[image: image5.jpg]AM I B Asociacion Mexicana de
Intermediarios Bursatiles





MEXICAN COUNTRY REPORT 2007
1. ECONOMIC AND FINANCIAL BACKGROUND
Mexico Economic and Financial Background 2006

Economy:
Nominal GDP: $840 billion
Per capita GDP: $8,066

Annual GDP growth: 4.8%

Annual Per capita growth: 3.4%

Inflation rate: 4.05%

Natural resources: Petroleum, silver, copper, gold, zinc, natural gas, timber.

Agriculture & Mining (5% of GDP): Products--corn, beans, fruit, cotton, coffee, sugarcane, winter vegetables.

Industry (23% of GDP): manufacturing, energy, construction.

Services (72% of GDP): commerce and tourism; financial services and transportation and communications.

Trade (Goods) Exports: $ 230 billion. Imports: $ 242billion.
Major markets: U.S., EU, Japan, Canada, China.
Financing:
Central government external debt: $48 billion
Central government domestic debt: $106 billion

Domestic financing by commercial banks: $107 billion
Domestic financing by non banks: $185 billion
Mexican treasury short term rate CETES 28: 7.0%

Mexican Bank short term rate TIIE 28: 7.3%

Index of Mexican Market Exchange: 26,448.32 

Annual Index of Mexican Market Exchange growth: 49%

Figures USD dollars

2. DATA ON FUNDS UNDER MANAGEMENT AND PORTFOLIOS
As seen in the following tables, the flow of mutual funds industry has increased through time. This growth will continue due to the application of the new mutual funds legislation.
	 
	Total Assets*
	Total Accounts
	Number of Mutual Funds

	Jun  06
	617,739
	1,320,940
	437

	Jul   06
	618,249
	1,320,089
	441

	Ago  06
	655,334
	1,357,773
	446

	Sep  06
	660,015
	1,379,359
	448

	Oct   06
	684,747
	1,408,405
	449

	Nov  06
	699,411
	1,430,244
	449

	Dec  06
	700,934
	1,451,313
	454

	Jan   07
	732,712
	1,447,938
	450

	Feb   07
	740,283
	1,471,815
	450

	Mar   07
	772,581
	1,508,236
	450

	Apr   07
	789,991
	1,532,568
	450

	May  07
	819,379
	1,567,351
	450

	Jun  07
	825,912
	1,500,367
	459


*figures in millions of pesos
Table 1.
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*figures in millions of pesos
Table 2.
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Table 3.
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Table 4.
As seen in the following table, more than fifty percent of the mutual funds portfolio is invested in national government securities, among CETES, BONDES and BPA´s stand out.
It is important to mention that investments of “funds of funds” in other national and international mutual funds,  together with ETF´s , represent almost 4% of the portfolio and they are scored in the equity section.
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*Figures at June 2007
3. KEY TRENDS IN FLOWS AND ASSETS UNDER MANAGEMENT
Over the last 5 years, Mexican fund assets have grown 260%, as well as the number of accounts. This increase has been stimulating by several issues, among stand out:
Advertising. Since 2003, AMIB issued the self-regulatory Rule V.4 regarding the requirements that every mutual fund advertising must contained, such as the source of the information, the main characteristics of the fund (ranking, liquidity, term), updated data, etc.
With this standard, investors have the certainty that the information published in media, is not false, which brings security and confidence.
Mutual Fund Distributors.  Mutual Funds Law allows the distribution services, which include the promotion, consultancy, mutual funds trading, and in some cases, the issue of statements of account. Banks, brokerage firms, mints, insurance companies, mutual funds managers, and specialized firms in mutual funds distribution are some examples of the kind of institutions that can be distributors.
Variety. Nowadays, potential investors have a huge variety of mutual funds where they can invest according to their own characteristics, such as the initial investment amount, risk aversion, investment objective, etc. In this sense, an individual investor with a limited capital, a small firm, a private company or even a public corporation, can invest in mutual funds.
Performance. The average annual returns of mutual funds have been historically higher than the traditional products offered by banks.
4. REGULATORY AND SELF REGULATORY DEVELOPMENTS
MUTUAL FUNDS LAW

