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Absolute return strategy, 79, 120, 321
Access persons, 41
Account aggregation, 267
Account executives, 14
Accretion, 157
Acquisition of fund managers, 407, 455-456
Active management
of ETFs, 317
of funds, 78
vs. passive management, 93-97
Advisory contract, 33
Affiliated transactions, 35
Agency securities, 135, 177
Algorithmic trading, 206
Alpha, 126-127, 321
generating positive, 119, 120
Alt-A mortgages, 136
Alternative Investment Fund Manager
Directive (AIFMD), 331
Alternative investments, 323
Alternative minimum tax (AMT)-bhonds,
143
Alternative trading systems (AT5), 195-201
Alternatives to mutual funds. 43-49
American Depositor ;7 Keceipts (ADRs), 432
Amortized cost accouncing, 170
Analysts, 101, 106-107, 109, 114, 181-182,
439
Annuities
fixed, 299
variable, 250-251
Anti-money laundering, 349
Argentina, 487
As-of trades, 340
Asia, 472-486
Asian tigers, 472-481
Ask, 193
Asset allocation plan, 73-77
Asset-backed securities, 136
Auditor, independent, 363, 384-387
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Australia, 448
Authorized participant, 311-312

Back testing, 116
Backup tax withholding, 349
Balanced funds, 98-99
Banks, 249-250
Barbell strategy, 147
Barra risk model, 126127
Basis points, 8
Basket trades; 115, 204-205
Behaviorai fhance, 97, 284
Benchine rkiindex, 77, 122, 151, 437
Best ~xecution, 201, 204-205
Rext otfer, 192-193
Reta, 126-127
3ogle, John, 36, 93
Bond funds, 73, 86-88
holdings, 134-142
types of, 87
Bond funds, management of
investment strategy, 145-149
Bond investing
analytic measures, 160-164
characteristics of, 156-160
risks of bond investments, 164-167
Borrowing limits, 28
Bottom-up style, 121
Breaking the buck, 173, 174-175, 187
Breakpoint discount, 57, 253-254, 341, 397
Brochure rule, 245
Broker-dealers, brokers, or brokerage firms,
14,243
Brokerage accounts, 44
Bullet strategy, 147
Bunched orders, 209
Buying and selling securities, 182-183,
189-213
broker dealer selection, 206-209
fund compliance, 203-204
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Buying and selling securities (Continued )
importance of trading, 190-191
mutual fund traders, 201-210
trading across multiple funds, 209-210
trading in bond funds, 210-212
trading in money market funds, 182-183
trading strategy, 204-206

Buy-side research, 106

Call provisions, 158
Call risk, 167
predicting, 149
Canada, 492-495
Capital appreciation stock funds, 92
Capital gains taxation, 8
Carry or carried interest, 324
Cash management services, 378
Century bonds, 157
Certificates of deposit (CDs), 178
Certified Financial planners (CFPs), 252
Charitable gift trusts, 270
Chartered Financial Analysts (CFAs), 42-43
Chief Compliance Officers, 42
Chile, 488-492
China, 472-481
distribution, 479
historical growth, 477-478
investment and asset gathering
opportunities in, 478-479
retirement savings, 479-481
Circuit breakers, 200
Clone funds, 209, 454
Closed-end funds, 46
Co-location, 200
Collateral management, 584
Collective trust funds (CTFs), 285-286
College planning, 269-270
Colombia, 487
Commercial paper, 177, 180
Commingled investment vehicles, 46-49
Competitive universe, 77
Compliance monitoring, 383-384
Conflict of interest, 62, 67
Consensus earnings, 110
Contingent deferred sales charges (CDSCs),
254-255, 394
Contracts, 33, 35, 67, 69
Control shares, 218-219
Convertible securities, 159
Corporate action, 367, 377

