports containing full portfolio holdings is a global best practice.
A website in Spain now presents historic expense information for five years for all listed funds. This too repre-
sents best industry practices. Expense ratios are comprehensive, although it can be hard to find itemized details.

Spain’s Fees and Expenses are too high. Spain is the only country in this survey where the locally domiciled funds
are as costly as the typical fund available for sale in the country. In particular, locally domiciled equity and
money-market funds are among the most expensive in this survey. On average, investors in local funds pay more
than 2% annually in stock-fund expenses, and more than 0.80% for money-market funds.

Spain has several weaknesses in Sales and Media. Advisors receive incentives for selling certain funds, as

well as awards for increasing the level of fund sales. The media’s daily articles on finds sometimes discuss costs,
but rarely mention long-term investing. Smaller Spanish investors do have easy access to funds, as minimums
are rare and typically are very low for locally domiciled funds. However, most Spanish investors buy funds from
platforms that only offer a limited selection of fund families.
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Sweden

Grade B-
Sweden’s overall grade is B-, placing it in the middle of the pack. Strong disclosure requirements are offset by a
closed distribution system that restricts investor choice, and by sales practices that allow conflicts of interest.

Area Grade
Regulation & Taxation D+
Disclosure A

Fees and Expenses
Sales and Media D+

Swedish Disclosure is among the world’s best. Sweden is one of only six countries in this survey that publish
the portfolio manager’s name (although investors would benefit if tenure were included as well). Sweden also
requires that portfolio holdings be disclosed quarterly, available on a centralized website. Finally, management's
portfolio discussions are excellent, as Sweden is one of just four countries in this survey where the discussions
firmly explain why the funds performed as they did.

Fees and Expenses for Swedish funds are mostly typical. Expenses for fixed-income funds available in Sweden
are too high (locally domiciled fixed-income funds are better priced), but stock and money-market funds are about
average. Fewer than 25% of available-for-sale funds are sold without load, so most investors pay an upfront
sales charge in addition to ongoing expenses.

Perhaps predictably, Sweden’s score for Regulation and Taxation is hurt by the country’s high tax rates. Capital
gains and dividends are treated as income, with a maximum marginal tax rate between 30% and 39%. Sweden
fares better with regulation, but the regulator could use more staffing, and the oversight of advertising is only
somewhat effective.

Sweden needs to improve its Sales and Media practices. Fund-specific sales incentives and sales contests are
accepted practices in Sweden, meaning that investors may be placed into funds for other reasons than suitabil-
ity. Swedish investors face a somewhat closed market, with most funds sold through platforms that carry few
fund families. The media in Sweden only occasionally write about fund investing. One positive note: Swedish
funds are quite accessible to investors, as local funds have low or nonexistent investment minimums.
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Switzerland

Grade B-
Switzerland’s overall grade is B-. Comprehensive regulation and low fees help Switzerland overcome below-
average sales practices and media coverage.

Area Grade
Regulation & Taxation B
Disclosure B-
Fees and Expenses B+
Sales and Media C

Switzerland’s Fees and Expenses are better for local funds than for funds available for sale. Swiss investors
choosing among locally domiciled funds choose from among the least-expensive equity funds in this survey, and
from fixed-income funds that average ongoing expenses of less than 0.60%. In contrast, available-for-sale funds
are at the global norms.

Swiss investors fare well for Regulation and Taxation. Although dividends are taxed at Switzerland’s high rates
for earned income, capital gains are not taxed at all. Funds must have boards of directors, which is not consis-
tently true in Europe; however, the boards needn’t be independent. One item Switzerland does not do very well is
regulation of fund advertising, which is lax.

Switzerland does not stand out for Disclosure. Most Swiss disclosure matches typical global practices,
although Switzerland does fall short in being one of only four countries in which management’s discussion of
performance is not required and is infrequently provided. Switzerland does succeed at making fund literature
available to investors. The Swiss fund association sponsors a website containing all required fund filings, with
many available in multiple languages.

Swiss Media and Sales practices are the country’s weak link. There are no specific sales practices at which
Switzerland is particularly poor, but unlike most countries there are no areas where Switzerland is above average
either. As with many countries, Switzerland permits the investor-unfriendly practices of sales contests and
fund-specific sales incentives. Swiss media coverage falls short. The media rarely promote long-term fund invest-
ing or mention the impact of high fund costs.

Global Fund Investor Experience | March 2011

MAORNINGSTAR

©?2011 Morningstar, Inc. All rights reserved. The information in this document is the property of Morningstar, Inc. Reproduction or transcription by any means, in whole or in 37
part, without the prior consent of Morningstar, Inc. is prohibited.



