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2310. Recommendations to Customers (Suitability)

(a) Inrecommending to a customer the purchase, sale or exchange of any security, a
member shall have reasonable grounds for believing that the recommendation is
suitable for such customer upon the basis of the facts, if any, disclosed by such
customer as to his other security holdings and as to his financial situation and needs.

(b) Prior to the execution of a transaction recommended to a non-institutional
customer, other than transactions with customers where investments are limited to
money market mutual funds, a member shall make reasonable efforts to obtain
information concerning:

(1) the customer's financial status;

(2) the customer's tax status;

(3) the customer's investment objectives; and

(4) such other information used or considered to be reasonable by such member or

registered representative in making recommendations to the customer.

ZE

@ COB(Conduct of Business)

COB5.3.4.G Purpose

Principle 9 (Customers: relationships of trust) requires a firm to take reasonable care
to ensure the suitability of its advice and discretionary decisions. The purpose of this
section is to amplify this requirement. The nature of the steps firms need to take will
vary greatly, depending on the needs and priorities of the private customer, the type of
investment or service being offered, and the nature of the relationship between the firm
and the private customer and, in particular, whether the firm is giving a personal

recommendation or acting as a discretionary investment manager.

COB5.3.5.R Requirement for suitability generally
(1) A firm must take reasonable steps to ensure that, if in the course of designated

investment business:



(a) it makes any personal recommendation to a private customer to:
(i) buy, sell, subscribe for or underwrite a designated investment (or to exercise
any right conferred by such an investment to do so): or
(i) elect to make income withdrawals; or
(iii) enter into a pension transfer or pension opt-out from an occupational pension
scheme; or
(b) it effects a discretionary transaction for a private customer (except as in (5)); or
(c) it makes a personal recommendation to an intermediate customer or a market
counterparty to take out a life policy;

the advice on investments or transaction is suitable for the client.

COB 5.3.14.R Requirement for a suitability letter: other specific requirements

(1) Afirm that gives a personal recommendation, in relation to a life policy, to a person
who is a policyholder or a prospective policyholder of a life policy, must provide the
person with a suitability letter prior to the conclusion of the contract, unless one of
the exceptions in COB 5.3.19 R applies.

COB 5.3.16.R The suitability letter in COB 5.3.14 R must:

(1) explain why the firm has concluded that the transaction is suitable for the

customer, having regard to his personal and financial circumstances;

(2) contain a summary of the main consequences and any possible disadvantages of

the transaction;

(3)(a) in the case of a personal pension scheme which is not a stakeholder pension
scheme, explain the reasons why the firm considers the personal pension scheme
to be at least as suitable as a stakeholder pension scheme;

(b) in the case of an FSAVC

(i) if the customer has the alternative of a stakeholder pension scheme, explain
the reasons why the firm considers the recommended contract to be at least as
suitable as a stakeholder pension scheme or as any additional voluntary
contribution (AVC) or the facility to make additional contributions to the
occupational pension scheme which may be available; or

(i ) if the customer does not have the alternative of a stakeholder pension scheme,
explain the reasons why the firm considers the recommended contract to be at
least as suitable as any AVC or the facility to make additional contributions to
the occupational pension scheme which may be available;

(4) identify the individual who is authorised by the firm to advise on the type of

product that has been recommended;

(5) if the recommended product is from a product provider (or if relevant, an

undertaking in the immediate group of that provider) which is identified in section 6

of the firm'sinitial disclosure document given in accordance with COB 4.3.3R (1),



include the information given in section 6 or in section 6 of the firm's combined initial
disclosure document; and

(6) in the case of a recommendation by a firm under COB 5.3.8A R (Suitability of
packaged products: out-of-range recommendations) explain why it has recommended
a packaged product outside the firm'srange of packaged products, including why it is

suitable for the customer.

COB 5.3.30.G Guidance on the contents of suitability letters.
Introduction
1. COB 5.3.14 R requires a written explanation of a recommendation relating to a
product to be provided to a private customer. This is commonly referred to as 'the
suitability letter' although it does not need to take the form of a letter, for example it
might form part of:
(a) financial report to the customer (provided that it is prominent); or
(b) a fact find document (a copy of the whole fact find or just the recommendation
section could be given to the customer); if a copy of the fact find or the
recommendation section is sent, the copy should be of sufficient quality to be clearly
legible.
2. A suitability letter, to be successful, should explain simply and clearly why the
recommendation is viewed as suitable having regard to the customer's:
(a) personal and financial circumstances;
(b) needs and priorities identified through the fact finding process;

(¢) attitude to risk in the area of need to which the recommendation relates.