Corporate bonds, 140
Corporate governance, 216
Cost basis reporting, 343-344
Counterparty, 148
Coupon bonds, 157
Coupon rate, 156
Coverdell Educational
Savings accounts, 270
Crashes, 12
Credit analysis, 152
Credit crisis, 12
Credit default swap, 148-149
Credit quality, 171-172
Credit rating agencies, 138-139
Credit risk, 166
Credit selection, 148
Credit watch, 166
Cross-border asset gathering, 443-470
global market for tunds, 444-450
models for, 450456
Cross-border fuvesting, 421-442
advantage »and risks of, 426-431
chali=zges of, 431-435
eraw h of, 421-426
‘nternational fund management, 435-441
Cross-channel trends
advice, 268-269
needs-based investment products,
269-271
open architecture, 264-268
Currency risk, 429, 440
Current market price, 156
Current yield, 160
Custodians, 34, 293, 376-378, 383
Customer service representative, 346-347
Customer service, 337-362
customer-facing technology, 351-354
technology behind the scenes, 349-351
Cyclical industries, 121

Daily liquidity, 6

Dark pools, 196-197

Decimal pricing, 195

Default options for retirement plans,
283-284

Default risk, 166

Defeased bonds, 144

Defined benefit plans, 275, 279-280

Defined contribution investment only
(DCIO), 293
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Defined contribution plans (non-U.S.) vs.
401(k) plans, 444-450
Defined contribution plans, 275, 280-281
Department of Labor, 22
Depository Trust & Clearing Corporation
(DTCC), 350, 380
Derivatives, 141-142
Developed markets, 424
Direct channel, 260-264
no-load firms, 260-262
fund supermarkets, 262-264
Direct client charges, 253
Disclosure, principle of, 51
and mutual funds, 51-55
Discounted cash flow models, 114
Disinterested directors, 36
Distribution Channels, 241
Distributions, 30, 342, 368
Distributors, 34
Diversification
benefits of, 5, 91
requirements for mutual funds, 28, 29,
172
Dividend discount models, 114
Dividend yield, 112
Division of Corporate Finance (SEC), 19
Division of Enforcement (SEC), 18-19
Division of Risk, Strategy and Financial
Innovation (SEC), 19
Division of Trading and Markets (Si:C;, 18
Dodd-Frank financial reform legislation, 49
Dollar denominated bonds, 141
Domicile, 451
Donor advised funds, 270
Due diligence, 265-256
Duration management, 146, 151
Duration, 163

EBITDA multiple, 409

EDGAR (Electronic Document Gathering
and Retrieval), 54

Efficient frontier, 427

Efficient Market Hypothesis (EMH), 93-94

Electronic Communication networks
(ECNs), 196

Emerging markets, 424

Employee Retirement Income Security Act
(ERISA), 280

Equity, 103. See also stock

Equity income stock funds, 92

Escheatment, 349
Eurodollar bonds, 141
European pension pooling, 463-464
European Union securities regulation,
457-458
Event risk, 167
Exchange privilege, 340-341
Exchange ticker, 57
Exchange traded notes (ETNs), 311
Exchange-traded funds (ETFs), 46, 47-48,
263-264, 306
advantages and disadvantages of,
307-308
future of, 318-319
investments of, 314-318
operation of, 311-314
types of, 308-311
Executive compensation issues, 231
Exemptive application and order, 310
Expense advantas=, 4
Expenses cric<e; 81, 392-407
Expense ratic; 392-394
Conuitigent differed sales charges, (CDSCs)
or back end loads, 254-255, 394
direct client charges, 253
{ront-end loads (sales charges), 14, 70,
253,394
management fee, 394-407
Rule 12b-1 fees, 7, 255, 368, 394

Face value, 156

Fair valuation, 370-374

Fallen angels, 140

FDIC insurance, 73, 184

Fee, tables, 57

Fees, see Expenses

Fiduciary duty, 39, 245

Financial advisers, 14, 243, 245

Financial planners, 252

Financial statements, 69

FINRA, 21

Firewalls, information, 40

Fixed income funds, 133

Flash crash, 199-200, 314

Flash orders, 200

Flattening of yield curve, 147

Floating NAV for money market funds, 187
Floating rate securities, 157

Fluid style categories, 91

Foreign custody managers (FCMs), 431-432
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Foreign institutional investor (FII), 433-434 Hedge funds, 49, 319-332

