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AMF Position  
Market timing and late trading practices – DOC-2004-07 
 
 
 
References: Articles 411-65, 411-67, 411-68, 422-43, 422-45 and 422-46 of the AMF General 
Regulation 
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This position applies to UCITS, general purpose investment funds, private equity funds, funds of 
alternative funds, general purpose professional funds, specialised professional funds, and private equity 
professional funds, hereinafter referred to as “CIS”. 
 
 
At the end of 2003, the US asset management world was rocked by scandal. Certain categories of funds 
used practices that were questionable (market timing) or outright banned (late trading) to achieve 
attractive returns. To help clarify these practices and their impacts, the AMF has prepared this document 
to define market timing and late trading and present its positions on these practices. 
 
 
1. Q&A on market timing and late trading practices 
 
1.1. What is market timing? 
 
Market timing is the practice of taking advantage of a possible price spread (valuation). This is when a 
person (the arbitrageur) who has been given the exact composition of a fund's stock portfolio by someone 
else (the asset manager or, in this scandal, the brokers) calculates a valuation for this portfolio and 
compares it with the valuation obtained by the management company (at a given time or date, in 
accordance with the procedures set out in the fund's prospectus: this is the net asset value). The 
arbitrageur then buys units of a fund based on a somewhat outdated price, when he observes that some 
of the stocks in this fund are undervalued. 
He sells his units when a new net asset value is published (for example, on the following day if NAV is 
calculated daily), taking market information into account and thus restoring the “fair” price. This in-and-out 
trading generates a profit (see example A below). 
 
1.2. What is the specific nature of the market timing transaction in question? 
 
When a financial instrument (a share, for example) is admitted to trading on a market (Paris Eurolist, for 
example), its “market value” is known instantly while the existence of a net asset value (calculated, at 
best, once a day) for a fund that includes this share, among others, “fixes” the price at a given time. 
These valuation differentials are not uncommon when a fund consists of financial instruments admitted to 
trading on a foreign market where there is a significant time difference. 
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1.3. What is late trading? 
 
Late trading is when the institution responsible for centralising subscription and redemption orders agrees 
to execute orders after the centralisation cutoff time (or date) which, for French funds (CIS), is specified in 
their prospectus. 
In the USA, as the centralisation time is the same for all funds (4:00 p.m.), it is illegal to execute buy or 
sell orders after that time (see example B below). 
 
1.4. What were the other characteristics of the implicated funds? 
 
The implicated funds were US hedge funds invested chiefly in other funds (the “underlying assets”) that 
were themselves made up of shares listed on Asian markets. The arbitrage was on the valuation of these 
underlying funds. 
 
1.5. What are the consequences when a few “insiders” adopt these practices? 
 
These practices generate a large number of unit subscription/redemption orders (in-and-out trading, within 
a very short period of time), which incurs costs for the CIS. The primary consequence is thus a lower 
performance. 
For a CIS, any investor entry or exit involves an investment in or divestment of its portfolio. Although 
subscription/redemption fees were created to compensate for this, they do not fully cover the expenses 
associated with this type of speculation. 
 
Furthermore, the gains realised by the arbitrageurs (or investors who use these practices) undermine the 
equal treatment of all investors, as they do not all have: 
 
- a thorough knowledge of the stocks that make up the funds in which they hold units (as asset managers 
colluded with arbitrageurs by disclosing the exact composition of the CIS); 
 
- the possibility to buy and sell outside the deadlines, as this "opportunity" conflicts with the information in 
the CIS's prospectus (which specifies an order centralisation time). 
 
For a management company or a related company (for example, where appropriate, the fund's 
distributor), encouraging these transactions to benefit a select group of clients violates the code of 
conduct requiring that it act in the exclusive interest of the CIS holders (that is, the “community” of 
investors in the CIS). This practice is a breach of the regulations and is subject to sanctions by the AMF. 
 
1.6. How does this arbitrage go against investors' interests? 
 
Most investors in units or shares of a CIS have limited access (generally twice a year) to the inventory of 
their fund's portfolio (while asset managers very frequently “adjust” the composition of their portfolio, 
based mainly on investor entries and exits, market conditions, sector trends, etc.). Giving some categories 
of investors real-time access to this inventory thus violates the principle of equal treatment of unit- or 
shareholders. 
 
Forward pricing is used for most net asset values. This means, for example, that when investors sell their 
units: 
 
- they must comply with the times and/or day provided for in the fund's prospectus for order redemptions; 
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- the order will be executed, once the orders have been centralised, at the next net asset value, calculated 
after this centralisation cutoff time. They therefore do not know, when they make their sale request, what 
the sale price will be. 
 
In France, it is the prospectus that specifies the date and cutoff time for centralising subscription and 
redemption orders. In the USA, the cutoff time is the same for all funds (4:00 p.m.). After these cutoff 
times (or dates), subscription/redemption orders should no longer be taken into account for execution 
based on forward pricing of the net asset value on that day. At a minimum, they should not be taken into 
account and executed until the following day. 
 
1.7. Examples 
 
Example A: market timing 
 
- UCITS invested in Japanese stocks (X, Y, Z), whose net asset value (specified in the prospectus) is 
calculated daily at 5:30 p.m. (French time). 
- At 5:30 p.m. (French time), the Japanese stock exchange has been closed for eight hours; the prices of 
the Japanese shares in the portfolio are therefore determined at 9:30 a.m. (French time). 
- After the Japanese stock exchange has closed, information is published (financial disclosures by listed 
companies, economic data) suggesting a higher valuation for the X, Y and Z shares that make up the 
fund. 
- So, when purchasing units of the UCITS before 5:30 p.m., the arbitrageur knows that the value of the 
fund has risen relative to the previous day's net asset value. 
 