Over the course of the year, AMIB worked on analyzing, consulting and drafting proposals to amend the Mutual Funds Law, which is still being reviewed by the National Banking and Securities Commission and the Ministry of Finance and Public Credit. The authorities have said they expect to conclude the draft of this law as soon as possible.
Some of the issues that will be covered by these modifications are:
· Incorporating trusts into mutual fund managers’ activities.
· Allow assets to be deposited with global custodians.
· Changes in prospectuses and simplified brochure.
· Bring mutual fund share distributors under the regulation of the Law, because at present they are governed only by the general provisions.
· Mutual fund merger and acquisition rules.
· Alignment of administrative aspects with the new Securities Market Act.
· Deregulate venture capital firms and limited-purpose mutual funds that are not placed among the general investing public (only among qualified institutional buyers).
· Regular disclosure of information.
· Eliminate minimum fixed capital series so that a fund can be created with a single shareholder (eliminate the distinction between series).
· Allow a fund to be created with a single shareholder, if it is a financial institution.
· Eliminate rules on foreign affiliates.
· For fund managers, impose requirements that must be met prior to beginning trading.
In the second phase of the project, the following topics will be addressed:
· Allow a separation of mutual fund managers’ activities into consulting and asset management.
· Expand the investment goals of venture capital funds to include real-estate investment.
· Include specialized mutual funds and real-estate investment funds as vehicles for venture capital investment.
UNIFIED MUTUAL FUNDS BULLETIN
As part of the effort to amend the Mutual Fund Law, a new Unified Mutual Funds Bulletin (Circular Única de Sociedades de Inversión) was created, and published in the Official Gazette on December 4, 2006

Among the main topics considered in this Unified Mutual Funds Bulletin are:
· New classification criterion for mutual funds.
· Incorporation of derivative products in the investment scheme. This topic will bring more diversification in the debt and stock mutual funds assets.

· Value in Risk (VaR) must be revealed, which has to be in the same line of the type, classification, objectives and investment strategies of the mutual fund.
· Rules related to risk management are included, establishing a minimum of policies that will be implemented by mutual fund managers in order to identify, measure, protect, limitate, control and publish the different kinds of risks that mutual funds are exposed to. In this sense, risk management specialists employed by managers must be certified by AMIB.
· A new guide for the elaboration of the information prospectuses is added, in which is established that these prospectuses should be available and updated on the Internet site of managers and distributors of the mutual funds.
· Simplified broadsheet will be the unique document that must be printed and given to investors.

· Mutual funds must elaborate a trimester report (March, June, September and December) in which it will be included a mutual fund description, the portfolio structure, yields, fees and remunerations, risks and management comments about the development of the mutual fund.

· Mutual funds are allowed to publish their trimester and annual certificated financial reports in the Mexican Stock Exchange (BMV) web site, reducing the cost of publishing these reports in newspapers.

· Procedures to be followed by mutual funds are added, in order to adjust their scheme investment when they deviate from it due to significant variations in the asset prices or in the joint capital stocks purchases and sales.

· In accounting terms, regulatory reports which contain financial and statistic information of mutual funds, suffered several modifications in order to have more reliable information.

TAX RULES FOR MULTI-SERIES MUTUAL FUNDS

On November 3, SHCP Central Legal Administration for Large Taxpayers department sent an official document containing the following:
· Confirmation that mutual funds administered by fund managers that are AMIB members, whose capital stock is made up of different classes and stock series regulated by the CNBV, meet the provisions established in Title 3 of the Income Tax Law applicable to Fixed-Income and Equity Mutual Funds.
· Confirmation that for the 2006 tax year, the tax on taxable investment by investors or shareholders of series, classes or sub-classes of stock that make up the capital of mutual funds, will be calculated as established in Articles 103, 104 and 105 of the income tax law.
· The tax payable by individual shareholders should be calculated as established in Rule 3.17.14 of the Miscellaneous Tax Rules for 2006, and tax payable by corporations according to Articles 103 and 104 of the Income Tax Law, and, when applicable, as established in the above-mentioned Rule 3.17.14.
· Information on nominal interest that fund managers must supply to corporate investors must conform to the terms of the Income Tax Law, Article 105, section 1, as provided for in Rule 3.17.14.
· The income tax turned over by mutual funds on behalf of their investors can be credited to their definitive or provisional income tax payments.
DERIVATIVES MARKET