Foreign taxation, 434 advantages and disadvantages of,
Forward pricing, 372 321-327
401(k) plans investors in, 329
contributions, 283-284 managers of, 320-321
ETFs in, 319 regulations regarding, 329-331
vs. non-U.S. defined contribution plans, strategies of, 327-329
444-450 Herfindahl-Hirschman Index (HHI),
history and growth of, 278-282 403-404
investment options, 287-289, 291 High loan-to-value mortgages, 136
mutual funds in, 285-286 High net worth, 44, 268
plan administration, 292-293 High water mark provisions,
Front running, 190, 318 324, 325
Front-end load (sales charge), 14 High-yield municipal bonds, 143
Frontier market, 424 High-yield or junk bonds, 140, 166
Fund accountant, 34 Highly compensated emplavees, 284
activities of, 364-369 History and growth of susual fund
Fund families or complexes, 33 investing, 9-17
Fund management companies or sponsors, Holdings list, 69
33 Home bias puzz!, 425
Fund of funds, 98, 328 Hong Kong; 78
Fund supermarkets, 262-264 Hostile tzkzvers, 226
Fund/SERV, 350 Houseb¢!ding, 344
Fundamental analysis, 104, 439 Hub and spoke funds, 452

Y -brid funds, 75, 98-99
Gartenberg standard, 34

Gates, 326
General obligation bonds (GOs), 142-14% Mlliquidity, 167
General purpose money market funds:. 176 Imbedded options, 158
Germany, 459, 464-469 In-kind exchange, 118, 312
distribution, 467-468 Independent directors, 36
historical growth, 464-465 Index construction, 78, 437
regulation, structure an< texation, Index or passively-managed funds, 78
465-467 bond index funds, 145-146
retirement savings, 4¢5—469 index ETFs, 314-316
Gifts and entertainment limits, 41 management approaches to, 118
Glide path, 290 stock index funds, 117-119
Global custody network, 431-432 tax efficiency of, 94
Global Depositary Receipts (GDRs), 433 vs. active management, 93-97
Golden share, 234 Individual retirement accounts (IRAs), 273,
Government-sponsored enterprises (GSEs), 274,293-297
135 Individually managed accounts, 44
Growth and income stock funds, 92 Industry associations, 22-23
Growth at a reasonable price style (GARP), Information ratio, 79, 130
121 Initial public offering (IPO), 103
Growth factors, historical, 11-14 Insured bonds, 143
Growth stock funds, 92 Interest rate anticipation, 146
Growth style, 121 Interest rate risk, 164
Guaranteed investment contracts (GICs), Interest rates, 114

287 Interfund trades, 210
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Intermediary channel, 243-260
banks, 244, 249-250
broker-dealers, 243-244, 246-249
compensation for selling fund shares, 62,
252-260
insurance companies, 250-251
registered investment advisers (RIAs), 244,
251
Intermediate bond funds, 87
Internal controls, 386-387
Internalization, 199
International funds, 13, 435
management of, 419-420, 435-441
Intraday indicative value (IIV), 313
Investment Advisers Act of 1940, 39-40
Investment back office, 379
Investment companies, 25
Investment Company Act of 1940 (1940
Act), 27
Investment Company Institute (ICI), 22-23
Investment grade bonds, 166
Investment Management Division (SEC),
18
Investment objectives, 57, 69
Investment operations, 379-384
Investment opportunity access, 6—7
Investment restrictions, 67
Investors, 25
Ireland, 459
Issuer pays compensation model, 135,39
Issuers, 155, 156

