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(i) Frequent inter-account fund movement among the Operational Bank
Accounts of the same mutual fund under management of LR Global
without any logical ground and .

(ii) specially the inter- account fund movements from high interest bearing
account to low interest bearing operational account creates signiﬁcant.
interest loss on the fund.

Information: According to the Trust Deed, A fund manager of a mutual fund can open.
different bank accounts as per operational requirement for smooth functioning of its operation
subject to authorization/approval of the trustee of the said fund. According to approved.
standard trust deed of the commission for a mutual fund, the types of bank account may be
for seven types of operational natures those are presented in the following table. Again, in
reviewing the statement of LR Global, we found that the following fund wise existing bank

accounts:

\Type  [AIBL MF | DBH MF |GDMF |LRGB MF |MBL MF | NCCB MF |
| Sponsor A/c 1 ‘ ) ]
|Pre-IPOA/C | 01 |0l 02 01 [T
| IPO A/C (BDT) | 01 ol [ ol 01 o1 | ol
IIPOA/C(FC) | 03 | 03 | 03 03 03 | @ 1
| Dividend A/C 01 02 - 01 o0 | o1
[Custodian AC_ | 01 | 0 01 0l or | o1 |
_(_:)Bf_:_rallonai A/C [—_53 [ 07 08 06 07 07 ;
‘ ~ Total | 10 14 14 14 4 | 14 ]

Opinion of LR Global: In response to the query of the Enquiry committee the LR Global
replied among others as “For better transparency and ease of fund’s operational activities.
each funds needs separate account for:

I. Sponsor investments
Pre-1PO investments
Collection of IPO proceeds in BDT
Collection of NRB Proceed in three currencies
Settlement Account with Custodian
Opening of these accounts is necessary to start the operation of any mutual fund. It is worth
mentioning that settlement account with custody is a non-interest bearing account; in effect -
depriving our investors from interest income. To generate yield on the cash balance. different
interest_bearing _accounts with different bank have been maintained.................. " These *
accounts are termed as “Operational Account™ in their correspondence.
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| Observation of the Enquiry Committee:

in reviewing their documents we found that the bank accounts have opened for the
abovementioned reasons is in line with the provision of Trust Deed. However, they also
opened multiple bank accounts in the name of “Operational Account” subject to approval of
the Trustee claiming that to generate higher yield on available cash balances. According to
their report the fund wise number of operational accounts are stated below:

Name of the Fund No. of Operational
Accounts
DBH First Mutual Fund 07
Green Delta Mutual Fund 08
AIBL 1*' Islamic Mutual Fund 03
MBL 1° Mutual Fund 07
LR Global Bangladesh Mutual Fund Once 06
NCCBL Mutual Fund One 07

In reviewing the transactions in the above operational accounts, we found no strong ground to
maintain multiple operational accounts. According to the transactions nature it reflects that as-
custodian account i.e. settlement account is nor-interest bearing; so, operational accounts
should be used for all the activities other that settlement transaction of the fund; and specially
for the transaction of IPO subscription, FDR investment and to meet the regular operational
eXpenses.

In reviewing the transactions we found that one operational bank account is mainly
maintained for transaction with the Custodial account for trade settlement purpose and also
some transaction for fund’s operational expenses. But the rest operational accounts are used"
mainly for transferring fund from one operational account to another account except a few
transaction for investment in [POs and FDR investment; wheréas these two functions (i.e.
investment in IPOs and FDRs) can also be performed by the single interest bearing

operational account.

Although the AMC is claiming that multiple operational accounts are maintained for higher

vield but in reality in most cases fund movement from one operational account to another

operational accounts creates loss of interest. In reviewing all the transaction other than equal

or above Tk. 10.00 million in the operational bank accounts we found that almost 50% of the
debit sum is for intra-account transfer among the operational accounts of the respective fund.

The transaction conducted in the operational accounts are categorized as per its purpose
(equal or above Tk. 10.00 million) for the period of January 01, 2013 to March 31, 2014 and

placed in the following tables for three funds (for example and ready reference) under,
management of LR Global :

, Inter AC |~ IPO | FDR lovin | puade !
Fund Name = i Private Others |
I'ransfer * | Investment | Investment ; Settlement ‘
: ] Equity .
i DBH Ist T_\/[_F 58.33% 27.75% | 7.23% 0.48% 1.09% | 5.12%
L LRGB_!__M}_*‘_'___ 43.07% 15.01% | 11.61% 2.35% 11.63% | 16.33% |
| NCCBL 1" MF 42.43% 20.22% \ 23.61% 5.22% 7.01%+ 1.51 ‘V_.‘;__f

*Note: We excluded all the inter account fund movement for IPO subscription and FDR .
Investment for this calculation head
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From Tﬁe above table it reflects that the highest volume of available balance (equal or above
K. 10.00 million) was in movement among the operational accounts and lowest volume of
the available balance was used for trade settlement. ’

Contravention of Rule 33 for fact under Findings # 01 by LR Global:

LR Global Bangladesh AMC Limited has contravened Rule 33(1) of Ffetfafos ¢ uwme
afira (frepre =1®) fafasre, 2003 as such activities reflect the fund manager did not take
rationale steps in opening multiple operational bank accounts and maintaining those bank
accounts. As the purposes of multiple operational accounts are same, so there was no need to
open multiple operational accounts with lower interest rate than existing one. The details of it
are discussed on Findings # 02 below. The Rule 33 (1) is as under:

‘00 | T AIGMNIT BEL 8 Tl I- (5) 7R A Weprarer wnew Iy AFeE ¢ Bd
w0 dAfasremre T gfesiers ¢ emutemin ew dMrwel SR T Gaq (@ Bwd Ake ASHR
wxfaras fafmar @m a% e ¢ et wiares «ifaerdt =1 = Ty ffse afawa

. LR Global Opened & maintaining multiple operational bank accounts
for the same fund at much lower interest rate albeit there is prevailing operational A/Cs
with higher interest rate.

Opinion of LR Global:

According to the statement of LR global among others that they opened multiple operational
bank accounts for better fund management and risk minimization, concentration in a single
bank is not given even with higher interest rate. In their response to the committee they
mentioned among others as “............Although our primary consideration is to ensure high
yield, we also consider respective bank’s risk features to ensure the safety of funds. From a
fund’s unit holders’ perspective, generating superior risk adjusted return on investment (in
this case, cash & cash equivalent investment) is more important than choosing “high risk-
high return™ or “low risk-low return™ investment OptionS........cccveveeereeieirivsssenns.

Since 2010, we have been maintaining multiple operational accounts across few banks for
each fund. We opened few operational accounts in The City Bank. Mercantile Bank Ltd and
NCC Bank [Ltd. and some of their operational accounts resulted low interest vields. In Feb
2011, we opened multiple bank accounts for each fund in The City Bank based on the
attractive feature of their deposit product as given below:

l. Interest rate 4.00% p.a. for < BDT 1 crore

I1. Interest rate 7.50% p.a. for < BDT 5 crore

1. Interest rate 8.00% p.a. for < BDT 10 crore

V. Interest rate 8.50% p.a. for > BDT 10 crore
But the said bank was calculating interest on monthly average balance. The monthly average
balance for the month fell below | crore (lowest slab), resulting in low yield: soon after
realizing that, we subsequently transferred the balance amount to another bank in next week
to get higher yield on day end balance. Since then, we have never maintained any balance in
the said bank due to its different calculation methodology (monthly average
bAlaNCE ) civvcaisminian 4

Observation of the Enquiry Committee:

It reveals from their statement of detail bank accounts that the LR Global has opened
operational bank accounts at lower interest rate although there exists operational accounts
with comparatively higher interest rate. A brief of the statements is in the following table that
reflects that multiple operational accounts opened with lower interest rate albeit operational
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account of higher interest rate exists. Even, in the same bank they also opened multiple

operational accounts at lower interest rate.

' Fund Name } Bank Name | Operational A/C No. Nature Int. Rate |' Opening 1
'DBH MF ;SEBL 0072 13100000014 | Operational | 9.75% | 23-May-12
o | EBL | 101-136-0264115 EOperationa] 7.00% | 5-Dec-12 |
- | SEBL | 0083 13100000013 | Operational | 7.00% [ 25-Feb-13 |
. | | | |
| GD MF SEBL 0072 13100000015 | Operational | 9.75% | 23-May-12 |
EBL 101-136-0264104 Operational | 7.00% | 5-Dec-12 1
| SEBL [ 0083 13100000014 | Operational | 7.00% | 25-Feb-13 |
e _T +_____ 1 ; 1
LRGB 1 MF | BBL 1513-2017-3591-2001 | Operational | 8.40% 3-Feb-11 |
| EBL 101-136-0219992 Operational | 7.00% | 31-Jan-12 |
| SEBL 0072 13100000012 | Operational | 9.75% | 10-May-12 |
_J! SEBL | 0083 13100000011 | Operational | 7.00% | 25-Feb-13 |
I = | ]
MBLMF  |SEBL | 0072 13100000016 | Operational | 9.75% | 23-May-12
,‘ EBL 101-136-0256503 Operational | 7.00% | 30-Sep-12 |
| SEBL 0083 13100000015 | Operational | 7.00% | 25-Feb-13 |
| ] l .
'NCCBMF | SEBL | 0072 13100000013 | Operational [ 9.75% [ 10-May-12 |
L1 EBL 101-136-0256489 Operational | 7.00% | 30-Sep-12 |
e __L_SI:B_L 0083 13100000012 Operational | 7.00% | 25-Feb-13 | -

Interest rate in tha above table is prevailing interest rate in that bank account

The above information is placed in the following table as Date wise picture of Account Opening
with current Interest Rate (%): :

: Do HamER: |2 bebeii | Sidanis | i0-Magctd | 23Mavct 30-Sep-12 | 5-Dec-12 | 25-Feb-13
Fund Name A/C No. . : | |
DBH MF SEBL-014 | 9.75%
DBHMF | EBL-115 } 7.00%
DBHMF | SEBL-013 | | | | 7.00%
GD MF " SEBL-015 | 9.75% |
sl e iR A s
GD MF | SEBL-014 | ] b I 7.00%
LRGB 1 MF  BBL-2001  8.40% | |
LRGB 1 MF | EBL-992 7.00% | )
LRGB 1 MF | SEBL-012 ] 9.75% [
LAY i
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9.75% | . 1

| MBL MF

MBL MF

S u
NCCBMF | SEBL-013 5750, ; :
| NCCB MF EBL-489 :
i NCOB ME S LB[_,-[] T R e (e . ———— SP— ?000/0

Again in reviewing the all the operational bank accounts of all the funds since 2010, then we
found that LR Global is opening & maintaining different operational bank accounts since
long. In our observation, to protect the interest of the unit holders, the fund managers should
close those bank accounts with lower interest rate or al least stop transactions in those bank
accounts. It is to be mentionable here that all the banks where LR Global opened bank
accounts bearing same risk profile as per their credit rating and the amount is transacted in
those operational bank accounts is a very negligible amount against the capital base of that
banks. So we don not find any other reason or ground of opening and maintaining such low -
interest bearing bank accounts. Against our query during hearing, they replied among others
that * ....with the application of our process to identify safe banks with relatively high yield.
our research team provides us a list of potential banks- namely EBL, Southeast bank, Brac
Bank etc.....” However, we found that the funds under management of LR Global are losing
interest on the available balance on those bank accounts and the Fund manager and the
Trustee of those funds can not avoid the their responsibility for such loss of interest as per

Rule 15 (5) (%) and Rule 33(7) of Hfstfafs ¢ uare shirm (Rpme ww) RfEsier, 200,

Contravention of Rule 15 and 33 for facts under Findings # 02 by LR Global:

According to the Rules. it is the fiduciary responsibility of the Fund manager and the trustee
of the mutual fund to protect the trust property and also to protect the interest of the unit
holders from any loss as per Rule 15 (5) (¥) and Rule 33(7) of Fi5efite ¢ wwusy fimw i
(FrSprarer wie) fafse, 2005, The Rule is as under:
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LR Global Bangladesh AMC Ltd. has contravened Rule 15 (5) (%) and Rule 33(7) of

Frfwefafber ¢ «wse wfied (Sprer w®) ffiamer, 2005 by opening several Bank accounts with
lower interest/profit rates where accounts with higher rates are already available.

