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The AMF authorises, regulates and supervises investment management companies. It also 
participates in the regulation and supervision of other investment services providers (ISPs) and 
market infrastructures, including market operators, clearing houses and central depositories. The 
AMF authorises and supervises collective investment schemes and other collective investment 
products, in particular, by verifying the quality of the information they disseminate. 

In performing its duties, the AMF must protect investors and still enable the financial services 
industry to develop in an increasingly international and competitive market. 

In 2007, the Better Regulation approach 1 initiated in 2006 was implemented. This initiative was 
worked out in consultation with market professionals with the aim of making the AMF's supervision 
more effective and promoting greater accountability for market participants. The first practical 
result of the new approach has been an improvement in the authorisation procedures. 

The second major event of 2007 was the transposition of the Markets in Financial Instruments 
Directive (MiFID) 2 into French law. This led to a recasting of Book III of the AMF General 
Regulation, which was completed before the 1 November 2007 implementation deadline for 
MiFID3. The AMF organised several educational seminars, hosted by industry groups, to 
familiarise market professionals with the new laws and regulations.  

In Summer 2007, the subprime crisis began to emerge. This crisis affected asset management 
activity in general and a number of collective investment schemes in particular. The AMF's role in 
this situation was to ensure that the investors' interests were respected and that all investors were 
treated equally. The lessons of this crisis and the unprecedented events surrounding it need to be 
learned.  

The crisis led to the following changes in the French collective investment management industry in 
2007:  

> Gross assets under management stood at €1,415 billion at 31 December 2007, as compared to  
€1,411 billion at 31 December 2006; 

> The number of collective investment schemes rose from 11,769 at the end of December 2006 to 
12,063 at the end of December 2007; 

> The number of new collective investment schemes fell slightly from 1,458 in 2006 to 1,360 in 
2007; 

> The number of investment management companies rose from 500 to 536 at 31 December 2007. 
The number of new companies increased from 42 in 2006 to 52 in 2007. 

 

                                                 
1 See Chapter 7 
2 Directive 2004/39/EC of 21 April 2004 on markets in financial instruments and Directive 2006/73/EC of 10 August 2006 
implementing Directive 2004/39/EC 
3 Date of its entry into force. 
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Table 1: Collective investment management activity in 2007  

  DECISIONS 2003 2004 2005 2006 2007 

Authorisations granted to investment 
management companies  33* 68 37 42 52 

Authorisations granted to investment management companies  

Freedom of establishment  1 4 6 5 

Freedom to provide services   47 23 70 47 

Freedom to provide services 

Freedom of establishment   0 0 1 1 

Freedom to provide services   15 11 10 8 

New collective investment schemes** 1253 1117 1165 1458 1 360 

Collective investment schemes authorised 
(total) 1 033 937 1074 1247 1 124 

O/W Open-end investment companies 
(SICAVS) 28 13 19 27 63 

O/w general-purpose unincorporated 
investment funds (FCPs) 697 689 797 933 768 

Venture capital funds (FCPRS) 34 51 41 46 58 

Employee investment schemes (FCPEs) 272 174 214 240 231 

Futures and options funds (FCIMTs) 2 10 3 1 4 

Collective investment schemes declared 
via the simplified procedure 177 149 0 0 0 

Contractual collective investment 
schemes 0 0 26 129 119 

Venture capital funds declared via the 
simplified procedure 43 31 65 82 117 

Authorisations granted for transfomation 
of collective investment schemes 3 792 6 745 7700 6701 4281 

Authorisations granted to UCITS** 402 254 341 777 885 
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Approvals issued for debt securitisation 
funds (FCCs) and subfunds 6 6 6 4 6 

O/w Entities opened to public 2 8 6 9  11 

O/w Capital increases 0 10 11 11  10 

O/w Price changes, updates to 
prospectuses 43 13 20 3  10 

Approvals issued for film production 
finance vehicles (SOFICA) 10 18 29 13  14 

O/w Newly established 10 11 12 10  11 

O/w Capital increases 0 7 17*** 3  3 

Approvals issued for fishing industry 
finance vehicles (SOFIPÊCHE) 4 8 2 0  1 

O/w Newly established 4 8 2 0  0 
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O/w Capital increases 0 0 0 0  1 

Source: AMF 

* The number of investment companies includes collective investment scheme management companies that were 
eliminated of business in 2004. 

** New companies include authorisations and collective investment schemes declared. 
*** Or subfunds. 
**** Of which 14 additional approvals. 
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1 – The AMF's action in 2007: regulatory developments and 
Better Regulation  
A – The role of the AMF in the financial crisis  
Starting in the third quarter of 2007, the main financial markets were affected by turmoil. Following 
massive distribution in the USA of risky (or "subprime") mortgages, which were largely refinanced 
through securitisation, the downturn in the American housing market and the consequent rise in 
default rates for subprime mortgages caused a sharp drop in the price of securitised assets 
containing such loans. This triggered an unprecedented liquidity crunch on the securitisation 
market, which then spilled over into the credit market as a whole 4. 