EU

@ ERMEETHIHEES

Article 19

Conduct of business obligations when providing investment services to clients

4. When providing investment advice or portfolio management the investment firm
shall obtain the necessary information regarding the client's or potential client's
knowledge and experience in the investment field relevant to the specific type of
product or service, his financial situation and his investment objectives so as to
enable the firm to recommend to the client or potential client the investment services

and financial instruments that are suitable for him.



5. Member States shall ensure that investment firms, when providing investment
services other than those referred to in paragraph 4, ask the client or potential client
to provide information regarding his knowledge and experience in the investment
field relevant to the specific type of product or service offered or demanded so as to
enable the investment firm to assess whether the investment service or product

envisaged is appropriate for the client.

In case the investment firm considers, on the basis of the information received
under the previous subparagraph, that the product or service is not appropriate to
the client or potential client, the investment firm shall warn the client or potential

client. This warning may be provided in a standardised format.

In cases where the client or potential client elects not to provide the information
referred to under the first subparagraph, or where he provides insufficient
information regarding his knowledge and experience, the investment firm shall warn
the client or potential client that such a decision will not allow the firm to determine
whether the service or product envisaged is appropriate for him. This warning may

be provided in a standardised format.

10
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[B-D Name]

Date:

Fees and our conflicts of interest for purchases of AAA Variable Annuity

Ask bafore you buy

We are required fo tell you about fees and the conflicts of
interest that may affect your declsion to buy this varlable
annuity. Ask us to flil in the blanks below for detalls about the
fees you must pay.

You pay when you buy

You pay a sales fee up front when you make a payment. The
fee you pay Is based on tha amount of your payment.

Froe look right

You may be able to terminate your contract within the *free look” period
and recelve a refund of your payments or your contract value, which may
be less. Ask us for detalls,

Do you want us to fiil In the blanks for you?
We must writa In amounts for your payment at your request.

Estimated Up front fee

Total payment up front  Your Investment as % of your
amount fea you pay amount investment amount
R O O
$1,000.00 $63.50 $936.50 6.79%
$50,000.00 $3,175.00 $46,825.00 6.79%
$100,000.00 $6,350.00 $93,650.00 6.79%

You pay when you sell pmourt Estimated maximum

You pay a surrender charge If you withdraw money from your moun surrander charge Maximum

contract within a certain period of time. The charge Is based on withdrawn 1 w surender charge %

the amount you withdraw, and when you make the withdrawal. s $ 9.00%

If you received a bonus credit, part of it will also be taken away. .

The surrender charge % will decline over time. $1,000.00 $30.00 9.00%
$50,000.00 $4,500.00 9.00%
$100,000.00 $9,000.00 9.00%

You also pay each year For Each $1,000 of Contract Value, You Pay Each Year

1n addition to the surrender charge, you will pay ongolng * Type of Fee Minimum You Maximum You

fees avery year you hold the contract. These fess will vary with Would Pay Would Pay

:I?dvfhi: o;‘ y::r contraft, snd may nlot be charged onlasse:s X investment Optlon Fees $5.50 (0.55%) $22.50 (2.25%)

eld In the fixed account. You may also pay an annual contrac!

charge of $45. Ask us for detalls. Insurance Charges $18.00 (1.80%) $25.00 (2.50%)
Total Fees for $1,000 $23,50 (2.35%) $47.50 (4.75%)
$1,000.00 $23.50 © $47.50
$50,000.00 $1,1756.00 $2,375.00
$100,000.00 1

Doss the insurance campany or its affilates pay us extra  YES
to promote this product over other variable annuities?

Do we pay our personnel more for selling this product NO
{han for selling other varfable annuities we offer?

Prospectuses

B

You should consider all the costs, goals and risks assoclated
with any varlable annulty before you buy. Read about this
information in the prospectus. We can provide you with a copy
today, or you may obtain one by calling (800) 98-9999 or on
line at www.aaaannuiltias.comivariable annulty/prospectus.

$2,350.00

$4,750.00

Summary of special Incentives
Ask us for a summary of the special incentives we receive to sell this
product, This Information Is not available in the prospectus. You can
request this Information by calling (800) 888-8888 or review it online at
www.brokerwebsite.com/specialincentives

Attachment 7
Variable Annuity - Polnt of Sala
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10555

Confirmation of your transaction

AAA Variable Annuity
Name: David Smith
Account no: 2345-9911

Order date: Qctober 28, 2004
Seitlement date:  October 28, 2004

SR

You pald when you bought

You paid a sales fee for your vartable annuity up front when
you purchased your contract.