(o # U2 Inter-account fund movement among the operational accounts with
lu“er mle:est rate that create loss of interest on the funds under management of LR
Global

O S T Ly o Aune Cechd orer Wi e oy
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Opinion of the LR Global:
According to LR Global. the fund movement is for many reasons among others. as follows

I) Reducing single exposure limit: tries to keep exposure in a single financial entity not

more than 60%-70% of cash balance of a single fund. '

2) Gaining Average Yield: To maintain a sustainable yield, LT Global keeps higher
balance in a bank which gives higher interest rate & lower balance in the bank giving
lower interest rate.

Revision of Interest Rate from the bank: Whenever a bank has reduced its interest
rate, LR Global has reallocated cash balance from one bank to another to confirm the
higher vield of the fund _
4) No Interest calculation on a certain day of the month by EBL: EBL does not pay
interest on day end balance on the 30" day of those months having 31 days. so
balance on that day shifted to another bank and return the amount in the next day.

LI
—

Observation of the Inquire Committee:

In consideration of the above response of LR Global and in reviewing the relevant
information, the inquiry committee found that LR _Global mostly transferring fund from
Southeast Bank to Eastern Bank and Brac Bank; whereas presently Southeast Bank bears
9.75% interest rate and Eastern Bank carries 7.00% interest rate. Brac Bank carries 8.40%
interest rate. Again, in reviewing the information of account opening with interest rate at-
different banks and subsequent changes in interest rate in those bank accounts we fourid that .
in almost cases EBL is offering less interest rate by 2.00% to 3.00% from the rate offered by |
SEBL. On the other hand, the rate offered by BBL (@ 8.40%) and AIBL (@ 8.75%) has no
change since 2011 which is clearly standing with a difference of. minimum less interest rate
by 3.00% from the rate offered by SEBL since 2012, '

So, considering the opinion of LR Global in this respect mentioned above, we found no
references in the transfer of fund from the bank accounts of SEBL to the bank accounts of
EBL or BBL or AIBL that will generate higher yield. Definitely, each such transaction is
incurring significant interest loss that ultimately affecting the profitability of the fund.

A picture is drawn in the following table how interest rate was changed in different time span
in those operational bank accounts in different bank since 2011:

Name of the Banks of Operational A/Cs ]

. —to =

Date | SEBL | EBL AIBL | Brac Bank_i
3-Feb-11 8.40%
| 9-Apri2 | 8.75% |
23-May-12 | 8.75% 8.40%
5-Dec-12 | 12.50% 3 8.75%
27-Jan-13 | 12.50%3 11.00% 8.75% |
I-Jun-13 | 12.00% | 11.00% 3 8.75%
14-Jul-13 | 12.00% | 9.50%0 8.75% | N ohe
No change
| 18-Aug-13 | 12.00%3 | 9.00% 8.75%
| 1-Nov-13 | 11.50%3 | 9.00% 8.75% |
| 12-Dec-13 | 11.00%3 | 9.00%% 8.75% ‘
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l-Jan-14_ [ 11.00% 8.50%0 8.75% R
| 23-Mar-14 | 11.00% 7.00% 8.75% ‘
| 25-Mar-14 | 10.50%3% 8.75% | |

Latest 9.75% J

qIETCA* |

From the above table it reveals that though Bank accounts bears almost same interest rate

during January,13 ie. 12.50% both in South East Bank and Brac Bank but later on the
difference between the account was almost 2.00% to 2.50% between the banks. However, LR
Global maintained those accounts and continuing transaction with these high difference. In
result, we found that due to transfer of fund from one high interest bearing account to low-
interest bearing account, the funds under management of LR Global is losing interest notably.
An estimated interest loss per transaction was derived in the following table based on some

inter- operational account debit transactions of DBH 1* Mutual Fund (for example) related to

transfer of fund (other than IPO subscription and FDR investment) from the high interest

bearing operational account at SEBL to comparatively lower interest bearing oD:,rulonaL

accounts of EBL,

BBL or AIBL without any ground.

- Operational A/c No. '007213100000014 at

Southeast Bank Litd.

Comments on each Debit transaction
at SEBL related to fund transfer

Estimated |

Interest loss |

Date Amount Reason of from SEBL to EBL, BBL on Fund*
) chited_ | transaction
24-Feb-13 | 40,000.000 | Transfer to EBL But again returned to SEBL on

25.02.13

1.666.67 ‘

Tk. 20 ml returned to SEBL and the
rest tk. 40 ml transferred to UCBL for
FDR. So. it kept 18 days at lower |
interest rate in EBL

 25-Feb-13 | 20,000,000 | Transfer to EBL | But kept it upto 03.03.13, and then 6.666.67 |
28-Feb-13 | 20,000,000 | Transfer to EBL | back the Tk. 20 ml on 3.03.13 to SEBL | 20.83333 |
and the rest Tk. 20 ml transferred to
Jamuna bank for FDR !
' 31-Mar-13 | 50,000,000 | Transfer to EBL | But again back to SEBL on 08.04.13 1.250.00 |
sum of Tk. 30.00 ml and Tk. 10.0 m] ‘
for IPO; keeping rest Tk. 10.0 ml

| 22-May-13 | 20,000,000 | Transfer to EBL | But back it with the balance Tk. 10.0 | 13.166.6 ‘
ml to SEBL on 30.05.13, where the .
full amount was transferred from ‘
_ SEBL -
~ 6-Jun-13 20,000,000 | Transfer to EBL | The amount is just transferred and 33 13?.33—{
27-Jun-13 | 10,000.000 | Transfer to EBL |  back it to SEBL on 20.06.13 and 9.027.78 |
10.07.13 by Tk. 10.00 ml.each without |
. any reason; resulting interest loss ) '

23-Jul-13 | 20,000,000 | Transfer to EBL | Just keep at lower interest rate for 7 23.611.11

' ' days they transferred to BBL g

_ 4-Aug-13 | 40,000,000 | Transfer to EBL | On 4 Aug,13 balance at EBL was Tk. | 60,000.00

| 26-Aug-13 | 90,000,000 | Transfer to EBL | 60 ml taking Tk. 40. ml from SEBL | 75.000.00
! ' ' and Tk. 20 ml from BBL; and later on

[ 12-&:;’343 [ 40, 000,000 | Transfer o EBL |

But again back it on 29.08.13 to SEBL.

60,00_0.00

ro-2-a0briod-3, 4hbo-2-a0h

SCRG. T :

+obro-2-mG b

93, 2T

FINEA \uh%ﬂ? WIVIV.S LLlLl or

CWwWwsec zov b



CE (OFT) ¢ bl o-3-pAUr b ob-3, +hhro-2-BGUbE3G, FH ¢ +hbo-3-beusa3s. 3% : sechdia bdipailinet, ez : www.sechd org, wwawvsee gov,

' | ' amount can move from SEBL to AIBL

G S BISTR (3¢, db, 59 € 5T W), So FETgl Q1/a, B1l-dooo, AT |

EBL reached to Tk. 50 ml; and out of

that Tk. 30.0 ml further back to SEBL" |

in three transactions on 10,21 and 28 |
Nov,13.

FleeTione Pifsealte se me I

| 10,000,000 | Transfer to EBL | After getting the amount the balance of 17.500.00

' 27-Feb-14 | 60,000,000 | Transfer to EBL | Movement is SEBL to EBL then to 48.437.50

AIBL; AIBL paid it for IPO. So, what
the reason of such routing? The

Lo
(]

(S

transferred occurred?

h

| _ (FDR) without losing interest
20-Mar-14 | 30,000,000 | Transfer to Al- | Transferred to AIBL at Lower Interest | 20.83
| AIBL (@ 8.75% | rate A/C and then invest in IPO? So,
. i why not from SEBL to IPO
5 i subscription?
- 23-Mar-14 10,000‘006'"‘ Transferred to | Transferred to BBL’s A/C and remain |  5,055.
‘ BBL @ 8.40% | idle upto reporting date. So why this

o Estimated loss calculation is derived at the prevailing interest rate in the account at
the transaction date

Contravention of Rules 15 & 33 and Rule 24 for facts under Findings # 01-03 by both
AMC and Trustee respectively:

Due to such type of aforementioned fund transfer creates significant interest loss on the fund.
It is mentionable here that such type of transfer of funds affected the profitability of the funds
that ultimately reduces the capability to pay dividend to unit holders of the fund which is also
evident from the dividend payment history of the funds discussed earlier.

I we calculate estimated interest loss incurred due to such type of transfer of funds from all
the funds under management of LR Global and also considering transferred amount in all

denomination (i.e. not only equal or above Tk. 10.00 million) then it will be a huge amount of
loss that incurred by all the funds under management of LR Global over the years.

~According to the Rules, it is the fiduciary responsibility of the Fund manager and the truste¢

of the mutual funds to protect the trust property and also to protect the interest of the unit
holders from any loss as per Rule 15 (5) (L) and Rule 33(7) of wmwKDwiwUR I G-{PA
Kwgkb (wgDPz"qvj dvl) wewagvjv, 2001. Although, as per the above Rule 15 (5) (L) and
Rule 33(7) LR Global is directly liable for the loss incurred by their activity discussed above
contravening the above rules: but Trustee of the funds i.e. BGIC is also equally liable for not

ensuring the compliance of the Rules by the AMC of the funds i.e. LR Global as per Rule 24

(3) &(4) of wiwChitere aamse s (e %) ffawEm, oos. The Rules are as under:
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# 114 Maintaining significant cash balances in those Operational Accounts that
bear com pdratwe!y lower interest rate is another cause of losmfmterest income.