The hardest hit in France were certain collective investment schemes, generally referred to in 
marketing parlance as "enhanced cash funds", that were invested in assets created through 
securitisation. The AMF classifies these funds as "bond funds" or "diversified funds". Such funds 
apply management strategies aimed at providing a higher return than the money market, in 
exchange for higher risk, naturally. After the value of their securitised assets fell, some of these 
collective investment schemes saw a steep fall in their net asset value, which triggered large-scale 
redemptions.  

In the third quarter of 2007, the AMF looked at the cases of several funds encountering valuation 
or liquidity problems, including one managed by BNP Paribas Investment Partners and four 
managed by Oddo AM 5. Under the circumstances, the AMF reminded management companies 
that they are obliged to act solely in the interests of investors when making decisions (temporary 
suspension of subscriptions and redemptions, closure of the fund) on the basis of their analysis of 
the situation. In each case, the AMF was guided by concern for the investors' interests and equal 
treatment of all investors in collective investment schemes, as well as proper investor disclosures. 

Throughout the period, the AMF also maintained close contacts with the representatives of market 
professionals, and more specifically with the French Asset Management Association (AFG). The 
AMF also monitored the work of the National Company of Statutory Auditors (CNCC) and the AFG 
aimed at providing guidance for statutory auditors on how to value certain assets when conducting 
their annual and periodic audits in the wake of the liquidity crisis. The purpose was to provide 
statutory auditors with common interpretations that were detailed enough to help with the 
assessment of the various situations encountered. This work also provided management 
companies with guidance on the importance of their documentation and the relevant information 
that had to be included in the notes to the annual statements of the collective investment schemes 
concerned to ensure adequate investor disclosure.  

In early 2008, the AMF launched on an analysis of the early lessons to be learned from the crisis, 
as part of its responsibilities with regard to collective investment management. Talks with 
managers and the various stakeholders have begun as part of a discussion of potential future 
developments for regulation. The main topics discussed concern risk control in investment 
management companies, the quality of investor information and the AMF's classification of 
collective investment schemes.  

In similar work taking place at the international level, the AMF, in its capacity as a market 
regulator, contributes and will continue to contribute to general discussions on this topic taking 
place within the Financial Stability Forum and the International Organization of Securities 
Commissions6. 

                                                 
4  See Chapter 1 
5 The AXA IM funds and the two of the three BNP Paribas funds affected by the subprime crisis were incorporated in 
  Luxembourg. The AMF's role was to ensure proper disclosure to French investors 
6    See Chapter 2 
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B – Improving information for retail investors by analysing marketing 
materials  
One key factor for investor protection is the assurance that collective investment schemes' 
marketing materials are regulation-compliant. Accordingly, the AMF is stepping up its action to 
scrutinise these documents. 

In 2007, the AMF analysed some thirty marketing documents for collective investment schemes 
and structured bonds, taken from advertising in the financial press and the mainstream media. 
This work was undertaken in collaboration with the Retail Investor Advisory Commission. The aim 
was to take stock of practices in light of MiFID and to inform the industry of points that need to be 
re-assessed since the implementation of the directive on 1 November 2007.  

The overall findings were satisfactory, showing that the market participants concerned had made a 
real commitment to using proper marketing approaches. The consultation draft of the findings was 
published in August 20077. A summary of the responses published in December 20078 identified 
some uncertainties about the practical enforcement of the regulatory provisions stemming from 
MiFID transposition. The AMF provided clarifications about some of the participants' proposals, 
where a literal reading of the regulations sufficed. On the other hand, when regulatory provisions 
need interpreting, the AMF thought it better to start by observing practices and consulting with 
financial professionals rather than taking a unilateral position. The AMF will continue to be very 
vigilant in these matters in 2008. 

C – Adapting the regulatory framework 
1 > Transposition of MiFID into the AMF regulations and instructions 
In 2007, MiFID was transposed into French laws and regulations, thus impacting the Monetary 
and Financial Code and the AMF regulations and instructions. 

Several provisions in MiFID were transposed directly into the AMF General Regulation9. More 
specifically, Title I of Book III dealing with ISPs has been entirely recast10. It contains the new rules 
about the organisation of asset management companies and the new rules of conduct stemming 
from or related to MiFID transposition. 

The single classification of asset management company was retained, which means that the same 
rules apply to all such companies, whether they are engaging in discretionary investment 
management, collective investment scheme management, or both. These rules deal primarily with 
organisation and are applied with the flexibility allowed under the terms of MiFID. The rules for 
financial investment advisers have been adjusted 11 slightly to ensure consistency with MiFID rules 
on investment services providers. 