The regulation of the derivatives market has been the subject of various important initiatives, including the analysis of the draft of a Derivatives Market Law.
AMIB committees took part in the revision of the draft of Bulletin 2/2006, which defines the "Rules for multiple-service banks and brokerage firms in derivatives transactions".

Banco de Mexico confirmed to this Association that brokerage firms can extend guarantees on the performance of their transactions involving derivatives. In addition, requirements were simplified and costs reduced on those transactions, by means of the following measures:
· Opinions from external auditors and consultants are no longer needed; and 

· The authorization rules were expedited.
Authorization was also obtained for brokerage firms to settle currency trades at up to three market days (without considering them as futures) after the trade date, when the certificates on which the settlement is performed are either:
· Stocks or fixed-income instruments listed on the International Securities Section of the Mexican Stock Exchange; or
· Stocks of foreign issuers listed in the securities section of the National Securities Registry or UMS bonds 

One major change for the funds industry was the inclusion of derivatives in the investment rules contained in the Unified Mutual Funds Bulletin, as well as in the prudential rules on comprehensive risk management.
Banco de Mexico Bulletin 4/2006, published in late 2006 and directed toward brokerage firms, banks, mutual funds and limited-purpose investment companies, featured the following changes:

With regard to trading in derivatives:
· Transactions on new underlying values were added, like gold and silver, and future transactions like options and swaps, all of which made derivatives trading more flexible.
· Over-the-counter trades are permitted on underlying assets like stocks, baskets of stocks, or instruments referenced to stocks, as long as they are not settled in kind, and the settlement term of the derivative transaction is more than four days.
· Settlement in less than 96 hours exempts the institutions involved from compliance with the 31 points necessary to trade derivatives.
· Mutual Funds can trade derivatives and options and swaps off the market (Swaptions and Forward Starting Swaps).
In a second phase, Banco de Mexico plans to review various proposals and petitions from AMIB and the Mexican Bankers' Association (ABM), which were not included in the current Bulletin in order to avoid delaying the project. The pending issues are:
· That brokerage firms and mutual funds can trade and invest in credit derivatives.
· The incorporation of other financial intermediaries in the same regulations.
· The possibility of considering derivatives as commodities.
Banco de Mexico issued a Bulletin specifying derivatives trading procedures for development banks and rural finance institutions.

We were informed that the authorities intend to prepare a draft of a bill for this market, which we expect to be analyzing over the course of 2007, although at present it is generally believed that the market is operating properly.
MISCELLANEOUS TAX RULES FOR 2006