You also pay each year

You will pay ongoing fees every year you hold the contract.
These fees will vary with the value of your contract, and may
not be charged on assets held in the fixed account. Ask us for
details.

You will pay when you sell

You pay a surrender charge if you withdraw money from your
contract within a certain perlod of lime. The charge is based on
the amount you withdraw, and when you make the withdrawal.
If you recelved a bonus credit, part of it wili also be taken away.

You may be able to make a partial surrender of your

contract without incurring a surrander charge; see the
prospectus for details.

I REE SEE y,,‘,um%gl(gg ok
Your payment: $12,000.00
Less up front sales fes you paid (6.35% of payment): <762.50>
Equals Investment amount before bonus $11,237.50
Plus bonus credit $500.00
Equals investment amount: $14,737.50
This amount was allocated as follows:
Name of Fund  Accumuiation Number of Daltar Value
Unit Value Units
Equity Fund $24.50 346.939 $8,500.00
Bond Fund $42.85 46,383 $1,987.50
AAA Insurance $1,260.00
Fixed Account
Total $41,737.50
Up front fee as % of
Up front sales lnvestment amount Investment amount
Your payment fee you paid bafora bonus before bonus
$12,000.00 $762.50 $11,237.50 6.79%
Investment Estimated 1% year Annual
value annual fess you will pay fee %
$11,737.50 Investment Option Fees $134.98 1.15%
Insurance Charges $234.75 2.00%
Annual Contract Charge $45.00

Total $414.73

This estimate assumes the value of your contract stays the same during
the year, Youir actual fees will vary basad on the valus of your gontract at
the time you surrender your contract.

Back-end sales

Investment If yous surrender fee including  Back-end

value within bonus repayment  fee%

$11,737.50 less than 1 years $1056.33 9.00%
from 1 to 2 years $939.00 8.00%
from 2 to 3 years $821.63 7.00%
from 3 to 4 years §704.25 6.00%
from 4 to § years $586.88 5.00%
from & to 6 years $469.50 4.00%
from 6 to 7 years $352.13 3.00%
from 7 to B years $234.75 2.00%
from 8 to 9 years $117.38 1.00%
more than 9 years $0.00 0.00%

Does the Insurance company or its affiliates pay us extra  YES

to promote this product over other variable annulties?

Do we pay our personne! more for selling this product NO

than for selling other variable annulties we offer?

You can requsst a summary of the speclal incentives we receive
to sell this varlable annulty by calling (800) 888-8888 or review It online at
www.brokerwebsite.com/speclalincentives.

Aftachment 14

Varlable Annuity = Conflrmation
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[B-D Name] o pate:
Fees you pay and our conflicts of interest _
for purchases of AAA Equity Fund — Class A shares (AAAEA)

Ask before you buy Volume discount

We ara raquired to tell you about fees and conflicts of Interest You may quallfy for fee discounts if you or members of your family hold .
fhat may affact your decision to buy shares of this fund, Ask other shares from this fund family, or if you agres.to make additionat

us {o fill In the blanks below for details about the feas you purchases. Ask us for mora information about these discounts.

must pay.

t i analin.s;

You pay when you buy Do you want us to fill in the blanks for you?

‘You pay a sales fee for Class A shares when you purchase We must write In amounts far your investment at your request,

them — up front. The amount of the up front fes you payis Estimated Up front fee

based on your total payment amount. Total payment upfront  Yourinvestment as % of your
amount fea you pay amount “investmenk amount
R | N | PO E—
$1,000.00 $57.50 §$942.50 6.10%
$50,000.00 $2,250.00 $47,750.00 4.71%
$100,000.00 $3,500.00 $96,500.00 3.63%

You also pay each year Do you want us to fill in the blanks for you?

In addition to the up front sales fee, you wlli pay ongoing fees Wae must write In amounts for your investment at your request:

avery year you hold shares In the fund. These fees are based This estimate assumes the value of your Investment does not change.

an the value of your Investment, and Include: ln\;wtmant Estimated 1st year

»,
Distribution fees 0.25% b 1r annual fees you pay Annual fee %
(we recalve all or almos! all of the distribution foes} $ “ $ : 1.52%
Management fees 0.75%
Other expenses 0.92% $1,000.00 $19.20 1.92%
Total annual fee % 1.92% $50,000.00 $960.00 4.92%

$100,000.00 $1,920.00 1.92%
In addition, you pay each year:
Account fee: ) $100.00

Ay I Ui

 Does the fund or its affiliates pay us extra to YES
promote this fund over other funds?