Opinion of LR Global: ‘

As mentioned earlier in our Findings # 03, that LR Global is claiming whenever a bank has
reduced its interest rate, LR Global has reallocated cash balance from one bank to another to
confirm the higher yield of the fund.

Observation of the Enquiry Committee:

Although in the aforementioned letter of LR Global claimed that they try to reallocate cash
balance in the higher interest bearing account but our observation is that LR Global is not
maintaining the bank account as according to their claim above.

In reviewing the transactions of all the operational accounts we found that transactions are
highly concentrated in four Banks; and out of those Bank accounts, two banks are heavily
concentrated for all the transactions other than settlement transactions namely, Southeast
Bank Ltd. and Eastern Bank Ltd. In consideration of closing balances of all the operational
accounts of all the funds we found the concentrations are in the following proportions:

Figure in Tk. in million

Operational Bearing Interest Closing Balance | In% | Closing balance | In % |
A/Csinthe . Rate ason 31.12.13 Ason 31.03.14
bank
SEBL ?‘ 9.75% 313.99 65.00 285.27 30.50
 EBL 7.00% 165.41 34.24 188.36 20.14 |
| BBL 8.40% G 0.37 255.04 T 2737 4
AIBL 8.75% . 1.92 0.40 206.67 22.10
"""" Total | 483.09 ml | 935.34ml

Impact events under Findings # 04: )

When transactions are conducted in the EBL, BBL, and AIBL in lieu of SEBL and also
keeping balance in those operational accounts in lieu of SEBL, it negatively affected the fund
for mismanagement of the fund manager.

Contravention of Rule 15 & 33 for facts under Findings # 04:
According to Rule 15 (5) (%) and Rule 33(7) of ieeffbe ¢ aamse fime (REpmane wiw) fafeser,

2003, any loss on the fund due to mishandling of operation by the fund manager solely lies on

the fund manager as per Rules mentioned above.

. LR Global is Charging a part of own “Office and Administrative
]hp(,nsu.” on the funds under its management contravening the Rules and without
permission of the Commission '

Opinion of LR Global:

According to letter of LR Global that “.....Office and Administrative Expenses were charged.
as per 6" Schedule, Attachment — 2(details of the Revenue account) of Securities and
Exchange Commission (Mutual Fund) Rules, 2001 and approved by the Trustee as
represented in all Audited Accounts of the Mutual Funds....”
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Again, according to LR Global "........cccocvvrvevvnn, Office & Administrative Expenses" were
charged after reasonability checking and within the limit that we understood of the mutual
fund on periodical basis (monthly/ quafterly;’annually, as applicable) under following
categories those directly impact the operations of the mutual funds and also allowing us to
maintain proper investor records and serve the unit-holders related to on- going dividend
distribution and redemption of the placement shares:

i. Salar) & Allowances (employees who are directly involved with mutual fund_

operations),
ii. Investors Relation Office Expenses (rent, utility bills, maintenance charges, etc:).
iil. Bloomberg terminal fees (for NAV checking of the mutual fund portfolio).
iv. Software maintenance expenses (for daily fund operations)
v. Conveyance bills (for daily fund operations),
vi. Other expenses, if any (directly related with mutual fund operatlone) including CDBL
connection/Internet expense..................... ’

Again, LR Global is charging all type of legal expenses to the fund though it is not directlv
related with the fund operation :and in this regard a brief statement of all legal expenses are
placed in the following table along with the opinion of LR Global :

ermammsd Also please find enclosed list stating date-wise payment against legal expenses’
along with the supporting documents / invoices for each mutual fund. Since inception the
legal expenses were made for the benefit of the unit-holders related to investment activities,
clarifications and conflicts among legal documents, due diligence, brokerage agreements,
evaluation of legal/offering documents, etc. services that are not available in-house........ >

According to statement of Office & Administrative expenses charged on the funds since
inception are placed in the following table:
Fund wise Office and Administrative Expenses:

i Amount in Taka

2 927 L1l 3,822,130 2,613 077: I5.846.‘)407

Green DcltaMP 921,497 201086a§ 2,672,7962 2,441,790 2,543,072 10,590,019

.......................................................................................

AIBLI'MF 1986253 2,623379 2,391,076 2,501,951  9.502.659

MBLPE BN .1 "‘”0’06 __________ “ATLD ‘___E'? ____________ R 95‘ 55458
it NP S _. 330"9 e ek s 982 ............ ot S
B_ojal f4,962,854§8,?70,904§ 14,854,61335,720,312 15,164,045 59,472,728 |

20v.0¢
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Additionally fund wise legal expenses are also placed in the following table:
Fund wise Legal Expenses:
Amount in Taka

| Fund 72012 T 2013 2014 Tol |
PSS I P R
| Green Delta Mutual Fund 100,000 | 100,000 402,151 602,151 |
| AIBL Ist Islamic Mutual Fund 50000 402,151 452151
' MBL Ist Mutual Fund 50,000 | 50,000 402,151 | S()J.Iil_t

LR Global Bangladesh Mutual o]
| Fund One | 100000] 100000) 402,151 | 602,151
NCCBL Mutual Fund-1 l 0000 50000 4a2iss|  soniss !
| Total braleaigl 300,000 | 450,000-5 2,412,910 3,162,910 |

Additionally, in the response letter of LR Global they mentioned as follows:

-.We have made these decisions with the best of intentions. These expenses were 1 ot
more than 0.25% of the NAV of each mutual fund keeping the annual total expenses of ire
fund approximately 2.00% of the NAV of the fund (inclusive of all expenses) - within the
limit of 4% of the NAV of the fund.

Regardless of our intentions., we realize now that we should have approached the honorable
commission for the approval of the expenses instead. We earnestly request the Commission
to instruct us in this regard for rectifying any issues that in your supreme authority vou deem
appropriate which may have been misunderstood in good faith. ‘

We sincerely regret for not seeking clarification from the Honorable Commission since the
inception of the funds. We sincerely hope the Honorable Commission will evaluate this with
compassion and help us rectify issues that you deem appropriate.....”

Background of Charging Office & Administrative Expenses and Clarification of the '
Parties:

It is to be mentionable here that Office & Administrative expenses are charged after taking -
opinion of the Auditor “Hoda Vasi Chowdhury & Co.” but without any permission from the
commission. The Trustee of the funds have also approved the Annual Accounts of the funds _
since long without taking any clarification/approval from the Commission in this regard. So.
we sought clarification to Fund Manager, Auditor of the Fund and also the Trustee of the
funds under management of LR Global.
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"fﬁéc. in response to our letter of seekmg clarification, LR Global replied among

others as follows :

“Clarification regarding receipt of Auditors opinion from Hoda Vasi & Chowdhury & Co..
we would like to inform you that the opinions were received from the said Auditor in QOOd\
faith and for internal clarification and for our understanding back in 2010.

Subsequently. the opinion was also shared with the Trustee since inception of these fees. All
our financial statements properly disclosed and itemized these expenses mthm the limit and
Financial Statements were duly approved by the Trustee......oovvomvooomoioonen.

The Trustee of the funds “BGIC” clarified in their letter among others as: ~...1. Trustee
did not provide any written consent to LR Global Bangladesh Asset Management Company
Ltd. to reimburse “Office & Administrative Expenses” from all the funds under their
management. However, it is to be noted that based on the Professional advice of the Auditors
received directly by the AMC and produced to us we approved the Annual Accounts of the
Funds.

2. We would like to clarify that we as Trustee did not instruct or allow the Asset
Manager to take any opinion from the Auditor, Hoda vasi Chowdhury & Co. about
charging”Office & Administrative Expenses™ from the funds. ..............ce..o...

............. in view of the above we have already instructed all the Asset Managers that
charging of “Office & Administrative Expenses” is not permitted and have provided copm
of our instruction letters to the esteemed Commission. ’

Again the Audit firm “Hoda Vasi Chowdhury & Co.” clarified their position in their
letter among others as : “..........There is no restriction anywhere on providing professional
opinions to the clients. Our professional advice should not be treated as legal opinion but as
guiding principle to the clients as a practicing member quasi legal profession like Chartered
Accountants. In our letter dated 20 May 2013, in the absence of any ¢lear provision. our
conclusion of the professional opinion was to obtain BSEC’s written consent before chargine
and allocating a portion_of Asset Management Company’s expenses to the mutual funds
ac (,QI_Iﬂl ................

In this regard, we also sought opinion of the MF & SPV Department. The opmion of lhe
I)epdrtmenl among others are as under:

".....As per MF & SPV Department record, we found no such referrence where LR Global has
taken approval from the Commission to charge “ Office & Administrative Expenses™ for the
funds under its management or even no such information- from the Trustee with the
Commission in this reference...

Observation of Enquiry Com mlttee:

About charging of Office & Administrative Expenses:

There is no provision as per Rule 65 of FifsSfifbew ¢ v i (RS wre) ffmer, 200d
or in the Trust Deed or in any of the legal documents approved by the commission for any
funds under Management of LR Global regarding allowing of charging aforementioned office
& administrative expenses on the fund. As per Rules, AMC can only charge Management Fee
and other allowable expenses as per Rule 63, If any expenses are required to be charged apart
from provisions of Rule 65, AMC has to take prior approval from the Commission. But no
such type of Communication is found with the Commission and also any ehphCl[fI]‘nplluf
approval of the commission in this regard.
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It is al:,o mentionable here that “Attachment 2” of the Sixth Schedule of the Rules is merely
a pro-forma of the income statement and as according to the pro-forma, presentation of the
income and expenses of the mutual funds are required as according to the approved expenses.
But if expense nature is not mentioned in the offer documents and/or approved by the
commission, expenses cannot be incurred/charged by the fund manager of the fund unless
otherwise -approved by the Commission. Hence, charging expenses under “Office &
Administrative Expenses” by LR Global are contravention of Rule 65 and relevant provision
of Trust Deed. Even there is no provision of such Office & administrative Expenses in the
prospectus format for the mutual funds given in the Ff¥Sffte ¢ aEwy sfim (Eprm= #re)

fafearer, 2003, The Rule 65 of Mfatfafbe ¢ aase wfirm (F8prmer wrs) fafemen, 200 is in short
as under:

a1y AT |- (3) e A g e wa ereraft Hiw afve wive 2t | _

(2) firafifs Fra Ao woom Tregve flprant wiren fred Rt sgemt ¢ Bumdr o, ut eomeas g«
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(0) Be-fafe (3) @ Bfg-fre fr arSis, wovm aregrore s arenze MSpram w15 Bre s =fe e, wus-
(w) fuSgwe e ¢ Soe Fwwmz spaeng afis defie 257 @se s@Eme (@mortization) @z i
CE #ff (WA QA ETITAT CFTA AT 9T 0 TG SR 12098 |
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Again, according to the voucher provided by the LR Global, we found that among others.
partial/full of the following expenses of LR Global are reimbursed from the six Mutual funds
under its management under Office & Administrative expenses:
i Salary & Allowances
ii. MF Emplovee Bonus Expenses
iii. Software cost (Fixed Reimbursement)

iv. IRO (Investors Relation Office) Expenses (Includes Rent, Electricity bill. fresh
water bill, & other expenses of IRO )

V. Internet Expenses

vi. Bill for legal an professional ﬁ.c

vii.  Other Expenses of Head Office (Includes Convenience, TNT, Mobile. stationery,
entertainment expenses and others)
viii.  Bloomberg terminal fees

About Charging of Legal Expenses:

It is also notable here that during 2012 to 2014 there was no new fund/scheme was launched.