Japan, 482-485

Joint ventures (JVs), 454

Jones v. Harris, 34, <102

Jumbo mortgages, 136

Junk bonds, see high yield bonds
Jurisdiction, 451

Key information document (KID), 460

Latency, 199

Late trading, 374-375

Latin America, 487-492

LIBOR (London Interbank Offered Rate),
157

Life cycle funds, 98, 289

Lipper alternative classifications, 92-93

Liquidity bank, 187

Liquidity risk, 167

Liquidity, 152, 172
Liquidnet, 197

List trade, 204

Loans, securitization of, 136
Lock ups, 326

Long bond funds, 87

Long portfolio, 120
Long-short, 120, 327

Low doc mortgages, 136
Luxembourg, 459

Managed accounts, 44
Management fee, 396-407
debate about, 398-407
performance fee, 401
portfolio construction, 149-153
Marginal tax rate, 84
Market capitalizatior (1:arcket cap), 89, 120
Market impact, 120
Market rate risk; 164
Market timiug scandal, 374-375
Mass afflien; 269
Massachusatts Investors Trust, 9-10
Mastier-‘eeder structure, 452
Mate:ial nonpublic information, 40
Matrix pricing, 370
Maturity, 155, 157, 171
Maturity value, 156
Merger and acquisition (M&A) among fund
sponsors, 409-416
implications, 416
trends, 409-416
Modified duration, 163
Money market funds, 73, 83, 169-188
and financial system, 184-187
holdings in, 175-181
institutional and retail series of, 85
types of, 175-181
Money market funds, management of
credit analyst role in, 181-182
portfolio management, 183-184
research, 181-182
Rule 2a-7 requirements, 170-171
trading, 182-183
Morningstar, 78
star ratings, 80-81
style box, 89
Mortgage-backed securities (MBS), 135
Municipal bond insurance, 144
Municipal bonds, 142
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Municipal notes, 179
Mutual fund advertisements, 65-66,
266-267
Mutual fund boards of directors, 31-36, 67,
224
controversy over, 36-38
Mutual fund disclosure documents
locating, 54
prospectuses, 63-66
shareholder reports, 68—69
statement of additional information,
66-68
statutory prospectus, 63—-64
summary prospectuses, 56—63
types, 54-55
Mutual fund investing, 3-24, 73-74, 77-99
advantages and disadvantages of, 5-9
evaluating performance, 77-82
history and growth of, 9-17
industry associations, 22-23
investors in, 4
regulators, 18-22
types of funds, 73-74, 83-99
Mutual fund names, 57-58
Mutual fund portfolio management,
101-102
Mutual fund taxation
after-tax returns, 81, 84-85
capital gains taxation, 8
index funds, tax efficiency of, 94
pass-through tax status, 29, 21
vs. rest of world, 31
Mutual fund wholesalers,.247-248
Mutual funds as institizcicnal investors,
215-237
activism, 224-230
mutual funds as stockholders, 216-220
proxy decision making, 222-224
proxy voting issues, 230-232
proxy voting outside the United States,
234-236
proxy voting process, 221-222
proxy voting results, 224
social change, 232-234
Mutual funds, working of, 25-60
alternatives to mutual funds, 43-49
borrowing limit, 28
buying and selling shares in, 26-28
distributions, 30, 342, 368
diversification standards, 28-29

ethical standards, 39-43
mutual funds as virtual corporations,
31-39
qualifying income, 30
service providers to, 33-35
voting securities, ownership of, 28, 30
Mutual recognition model, 451

NASDAQ, 191, 192-194, 198-199, 384
National market system (NMS), 194,
197-198
National treatment, 451
Nationally recognized statistical rating
organizations (NRSROs), 139
Negatively correlated stocks, 125
Net asset value (NAV), 26
striking the NAV, 365.-269
valuing securities, 570375
Networking, 350
NICSA, 23
1940 Act t=s50ve (RS test, 29
No-doc nier gages, 136
No-load &¢ms, 260-262
No-inad funds,
detinition of, 260-261
Non-U.S. bonds, 141
Noninterested directors, 36
Nonproprietary funds, 247

Obligations, 156
Offer, 193
Offering price, 26
Offshore fund, 31
Open architecture, 247, 264-266
Open-end funds or investment companies, 9,
46

Opinion letters, 385
Opportunity cost, 92, 190
Option features, 158

exercise of, 158-159
Option-adjusted yields, 162
Out-of-benchmark position, 122
Outperformance, 120
Over the counter (OTC), 191-192
Overweight security, 122