The transposition of MiFID has also led to a recasting of existing instructions and the publication of 
new instructions. Thus, AMF Instruction 2006-02 of 24 January 2006, on authorisation procedures 
and programmes of operations of asset management companies and ISPs carrying on the 
business of asset management as an auxiliary activity, has been rewritten and supplemented by a 
new Instruction12. Two new instructions were also issued in 2007 to clarify the new rules on filing 
information about financial instrument transactions with the AMF13. 

2 > Regulations for real estate collective investment schemes  
The regulations about authorising real-estate collective investment schemes (OPCIs)14, the new 
unlisted real-estate vehicles created by the Order of 13 October 2005, are now in force. 

Fifteen asset management companies now have a special programme of operations that entitles 
them to manage OPCIs. 

                                                 
7 Available on the AMF website under Consultations > Consultations AMF > Sujets autres 
8 Available on the AMF website under Consultations > Consultations AMF > Sujets autres 
9 The Decree of 15 May 2007 approved the amendments to Books II, III, IV and V of the General Regulation, which were 
   published in the Journal Officiel dated 16 May 2007 
10 It replaces the former Title I and Title II of Book III 
11  Decree of 26 December 2007, published in the Journal Officiel dated 17 January 2008. 
12 Instruction 2008-01 of 8 February 2008 on investment services providers other than asset management companies 
13 Instructions 2007-06 of 10 July 2007 and 2007-07 of 18 October 2007. 
14 Published in the Journal Officiel dated 15 May 2007 
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The examination of applications for authorisation of leveraged and unleveraged OPCIs with 
streamlined operating rules for qualified investors was carried out first. The first leveraged OPCIs 
with streamlined operating rules were authorised by the AMF in October 2007 on the basis of the 
following considerations: 

> Regulatory compliance of the products; 

> Posting, distribution and calculation of fees; 

> Liability management procedures; 

> Information provided in the full prospectus. 

At the same time, applications for new "retail" OPCIs were discussed with market professionals 
pending the preparation of a chart of accounts. 

The AMF was particularly vigilant about liquidity management arrangements, given the time 
required to liquidate assets and redeem shares or units in such schemes. The AMF also stressed 
the dissemination of appropriate information in regulatory documents and in the marketing 
materials aimed at investors. 

3 > Single manager  
MiFID allows the principle of having two managers to be waived so that asset management 
companies can be managed by a single person under certain conditions set out in the AMF 
General Regulation 15. 

In practice, the appointment of a single manager is possible for small schemes, start-ups and 
companies that manage only venture capital funds eligible for the simplified authorisation 
procedure. As of 31 December 2007, there were nearly 100 such asset management companies. 

4 > Amendment of Instruction 2006-04 of 24 January 2006 on procedures for 
calculating collective investment schemes' exposure to financial 
instruments 
The rules and regulations dealing with the calculation of collective investment schemes' exposure 
to forward financial instruments 16, which were published in March 2006, came into force on 1 
January 2007. The new provisions were well received, generally speaking, but their 
implementation raised some questions. Therefore, the AMF wanted to provide some technical 
explanations and clarifications 17 in consultation with the industry groups. 

5 > Commission sharing arrangements 
In keeping with the recommendations 18 of the working group on independent investment research 
19 chaired by AMF Board Member Jean de Demandolx Dedons, the AMF implemented a number 
of measures,20 including a commission sharing arrangement that enhances the transparency of 
fee management.  

The mechanism splits the brokerage commission charged to the assets under management of an 
asset management company (collective investment schemes and discretionary management) into 
two charges, one for order execution and the other for investment research. This mechanism is 
due to replace the existing system of soft commissions at the end of a transitional period designed 
to facilitate the changeover. 

Asset management companies may now source investment research from providers other than 
those that execute their orders. In this case, they must enter into a commission sharing 
arrangement in which the order execution provider rebates the portion of the brokerage 
commission relating to investment research to the provider concerned.  

                                                 
15 Article 312-7 of the AMF General Regulation 
16 Articles 411-44-1 to 411-44-6 of the AMF General Regulation and Instruction 2006-04 
17 Article 411-44-1 of the AMF General Regulation was consequently amended by the Decree of 15 May 2007 issued by 
   the Minister of the Economy, Finance and Industry. Instruction 2006-04 was also amended in May 2007. 
18 See the working group report on independent investment research on the French market 
19 See the 2006 Annual Report 
20 See the Decree issued by the Minister of the Economy on 4 May 2007 and published in the Journal Officiel dated 16 
   May 2007 
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The AMF plans to make requirements regarding the transparency of intermediation costs and fees 
proportionate to the size of the asset management companies by setting a materiality threshold 
whereby only those companies where such costs and fees amounted to more than €500,000 in 
the previous year will be subject to the transparency requirements set out in the AMF General 
Regulation. 

The AMF instruction 21 clarifies the arrangement and presents a partial list of the services that 
cannot be qualified as investment research and, consequently, cannot be billed as investment 
research to collective investment schemes or assets under discretionary management. The 
instruction provides an interpretation guide for the relevant market participants.  