So, when we sought clarification about the legal expenses, and then we found that the LR
Global Bangladesh Asset management Company Ltd. has taken Legal services from two’

b 0-2-30 U 30Y-3. +blro-3-530 550 3¢. TR ¢ +hbro-2-500a3Y, 5.7039 : sechdiwbdmail.net, am@ : www sechd.org, wavwsee oo




-k = 'f’/
af’f\dvmors during 2013 to 2014 period namely “Sheikh & Company™” and “Hasan &
Ashocmtcs in its own name and without mentioning the services for any specific fund.

The details of the information about the services we got from LR Global are as under:

. Nameof | Dateof | Service Nature ‘ Bill Comment of Committee
the Legal ‘ Bill \ Amount
Firm I |
. Sheikh & ‘ 07.09.2014 | Preparing & | Tk17,00,000 | In the bill no fund name |
Cmnpdn\ Scrutinizing - is mentioned. .Hearing
| | documents and ' Conducting by the

M Hasan &

| g

L i S T

(o A9 : +

Associates |

T mal
|

conducting  hearing

‘ and legal research
| about Mutual Funds

Commission __for _non- |
compliance conducted by
LR Global AMC. . |

11.09.2014 | Professional fees for
‘legal services upon
? Mutu_al_ Eﬂd_

S ——e ﬂl____

Tk 7,12,910

~In the bill no fund name

is mentioned and also

purpose is not clear.

Tk24,12,910 |

Allocated among the six |
funds by Tk. 4.02.151.00 |
for each FUM of LR |
Global |

As per Ffegfifte ¢ qave sfimm (g @) fafiemem, 2003, legal expenses are incurred only
during pre-launching period for registration and other documents preparation purposes and
this expenses is charged in the said fund as per Rule 65 (3) (ka) of fife®fafber ¢ assy afiem
(fr®pramer wrm) fafamen, vo00).

But in this case we found that the expenses incurred for legal
services are not fund specific rather service taken by the Asset Manger and charged equally
to all the six funds under the management of LR Global. So. this is also contravention of Rule
65 of Pifssffte ¢ wuwe afirm (AiSpram »rs) ffiwrn, 300, because there is no such provision

of allocating such type of legal expenses to the fund.

Contravention of Rule 65 or facts under Findings # 05 by LR Global:

By charging Office & Administrative expenses and legal expenses from the funds under
management, LR Global AMC Ltd. are in clear contravention of Rule 65 of FifaSfaite ¢
e e (Fegrae #1%) ffeam, 2003, Additionally, LR Global did not take permission of
the Commission though the Auditor suggested to obtain approval before charging the above

expenses.

Contravention _of Rule 68 for facts under Findings # 05 by Hoda Vasi Chowdhury g\

Co., Auditor of the Funds and also liable for Contravention of Rule 65.

Although Hoda Vasi Chowdhury & Co. claimed that they suggested LR Global to take
opinion of the commission before charging office and administrative expenses. but in the
Audit report they did not qualify that LR Global has not taken consent of the Commission
before charging “Office and Administrative Expenses.” The above activity of the Auditor is
contravention of Rule 68(4) of FfsSRibe ¢ ayre sfirm (rSprare ww) fafdwen, 300d because:
they did not seek explanation of the LR Global whether they have received any opinion from
the commission in this respect as according to their suggestion and also not qualified in the
audited statement about the lacking of LR global. '
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"fﬁéiﬁﬁf’ﬁolicy regarding part/full of the offices and administrative expenses incurred by the

LR Global is reimbursed from all the funds under management of LR Global is not disclosed
in the Corporate Audited Accounts of LR Global Bangladesh AMC Ltd.

But in the audited Accounts of the funds under management of LR Global. Hoda Vasi
Chowdhury & Co.. Auditor of all the funds of LR Global did not disclosed in the note the
total amount of expenses incurred by LR Global Corporate and subsequently reimbursed
from the funds on which proportionate rate. So, this is completely a misleading information
provided by the Auditor. We feel that the Auditor conducted this intentionally to keep secret
the information from the Regulator, and the stakeholders. In the Audited accounts. their
statement is as follows:

“3.9 Office & Administrative Expenses ‘
Office & Administrative Expenses represent expenditure incurred for staff and office &
administrative related cost allocated by and reimbursed to LR Global Bangladesg AMC
Ltd. proportionately. Office and administrative expenses is charged under the provision
of Annexure — 2 of Schedule 6 (Clause 69) of Securities and Exchange Commission
(Mutual Fund) Rules, 2001, '

It is to be mentionable here that, Hoda Vasi Chowdhury & Co. is primarily liable for
charging the expenses of “Office and Administrative Expenses™ by the LR Global.
because they first gave opinion on 28 October, 2010 to LR Global AMC Ltd. on their
request that charging of the above expenses is as per Rules. An Auditor can provide
professional opinion within their periphry but such opinion should not be on the legal
part where specific regulator exist for that. So, Hoda Vasi Chowdhury & Co. conducted
their function beyond their limit specifically in the letter dated 28 October. 2010. Again.
giving opinion on the same issue, the same auditor is also auditor those expenses. which
is completely a conflict of interest.

So it is a great concern that Fund Manager, LR Global; Trustee of the funds. BGIC: and
Auditors of the funds: Hoda Vasi Chowdhury & Co. are equally liable for the non-
compliance of Rule 65: and specially, Auditor is liable for contravention of Rule 68 (4) by
not disclosing the true state of affairs of the expense charged on the fund.
The Rule 68(4) is as under:
Y (8)fRlrces efSTawes, wemTa o, «® wf weme wifiwe R o, foft e swdiew wiw s fweme o
ferdravcera o oot T wuy @ Wl sRMTER f; @ et B, e fone e o e faad
TR R O] ¢ A7y s wagy, fEraed s wibfe a1 8yw 6w wdf earg ey e fon, g7 93
fafeesiera fafe 0w @7 o wwfrer afifs fafimumor ana fowe sl Bior wd ffms = 23ars fen

Contravention of Rule 24 for facts under Findings # 05 by BGIC, Trustee of the Fund.

I'he Trustee is approving the yearly Audited Accounts of the Fund where the LR Global
mentioned the expenses and also before charging the expenses LR communicated the matter.
to the Trustee: but the Trustee did not intimated the matter to the commission before
approving the Audited Accounts. So it is clear contravention of the Rule 24 (2). Again.
I'rustee is also liable for such charging of expenses as per Rule 24(8). The above two rules
are as under:




e ekt sre  Iee T

e 3 B1eTE (3¢, db, 59 8 ¥ TAY), Yo e /9, BHI-dooo, AFH |

FQB(Q) mﬁ%wmmmmmwm@ﬁﬂa@@wﬁﬁﬁﬁﬁmwﬁr
sfasifere zgrsrenT oTE 230, @vﬁm%@ﬁwﬁﬁz&ﬁmﬁmmmﬁﬂmaw
Fiara qae Ffire TR wafe afawe |

38(v) m?ﬁmewmmﬁﬁ@mﬁmmmwﬂawmﬁmw
wifareseae ot Frepre wies s=e @ wda Remas ey Gifs writ «aifsea

200 Frequent withdrawal of Funds from the operational A/Cs of the fund to
thc LR Global’s (i.e. the fund manager) corporate account in the name of Office &
administrative expenses and other purposes.

Information from the documents of LR Global:
According to statement provided by LR Global that the company is presently maintaining the
following Bank accounts for its own operational purpose.

i Bank Name | Account No. Opening Date | Nature l
| Standard Chartered Bank | 01118392101 31.03.2014 Operational |
| Gulshan Br. ' '
Do 01105348701 1 08.09.2009 | Do
' Southeast Bank Ltd | 007213100000020 | 25.06.2012 | Do |
Donia Br. | |
| Brae Bank Limited ' 1501202057968001 | 02.03.2011 Do |
| Gulshan Br. | |

Again as per our query regarding frequent transfer of fund from the fund’s operational a/c to
LR Global’s Corporate account no. 0072-131-00000020; they noted that such transfer of fund
from fund’s operational account to LR Global’s corporate account to reimburse the expenses
of the company from the funds under its management. In this regard, a brief of the statement
is collected during visit to the office of LR Global, which is attached herewith to reflect how
frequently LR Global is reimbursing expenses of the office & administrative expenses from .
the all the funds as through bank accounts. According to that statement LR Global has
withdrawn more that Tk. 50.00 million from all the funds since launching of those Fundq in
the name of Office & Administrative Expenses.

It is also mentionable here that a few transactions are placed on sample basis conducted on
the two funds under Management of LR Global in the following table which are not included
in the list mentioned above for the purpose of “Office & Administrative expenses™. But the
transactions are conducted directly from the fund’s operational account to LR Global's
corporate account and in the same LR Global’s corporate account to fund’s operational
account.