Par value, 156

Parallel shift in yield curve, 146-147
Passive investment, 145-146

Passively managed funds, see index funds
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Peer group benchmark or comparison, 77,
123, 151
Performance analysis, 70
Performance attribution, 128
Performance compensation, 124
Performance fees, 401
Perpetual bonds, 157
Persian Gulf, 486-487
Personal identifying information (PII),
348-349
Personal securities trading limits, 41
Pioneer Fund, 10
Plain English, 55
Political and regulatory risk, 430
Portfolio managers, 67, 101
bond fund, 150
compensation of, 124
stock fund, 117
Portfolio recordkeeping and valuation,
363-389
custodians, 376-378
fund accountant activities, 364-369
independent auditor, 384-387
investment operations, 379-384
valuation of portfolio holdings, 370-375
Portfolio recordkeeping, 382-384
Portfolio trade, 204
Portfolio, 101
POSIT, 197
Pre-refunded bonds, 144
Preclearance, 41
Predicting calls, 149
Prepayments, 149
President’s letter, 68
Price/book ratio, 112
Price/cash flow ratio, 111-112
Price/earnings (P/E) ratio, 111
Price/sales ratio, 112
Price/yield relationship, 160-161
Principal amount, 156
Private activity bonds, 143
Private offerings, 330
Professional management, 6
Proprietary funds, 246
Prospectuses, 55
Proxies or proxy statements and proxy
voting, 32, 107
role of stockholders, 216-219
shareholder meetings, 219-220
stockholder activism, 227-228

Proxy advisory firms, 223
Proxy voting by mutual funds
proxy decislon making, 222-224
proxy voting process, 221-222
Proxy voting outside the United States
disclosure and operational issues,
235-236
dominant stockholders, 234-235
legal relationship between board of
directors and stockholders, 235
Put provisions, 158

Qualified foreign institutional investor
(QFII), 423-424

Qualified plans, 274

Qualifying income, 30

Quality of earnings, 107

Quantitative analysis; 105

Quants, 114

Realized goius, €1
Reallowarnce 255, 394
Redemyiien suspension rights, 326
Regitterzd investment advisers, 40, 244,
251
Registered investment companies (RICs), 25
Registered representatives, 14
Regulation Fair Disclosure (Reg FD),
108-109
Regulators, 18-22
Reinvestment rate risk, 164
Relative value managers, 121
Replication, 118, 315
Repurchase agreements (repos), 178-179
Required minimum distributions (RMDs),
292
Resistance level, 105
Responsible investing, 233-234
Retail sales
cross-channel trends, 264-271
direct channel, 260-264
drivers of sales, 241-243
intermediate channel, 243-260
Retirement planning in United States
default options in, 283-284
distribution planning, 298-299
employer-sponsored plans, 274-276
individual retirement accounts (IRAs),
276277
in public sector, 282
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Retirement planning in United States
(Continued)
shift to defined contribution, 281-282
simplification of, 299-300
tax benefits, 274-277
universal coverage, 300-301
Retirement plans and mutual funds,
278-303
401(k) plans, 278-285
individual retirement accounts (IRAs),
293-297
retirement planning in United States,
298-302
sales process, 273
tax benefits of qualified retirement plans,
274-277
Retirement savings, 447, 489-490
Return expectations, 75
Return, 61, 77
Revenue Act of 1936, 27
Revenue bonds, 143
Revenue sharing, 259
Risk tolerance, 75
Risk, 5-6, 59-60, 70, 77
in international investing, 428-429
Risk-adjusted performance calculation, 78,
130
Rollover IRAs, 296-297
Roth IRAs, 296
Rule 2a-7, 170-175, 187
Rule 12b-1 fees, 7, 255, 368,324
Rule 12b-2, 258-259

