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[El CLARIFICATION ON LEVERAGE USED BY UCITS

Following significant lobbying from the Irish funds industry and the recent publication of a
Questions and Answers Paper relating to the Risk Measurement and Calculation of Global
Exposure and Counterparty Risk for UCITS by ESMA®, the Central Bank of Ireland (the
“Central Bank”) has recently issued a letter to the Irish funds industry in relation to UCITS
which use VaR to calculate global exposure in which it clarifies:

- its position in relation to leverage disclosure in a UCITS prospectus;

- that it will not impose leverage limits; and

- that it will not impose minimum subscription requirements or additional board reporting
requirements on UCITS which use significant leverage.

This is a welcome development.
Disclosure relating to leverage in fund documentation

Guidelines issued by CESR on Risk Measurement and the Calculation of Global Exposure
and Counterparty Risk for UCITS in July 2010 required all UCITS funds which use VaR to
calculate global exposure to disclose the expected levels of leverage (and the possibility of
higher leverage levels) in their prospectus.

These guidelines also provided that leverage was to be calculated using the sum of the
notionals of the derivatives used.

Many industry participants were concerned that the sum of the notionals calculation
methodology did not give a true picture of leverage employed by a UCITS and in may cases
produced misleading results. In its letter, the Central Bank has acknowledged that it is aware
of limitations relating to this calculation methodology and it has confirmed that it will raise this
matter within EMSA for discussion.

In it's Q&A Paper, ESMA confirmed that UCITS using VaR to calculate global exposure need
to make a prospectus disclosure as to leverage, calculated using the sum of the notionals of
derivatives used but that they could also include a leverage disclosure based on the
Commitment Approach.

The Central Bank has confirmed that, consistent with the ESMA Q&A Paper, it will allow
such UCITS to make a prospectus disclosure on leverage using both the Commitment
Approach and the sum of the notionals approach or alternatively just the sum of the
notionals, as the UCITS may determine.
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This allows those UCITS who feel that the sum of the notionals calculation methodology is
misleading to provide investors with what they consider to be probably a more meaningful
disclosure.

In addition, the Central Bank will no longer require the disclosure of an upper limit on
leverage within a UCITS prospectus’.

Minimum Subscription Requirement and Limitations on Leverage

Over the last 12 months, the Central Bank began to apply a €100,000 minimum subscription
requirement on UCITS which generated leverage of 500% or more when calculated using
the sum of the notionals of all derivatives used. It also considered applying a restriction on
the level of leverage which could be employed by UCITS and a requirement that the board of
directors of the UCITS confirm to the Central Bank on a semi-annual basis that the disclosed
leverage figures have not been breached during the relevant period.

In its recent letter, the Central Bank has made it clear that it will not impose any such
requirements on UCITS®,
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2 UCITS Notice 8 requires all UCITS to disclose the level of leverage employed during the relevant reporting period
in its annual and semi-annual reports. Leverage for such purposes must be calculated using the sum of the
notionals of derivatives used.

For existing UCITS which are currently subject to a minimum subscription of €100,000 as a result of their use of
leverage and/or which disclose a maximum level of leverage which may be generated, fund documentation will have
to be revised to avail of the flexibility introduced by the Central Bank.
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Contact Points

For more details on how we can help

you, to request copies of most recent
newsletters, briefings or articles, or simply to
be included on our mailing list going forward,
please contact any of the team members
below.

Andrew Bates

E-mail: andrew.bates@dilloneustace.ie
Tel : + 353 1673 1704

Fax: + 353 1 667 0042

Brian Higgins

E-mail: brian.higgins@dilloneustace.ie
Tel : +353 1673 1891

Fax: + 353 1 667 0042

Donnacha O’Connor

E-mail: donnacha.oconnor@dilloneustace.ie
Tel : + 3531673 1729

Fax: + 353 1 667 0042

Brian Kelliher

E-mail: brian.kelliher@dilloneustace.ie
Tel : +353 16731721

Fax: + 353 1 667 0042

Brian Dillon

E-mail: brian.dillon@dilloneustace.ie
Tel : + 3531673 1713

Fax: + 353 1 667 0042

Jennifer Fox

E-mail: jennifer.fox@dilloneustace.ie
Tel : +353 1673 1717

Fax: + 353 1 667 0042

Karen Jennings

E-mail: karen.jennings@dilloneustace.ie
Tel: +3531673 1720

Fax: + 353 1 667 0042

Aisling O’'Malley

E-mail: aisling.omalley@dilloneustace.ie
Tel: +353 1673 1733

Fax: + 353 1 667 0042

DISCLAIMER:

This document is for information purposes only and does not
purport to represent legal advice. If you have any queries or

would like further information relating to any of the above
matters, please refer to the contacts above or your usual
contact in Dillon Eustace.
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