. WE_}}_ T Date _|' AIC No. _|'_ Narration [ " Debit [ Credit | Comment
| Fund y ) Amount Amount | B
DBHMF | 01.01.13 | 0072131--014 | Amt trf from 131-14 7.165.800 | Not clear
e | to 131-20 | when
[ DBH MF | 04.02.13 | Do il Do 7.009.790 | refunded
[ DBHMF | 30.03.14 | Do | Amt tef from 131-20 1.000,000 | andwhy
l | wl31-14 | returned?
B _. | l
[ AIBL | 03.04.13 0027 I3]-9‘)l]_r Amt TRF to A/C: 6.442.018 | Not ¢lear
_ MFE | | | 131-20 J when
AIBL 30.03.14 | Do [ Amt trf from Alc. 853,000 | refunded
i 4 won _]___ | 131-2Qto 131-990 | andwhy
| AIBL 30.03.14 | Do | Do *26,869,500 returned?
| MF |
1
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' %ﬁrfgr(non of the Committee:

The fund manager may charge fund for the expenses from the funds’ bank accounts as per
clause 8.5 of the Trust Deed of the fund. But we found that LR Global charges the above
expenses on the fund beyond their limit of role defined in the clause 8.5 of the Trust Deed.
So, any violation of the clauses of the Trust Deed is ultimately violation of the Rule 15 (3) of
fesfalte ¢ wamse whimm (Mm@ wre) fafearr, 2001 because Trust Deed is approved by the
Commission under the Rule 15. The Rules is as under:

3¢(w) BETrb view s o4ud sl b Sar sgmite o cof afire 23w S s offen oeE T
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The relevant clauses of 8.5 of the standard Trust deed is as under:
8.5.. = :
8.5.2 sset Management Company may charge Fund for Investment Management and Advisor)
fees. which are fully disclosed in the Prospectus of the Fund and as provided for in the
fafaarer,
8.5.4

i. In addition to the fees mentioned hereinabove, the Asset Management
Company may charge the Fund all recurring expenses including the following
expenses:

i) Marketing and selling expenses including commissions of the
agents, if any.

ii) Brokerage and transaction costs.

iii) Cost of registrar services for transfer of securities transacl{.d and
redeemed.

iv) Trusteeship fees.

v) Custodian fees.

vi) Dematerialization fees and others. -

vii) Re-registration fees. if any.

viii) Relevant expenditure for calling meeting by the trustee commitiee
and

ix) Other expenses incurred for managing the mutual fund.

Again we found no declaration in the Audited accounts of the Company that administrative
expenses of the company is reimbursed from the funds and also no declaration in the mutual
fund’s annual audited accounts that office & administrative expenses incurred by the fund
manager i.e. LR Global is reimbursed from the funds under its management proportionately.

Contravention of Rule 15 & Clause 8.5 of the Trust Deed for the fact under Findings #
06 bv LR Global:

LR Global has violated their periphery of charging expenses under Clause 8.5 of the Trust
Deed which is ultimatly violation of Rule 15 (3) of *2fafbe ¢ wwse sfirm (Reprma =)
fafearar, 2001.

LR Global transferred/invested huge fund in some private companies
violating Rules from the six mutual funds under its management and a part of the
transferred amount had returned to the funds” account without any return/profit.

information from LR Global:

According to the statement provided by the LR Global related to transactions with the private
companies, we found that during 1™ January, 2103 to 31* March, 2014 the sum-up._of the
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:"i‘fegunem withdrawal and net investment in private companies those have not taken
approval of the Commission for raising of capital are stated as follows :

o e Bt e qwne SR

r ' [ Net

ll Particulars ‘ Investment Withdrawal t Investment

| Total transaction with l ' _

| Thyrocare Bangladesh Ltd. | 303,027,000 61,012,500 | l' 242,014.500 |

h_l_o_lai transaction with Tribeca | ]
| Managament Ltd. ll 615,000,000 615,000,000 2]

| “Total transaction with Guardian [

| Healthcare Ltd. | 27,800,000 7,134,000 20,666,000 |

| Total transaction with Property 1

| investors Ltd. 10,000,000 10,000,000 |

| Total Investment in Private i .

| Equity | - 955,827,000 683,146,500 | 272,680,500 |

Observation of the Committee:
It reflects from the above table that during 1*' January, 13 to 31°" March, 14 LR Global

invested total Tk. 955.83 million in some private companies violating Rule 55 Ffeefs <

ayrse FheE (eprae @re) fafawen, 2008 of from all the funds under its management but
investment withdrawn from those private investment was Tk. 683.15 million ie. net
investment was Tk. 272.68 million including investment in private bond. So, we found that
an amount of Tk. 683.15 million was supported by the funds under management of LR
Global without any investment return during the whole period from January,13 to March.14.
Though the investment conducted during the whole period mentioned above, but investment
withdrawal from all the six funds are presented in the following table:

: 1 Investment |

i Date ]I Withdrawal | Investment withdrawal from Private Equity

: 29-Sep-13 | 15,000.000 | Investment withdrawal from Tribeca Management L{d. )
| 29-Dec-13 + 269,400,000 ! Investment withdrawal from Tribeca Management Ltd.

20-Jan-14 300,000,000 | Investment withdrawal from Tribeca Management Ltd.

E | _ -_
|

22-Jan-14 30.600,000 | Investment withdrawal from Tribeca Management Ltd.

| Sub-Total | 615,000,000 | Total Investment withdrawal from Tribeca Management Ltd.

“3un-13 | 7.134.000

Investment conversion to equity from Preference share of Guardian Healthcare

" 30-Mar-14 | 61,012,500 | Investment withdrawal from Thyrocare Bangladesh Ltd.
|
l
|

Total 683,146,500 | Total lnvestment withdrawal from Private Equity

Impact of events under Findings# 07 of FUM of LR Global:
If_we consider investment loss @10% on total investment withdrawal amount i.e. Tk.
683,146.500.00 for one vear on average then we found that an estimated amount of Tk.

68.31 million loss incurred by the all the funds under management of LR Global for just
imprudent investment decision that can not be avoided as per Rule 15 (5) (¥) and Rule 33(7)

of Fifetfabe s aurwe wfirm (g o) Rfawem, 00).,

i ([rafaean)
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It is also mentionable here that the out of the above investment withdrawal amount of Tk..
683.14 million, LR Global returned the invested amount of Tk. 615.00 million only from
Tribeca Management Ltd: though according to the Quarterly report as on 31% March,2014,
there was no investment as on March end basis.

In response to our query, LR Global replied among others as:

“__. We have not provided any information about Tribeca Management Ltd. since we don't
have any investment in the company from the Mutual Funds as of date. We have invested in’
the Company from the Mutual Funds for the purpose to establish a Non-Banking Financial
Institution, but later withdrew our investment............

From their reply it reflects that LR Global invested the amount in Tribeca Management Etd: *
and other such company from the funds under its management is completely for .the own
interest of LR Global management. So, it can be termed as transfer of fund from the mutual

funds under its management. '

Again Investment withdrawal should be directly from the respective company’s account to
Fund’s bank account; but we found many withdrawal transactions are conducting by LR
Global from its own account to fund’s account. It is completely violation of Rule 74 (2) of
Griaefte ¢ «arsy st (Repre @e) i@, 2005, Because, it reflects that the amount of
investment withdrawal amount is received by the fund manager and/ or deposited to its own
account for own purpose then returned back it to the funds’ account. A few sample
transaction are presented below: )

! Fund | Date Bank | Amount Investment / withdrawal ” N
name Credited |
" DBH |30.3.14| Southeast | 1,000,000 Investment withdrawal from Thymcare- ]
MF | Bank Ltd. Bangladesh Ltd. (through LRGB AMC) . ‘
GD MF |30.3.14 | Southeast | 1,200,000 Investment withdrawal from Thyrocare '
: Bank Ltd. | Bangladesh Ltd. (through LRGB AMC) - :
" AIBL 30.3.14 | Southeast 853,000 Investment withdrawal from Thyrocare )
| MF Bank Ltd. Bangladesh Ltd. (through LRGB AMC) ‘
AIBL |30.3.14 | Southeast 26,869',500 Investment withdrawal from Thyrocare .

MF Bank Ltd. Bangladesh Lid. (through LRGB AMC) |
MBL [30.3.14 | Southeast 840,000 Investment withdrawal from Thyrocare |

MF | Bank Ltd. Bangladesh Ltd. (through LRGB AMC)
LRGB |30.3.14 | Southeast | 2.770,000 Investment withdrawal from Thyrocare |
MF Bank Ltd. _! Bangladesh Ltd. (through LRGB AMC) }

' 'NCCB [30.3.14 | Southeast | 1,020,000 Investment withdrawal from Th)-'roc_én‘e

MF Bank Ltd. | Bangladesh Ltd. (through LRGB AMC)
" Total 34,552,500 | .

The Rule 74 of Fifweffie ¢ awrsy i (RBpe 1) ffawen, wood is as under:

ag | fasprm wrey HRGRG @0 ¢ fw 1-(3) arere Sy wie Tweane fofars Fifethilt @ fae sfme ax s
s g PSR T st s fer e on FiREsfabe ey em i @ (W oRms infe e ar
st e AT awen St Franfens og e a
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'.%raventlon of Rule 15 & 33 and Rule 74 for fact under Fmdmgs # 07 by LR Global:

it is huge interest/return loss of all the funds under its

management and LR Global can not avoid its responsibility and liability for such loss as per

Rule 15 (5) (%) and Rule 33(7). Additionally, the Fund manager, LR Global can not receive

the proceeds of investment return to its company and then pay back to the fund account
which is contravention of Rule 74 (1) & (2).

lnvestmem in some Private Companies violating Rule 55 of Ffatfiis ¢

UE: 47

wfie  (faSprater w@) fafesmen, 200> and also violating the Securities and Exchange

Commission Ordinance, 1969.

Information from LR Global:

According to the submitted documents by LR Global the details about the investment status
|n lh\. private company (Ordinary share, preference share and Bond) is as follows:

o =" Net
_Private Company Bdlc;:‘ce . | Investment | Balanceas | Balance ason
| Q1,13- on 31.03.14 30.06.14
3112 :
J 50 SRR I_I Al [ Ql,14 ey
| | 3 |
| Balance with Guardian 45,000,000 | 20,666,000 65,666.000 | - 65,666.000 | |
| Balance with property investors 118,000,000 10,000,000 | 128,000,000 | 178, @@”
Balance with Thyrocare ‘
| ‘Bangladesh Ltd. v el - | 242,014,500 | 242,014,500 _"’_P_{_i 4, \(m_
Balance with Tribeca | ' *
| management Litd. B . % ! " | e |
|
. Halanm_x_» ith unicorn Industries ‘ 165,000,000 | 165,000,000 | 165,000,000 |
| Sub-total ‘ 328,000,000 | 272,680,500 | 600,680, 500 | 650,680,500

()uf of the above five prwau, companies, only Unicorn Industries Ltd. has Taken consent
from the Commission for capital raising purpose. So, the transaction with other four private
u.mnpdnu,s where no consent of capital raising was there are placed in the following table:

| Transaction with Private 1

|

Net Investment |

| company = Investment Withdrawal | (Q1,13-Ql.14 ) |

__:I'otal transaction with Thyrocare . 303,027,000 61,012,500 [ _2_42.%500 |
']‘olal transaction with Tribeca 615,000,000 615,000,000 |

| Total lfﬁa_c_tlon with Guardian J_ 20,666,000 = ; '_i(i.(ifi_ﬁ.'{'ﬂﬁﬂ

| | Total transaction with Property i '

| investors 10,000,000 | 10,000,000 |

| Total o B 948,693,000 | 676,012,500 |

272,680,500 |

Opinion of LR Global :

In seeking clarification regarding investment in private companies from LR Global. lhc.\

replied among others as under:

3Tl {' 40T +rbo-2-B0YYDOS-1, +rbu-2-DCEIEAC, T ¢ +rro-2-50ueady, 37w ¢ sechdiwbdmail.net, e : wiww.secbd.c org, www,see, gov b
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<.we made these investments for the benefit of our investors with the best of intensions.
4lso, we believe if funds such as us do not take the lead in making investments at least on a -
limited basis, other institutions and foreign investors will not be inspired to make investment

Jor the development of the country, create employment and contribute to the growth of the

country to reach its true potential....

