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When investors are plentiful and allocations fall short

By CFA Society Singapore
Advocacy Team
ICLD hungry Singapore-based in
i vestors are constantly on the lookouwt
for investment grade Singapore bonds
and perpetual offerings, especially ina turbu
lent and a low interest rate environment. In
vestors are also keen on technology unicorn
initial public offerings (IPOs).

When a hot fixed income or equity new is
suance is underway, investors plough in
funds, hoping to snag a piece of the action.
When demand is greater than supply, there is
inevitably a shortfall in allocation. Unmet ex
pectations may trigger unhappiness amaong
investors. Acoess to opportunities may also
be perceived to favour the wealthy and con
nected.

Hence, finance professionals must deal
fairly and objectively with all clients with re
gard to investment processes and other pro
fessional activities, including the allocation of
bond and equity new offerings to avert ad
verse consequences in the long term.

The Fair Dealing Standard

As a global professional body for investment
management professionals, CTA Institute ad
dresses the fairness issue through the Fair
Dealing Standard.

Finance professionals have to treat all
clients fairly when disseminating investment
recommendations or making material
changes to prior investment recommenda
tions; or when taking investment action relat
ing to general purchases, neéw ISSUcs or Sec
ondary offerings.

Only through the fair treatment of all
parties can the investment management pro
fession maintain the confidence of the invest
ing public,

When an investment adviser has multiple
clients, the potential exists for the adviser to
favour one client over another. This favourit
ism may take various forms - from the guality
and timing of services provided to the alloca
tion of investment opportunities.

The term “fairly” implies that one must
take care not to discriminate against any
clients when disseminating investment re
commendations or taking investment action.

The Fair Dealing Standard does not state
“equally” because finance professionals could
not possibly reach all clients at exactly the
same time - whether by printed mail, tele
phone (including text messaging), computer
{including Internet updates and e mail distri
bution), facsimile (fax), or wire.

Lach client has unigue needs, investment
criteria and investment objectives - so not all
investment opportunities are suitable for all
clients.
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Differentiated services

In addition, one may provide more per
sonal, specialised or in-depth service to
clients who are willing to pay for premium
services through higher management fees
or higher levels of brokerage.

Finance professionals may differentiate
their services to clients, but different levels
of service must not disadvantage or negat
ively affect clients.

In addition, the different service levels
should be disclosed to existing and pro
spective clients; and should be available to
everyone (that is - different service levels
should not be offered selectively).

Recommended procedures
| Develop firm policies: Although the Fair

Dealing Standard refers to a finance profes
sional’s responsibility to deal fairly and ob
jectively with clients, one should also en
courage their firms to establish compliance
procedures requiring all employees who dis
seminate investment recommendations or

take investment actions to treat customers
and clients fairly.

At the very least, the finance profes
sional should recommend appropriate pro
cedures to management if none are in place.
And one should make management aware
of possible violations of fair-dealing prac
tices within the firm when they come to the
attention of the finance professional.

The extent of the formality and complex
ity of such compliance procedures depends
on the nature and size of the organisation
and the type of securities involved. An in
vestment adviser who is a sole proprietor
and handles only discretionary accounts
might not disseminate recommendations to
the public, but that adviser should have
formal written procedures to ensure that all
clients receive fair investment action.

Good business practice dictates that ini
tial recommendations be made available to
all customers who indicate an interest. Al
though the finance professional need not
communicate a recommendation to all cus

tomers, the selection process by which cus
tomers receive information should be based
on suitability and known interest, not on
any preferred or favoured status.

A common practice to assure fair dealing
is to communicate recommendations simul
taneously within the firm and to customers.
® Disclose trade allocation procedures: [in
ance professionals should disclose to
clients and prospective clients how they
select accounts to participate in an order,
and how they determine the amount of se
curities each account will buy or sell.

Trade allocation procedures must be fair
and equitable, and disclosure of inequitable
allocation methods does not relieve finance
professionals of this obligation.

In addition, for public subscription
trances, the SGX Mainboard Rules 233 states
that: where an invitation involves a public
subscription tranche, the following rules ap
ply to allocation and allotment of securities
in this tranche:

B The basis of allocation and allotment (o in
vestors must be fair and equitable,

B The balloting procedures must be clearly
spelt out and strictly adhered to, Unsuccess
ful applicants must be notified, and the applic
ation money must be returned within
24 hours of the balloting.

W In respect of applications which have been
balloted but subsequently rejected, the reas
ons for rejection must be clearly stated.

W In respect of applications which have been
partially successful, the balance of the applic
ation money must be refunded in the shortest
possible time,

Ethics in action

Here is a case (o illustrate how the Fair Deal
ing Standard works, The case is adapted from
material developed by CPA Institute,

Case: Minimum lot allocations

Chantrea is a well respected private wealth
manager in her community with a diversificd
client base. She determines that a new
10 year bond being offered by Glove and Phar
maceuticals is appropriate for five of her
clients.

Three clients request to purchase
S$10,000 each, and the other two request
5350,000 each. The minimum lot size is estab
lished at 585,000, and the issue is oversub
scribed at the time of placement.

Her firm's policy is that odd-lot alloca
tions, especially those below the minimum,
should be avoided because they may affect
the liquidity of the security at the time of sale.

Chantrea is informed she will receive only
5$55,000 of the offering for all accounts. She
distributes the bond investments as follows:
The three accounts that requested 510,000
are allocated 555,000 cach, and the two ac
counts that requested 550,000 are allocated
$$20,000 each.

Chantrea has not violated the Fair Dealing
Standard, even though the distribution is not
on a completely pro rata basis because of the
required minimum lot size.

With the total allocation being signific
antly below the amount requested, she en
sured that each client received at least the
minimum lot size of the issue. This approach
allowed the clients to efficiently sell the bond
later if necessary.
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