Do we pay our personnel more for selfing this fund NO
than for selling other funds we offer?

Fund prospectus Summary of special incentives

You shouid consider all the costs, goals and risks associated Ask us for a summary of the special Incentives we recelve to sall this
with any fund before you buy. Read about this information In fund. This information Is not avallable in the fund prospectus. You can
the fund prospectus, We can pravide you with a copy today, request this Information by calling (800) B88-8888 or review

or you may obtain one by calling (800) 898-8899 or cn ling at 1t online at www.brokerwebsite.com/specialincentives.

www.azafunds.com/equityfund/prospectus.

Attachment 1
Mutuat Fund Class A ~ Point of Sale
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Confirmation of your transaction
AAA Equity Fund - Class A shares

Name: David Smith

Account no: 2345-9911 : EANRES AR : RSP

Order date: October 28, 2004 Your total payment to purchase the fund: $1 2.500.00

Settlement date:  October 28, 2004 Up front sales fee you pald: : $722.50
Amount you invested in the fund: ‘ $11,777.50
Amount Invested per share (Net Asset Value): . $23.11
Number of shares bought: 509.6279

You paid when you bought
Up front
You paid a sales fee for your Class A shares up frggt v:he:: B Your Up front Your fee as % of your
{C’t” lpurcnasetc your st"‘“e" This fes pay was based on your total payment _ sales fee you paid __investrment amount _ nvestment amount
otal payment amaurt. $12,500.00 $722.50 $11,777.50 6.13%

The up front fee % you pald differs from the up front fee % Inthe
. prospectus due to rounding. The up front fee % stated in the prospectus

Is 6.10%.
You also pay each year
In addition fo the up front sales fee, you will pay ongoing “This estimate assumes the value of your investment stays the same.
fees every year you hold shares in the fund. These fees Your actual annual fees will depend on the value of your Investment at
are based on the value of your investment, and include: the time the fee is calculated.
Distribution fees 0.25% Investment Estimated 1™ year Annual
(we recelve all or almost aff of the dlslnbuﬂon fees) vaiue annual fees you will pay fee %
Management fees 0.75% $11,777.50 $226.13 1.92%
Other expenses 0.92%
Total annual fee % 1.92%

Does the fund or Its affiliates pay us extra to YES You can request a summary of the speclal incentives we receive
promote-this fund over other funds? to sell this fund by calling (800) 888-8888 or review it on-line at
Do we pay our persannel more for selling this fund NO www.brokerwebsite.com/specialincentives.

than for selling other funds we offer?

Attachment 8
Mutual Fund Class A = Confirmation
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KEICE T S FHHAT

1. RETE., BEERCEEN - FEHORKRERGEDN Ny r—BE R
(packaged products) ZER5EY HiHFE. REFHFIIK LT, TEBAKENS
EZLBINNSFEER (charges)] B&U IRFEEENUEEFENSFTIFH
# (commission)] (LATF. BRFEFHH) DBEOHARILEHMF TN TS,

2. &[Z, I DD (Initial Disclosure Document) - C 1 D D (Combined Initial
Disclosure Document) *MENU (Fees and Commission Statement) &I
ENBFSANAELE7+—LZRAWVT., IRFEXEEHIEENGEIFHH

(fees) ] LUV MERFEFEHH (commission) ] DEARMAEHMIT LN TLNS,

3. HICTMENUTIZL, TERGEEENEENGELFHN (fees) ] ITDUVT,
EEE (FIEE) R—XTORIFRISRO S, £z, TBRFTEFHH (commission) |
[COVWTIK. BRI IN—T I EDOREEE (F=EF) ITMA . Ti5FY (Market
average) MBEATRMNKH ENTILVS,

4. —FhH. REEOEKRES (non-investment insurance contract) [ZDULVT
X, RIRFNFEE. IDDHFIZEWVWT IMRRENEBHLEENSEFDSFHH
DR (RER—X) RO, £, RIEHFFTEE (statement of price)
[ZHEWVTIEE TMREHICMA TRIRFNEBZ N L TERSNLSFEH ] OFT
(REER—X) HkHHNB,

fzt=L. TERSFEFHF (commission)] [TDWVWTIE, EABEEMNFERLTE
BB ERVTRHAREFIELL,

[
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Version 3 - fee or commission (or equivalent) template in accordance with COB

4.3.11R.
D

about the cost of our services Financial services
[Note 2]

[Note 1]

[Note 3] Last updated [22 October 2004]

[ABC Financial Services plc, 123 Any Street, Some Town, ST21 7QB] [Note 4]

1. The Financial Services Authority (FSA)

The FSA is the independent regulator of financial services. It requires us to give you this document when
advising on some savings and investments. You may use this information to compare value for money, to shop
around and to decide which firm to use.