Observation of the Enquiry Committee:

It reflects from the above table that LR Global is continuously investing in some private
companies though the above investment is completely non — compliance of Rule 535 of °
Fifstfbe ¢ awwe s (Spmm o) fafearem, 2003, as these companies has not taken any
consent from the Commission for capital raising. The Rule 55 is as under:

ee | ffcom Soe - (0)8e-faft (3) @ 2ffe ¥ sors Mg sy W Free wdw g wd e B
awsTe sfaeges Mfetfaite, amfis Mfetffe (IPO) war wdf amim sy Fiasfbre R v mir:
w12 =¥ W o, e Awfe ag @w el FEehte Tyed et GRSkt g sifie (pre'- IPO)

(A-ATITDG TUE H\'d-'\g'\.? 87T |

Again, as these four companies have not taken any consent of capital raising from the
Commission as per Section 2A (2) and purchase of securities of Such company is prohibited
under Section 2C of Securities and Exchange Ordinance, 1969. So..LR Global has violated
Section 2C of Securities and Exchange Ordinance.1969 by investing in those four companies
and in_each company the investment amount is above the regulatory limit. The above
Sections are as under:

2A. Control over issue of capital.- (1) [No issuer, or no company] incorporated in
Bangladesh shall, except with the consent of the Commission, make an issue of capital
outside Bangladesh.
(2)  [No issuer, or no company], whether incorporated in Bangladesh or not. shall.
except with the consent of the Commission,-
(a)  make an issue of capital in Bangladesh;
(b)  make in Bangladesh any public offer of securities for sale;
(¢)  renew or postpone the date of maturity or repayment of any security
maturing for payment in Bangladesh.
2C. Purchase of securities.- No person shall accept or give any consideration for any
securities in respect of an issue of capital made or proposed to be made in Bangladesh
or elsewhere unless the consent or recognition of the Commission has been accorded to
such issue of capital.

Mentionable here that regarding the shareholding position of these private companies we
received data from the MF & SPV Department those are placed in the From the above _
company information it is found that Entity address of Tribeca Management Ltd. is same .
office of the LR Global corporate and company file by Mr. Kayes Khalil khan who is also ex-
employee of the LR Global. Again, the same person Mr. Khan also filed the company
“Property Investors Ltd.” to RISC. It reflects that directly or indirectly LR Global has control
over these companies theough shareholding patter does not reflect that. Besides that, the
shareholding pattern of these company reflect that there is common shareholding in all these
four companies.

- = = [} Ly N 1 R
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. Tﬁ. in reviewing the recourse of investment in those private companies we found no
strong legal base of recourse from those companies. So, it is great matter of concern for all
the funds under management of LR Global if full amount of investment is not possible to
return to the funds, because, such investment is about 8.00% of the total fund size which is
greater position of risk of loss.

Recourse of the Investment in Private Equity, as per statement of LR Global:

In response to our query during hearing that what recourse they have considered before
imvesting in these private companies; then they replied among others as under:

“Private Equity invesiments represent 5% of our fund under management that require
consent from BSEC. From a risk management perspective, there are two issues that we kept
in mind while investing and limited the overall exposure. First, the performance risk of the
underlying company and second liquidity risk. ...............ccccoovverern., Wl

All securities (ordinary or preferred) we hold are freely transferable. All preference shares
have stated maturity date prior to expiry of our fund. In addition, for Property Investors Ltd.,
the fund investments are secured by all fixed and floating assets and we have the right to
direct sale of assets in an orderly fashion. For Guardian Healthcare Ltd.. the bond
investment is secured by creating floating charge on all fixed and floating assets. Finallv, in
Thyrocare Bangladesh Lid., the Preference Shares are senior in priority of pavments (o
ordinary shares. The company is an affiliate of Thyrocare Technology Ltd. - the largest (and
affordable) Preventive Care Company in the world conducting over 130,000 investigations
per dav. Thyrocare value is over USD 500 mm and is expected to be listed in 2016 or earlicr.
in India that can also facilitate our exit. Thyrocare Bangladesh Lid. has 25 years agreement
that provides among other rights - use of Registered Trademark, proprietary software.
technical advice, access to discounted material and equipment and proprietary technology
and products and services. Thyrocare use a proven and highly scalable business model that
has heen highly successful proven by 20+ years of track record and proven performance in
India. . ol )

Contravention of Rule 55 of Mutual Fund Rules and Section 2C of SEC Ordinance,
1969 for facts under Findings # 08 by LR Global:

From the above review, it is clear contravention of Rule 55 (1) of Fifadffoe ¢ wwre sfime
(Feprer 1) fafiesmer, 2005 done by LR Global for investing in private companies where no
approval of Commission for capital raising and also contravention of Section 2C for investing
in such companies by LR Global from the funds.

LR Global conducted fund to fund invested in all the mutual funds under its
same management violating FfsSffie ¢ a3mee sfivm (Flpare w1s) fRferEr, 300

Information from LR Global:

According to the information provided by LR Global that it has conducted fund to fund
investment in all the six mutual funds under its same management A brief of the investment
status as on 30" June, 2014 is placed in the following table: '
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ReBir June 30, 2014
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Investments in,

Taka _ —
Green s
‘Namem | aeListve | . PBH | Deta| LReBMF| MBS NceB MFf Total |
1t MF | MF
Funds L= ~ MF — o
B
ARLIHME e 530,000 | 130,780,200 | 29,683,894 | 31,209,100 | 192,203,195
| o | |
IS - |
|DBH7°TMF 14,927,382 61000 | 153,368,345 | 15,124,623 | 31,689,550 | 215,170,900
| Green Delta
MF 19,898,709 177661750 | 700,350 | 31,856,900 | 230,117,709 |
LRGBMF1 | 117,110,150 36,522,400 | 120,425,800 | 274,058,350
'MB_ St Mr___! 14,138,800 | 125,066,968 30,493,205 | 169,698,973 |
| | 5 . ) f
NCCB MF1 ‘ 18.518.270 148,349,097 166,867,367
[ Total 184,593,310 | | 591,000 | 735,226,360 | 82,031,268 | 245,674,555 | 1,248,116,493

Opinion of the Committee:

According to Clause 7 of o s [Rf¥ ev "3y e a-feay, the fund manager can not
invest in the same scheme/mutual fund. The said Rule is as under:

o, T T TIFIAET G RN S BT RN FA LA 4 (G AR A

But the AMC is conducting the practice since long although LR Global introduced this non-
compliance in the industry as per our study.

As on June 30,2014

Gain/(Loss) in

q dl\q i -
L e : [ LE _
| Nameof | m) semE | PR Delta ‘ LRGB ME1 | MBL IstMF | NCCBMF1 | Gain/(Loss)
Funds 1st MF 5 |
MF _ i
AIBL Tst E— . : ™ i 2
iy e (34.652,027) | (11,062,344) | (8:453.200) | (54,167,572)
DBH Ist . i : \ N e Yoo - _ |
| e (2,170.582) (8.000) | (40.488.481) | (5.285,173) | (8.490.613) | (56,442,848)
I HoE Yeltz T - -
G u,lsﬂt){,.u (970.909) (45,459,428) (273.700) (6,176.738) (-:2 880,775)
LRGB MF1 | (23,348.350) (15,587.400) | (32.805491) | (71,741.241) ) |
M]ilﬂ i | 1191600 (32.237,380) | (8398957 | (41.827.937)
| NCCB MFI 1 (1.280.270) (36,745,274) (38,025.543) |
| Total (28,961,710) i - | (3000) | (189,582,590) | (32,208618) (64,324,999) | (315.085.916) |

in andl\ms the investment status, we found from the above table that due to such non-
compliance of the Rules, the funds under the LR Global has incurred cumulative loss of TK.

185,916

2 e §

Opinion of LR Global for the above non-compliance:
LR Global replied about the non-compliance which is among others as follows:
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P the past, we interpreted the rules for investment restriction in mutual funds managed
by us differently. ................ R These investments represent approximately 7.5% across
our holdings and we plan to gradually reduce our holdings as soon as practicable in an
orderly fashion.

First, under rule 55 (2) second paragraph mentions that even under one mutual fund one
scheme can invest in another scheme of the same mutual fund following the notification
process stated in the same rule. This was interpreted as applicable to Mutual Fund with
multiple schemes. Since BSEC reserves the right to facilitate scheme to scheme investment
within a Mutual fund, we understood that for two separate funds (legal entities), restrictions
are not applicable, since rule 55 (2) provides the flexibility to make such investments.

Second, under rule 56 (7) similarly, the interpretation prior to our first such (July 2010), the
investment restriction was only applicable to Mutual Fund with multiple schemes. This was
clarified and interpreted as we assumed in 2010, by BSEC after meetings with the
Commission, and subsequently BSEC approved Prospectus (with such investments) for at
least 8 funds with the understanding that this restriction was applicable to Multi scheme
mutual funds. In addition, we reported these investments on a regular basis since 2010, and
did not receive any objections from any concerned parties; therefore, we believed we were
operating within the rules. In retrospect, had we have known, we would not have made these
investments. These investments represent approximately 7.5% across our holdings and we
plan to gradually reduce our holdings as soon as practicable in an orderly fashion.

Contravention of Rule 56 for facts under Findings # 09 by LR Global:
From the above observation, it reflects that LR Global contravened the Clause 7 of #uer
o [faf ¢y geay] ffamer @r-fves, by investing in the same funds under its management.

: Investment in FDRs with lower interest rate than prevailing one creates
huge Iosﬂes on the funds under the management of LR Global.
Observation of the Committee:
In reviewing the status of investment in FDR we found that LR Global is keeping deposits of
the funds in different commercial bank and financial institutions in different rates. But in
many cases the deposit rate in some banks and financial institutions is much lower than the
prevailing interest rate in the market. Just consideri ing the attainable interest rate at the same
time, we have calculated an estimated loss amount on such deposit since inception of the fund.
where LR Global maintained deposit as FDR with comparatively lower interest rate. A brief
of the above instances is presented below to show to what extent mutual funds undu the
management of LR Global was affected by loss of interest for such act.