Application of the commission sharing mechanism on the French market is to be assessed in the 
first half of 2009.  

D – Accountability of professionals  
1 > Accountability of asset management companies for determining asset 
eligibility for collective investment schemes 

The expansion of the investment universe of collective investment schemes prompted the AMF to 
remind asset management companies of their responsibility for determining whether assets are 
eligible for such schemes. The AMF 22 has explained the reasons for the changes in its approach 
to regulation in this area and intends to maintain a high level of investor protection, as innovation 
becomes a permanent feature and increasingly complex financial products become accessible to 
collective investment schemes. 

2 > Issuance of professional licenses for compliance officers  
a) Issuance of professional licenses for investment services compliance officers 

There was a sharp decline in the number of applicants taking the license examination for 
investment services compliance officers (RCSIs) in 2007. At the end of the period, the decline was 
primarily due to the reorganisation of the compliance function in major banks in recent years.  

Table 2 
Compliance officers for investment services 2006 2007 

  15th session 16th session 17th session 18th session

Persons taking the training courses 98 90 41 68 

Persons taking the examination 58 69 34 38 

Number of professional licenses issued 49 51 31 32 

Rejections 9 18 3 6 

% of professional licenses granted compared to 
number of persons taking the examination 84% 74% 91% 84% 

% of persons taking the examination compared to 
number of persons taking the training courses 59% 77% 83% 56% 

Not all the persons following the training courses take the examination. 
Not all the persons taking the examination have necessarily followed the training courses. 
 

The main reasons for rejections are: 

> insufficient job tenure, making it difficult to have a comprehensive view of the function;  

> Shortcoming in the organisation of the compliance function (insufficient resources, problems with 
the compliance officer's position in the hierarchy, problems with the organisation of the 

                                                 
21 AMF Instruction 2007-02 of 18 January 2007 on investment support services and order execution services 
22 AMF Position published in the April 2007 Monthly Review, No. 35 
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compliance function, risks of dilution of the authority conferred by the professional license 
because of the number of licenses issued for the same firm, etc.)  

In most cases, the persons who failed the examination took it again at the next session and 
obtained their professional license, after remedying the problems raised by the jury. 

In a significant number of cases, the jury issued licenses with remarks relating to the investment 
service provider's organisational provisions for the supervision of investment services. 

b) Issuance of professional licenses for compliance and internal control officers 

In 2007, the AMF issued the first professional licenses for compliance and internal control officers 
(RCCIs) of asset management companies. The professionals sitting on the examination juries 
came from ten companies, and half of them were compliance and RCCIs or RCSIs. Furthermore, 
training courses to prepare for the examination were organised for the persons taking the 
examination with the help of market professionals. 

Table 3 

Compliance and internal control officers 1st session 2nd session 
Persons taking the training courses 32 45 
Persons taking the examination 19 24 
Professional licenses issued 16 19 
Rejections 3 5 
% of professional licenses granted compared to number of 
persons taking the examination 84% 79% 

% of persons taking the examination compared to number of 
persons taking the training courses 59% 53% 

 

The reasons given for refusing to issue licenses were similar to those given for refusing to issue 
professional licenses for RCSIs. More specifically, there were several cases in small management 
companies where it turned out that the applicant did not have the requisite authority to perform the 
functions. In these cases, the juries deemed that it would be better to issue the license to the 
managers, while giving them the possibility of relying on the applicants concerned to carry out the 
supervision in practice. 

Requests for the jury's opinion when the compliance and internal control function is outsourced. 

Table 4 – 2nd session 

Number of management companies  Positive  Negative  
requesting the jury's opinion opinion opinion 
13 5 8 
 

For the first time, the AMF requested the examination jury's opinion about the requirements for 
performing the compliance and internal control functions when these functions are outsourced.  

The main reasons for negative opinions were:  

> Some management companies were still starting up their business, which made it impossible to 
assess the organisation of the compliance activity; 

> The persons appearing before the jury were not the ones who would actually carry out the 
supervision of the management company or they did not have enough experience for this type 
of activity; 

> They jury was not convinced that compliance arrangements and internal control systems were 
adequate. 
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E – Due consideration of the diversity of situations and improved 
handling of applications 
1 > Simplification of authorisation procedures 
The AMF staff worked closely with a group of industry representatives to come up with a proposal 
for a new regulation and authorisation framework for collective investment schemes. The public 
consultation was completed at the end of September and the final drafts setting out the detailed 
plan for simplifying authorisation procedures have been published. The reforms have been coming 
into force according to the following timetable: 

> Starting on 7 January 2008, authorisation applications can be filed for clone schemes, i.e. 
collective investment schemes that are similar to schemes already authorised and managed by 
the same management company under a new procedure that is much faster. The authorisation 
procedure for these clone schemes takes only eight business days. 