2. Our services [Note 5]

We offer an initial discussion (without charge) when we will describe our services more fully and explain the
payment options. If you decide to go ahead, we will:

e gather and analyse personal information about you, your finances, your needs and objectives;
e recommend and discuss any action we think you should take and, with your agreement, arrange relevant
investments for you.

3. What are your payment options? [Note 6a]

Not all firms charge for advice in the same way. We will discuss your payment options with you and answer any
questions you have. We will not charge you anything until you have agreed how we are to be paid. We have
ticked the payment options we offer.

Paying by fee. Whether you buy a product or not, you will pay us a fee for our advice and services.
If we also receive commission from the product provider when you buy a product, we will pass on
/ the full value of that commission to you in one or more ways. For example, we could reduce our fee;
or reduce your product charges; or increase your investment amount; or refund the commission to
you. [Note 6(b),(c),(d)]

Paying by commission (or product charges). If you buy a financial product, we will normally
receive commission on the sale from the product provider. Although you pay nothing up front, that
/ does not mean our service is free. You still pay us indirectly through product charges. Product

charges pay for the product provider's own costs and any commission. These charges reduce the
amount left for investment. If you buy direct, the product charges could be the same as when buying
through an adviser, or they could be higher or lower. We will tell you how much the commission will
be before you complete an investment, but you may ask for this information earlier. [Note 6(e)]
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4. How much might our services cost? [Note 7] [Note 8]
If you choose the fee option
We will agree the rate we will charge before beginning work. We will tell you if you have to pay VAT. [Note 9]

Our typical charges are: [Note 10]

Principal/Director/Partner ~ £150-200 per hour
Financial adviser £100-150 per hour

Administration £25 per hour

You may ask us for an estimate of how much in total we might charge. You may also ask us not to exceed a
given amount without checking with you first. [Note 9]

If you choose the commission option

Tables 1 and 2 show examples of the amounts of commission we could receive (or the equivalent we earn
through product charges) and compare those amounts with the market average (see notes 1 & 2 at the end of
this section 4).

The amounts vary according to: the type of product, the amount you invest, and (sometimes) how long you
invest for, or your age when you start the product. We will confirm the actual amount to you before you buy a
product.

Table 1 - Commission if you invest monthly [Notes 12-17]

Example Example based on

Products te;rgeor Comparison of costs £100 per month

This shows the maximum costs
of our sales and advice for a
Our maximum Market average monthly investment or
premium of £100, ignoring any
changes in fund value

Savings and investments

Collective
investments Any [Note 18] [Note 19] [Note 20]
(eg unit trusts)
Endowments 1?;:;” [Note 18] [Note 19] [Note 20]
Protection
WO Age 40 [Note 18] [Note 19] [Note 20]
assurance
Saving for retirement
Personal and 25 year [Note 18] [Note 19] [Note 20]
term
Stakeholder 10 vear
pensions te);m [Note 18] [Note 19] [Note 20]

18



Table 2 - Commission if you invest a lump sum [Notes 12-17]

Example Example based on

Products term or Comparison of costs £10 000 lump sum

age
This shows the maximum
costs of our sales and
Our maximum Market average i?‘/i:g;):r: taolqu% ZL(I)’Z;
ignoring any changes in
fund value
Savings and investments
Collective
investments Any [Note 18] [Note 19] [Note 20]
(eg unit trusts)
Investment bond Any [Note 18] [Note 19] [Note 20]
Saving for retirement
Personal and
Stakeholder Any [Note 18] [Note 19] [Note 20]
pensions
At retirement
Annuities Any [Note 18] [Note 19] [Note 20]
Income drawdown Any [Note 18] [Note 19] [Note 20]
Notes:

1. The market average figures are calculated by the FSA using actual data from a representative sample of
regulated firms and are shown in a way that you may compare with our own maximum rates. The market
average figures will be updated by the FSA from time to time based on new data.

2. Where a firm sells its own products it must calculate its figures according to FSA guidelines. [Note 21]

5. Further information [Note 22]
If you need any more help or information

e ask your adviser; or
e visit www.fsa.gov.uk/consumer.

[Note 23]

[Note 3] Last updated [22 October 2004]
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