______ I : :
|- . [ . Attainable | Interest/
Name of .. | Term | Interest | Interest/ Profit )
Date Bank / NBF1 | Investment Interest rate | Profit Could
Sceme (days) | rate (%) Earned
: (%) be earned
| 20-Jun-13 | LRGB1 |SCB 1 176 [710.75% 50,000,000 2,627,778 10.75% 2.627.778 |
24-Jun-13 | DBH First | SEBL 1183 [ 12.00% | 10.800,000 658.800 12.00% T T 638 c:mi
’8 Iun 13 LRGB1 | Union Capital | 183 | 11.25% 50,000,000 2.859.373 12.50% 3.177.083 |
e s———e el — - P— - "
IDLC : '
| 2-Jul-13 MBI Ist | [ 184 | 12.60% 45.000.000 12.60%
i Finance i | 2,898,000 | 2.898.000 |

(P1afeasi)  +riro-2-5¢0r303-2, +hlro-3-5ELYEE, T : +rlro-2-5¢L093), 337 ¢ sechdi@bdmail.net, gz « www.seebd.org, waw.see.sov.bi
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[
| N ¢ | | T | ik | Liicatyp ft] Attainable Interest/
I | | 1 S rof |
| Date .j.ime =1 Bank / NBFI | o | nterest | Investment y ﬂ:e i Interest rate | Profit Could
[ | Sceme | | (days) | rate (%) Earned |
| I : ! (%) | beearncd
I . 1 i
[ PEE—— g ——— 1._'m:kii[-3311g1{t | [ [ !
20-Jul-13 RG 184 | 13.50% |  50,000.000 13.50% | 3
i T ' ; 3,450,000 [ 3.450.000
[P Ee— Il“"k‘m“‘"gl"T 180 | 13.50% | 100000000 1350% |
| £&=/) -] - 1 ; (] R A ph P o
Tt Finance l : 6,750,000 | 6750000
| s2urs | Lo | -ekaBangle [ o 10w | 100,000,000 350% |
22, I ! 3.50% | N 3.50%
| W | ! Finance | 6.900.000 | 6,900,000
| K ankaBangla | — . |
| 22-iul-13 | DBH First | | 180 13.50% | 30,000,000 13.50% | .
. | | Finance | 2.025.000 l 2.025.000
P ankafangl | % | 180 | 13.50% | 20000000 330% |
et it | Finance | | el B 1,350,000 T | 1.350.000
Lii -Jul-13 r LRGB1 |[Union Capital | 184 | 11.25% 100,000,000 5,750,000 1250% |  6,388.889
[ 25-3ul-13 i LRGB 1 | Union Capital | 184 [ 1125% | 100,000,000 5,750,000 1250% |  6.388.889
l"??-m!-rs : NCCBL | [Union Capital | 184 | 11.25% 50.000,000 2,875,000 12.50% '*| 3194444
[ 3-Aug-13 i NCCBL I |Union Capital | 184 | 11.25% 50.000,000 2.875.000 1250% | 5.194.444
= ‘l’ ' I =
5-Aug-13 | C aipt 12.50% 40.000.000 12.50% |
. | e | Finance lL gy : o 2,500,000 = | 2.300.000
S e | -t
| ll-Aug-13 | NCCBL1 | | 180 | 1250% |  60.000.000 ) 1250% | ..
| Finance | 1 3,750,000 | 3.730.000
o Wy W DLC i s | | I
| 18-Aug-13 | Green Delta | . 180 | 12.50% 50,000,000 - 12.50% o
| Finance | [ 3,125,000 | 3.125.000
L” -Sep-13 ll LRGB 1 | Union Capital | 181 11.25% | 50,000,000 2,828,125 12.50% | 342,361
| 2 -Dec-13 | LRGB 1 [ Union Capital [ 182 | 11.25% |  50.000,000 2.843.750 12.50°% |  3.089.722
| [1-Dec-13 | MBL Ist |SCB 1 182 | 8.50% | 50,000,000 2.148.611 9.50% | 2.471.389
[13-Dec-13 | LRGB1 |SCB | 182 8.50% 50,000,000 2.148.611 9.50% | 2.401.389
[':cﬁ')cc-l_‘- Green Delta | Union Capital | 182 | 11.00% 50.000,000 2.780.556 12.00% ; 3.033,333 |
resancin) | Groon Dt | - 180 | 12.00% 50.000,000 1200% | '
T R PE | Finance ! s i 1,500,000 P 1500000
I_;-_J-— 14 1LRGB 1 ML | 180 | 12.00% 50,000,000 12,00% |
Gl B [ | ot e 1,500,000 ks 1.560.000
O L __J L A ™ i 665242415 | 1709678314
[ Sl p | i - T-_— | Estimated Loss amount _‘_Hh_—__lr T 44433899

As per our calculation, it is found that LR Global could earn Tk.70.96 crore from investments
instead of Tk.66.52 crore using cash of different funds under management of LR Global and
could earn an extra amount of Tk.4.44 crore.

Contravention of Rule 15 & 33 for facts under Findings # 09 by LR Global:

So. we can conclude that LR Global can not avoid the responsibility of such significant loss
on the fund due to its mismanagement as per Rule 15 (5) (¥) and Rule 33(7) of Fifetfafte s
q@ree S (Feprame w1s) fafwrem, 200).
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F I LR Global did not provided regular bi-monthly reporting related to
banking ftransaction to Trustee and Custodian related to details of the banking
transactions as per Rules

Observation of the Committee:

Reference to the hearing with the Custodian and Trustee of the funds, we asked them that
whether Custodian and Trustee are receiving the detail banking transaction relation
information bi-monthly as per Rule 33 of ffetfafts ¢ awrse afimm (RSpwm ws) R,
2005, Then we got the response from both Trustee and custodian of the Fund that LR Global

are not providing bi-monthly report as per Rules. So, it is contravention of Rule 33 (2) of
Afatfabe ¢ uwrse sfirm (MBprame wrs) fafewrar, 2003, which is as under:

0o(R)7A e FSpre Te wur Srw W&y B v e @3 e GRS e e
¢ T% IR o o Ragr & wen R e wwifn ga wfER HEeRbe
watae Faifas «ifwe fefare HiF6 ¢ arees@ite swaarz afi |

Response of Trustee "BGIC”

Sniuesine Bi-monthly bank transaction reports from the AMC are not being received except in
one occasion. We shall take up with the Asset management company to submit the bi-
monthly reports on regular basis.”

Response of Custodian “Standard Chartered Bank™:

Response In accordance section 33 of Mutual Fund Regulation 2001 LRG is required to provide a oi-
veexly detail statement of bank account opening & closing and details transaction to their trustee anc
ustodian bank However, we have not received any such statement from LRG as of date But LFC

nformed us that they been submitting quarterly statement to BSEC under section 7€ of
quiation. The copy of which has aiso been provided to us by LRG. We have also initiated 3
of collecting the bi-weekly statement from our AMC clients regularly and LRG confirmed to
vould submit all the relevant statements to us at the earliest.

&
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Contravention _of Rule 33 for facts under Findings # 11 by LR Global: BGIC and
Standard Charted Bank:

From the above review, it reflect that all the parties i.e. Fund manager, LR Global, Trustee of
the Funds, BGIC: and Custodian of the funds, Standard Chartered Bank are equally liable
for non-compliance of reporting under Rule 33(2) of Fifatfiftw ¢ azre Ffirr (Rlpramer ore)
fafearren, 200,

ndings # LR Global, the fund manager did not provided securities and certificates -

Ior ail the investment in Other than Listed securities of all the funds under its
management to the Custodian of the Fund as per Ffatfifow ¢ gume afiem (freprm =re)

ffeEn, 200 and the custodian of funds, “Standard Chartered Bank” did not
maintained the full assets of the fund under their custody as per Rules. '

' the same
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Opinion of the Committee:

When we seek query in the hearing “whether the custodian are keeping full assets of the fund-
and to what extent Trustee is ensured that full assets of the fund are under custodian?”

Then Trustee of the Funds, BGIC and Custodian of the Funds, Standard Chartered bank
replied that LR Global. the fund manager did not provide securities and certificates for all the
investment in Other than Listed securities of all the funds under its management to the
Custodian of the Fund as per Rule 4] Ffatfafbe ¢ aamwe sf«w (RSprme ws) ffwwen, 200
and the custodian of funds, “Standard Chartered Bank™ did not maintained the full assets of _
the fund under their custody as per Rules. The Rule 41 is as under:

€1 EwEeTHE WAy - (3) e il wien et sy faew et wfie gae ﬁr@ﬂ?m'r TSR
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Response of Trustee "BGIC” :

" The Custodians of the funds, Standard Chartered Bank, has not been able to fully satisfy us
that all assets of the funds are safe and sound under their custody particularly relating to Bank
balances, Fixed Deposits with banks, investment made in bonds and non-listed
SEOUTTIICS it msmmis i iaiin i i o

Response of the Custodian:

Finally, Standard Chartered Bank replied to the committee during Enquiry period that they
have taken control over the securities other than listed one. Their reply, among others, are as .
under:

P e we confirm that LR Global AMC Ltd. has delivered the concerned share certificates

and FDR receipts as mentioned in the bi-weekly statements as of 31*' August, 2014 submitted

to us for the following six funds which were sent to you along with our letter dated 2™
September 2014, ©

Contravention of Rule 41 for facts under Findings # 12 by LR Global: BGIC and .
Standard Charted Bank:

From the above review, it reflect that all the parties i.e. Fund manager, LR Global, Trustee of
the Funds, BGIC; and Custodian of the funds, Standard Chartered Bank are equally liable for ‘
non-compliance of reporting under Rule 41 of FfEffte ¢ are s (R¥prwe ww) fafewren,
2oo; because Fund manager should provide the securities. Trustee should monitor rhm and
custodian should keep these securities as per the Rules.

General Contravention of Trustee:

Being guardian of the Fund, Trustee of the funds i.e. BGIC is also equally liable for not
ensuring the compliance of all the Rules those contravened by the AMC of the funds i.e . LR
Global as per Rule 24 (4) of Ffetfife ¢ vame sfism (RS wre) fafawEm, 200d in addition .
specific contravention conducted by the Trustee discussed above. The Rule 24 (4) is as
under:

28 (8) oo AGE s «X Rfvaen wfta s oy 56 wilt e 1L nquote”

ro-3- -?':'1}-’)'.\--"-. torbro-2-a@LEE. T

ﬁ'

D

I/; -

| Hrbo-3-hebead, 3-1a3s : sechdic bdmail.net, e : www.sechd.org. www sec gov bd



TieAe Bifetiite we @y ST

@rae 3 ISR (3¢, Db, 33 € DTV &), So EgHN A1/d, B1FI-So00, FETH*

Zic i Toiafaie aferans sl Sieefibe wign s adom war aramerr cmae dejEs @ty
=foe @7 @R @3B show-cause-cum-hearing notice @ - SEC/Enforcement/2188/2014/663
S ob TEHA |, 2038 T (AT FE IR S ST , 2058 R Ofdea e fer ¢/ @ e arfFs s
IREAMET GRS IS @ FRoe wd afefay Sofge o sb 7oewT | 2038 i{mﬁmmm%ﬁs
) WIE A | A0S AR T4, e frenefa S e -

“We refer to your letter number SEC/Enfarcement/Z188/2014/663 dated 9
November, 2014 and would like to thank you for giving us an opportunity to provide
our written explanation regarding the above subject.