> Starting in February 2008, the examination procedure for applications for initial authorisation of 
collective investment schemes has been greatly simplified, with a tighter focus for the AMF's 
verifications.  

> Some documents deemed unessential no longer have to be produced; applications can now be 
made and examined on line; a letter of commitment has been introduced to make applicants 
more accountable for the compliance of the applications filed, etc.;  

> Since March 2008, the rules on converting collective investment schemes have been focused 
more narrowly on conversions that affect investor protection. This development should limit the 
number of conversions requiring authorisations, thereby reducing administrative costs. 

The objectives of the reform are clear: by making industry professionals accountable, it improves 
the quality and speed of authorisation procedures, thereby enhancing the competitiveness of the 
French regulatory model, while ensuring a high level of investor protection. The reform should also 
reduce the workload involved in authorisation procedures for both industry professionals and the 
AMF, enabling the regulator to concentrate on monitoring collective investment schemes over their 
lifetimes and supervising their marketing practices. 

2 > The Adhémar report on funds of hedge funds 
In April 2007, the AMF set up a working group chaired by Board Member Philippe Adhémar to 
assess and adapt the French regulatory framework for funds of hedge funds (FoHFs) with a view 
to making it more competitive without jeopardising investor protection. The group's members 
included several representatives of asset management companies and a depository, as well as a 
statutory auditor, investors, economists and legal experts.  

The group finished its work in July 2007 and drafted a report submitted for public consultation in 
the second half of 2007 23. In carrying out its task, the group relied primarily on the findings of its 
discussions, an interview with a representative of the European Commission and European 
regulators, and the contributions received in a consultation of the main stakeholders in the second 
quarter of 2007. 

The main objective of the report is to propose changes to shift the legal framework for FoHFs to a 
principles-based approach. The group's recommendations concern both the products and the 
participants of the FoHF industry. The recommendations on products aim to make some of rules 
applying to French FoHFs, which are still knows as "ARIA III funds", more flexible, while keeping 
risk levels under control. The aim of the recommendations concerning participants is to ensure 
that asset management companies carry out due diligence under appropriate rules and 
supervision.  

The report's main recommendation is to switch from using a regulatory approach based on 
thirteen yes-no criteria to determine the eligibility of foreign funds for FoHFs 24 to using an 
approach based on four general principles that address crucial points in the legal rules, operations 
and organisation of the underlying funds. The recommendation is warranted because of the 
problems with the interpretation and practical application of the thirteen criteria. The counterpart to 

                                                 
23 Available on the AMF website under Consultations > Consultations AMF > Sujets autres 
24 As stipulated in Article 411-34 of the AMF General Regulation 
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this approach is greater accountability for asset management companies, based on hedge funds' 
programmes of operations approved by the AMF and a sound framework of due diligence to be 
implemented by asset management companies when selecting and monitoring the underlying 
hedge funds. 

Some of the other major changes proposed in the report include the implementation of liquidity 
management mechanisms, including gate provisions, i.e. thresholds that cap redemptions under 
certain circumstances, subject to appropriate investor information, and a reduction of asset 
diversification from sixteen underlying funds to ten 25. For the sake of balance, the report also 
proposes that the investment threshold for access to such funds should remain at €10,000, thus 
reaffirming the specific risk profile of these products. 

Implementation of the report will require changes to AMF rules and practices, along with 
amendments to laws and decrees. The AMF will consider implementing the measures falling 
within its jurisdiction in the first quarter of 2008.  

3 > Start of discussions about small investment services providers  
In the second quarter, the AMF started discussions with industry groups on streamlining the 
requirements regarding the organisation of small ISPs. The discussions took place in a working 
group chaired by Jean de Demandolx Dedons.  

The group's main objective was to adapt the organisational requirements set out in the regulations 
to small ISPs so as to foster innovation and facilitate their dealings with the AMF. The entry into 
force of MiFID on 1 November 2007 has attenuated some of the problems with the regulations. 
Nevertheless, the AMF working group is continuing its work on adapting the AMF's regulations 
and on improving its relations with such entities. The group will make its recommendations in 
2008. 

F – Dissemination of AMF positions 
1 > MiFID seminars for compliance officers  
In preparation for the entry into force of MiFID on 1 November 2007, the AMF undertook a number 
of educational initiatives aimed at ISPs and, more specifically at compliance officers for investment 
services (RCSIs) and compliance and internal control officers (RCCIs)26. 

Five seminars were held between January and November 2007, one of which was hosted jointly 
with the committee responsible for the oversight of credit institutions and investment firms 
(CECEI)27. The seminars were aimed at asset management companies, as well as other kinds of 
ISPs, and presented the new regulations stemming from the transposition of MiFID into French 
law. The first two seminars focused on the amendments to Book III of the AMF General 
Regulation, which deals with organisational rules and rules of conduct. The last three seminars 
dealt with practical implementation of MiFID and were backed up by the publication of a set of 
questions and answers by the AMF28.  