Due to modifications in the Miscellaneous Tax Rules for 2006, various meetings were held with the Head of the Ministry of Finance Revenues Policy Unit -Jefe de la Unidad de Política de Ingresos de la SHCP-, to address some issues regarding the new mutual funds rules, specifically:
· The non withholding rule for tax-exempt parties, in mutual funds. The authorities ratified that Miscellaneous Rule 3.17.1, included in the Miscellaneous Tax Rules for 2005, was eliminated in the 2006 Rules because it was already included in point d) of Article 58 of the Income Tax Law; which means income tax will not be withheld or paid on interest paid in the financial system to other financial system institutions, in the case of corporations authorized to receive tax-deductible contributions under the Income Tax Law 
· Change in the calculation of real interest rates in mutual funds. Pursuant to the issuance of Rule 3.17.14 of the Miscellaneous Tax Rules for 2006, which replaces the use of investment units (UDIS) with the National Consumer Price Index (NCPI) in calculating real interest rate, the authorities offered to issue (by agreement with other areas of the Ministry), a Transitory Provision to Rule 3.17.1 that allows for an adjustment period in January-May. In other words, firms that made their calculations using UDIS do not have to change their calculation method during that period, but the calculation of real interest rates according to Rule 3.17.1 will be obligatory starting in June for all clients.
In the same or in another Transitory Provisions, an extension will be granted for parties that will be taking advantage of the option provide for in Rule 3.17.1 to notify the General Department of Large Taxpayers of the fact. These rules were published in the Twelfth Modification to the Miscellaneous Tax Rules for 2006, published on January 30, 2007.
AMENDMENTS TO THE RULES APPLICABLE TO BROKERAGE FIRMS, MUTUAL FUND MANAGERS, AND MUTUAL FUND DISTRIBUTORS
On December 4, 2006, reforms to the Rules on the Income Tax Law, the Value-Added Tax Law, and the Special Tax on Products and Services (LIEPS), as well as rules on the notes to the annual financial statements by Insurance Companies, were forwarded to the AMIB committees involved in this matter.

The reforms to those fiscal provisions have direct implications for brokerage firms, mutual funds, mutual fund managers and mutual fund distributors.

Among the changes in the Rules on the Income Tax Law are:
· Calculation of taxable individual income from fixed-income or equity mutual funds.
· Calculation of dividends that correspond to investors in equity mutual funds.
· The way in which institutions that make up the financial system are to determine the factor for calculating taxable real yields.
· The way in which specialized retirement mutual funds must calculate taxable real interest from the voluntary contributions sub-account and the specific deductions for pension plans.
The changes to the Value-Added Tax Law include:
· Article 18 says that in order to calculate the tax credit for each calendar month, mutual funds may choose to include in the value of their activities the difference between the revenues they receive from repurchase agreement premiums and securities trading, and the payments they make for the same items.
· Institutions may not apply for a refund of VAT credit balances.
· As part of the tax audit, the auditor must report on whether or not the institute complied with the criteria defined by the Tax Administration System.
5. CORPORATE GOVERNANCE

UPDATES TO THE CODE OF BEST CORPORATE PRACTICES

At the initiative of the Business Coordinating Council (Consejo Coordinador Empresarial –CCE-), a Best Corporate Practices Committee was formed, in which the AMIB played an active role. This committee first issued the Code of Best Corporate Practices in 1999, to provide recommendations on better corporate governance of Mexican companies.
The experiences in the first few years of its application and new considerations that have arisen on this topic around the world prompted the CCE--the organization responsible for issuing, revising and publishing the Code--to update its recommendations. After a long process of analysis and review, a revised version of the Code was published in November 2006. That edition reflected the specific needs and characteristics of Mexican companies, their origin, their stock structure, the importance of certain groups of shareholders in their management.

The main purpose of the corporate governance model is to help companies to be institutional, competitive, and permanent over time; to allow them to access various sources of financing in favorable conditions, and to inspire greater confidence among local and foreign investors.

The Code's principles are aimed at establishing the best corporate practices, including the structure and functions of the Board of Director and intermediate support organisms, which apply to all publicly- and privately-owned companies, regardless of size, activity or stock structure.

The section on explanation of motives and introduction explains that the recommendations are voluntary, and that all corporations would be well-advised to adopt them into their corporate governance. To do so, the company must define the pace and extent to which it incorporates these guidelines, according to its own needs. In doing so, the Code can help make the companies of Mexico more competitive amongst themselves, and with the rest of the world, because they will be armed with the best internationally-accepted corporate practices.

One of the biggest changes in the revised version was the inclusion of a specific chapter defining the concept of corporate governance--"the system under which corporations are directed and controlled"--and ten basic principles for an effective and general awareness of the matter among businesses.