Step 1: Calculate net asset value for that day… 
 
Net asset value of the UCITS at 5:30 p.m. on that day: 100, based on the following valuation: X: 25 
Y: 25 
Z: 50 
 
Step 2: Watch for market information… 
 
Company X publishes financial information (quarterly earnings) and an announcement by the Japanese 
government on the growth recovery suggests a higher valuation for the X, Y and Z shares 
 
Step 3 (market timing): Arbitrage between the published net asset value and the expected net asset 
value… 
 
The arbitrageur estimates that, when trading resumes in Japan, the X, Y, and Z securities will be valued 
at: 
X: 30 
Y: 30 
Z: 70 
Or a potential net asset value for the UCITS at 5:30 p.m. on the following day = 130 
 
 
Example B: late trading 
 
UCITS that tracks the CAC 40 index, whose net asset value (specified in the prospectus) is calculated 
every day at 6:00 p.m. (so, after the market close, based on that day's closing prices at 5:30 p.m.). 
 
Order centralisation (for execution at the net asset value for that day calculated at 5:30 p.m.) is set at 4:00 
p.m. (information also specified in the prospectus). 
 
Step 1: Calculate net asset value for that day… 
 
Net asset value of the UCITS at 6:00 p.m. on that day: 100 
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Step 2: Watch for market information… 
 
Starting at 5:30 p.m., several companies in the CAC 40 index publish financial information (quarterly 
earnings). The earnings reports suggest the CAC 40 will open higher and remain higher throughout the 
session. 
 
Step 3 (late trading) : Buy (subscribe) units after the order centralisation cutoff… 
 
The investor then places a subscription order at 6:30 p.m.: this order is executed based on the net asset 
value determined at 6:00 p.m. 
When trading opens the following day, the CAC 40 gains 5%. 
The investor — who is certain that the net asset value of the UCITS for that day will incorporate some or 
all of this gain — places a redemption (sell) order and thus realises a capital gain. 
 
 
2.  AMF positions on market timing and late trading practices 
 
1. The management company must establish procedures for CIS management and investor relations so 
as to identify and avoid the misconduct described above. 
 
2. To address late trading risks, the centraliser, pursuant to Article 411-65 I 2 or Article 422-43 I 2 of the 
AMF General Regulation, supervises compliance with the cutoff for centralising subscription and 
redemption orders referred to in the prospectus. 
 
3. It is therefore the distributors' responsibility to inform their clients, by whatever means they prefer, of the 
deadline they must themselves meet for receipt of subscription/redemption orders so as to forward them 
to the centraliser in a timely manner. 
 
4. Responsibility for centralising order subscription and redemption vis-à-vis third parties is delegated by 
the CIS or, where applicable, the management company that represents it to one of the entities 
referenced in Article L. 214-13 or Article L. 214-24-46 of the Monetary and Financial Code (the 
centraliser). When the centraliser delegates the performance of centralising tasks to a third party pursuant 
to Article 411-67 I or Article 422-45 I of the AMF General Regulation, the agreement between the 
centraliser and the entity to which the performance of the tasks is delegated shall comply with the 
provisions of the above-referenced Article 411-67 II or Article 422-45 II. In particular, the centraliser 
remains responsible for performing the centralising tasks it has delegated. It is also specified that the only 
reason a late order will be accepted is if there is an exceptional technical malfunction of the system used 
to transmit the order to the centraliser; these instances require the approval of the compliance and internal 
control officer of the management company or of its representative. This person shall endeavour to verify 
that the client's order was produced in a timely manner. 
 
5. To prevent the abuses associated with market timing practices, equity and bond CIS must be designed 
and managed such that subscriptions/redemptions are always carried out on a forward-pricing basis with 
respect to both the net asset value of the CIS itself and the value of the financial instruments that make up 
its portfolio. 
 
6. In accordance with applicable accounting principles, the management company must make every effort 
to record the investments made as soon as the orders are traded. 
 
7. The management company must not disclose to certain investors or certain intermediaries information 
about the composition of the assets of the CIS that is likely to facilitate market timing or late trading 
transactions. In particular, the management company must refrain from disclosing the composition of the 
portfolio in real time. The only exceptions are: 
 

- For dedicated AIFs and provided the information is disclosed simultaneously to all holders; 
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- For CIS in which professional investors supervised by the ACPR (French prudential supervision and 
resolution authority), AMF or equivalent European authorities invest, in which case the management 
company may disclose — directly or indirectly through a third party in accordance with Article 313-77 
or Article 318-58 of the AMF General Regulation — the composition of the portfolio of the CIS to 
these investors within a period not less than 48 hours after publication of the net asset value, for the 
purposes of calculating the regulatory requirements related to Directive 2009/138/EC (Solvency II). 
To that end, the management company verifies that each investor has implemented procedures for 
managing this sensitive information before disclosing the composition of the portfolio such that it is 
used only to calculate prudential requirements, and also makes sure that these procedures prevent 
the practices described above. Furthermore, disclosure of the composition of the portfolio of the CIS 
to these investors is provided for, where applicable, in the prospectus. The management company 
informs shareholders or holders of units in the CIS about the system, by any means, in advance of its 
implementation.  

 
8. The management company must ask account-keepers to be particularly vigilant about transactions 
initiated by their clients who subscribe or redeem CIS when, owing to their frequency or amount, these 
transactions appear suspicious with respect to market timing practices. 
 
9. In carrying out their responsibilities, management company compliance and internal control officers 
(“RCCI”) must verify that staff likely to receive sensitive information not enter into objectionable market 
timing or late trading transactions. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  