The topics covered included implementation of regulations stemming from MiFID and dealing with: 

> client relations, categorisation, assessment and information; 

> best execution and best selection policies; 

> conflicts of interest and personal transactions; 

> marketing of collective investment scheme units or shares;  

> inducements; 

> reporting transactions to the AMF. 

                                                 
25  This reduction took place through Decree 2007-1206 dated 10 August 2007. 
26  See Chapter 7 
27 Comité des Établissements de Crédit et des Entreprises d'Investissement 
28 See below, Questions and answers available on the AMF website under Publications > Guides> Professional guides. 
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2 > Questions and answers about MiFID  
Transposition of MiFID led to a radical recasting of regulations that left industry professionals with 
many questions about the scope or interpretation of the new rules. 

Consequently, the AMF has published 29 a Q&A to provide explanations and interpretations in 
response to the most frequently asked questions.  

A first list of questions and answers was published on 7 November 2007 on such varied topics as 
personal transactions, investment advice, transaction reporting and custody. 

An update of the document, including some new questions and answers, was published on 23 
January 2008 30. The second publication deals with the organisation of ISPs, conflict-of-interest 
handling and client relations.  

3 > Non-financial criteria for the selection of securities: the case of Islamic 
investment funds  
In 2007, the AMF authorised the first French collective investment scheme declaring itself to be 
compliant with Islamic law. The requirements for such products to be compliant with French 
regulations were clarified through explanations 31 about the authorisation procedures for collective 
investment schemes using non-financial criteria, such as adherence to Islamic law. The AMF's 
position stresses compliance with the specific principles of collective investment management, 
such as the independence of the management company from the supervisory board with regard to 
its investment choices and compliance with French laws and regulations when choosing non-
financial criteria for the selection of securities. This means that criteria based on the race or 
religion of executives are not acceptable because they violate the principles of public policy.  

4 > Seminar on innovation funds and local investment funds  
A seminar was organised on Thursday, 14 June 2007 to help professionals with preparations for 
the start-up of innovation funds and local investment funds. The seminar presented best practices 
for compiling regulatory documents and marketing materials for such products. This approach 
facilitates the processing of authorisation applications from innovation funds. 

5 > Q&A about employee investment schemes 
Act 2006-1770 of 30 December 2006 on the development of employee share ownership 
introduced three major innovations in employee investment schemes:  

> Authorisation for employee investment schemes investing in the company's unlisted shares to 
sign shareholder agreements; 

> Introduction of streamlined rules backed up by a new liquidity mechanism whereby the company 
undertakes to buy back its own shares; 

> Creation of a new type of employee investment scheme for employee buyouts of their company.  

The questions and answers present the practical aspects of the new provisions from an 
educational angle and answer industry professionals' questions 32.  

6 > Regulation and Asset Management Newsletter 
The AMF has also launched a new quarterly publication called Regulation and Asset Management 
Newsletter, aimed at all stakeholders in the asset management industry. Published online in 
French and English, the newsletter seeks to explain regulatory developments and the AMF's 
interpretations of applicable rules and regulations, while providing practical answers to industry 
questions. 

                                                 
29 Available on the AMF website under Publications > Guides > Professional guides 
30 Available on the AMF website under Publications > Guides > Professional guides 
31 AMF Position of 17 July 2007, available on the AMF website under Texts > Access by category of text > AMF positions 
32 The AMF monthly review for December 2007 (No. 42) published a set of questions and answers. 
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4 – Developments in market infrastructures  
In 2007, the AMF worked closely with other regulators and supervisors of Euronext, Euroclear 
France and LCH.Clearnet SA 33 to assess the following projects: 

> The market operator, Euronext, changed its trading algorithm in 2007 to provide clients with a 
new internal order matching facility, in preparation for the new possibilities offered by MiFID. In 
addition, Euronext revised its rules to give more general consideration to the regulatory changes 
stemming from the post-MiFID environment. 

> LCH.Clearnet SA implemented two projects, one aimed at enhancing its risk management 
system by calculating intra-day margin calls and another aimed at expanding the scope of its 
activity to include government debt securities. 

> Euroclear France migrated from the RGV2 securities settlement system to the ESES 34(62) 
France system (see below).  

A – Regulation and activity of Euronext as a market operator 
The main amendments to the Euronext market rules in 2007 were made in response to the entry 
into force of MiFID on 1 November 2007.  

These amendments met the dual objectives of updating the rules to incorporate MiFID 
requirements and adjusting the rules to cope with the new competitive environment created by the 
directive.  

The most important amendments include: 

> implementation of an internal matching facility; 

> amendments to the harmonised eligibility rules for members; 

> amendments to the harmonised trading rules relating to off-order book trades. 

1 > Internal matching facility 
Under the systematic order internalisation option offered by MiFID, ISPs can now execute client 
orders "internally", without going through the market.  