The Stockholders' Meeting is identified as the highest body of governance for companies. The responsibilities of the Board of Directors are more clearly defined, among them defining the company's strategic vision, overseeing its operation, and approving the way its business is conducted. The Chief Executive Officer is in charge of the management guidance and execution of the businesses, in accordance with strategies and guidelines approved by the Board. By clearly distinguishing these responsibilities, companies can determine a chain of command and responsibility. The new version also adds some additional responsibilities for the board, like promoting the company as a socially responsible corporate citizen, forming a statement of ethical business principles, and others. 

To ensure the efficient functioning of the corporate governance system, it is suggested that companies adopt the basic principles established in the Code and the practices that derive from them, from the highest levels of management to every person who works in the various areas of the company's organization and its shareholders.
6. FUND GOVERNANCE

STRUCTURE OF THE BOARD OF DIRECTORS

Based on the Mexican laws in force, all mutual funds must have a board of directors which must be integrated by a minimum of five and a maximum of fifteen regular members, which whom at least thirty three percent must be independent. For each regular member, a substitute one will be appointed.
Substitute members must be selected by their experience, ability, and professional prestige and they must fulfil the characteristics defined by the Securities Market Act.
In order to maintain healthy professional practices and legal security, persons who cannot be members of the board are:

· The spouse and persons who have relationship less than or equal to the second degree with a board member.

· Persons that have pending litigations with mutual funds.

· Persons that cannot work in public institutions or in the Mexican financial system.

· Government employees who inspect or protect mutual funds.

In adittion, members of the board must credit their honorability, financial or management knowledge and prove that they do not have outstanding bills.
FUNCTIONS OF THE BOARD DIRECTORS

The most important duties of the members of the board are:
· Approve by majority:

· Mutual Funds behavior manual.
· Enrollments of persons which distribute, valuate, qualify and provide the security prices.

· Rules to prevent and avoid interest conflicts.

· Establish investment and operative policies of mutual funds.

· Analyze and evaluate the results of the mutual funds manager.

· Every quarter, they must meet with al least the fifty one percent of assistance, with whom one percent must be independent.
7. PRODUCT DEVELOPMENTS

MUTUAL FUND DISCLOSURE
Since the first quarter of 2007, a new mutual funds section in the AMIB Website is available. This section makes easier the approchement and understanding of the data, besides more statistic information is revealed, which allows the elaboration of graphs and comparatives.
Also, the new version of the "Publication Format" can be consulted; through investors can analyze all the characteristics of a specific mutual fund, for example: investment objectives, classification, ranking, initial investments amounts, minimum permanence period, possible buyers, liquidity, benchmarks, total and net assets, number of accounts, fees, total returns, portfolio, etc.
8. OTHER MAYOR ISSUES AND DEVELOPMENTS

MODIFICATION OF THE TERM SETTLEMENT IN THE LOCAL MARKET

Due to the convenience to homologate the local term settlement of the Stock Market with other international markets, it was decided to modify the term from 48 hours to 72 hours (from T+2 to T+3).
Among the main advantages of this standardization are:
· Arbitraging operations with comparable markets will be facilitated; therefore, local market will have a better order flow.

· Administrative costs will be reduced.

· More liquidity and availability.

· Securities delivery delays will be reduced.
This modification came in force in March 2007.
LIQUID SECURITIES
Due to the definition contained in the new Unified Mutual Funds Bulletin, criteria were established together with price vendors (PIP and Valmer) for creating a list of liquid securities -valores de fácil realización-, which were presented and approved by the authority. These are:
· All government securities except inflation-indexed (UDI-denominated) issues, exempt bonds and STRIPs. On this subject, the authorities suggested that the bulletin specify which securities were eligible for investment.
· Par bank bonds with less than one year to maturity and with at least a rating of B1.
· Par corporate bonds with less than 6 months to maturity (180 days), and rated AAA.
· Repurchase agreements at up to 28 days.
· Foreign government securities issued by members companies of the Technical Committee of IOSCO or members of the European Economic Community.
· Investment in Funds of Funds that offer 28-day liquidity is subject to the terms of article of the Unified Mutual Funds Bulletin.
· Money deposits (checking accounts in domestic and foreign banks).