* Contravention of Rules 15 & 33 and Rule 24 for facts under Findings # 01-03 by both AMC
and Trustee respectively
We as Trustee have given permission to the Asset Management Company (AMC) to open
Accounts with banks and non-banking financial institutions as and when required by
the Asset Manager as per Trust Deed, however we must mention that investment
decisions are solely of the Asset Management Company and it is clearly stated in the
Trust Deed that “The Trustee shall not participate in any decision making process
for investments of the Fund”. We would like to mention at this point that we as
Trustee did not scrutinize the investments made from the funds kept in banks by the
Asset Management due to the above restriction as it goes beyond our jurisdiction to
interfere in the investment decisions of the Asset Management Company. To make
things clear further our rationale to not interfere with the investment decision of the
Asset Management Company was that we as Trustee do not interfere with the
investments made by the Asset Management Company in the Capital market where the
Asset Management Company can choose and buy any stock at any price they want and
we as Trustee do not have the right to object or interfere in the investment process. The
Asset Management Company has sole discretion to choose any stock at any price they
want and they are solely liable for the profit or loss generated. We do not question
whether they are buying a “Z" category company or an “A” category company because it
is solely their decision. Similarly, we as Trustee do not believe that the rules permit us
to interfere where the Asset Management Company places their funds and at what rate.
It may be further mentioned that it will also not be practical or feasible for the Trustee
to participate in the investment decisions of the Asset Management Company.
Furthermore, we must mention that we also truly believed that LR Global was
minimizing the risks by placing funds in different banks because as per rule 40% of the
Fund size does not have any defined area for investment and the Asset Manager has the
option of choosing where they want to place the fund within the Rules. It must be
mentioned that this 40% of the Fund amounts to be quite a large amount and we as
Trustee also believed when we were explained that by placing funds in different banks
the Asset Manager was spreading the risk which we felt was being done for the
betterment of the Fund and the Unitholders of the Fund.
We would also like to state that BSEC has prescribed “Investment Parameters” in
respect of investment in securities (60% of the Fund). However, for the remaining 40%
of the Fund no Parameters have been prescribed by the Commission and not certainly
for investment in Bank Accounts. Furthermore, no assessment is made as to why
investing in one particular share/stock has performed poorly as compared to another.
This is left to the judgment of the Asset Manager. Looking at the bigger picture, what is
assessed is the performance of the Asset Manager to obtain the best possible return for
the unit holders by various mix of investments.
We have discussed and will continue to discuss with the personnel from the Mutual
Fund & SPV department of BSEC and the Asset Manager whether it will be advisable to
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HMIEor restrict the Asset Manager to operate only one operational bank account

irrespective of the amount available taking into consideration the risk involved of
placing the fund in one bank. It is mentionable here that we as Trustee will need full co-
operation and support from the esteemed Commission to implement these changes
which we have received till date and expect to receive the same in the future.
Contravention of Rule 24 for facts under Findings # 05 by BGIC, Trustee of the Fund

In regards to charging of “Office & Administrative Expense” by LR Global Bangladesh
Asset Management Company Ltd. we interpreted this expenditure as allowable under

Pfechbe s usse sfem ( W8pae @) fafww@r, 200d attachment 2 of Sixth

Schedule. Further we reviewed the Auditor’s professional advice provided by the LR
Global Bangladesh Asset Management Company Ltd and after reviewing both these
documents we as Trustee were convinced that Office and Administrative Expenses
could be charged by the Asset Management Company from the Fund. It is mentionable
here that staff expense charged by anether Asset Management Company consisted of
basic salary, allowance, festival bonus and incentive bonus and after reviewing this we
were fully convinced that LR Global would also be able to charge this expense and we
were assured that there was no further requirement to communicate with the esteemed
Commission directly since deduction of office and administrative expense from the
Fund was already being practiced by another Asset Management Company.

It may be further mentioned that after discussions with the personnel from the Mutual
Fund & SPV department of the esteemed Commission we have already instructed all the
Asset Management Companies we work with not to charge for any “office and
administrative expense” via our letter dated September 21, 2014 which is attached for
vour kind reference.

Contravention of Rule 33 for facts under Findings # 11 by LR Global; BGIC and
Standard Chartered Bank:

We as Trustee would like to mention that we did not receive the Bi-Monthly report from
LR Global Bangladesh Asset Management Company as per Fifaefae ¢ umwy afis@

(fWepaw  wre) fafese, 2005, However, it must be mentioned that after having

discussions with the personnel from Mutual Fund & SPV department and the Asset
Manager we are obtaining the Bi-Monthly reports, It is important to mention that we are
keeping the Mutual Fund & SPV department fully informed of the steps we are taking to

ensure compliance as per Ffeeffte ¢ awwe fiw (ABpam ww) RferEt, 200, A

copy of the letter regarding our mandatory compliance requirement sent to all the Asset
Managers are attached for your kind reference which we have reviewed with the
personnel from the Mutual Fund & SPV Department before sending to the Asset
Managers. It is also important to mention that we as Trustee will need full co-operation
from the Asset Managers to provide us the same and in order for us to implement this
reporting we need constant support and guidance from the Mutual Fund & SPV
Department of the esteemed Commission.

0 ti r indi Global; BGIC and
Standard Chartered Bank:

We would like to mention that obtaining and keeping the assets of Mutual Funds is
solely the responsibility of the Custodian of the Fund. However, we must mention that .
this was not being practiced by the Custodian in the past. We have held discussions with.
the Mutual Fund & SPV department to find a method by which the Custodian is able to
take over the assets as there have been certain concerns from the Asset Management
Companies to hand over the assets. Furthermore, we would like to state that we have
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dé%(fnicated with the Custodian severa] times and requested them to provide us and
confirm the list of all assets under their custody for our review and it is mentionable-
also that we have not received satisfactory response from them till date. We are still
awaiting to receive confirmation from the Custodian (Standard Chartered Bank) directly
that they have taken control of all securities and assets of Funds managed by LR Global -
Bangladesh  Asset Management Company Limited. Our correspondence with the
Custodian is attached for your kind reference and the esteemed Commission was also -
kept informed about our request made to the Custodian via our letter dated November
6, 2014 and received by them on 9t" November, 2014. '
We are fully aware that we as Trustee are accountable for ensuring compliance of Rules -
by the Asset Management Companies and in this respect we would like to mention that
we as Trustee of Mutual Funds have always tried and continue to try within our
capabilities and limitations to ensure that the Asset Management Companies comply
with all the rules and regulations of Bangladesh Securities Exchange Commission
(BSEC) while managing the Funds. However, if the esteemed Commission for any reason
feels there have been certain lapses from our end that we could have looked into and it
was within our capability we sincerely regret that and would like to state that it was
primarily due to our misunderstanding of certain rules.
At this point we must mention that we have taken several steps to ensure that -
compliance requirements of Bangladesh Securities and Exchange Commission (BSEC) is
met by the Asset Management Companies and also by the Custodian and we are in
regular communication with the personnel from Mutual Fund & SPV department and -
have made some new reporting formats (copies attached) to ensure more detailed
reporting is provided by the Asset Manager and we have advised them to submit these -
to both BSEC and Trustee.
We are attaching several letters along with our prescribed reporting formats (copies
attached) that have been sent to the Asset Manager for your kind information. These
reporting formats were prepared by us in consultation with the personnel from Mutual
Fund & SPV Department. Copies of the same letters and formats have already been
submitted to the Commission. .
[t is also important to mention here that the Mutual Fund Industry in Bangladesh is
relatively new and all parties concerned in the management and operational side is still
gaining knowledge and for this reason there is still scope for improvement which we as
Trustee are trying to do to within our maximum capability. We as Trustee are -
continuously trying to make improvements to ensure better transparency and detailed
reporting by the Asset Managers in order to fulfill the compliance requirements of the
esteemed commission. However, it must be also mentioned that to implement new
changes we are continuously faced with a lot of challenges and obstacles which we try
to overcome within our capacity in order to implement changes. For this reason, we as
Trustee would also like to mention that we need continuous co-operation and support
from the esteemed Commission in order for us to be able to implement changes for the
betterment of the Mutual Fund Industry and Capital Market in Bangladesh.
it is also important to mention that the role of the Trustee in comparison with the Asset
Management Companies is no less and in fact Trustee being the Guardian of the Fund
automatically has more responsibility to the Unitholders of the Fund but it is
noteworthy to mention that the fees we receive as Trustee in comparison to the fees the
Asset Management Companies receives in a year is negligible. For example for a fund
with Net Asset Value of TK. 1,000,000,000 (Take One Hunderd Crore) the Asset
Management Company would calculate their fees based on different slabs ranging from
1% to a maximum of 2.50% of the Net Asset Value however the Trustee receives a fee of
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‘:xt?r#egrweﬁ’ry/[ll 0% of the Net Asset Value annually. This means that the Asset Management
Company would receive an Annual Management Fee of around TK. 14,000,000 (Taka
One Crore And Forty Lac) only as against the Trustee would receive an annual fee of TK.
1,000,000 (Taka Ten Lac) only. We would also like to highlight this to the esteemed
Commission that it is also very important for the Commission to review this fee
structure - which will also greatly contribute in better monitoring of the Asset
Management Companies by any Trustee.

We truly believe that we as Trustee are trying within our capabilities to ensure that all
compliance requirements are adhered to and report immediately to the esteemed
Commission of any non-compliance.

We believe to ensure full compliance all the relevant parties involved with Mutual
Funds will need to work together and that is what we are trying to implement with
proper guidance and support from the Commission.

In view of our explanations given above and the stringent measures we have started
taking to ensure compliance by Asset Managers according to Fif@SRite s wwrs

sfiw (WSpae #1e) fafdwre, 2003, we humbly request the esteemed Commission to

accept our submission on the assurance that we are trying with best of our abilities and
limitations to take all effective measures to ensure that securities laws are fully
complied with by the Asset Management Company and the Custodian and if the
Commission for any reason feels there was any non-compliance on our part we
respectfully request the esteemed Commission to give us an opportunity to rectify any
remaining issues with the assistance from the Mutual Fund & SPV Department of the
esteemed Commission and continue to serve and work as Trustee smoothly.”
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