Euronext amended its trading algorithm in September 2007 in preparation for the entry into force 
of this provision and to encourage market members to continue using the central order book, 
rather than executing their orders in-house. This algorithm defines the principles for determining 
order priority and the associated rules.  

Previously, orders executed through the Euronext central order book were prioritised using a 
"price-time" algorithm. According to this "priority" principle, each new order for a continuously 
traded security is matched immediately with the available opposite orders on the order book to 
determine whether it can be executed. The order is prioritised firstly on the basis of price and 
secondly, where the price is the same, according to the time it was entered into the trading 
system. 

The new market model offers members the option of a new "price-member-time" priority rule. At 
the best limit price, members who have opted for the service are given priority over other 
members' orders if an opposite order is received from the same member. 

This service enables market members to maximise execution of their clients' orders, either with 
regard to other market members, or with regard to "internal" orders and, in the best-case scenario, 
to enjoy the advantages that would have been obtained by executing the order off the central 

                                                 
33 The members of the College of Euronext Regulators include AFM (Authority for the Financial Markets, the AMF, the 
CBFA (Commission Bancaire et Financière et des Assurances), the CMVM (Comissão do Mercado de Valores 
Mobiliários) and the FSA (La Financial Services Authority). The Clearing Coordination Committee members, who 
supervise LCH.Clearnet SA, include the French, Belgian, Dutch and Portuguese regulators, along with the Banque de 
France, the BNB (Banque nationale de Belgique), Bank of Portugal, the Commission Bancaire, the CECEI and the DNB 
(de Nederlandsche Bank). The competent authorities for the LCH.Clearnet group also include the FSA and the Bank of 
England. The Committee of competent authorities for Euroclear includes the Belgian, British, French and Dutch regulators 
and central banks. The regulators from the Irish central bank have observer status. 
34 ESES (Euroclear Settlement of Euronext-Zone Securities). 
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order book. These advantages include savings on clearing costs, since opposite internal orders 
are not cleared by LCH.Clearnet SA. 

2 > Member eligibility rules 
Chapter 2 of the Euronext harmonised rules, on members and eligibility requirements, was 
amended to incorporate the provisions of Article 42.3 MiFID, which stipulates that regulated 
markets are can now admit entities other than authorised investment firms or credit institutions as 
direct members. Such admissions were previously granted after authorisation from the AMF. 

The main amendment concerns rule 2201/1, which lists the criteria for membership and, more 
specifically, section VI) on members' resources in the broadest sense (including technical and 
computing resources, as well as collateral deposited with the clearing house). The rule cites d) of 
Article 42.3 MiFID almost word for word and requires a prospective member to "demonstrate that it 
has sufficient resources for the role(s) it intends to perform on the market". 

3 > Amendments to trading rules  
Chapter 4 of the harmonised Euronext rules, on securities trading rules, was changed radically for 
the entry into force of MiFID. In addition to changes related to the implementation of the internal 
matching facility mentioned above, the main amendments concerned off-order book trades, 
especially block trades, which are nonetheless deemed to have been made on a regulated 
market. 

a) New off-order book trades 

Euronext added two new harmonised rules (4404/4 and 4404/5) to incorporate the possibilities 
offered under MiFID to waive transparency requirements before trades are executed.  

Rule 4404/4, which deals with stock contingent trades in derivatives ("delta neutral"), is not new 
per se, since it already featured in Book II of the Euronext Paris rules and those of the other 
Euronext markets. The point was to make identical local rules into a single, harmonised rule.  

Rule 4404/5 deals with the negotiated trades mentioned in Articles 18 and 19 of European 
Regulation 1287/2006. These are off-order book trades, with no order-size requirements, provided 
their price is within the current volume-weighted average spread calculated from the central order 
book for the amount involved in the trade. Unlike cross transactions, negotiated trades can be 
made between two different members, acting on their own account or on behalf of their clients. 

b) Amendments regarding block trades 

The most important amendments to Chapter 4 concern block trades in shares. The different types 
of block trades previously in existence (normal and structural blocks) have been replaced by the 
MiFID concept of "large-scale transactions". Previously, a transaction was deemed to be a block 
trade on the basis of its size and the relevant threshold for the market segment concerned. The 
thresholds for shares are now those set out in European Regulation 1287/2006 and depend on the 
average daily turnover disseminated by CESR. 

The other major amendment relating to block trades was the elimination of the price constraints on 
such trades. The price had previously been restricted to a range that depended on the size of the 
block, but it can now be set freely.  

The old rule 4403/2B on normal blocks stipulated that the block trade price could be within 5% of 
the last quoted price. Blocks of shares in the Euronext 100 and Next 150 market segments also 
had to be between one and five times the threshold size defining a block. In this case, the block 
trade price had to be within 5% of the best buy and sell limit orders. 