Taiwan

Grade B
Taiwan’s overall grade is B. Low taxes and an effective regulator place Taiwan above average overall. Taiwan’s
main drawback is the high cost of funds available for sale in the country.

Area Grade
Regulation & Taxation B
Disclosure B
Fees and Expenses C
Sales and Media C+

As with most Asian countries, Taiwan’s score for Regulation and Taxation is helped by its tax policies. There are
few taxes on capital gains in Taiwan, although investors are subject to contingent taxes if investment income
exceeds a threshold. Taiwanese regulators are fully staffed and effective, aside from the regulation of advertise-
ments, which is spotty. Taiwan does suffer from investment restrictions. Funds in Taiwan may not invest more
than 10% of assets in securities issued in China. Also, there is a limited selection of funds that qualify for
retirement benefits.

Taiwan’s Disclosure benefits from the country’s uncommon requirement that fund companies disclose both
the name and tenure of the portfolio manager. Investors in Taiwan enjoy frequent access to portfolio holdings,
with quarterly disclosure required. In Taiwan a centralized website is available for investors to easily access
fund filings. However, full shareholder reports are only required of funds annually, which is less frequent than
most countries.

Taiwan is average for Sales and Media practices. Sales contests and fund-specific sales incentives are common
in Taiwan, a trait shared with most countries in this survey. Taiwanese investors face strict investment minimums
for funds available for sale, but locally domiciled funds are more accessible. The Taiwanese media covers funds
daily, but their coverage rarely mentions costs and only sometimes advocates long-term investing.

Taiwan’s Fees and Expenses are fairly high. Both locally domiciled and available-for-sale equity funds are in the

upper bracket for annual expenses. The news is better with local fixed-income funds, which are quite cheap, but
once again the available-for-sale funds are priced above the global norm.
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Thailand

Grade A-

Thailand scores a strong A-. Thailand benefits from excellent disclosure, no capital-gains taxes, and reasonably
attractive fees. Sales practices are not as strong, with sales contests and poor media coverage. In addition, Thai
funds face some investment restrictions.

Area Grade
Regulation & Taxation B
Disclosure B+
Fees and Expenses A
Sales and Media D

Thailand’s Fees and Expenses are below average for fixed-income funds, and about average for equity and
money-market funds. Unlike most other countries in this survey, Thai funds only sparingly use asymmetrical
performance fees—an investor-unfriendly structure that pays fund managers on the way up, but does not
penalize them on the way down.

Thailand’s Disclosure stands out in a number of areas. Thailand is one of only six countries to have itemized,
comprehensive fee information—presented both in currency terms and as a ratio of total fund assets. Thailand
discloses the name of the portfolio manager, although the tenure of the manager is not commonly given.
Investors in Thailand also benefit from good simplified prospectus and from having access to all fund literature
on a central website.

Thailand is fairly unremarkable for Regulation and Taxation. The regulator is adequately staffed, but the regula-
tion of advertising is only somewhat effective. There is a requirement of a mutual fund supervisor that carries
many of the responsibilities of a board of directors. Thai funds do face investment restrictions as funds must
apply with the regulator to invest in securities issued outside of Thailand. With taxes, Thai investors benefit from
not facing capital-gains taxes, although taxes on dividends and interest income are quite high.

Thailand could improve its Sales and Media Practices. Sales contests and fund-specific sales incentives are
common in Thailand, with little oversight. With distribution, the Thai fund market is quite closed, with less than
20% of funds being sold through open-architecture platforms that offer funds from a wide variety of fund
families. The media frequently write about mutual funds, but not very helpfully, as it is rare for them to discuss
high costs or promote long-term investing.
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United Kingdom

Grade C+
The United Kingdom’s overall grade is C+. The UK scores near the middle in all areas. The country’s strengths are
its regulation and its sales practices, whereas its weakness lies in its funds’ moderately above-average fees.

Area Grade
Regulation & Taxation C
Disclosure B-
Fees and Expenses C
Sales and Media B+

In the United Kingdom, Sales and Media Practices benefit from the prohibition of sales contests and the strict
regulation of fund-specific sales incentives. Investors enjoy choice as there is a full spectrum of distribution
options, with the vast majority of funds sold through open-architecture platforms that offer funds from many
families. While investment minimums are high, it is common for investors to avoid these minimums with
automatic purchase plans. The ongoing Retail Distribution Review will likely have profound impacts on fund
distribution in the coming years.

Disclosure is the United Kingdom is average. Bright spots include useful and clear simplified prospectuses,
a currency example of the effect of fund expenses, and frequent disclosure of the name of portfolio manager
(although not the tenure). The United Kingdom could improve the experience of investors by promoting the
creation of a centralized website with fund filings, as investors presently must search far and wide for fund
literature.