Safekeeping procedures. 37¢

Sales load, see front-~nd sales load

Sampling, 118, 130, 315-316

Schemes, 450

SEC inspections, 19

Secondary market, 103

Section 529 plans, 270

Section 10335 exchanges, 251

Sector rotation, 121

Sector selection, 147

Sectors/sector funds, 13, 89, 121, 152

Securities Act of 1933, 52

Securities and Exchange Commission (SEC),
18-21

Securities Exchange Act of 1934, 52

Securities lending, 378

Securities master file, 383

Sell-side research, 106

Separately managed accounts (SMAs),
44-45

Service organization reporting, 386-388

Shadow banking, 185

Share blocking, 236

Share classes, 256-259, 261

Shareholder democracy, 218

Shareholder meetings, 32

Shareholder services, 7

Shares, 103. See also stock

Short bond funds, 87

Short portfolio, 120

Short selling, 120, 322

Short-swing trading, 41

Short-term trading, 341=312

Side pockets, 326

Side letters, 332

SIMPLE IRAs. 298

Singapore; 475476

Sleeve, 117

Social imedia, 66, 267-268

Socicl Szcurity, 301-302

Sccially responsible investing, 232-233

Seit dollars, 208

South Korea, 473-474

Sovereign wealth funds, 476, 486

Special purpose entities (SPEs), 137

Special tax bonds, 143

Specialty investment vehicles (SIVs),
177-178

Stable value funds, 287-288

Standard of business conduct, 40

Standard & Poor’s Depositary Receipts
(SPDRs), 306

Star ratings, 80-81

State regulators, 22

Statement of additional information,
55

Statement of assets and liabilities, 69

Statement of changes in net assets, 69

Statement of operations, 69

Statutory prospectuses, 55

history of, 63-64
contents of, 64-65

Steepening of yield curve, 147

Stickers, 54

Stock analysts, 106-107
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Stock funds, management of
active portfolio management, 119-122
index or passive portfolio management,

117-119
performance analysis, 127-130
portfolio construction, 122-124
risk management, 125-127

Stock funds, 74, 88-98

Stock portfolio manager, 117

Stock research
fundamental research, 107-111
quantitative research, 114-116
technical analysis, 105
valuation, 111-114

Stock, 103

Stop loss orders, 199

Straight-through processing, 382

Street research, 205

Stress tests, 175

Style box, 89, 91

Style, investment, 90, 120-121
types of, 121-122

Subadvisers, 33, 391, 455

Subcustodian, 376, 431-432

Subprime mortgages, 136

Subtransfer agent fees, 260, 357, 395-396

Summary prospectuses, 54-55
contents of, 56-63

Super Trust, 306

Supervoting class, 218

Support level, 105

Systematic withdrawal plans. 542

Taiwan, 474-475

Target date funds, 12 9%, 289-291

Tax havens, 453-454

Tax-exempt bond funds, 13, 83
holdings of, 142-145

Taxable bond funds, 83-84, 134-142
holdings of, 134-142

Technical analysis, 105

10K and 10Q reports, 107

Tender option bonds, 180

Top-down style, 121

Total return, 61, 77

Tracking error, 315-316
ex ante, 126

Trade allocations, 210

Trade settlement, 380-382

Traders and trading, 101, 189, 440
role of, 202-210
Tranche, 137
Transfer agent business models, 354-362
omnibus accounts, 356-357
pricing and service quality, 357-362
Transfer agent role, 337-349
account information and fund reports,
342-344
compliance, 348
customer inquiries and problem
resolution, 344-347
fund transaction processing, 338-342
Transfer agents, 18, 34
Transparency and comparability, 7
Trust accounts, 44
Turnover, 58

U.S. government e= Trcasury funds, 175
U.S. stock marlker
alternative vrading systems, 194-198
system ez vergence, 198-201
tradici>nal venues, 191-194
U.S. Treasury securities, 176, 134
17 principles for responsible investing
(UN PRI), 233-234
‘Undertakings for Collective Investment in
Transferable Securities (UCITS) model,
379,456-463
sophisticated or NewCITS, 460-461
Underweight security, 122
Unified management account (UMA),
249
Unit investment trusts (UITs), 49
United Kingdom, 448
Unitized investment, 319
Unrealized gains, 61
Unwound trades, 381
Upward sloping yield curve, 162
UTMA/UGMA accounts, 269-270

Valuation of portfolio holdings
NAYV calculations and fair valuation,
372-375
procedure for, 370-371
Value style, 89-90, 121
Variable rate demand notes (VRDNSs),
180
Variable rate demand obligations, 180



P1: a/b P2: c/d QC: el/f Tl: g
ind JWBT402-Pozen December 10, 2010 7:28 Printer: Yet to Come

9526 INDEX
Volume weighted average price (VWAP), Yankee bonds, 141

205 Yield curve, 162
Voting securities, ownership of, 30 positioning on, 151-152

shifts in, 146-147

Waterfall of asset—backed securities, 137 Yield spread, 162
WEBS, 306 Yield to maturity, 160
Wirehouses, 243 Yield, 81

Wrap accounts, 44, 247-248
Wrapper, prospectus, 64 Zero coupon bonds, 157, 164-165