Similarly, the price for structural block trades, meaning trades involving €7.5 million or 5% of share 
capital, as defined under the old rule 4403/2C, had to be within 10% of the last quoted price.  

c) Publication of off-order book trades 

In accordance with the provisions of European Regulation 1287/2006, when a block trade involves 
shares and a member acts as its client's counterparty, it is possible to defer publication. 
Publication could be deferred by up to 60 or 120 minutes, depending on the size of the block. 
Under the new rules, publication can be deferred for up to three days. This depends, once again, 
on the average daily turnover of the security concerned and the size of the block. Rule 4503/3B 
has been amended accordingly. 
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4 > Other amendments  
Euronext also amended the rules in Chapter 6 of the harmonised rules to clarify the role and 
responsibilities of the market operator and the scope of its review of the information provided by 
issuers. 

The amendment to rule 6102 stems directly from MiFID. It enables Euronext to list securities for 
trading on its markets without the issuers' consent, but after giving them due notice. 

Amendments were also made to Article P 2.3.3 of Book II of the specific rules applying to French 
regulated markets, which defines three dates that issuers must set with respect to dividends: the 
payable date, the record date, and the ex-rights ("detachment") date. The ex-rights date must be 
two trading days after the record date in order to comply with the new ESES France rules. 

Under the specific rules for Euronext Paris, the market operator abolished the rules stipulating the 
procedures for trading on the regulated market during an offer period (Articles P 2.4.2 and P 
2.4.4). These provisions stemmed from the concentration requirement stipulated in Articles L. 421-
12 and L. 421-13 of the Monetary and Financial Code, which were abolished when MiFID came 
into force on 1 November 2007.  

B – Clearing house activity and regulation LCH.Clearnet SA 
In addition to approving some amendments and updates of the clearing house operating rules, in 
February 2007, the AMF Board approved the plan for intra-day margin calls to clearing members 
trading on Euronext derivatives markets (excluding commodities). The intra-day margin 
mechanism supplements the existing system of initial margin deposits and daily margin calls to 
members, making it possible to assess more precisely the risks incurred in the event of a member 
default and to adjust the relevant margin calls. Intra-day margin is calculated several times each 
clearing day during special calculation sessions. Members' open positions and hedges are re-
evaluated on the basis of open interest and real-time prices. Depending on the calculation results 
and preset thresholds, the process could trigger additional margin calls to members. This 
mechanism enhances the system for managing members' counterparty risk and makes it more 
responsive in the event of large swings in positions or prices. 

In October 2007, the AMF Board also approved the Inter-Dealer Broker project, which aims to 
expand the scope of trades in government debt securities that can be cleared through 
LCH.Clearnet SA to include trades handled through brokers where the broker is the intermediary 
between the seller and the buyer. The brokers concerned send the trades concluded with their 
counterparties to the clearing house, which, after accepting the trades, acts as an intermediary 
between the broker and the clearing members for each of the broker's counterparties, or even the 
counterparties themselves if they are clearing house members. The broker acts as a "designated 
LCH.Clearnet SA gateway" and its dealings with the clearing house are governed by a bilateral 
contract. LCH.Clearnet SA's potential counterparty risk exposure to the broker is managed 
through a specific arrangement based on predetermined acceptance criteria for brokers and a 
system under which they provide margin payments to the clearing house. 

C – Activity and regulation of the securities settlement system 
manager and Euroclear France  
The highlight of 2007 was the implementation on 26 November 2007 of the first phase of the 
Euroclear group's project, Euroclear Settlement of Euronext-Zone Securities (ESES).  

On this occasion, Euroclear France, the central securities depository, migrated from the RGV2 
securities settlement system to the ESES France system. 

At its meeting on 18 October 2007, the AMF Board approved the amendments to the Euroclear 
France operating rules, in its capacity as the central securities depository and the securities 
settlement manager, which it became following the migration. The amendments to the operating 
rules reflected the abolishment of the "end-of-day finality" channel of the RELIT+ system and the 
extension of the "instantaneous finality" channel of the RGV system to cover all of the transactions 
handled, as well as changes in the processing of cash trades in securities.  

In more general terms, the ESES project, which is to be extended to the Euroclear Belgium and 
Euroclear Netherlands depositories, aims to provide the three depositories' members with an 
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integrated securities settlement system and harmonised custody service. It is based on the Single 
Settlement Engine (SSE) and the functions of the RGV infrastructure of Euroclear France. 

Phases 2 and 3 of the ESES project are due to be implemented in 2008. Phase 2 corresponds to 
the connection of ESES France to the central banks' Target 2 platform and phase 3 corresponds 
to the migration of the Euroclear group depositories in Belgium and the Netherlands to ESES.  

The Euroclear group then plans to continue its integration project in 2009 and 2010 with the 
consolidation of the British central securities depository, Euroclear UK & Ireland, Euroclear Bank 
and ESES into a new entity called the Single Platform. 
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