With Regulation and Taxation, the United Kingdom is better at the former. The regulator is very adequately
staffed, regulation of advertising is effective, and fund custodians must be fully independent of fund manage-
ments. Taxes are not so friendly. The UK offers tax preferences for certain accounts. However, for taxable
investors, the news is not good—Ilong- and short-term gains, as well as income, are all taxed at high rates.

UK investors pay relatively high Fees and Expenses. Whether available for sale or locally domiciled, none of the
country’s fund types rate as cheap, and locally domiciled fixed-income funds are outright expensive. As with
many other countries in this survey, UK funds often carry asymmetric performance fees that pay fund managers
on the way up, but which do not dock them on the way down.
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United States

Grade A

The United States shares this survey’s highest grade of A (with Singapore). Transparency and competition have
helped to create global best practices in disclosure, sales practices, and costs. The U.S. tax code is not particu-
larly investor friendly, however.

Area Grade
Regulation & Taxation C+
Disclosure A
Fees and Expenses A
Sales and Media A

With the lowest expenses ratios globally for both its equity and fixed-income funds, U.S. Fees and Expenses are
excellent. (Not so for money-market funds, which in the United States are often treated as profit centers by fund
companies.) In addition, the United States offers a high number of funds with no-load charges. However, U.S.
expenses are somewhat understated due to the number of investors who pay for investment advice outside of
fund-related charges.

The United States requires comprehensive Disclosure. In addition to matching global best practices in other
areas of disclosure, the United States uniquely requires the disclosure of management compensation schemes,
as well as the amount that managers have invested in their own funds. The United States has a centralized
website with all fund filings available online. However, this information is often spread among multiple fund
filings, which can make finding the relevant data difficult.

Sales and Media practices treat investors well in the United States. The media cover the fund industry on a daily
basis, often promote long-term investing, and sometimes mention funds’ costs. Most funds are sold through
open-architecture platforms that feature a variety of fund families, and all sales channels are widely available for
investors. Funds are accessible to the smaller investor through automatic purchase plans. One area of concern is
the payments made by fund families to fund distributors in exchange for shelf space.

The U.S. weakness lies in Regulation and Taxes. The regulatory agency, the SEC, has struggled to maintain
adequate staffing, and has difficulty identifying violations in a timely manner. On a positive note, the United
States does require a board of directors with independent members. Taxes are a sore spot in the United States.
The country’s tax rate for short-term gains are among the highest in this survey, and the United States is one of
only five countries that taxes the capital gains generated by funds themselves.
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Australia

Regulation and Taxation

In Australia, the Australian Securities and Investments Commission (ASIC) is the regulator of corporate markets
and financial services. Its duties include “registering corporations, keeping up-to-date information about them,
and making that information available to the public; regulating conduct and disclosure by corporations and their
officers; regulating corporate fundraising, mergers and acquisitions, and insolvencies; and regulating financial
services, financial products, and financial markets.”

Mutual funds (also known as unit trusts in Australia) structured as superannuation or pension funds are also
regulated by the Australian Prudential Regulation Authority (APRA), which oversees superannuation (retirement)
assets and the banking and insurance industries. Fund advertising and sales practices are also regulated by ASIC
and APRA. The Investment and Financial Services Association (IFSA), a trade organization that represents the
retail and wholesale funds management, superannuation, and life insurance industries, plays a significant role in
imposing standards and guidelines for participating members.

The laws that govern the investment industry are the Financial Services Reform Act 2001 and the Managed
Investments Act 1998. The ASIC’s policy statements are published in its Regulatory Guide. The laws that govern
the superannuation industry are the Superannuation Industry (Supervision) Act 1993, the Superannuation Industry
(Supervision) Regulations 1994, the Retirement Savings Accounts Act 1997, and the Retirement Savings Ac-
counts Regulations.

ASIC is responsible for regulations of investment funds. Regulations are somewhat up to date, but can be
delayed and only partially address known problems. Regulators are adequately staffed and enforcement is
comprehensive but not proactive in identifying new areas of regulatory risk. Some enforcement actions are
public, but publication of regulatory actions against a fund is released on a case-by-case basis. The regulation
and supervision of fund advertisements are perceived as effective and prevent misleading or deceptive fund
promotions.

All countries in this survey, including Australia, require funds to be audited by an independent party at least once
a year. In Australia, fund assets are required to be kept by a custodian. The law requires that the custodian be
independent of the fund manager, but the two organizations can be subsidiaries of the same holding company.
The ASIC Regulatory Guide requires that the duties of custody staff be appropriately segregated from the duties
of other employees, and custody staff should not report to groups responsible for investment, marketing, or
operations.

A soft-dollar arrangement is one in which the fund trades with a brokerage firm in exchange for free research,

hardware, softwar