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In the financial services profession, reputation is not built overnight,
nor is it destroyed instantly. It is accumulated slowly through years
of conduct, advice, integrity, client servicing, and consistency. Yet
one important reality often goes unnoticed - reputation operates
with a time lag.

Your reputation is always a delayed reflection of your behaviour. It
represents who you were over a period of time, not necessarily who
you are at this exact moment.

This works in two very different ways.

A person who gradually compromises ethics, neglects clients,
becomes complacent, or prioritizes personal gain over investor
interest may still continue to enjoy goodwill for years because of the
trust built earlier. The market, clients, and peers often take time to
recognize decline in character or standards.

On the other hand, someone who genuinely evolves - becomes
more disciplined, knowledgeable, ethical, investor-focused, and
professionally mature - may continue to carry old labels and
outdated perceptions far longer than seems fair.
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This i s fAReputation Lag. o0

For Mutual Fund Distributors, this concept carries immense
relevance.

Our profession is relationship-driven. Clients entrust us not only

with money, but with aspirations,
education, healthcare security, and generational wealth. Trust

therefore becomes our real currency.

However, trust is not determined by a single presentation,
certification, or market cycle. It is shaped by repeated behaviour
over long periods:

How we act during market volatility

Whether we discourage emotional investing

How transparently we communicate risks
Whether we prioritize suitability over commissions
How responsibly we handle client expectations

Whether we remain accessible during difficult times
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An MFD who consistently acts in investor interest may not always
receive I mmedi ate recognition. | n
often get influenced by social media visibility, product positioning, or
institutional branding. Yet eventually, clients differentiate between
transactional advice and genuine stewardship.

Similarly, those who build short-term growth through aggressive
selling, unrealistic return expectations, or trend-based distribution
may enjoy rapid business expansion initially. But reputation
eventually catches up with behaviour - positively or negatively.

This is why long-term credibility matters more than short-term
applause.

The Indian financial ecosystem today is evolving rapidly. Regulatory
discussions, technological disruption, digital platforms, fee-based
models, and changing investor behaviour are transforming the
landscape for MFDs and RIAs alike. Amidst all these changes, one
principle remains timeless: trust compounds slowly but powerfully.

For MFDs especially, reputation cannot be outsourced to branding,
social media activity, or corporate affiliations alone. It is earned
quietly through consistency and investor outcomes over decades.
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Many senior MFDs who command deep respect today did not build
it through marketing campaigns. They built it by:

Standing by clients during crises

Preventing panic redemptions

Encouraging disciplined SIP investing

Maintaining ethical conduct

Remaining patient through changing regulations and market cycles
Their reputation became their moat.

Young professionals entering the industry must understand that
there will always be periods where effort and recognition are not
aligned. The market may misunderstand you. Clients may compare
you unfairly. Peers may underestimate your intent. But temporary
perception should never distract from permanent character.
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Keep behaving like the professional you want to become known as.
Eventually:

Integrity becomes visible

Consistency becomes respected

Investor-centric conduct becomes recognized

Patience becomes credibility

And when reputation finally catches up, it becomes difficult to
replace.

In wealth management and financial distribution, products may
change, regulations may evolve, and business models may shift 6
but reputation remains the ultimate compounding asset.

Protect it carefully. Build it patiently. Earn it continuously.
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Letter dated 13th April 2026 - SEBI -
MFD Vs RIA
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April 08, 2026

To,

Mr. B. Rajendra

Chairman —Working Group

Securities and Exchange Board of India- SEBI
Mumbai.

Sub.: Representation regarding overlap in roles of Mutual Fund Distributors and Investment

Advisors

Ref:: Meeting of Working Group for Review of Regulatory Framework for Mutual Fund
Distributors (MFDs) on March 05, 2026

This letter is being filed by the Foundation of Independent Financial Associates
(“FIFA”), FIFA i1s a pan India association of independent mutual fund distributors (“MFDs”)
that was formed with the primary objective of enabling knowledge sharing between its
members to ensure that best practices that benefit investors are utilized. FIFA also aims at
facilitating discussion over areas of common interest in the distribution community and
promoting the interest of the MFD and RIA community with policy makers and regulators,
including SEBI. Through this representation, we wish to address the issues and agenda items
raised in meeting of the Working Group dated March 05, 2026. The following paragraphs

contain a brief background, followed by our suggestions and rationale.
I. BACKGROUND

1.  The Working Group held its first meeting on March 05, 2026, attended by representatives
of MFD associations, ARIA, AMFI, and officials of SEBI. During the meeting, following
contentions and observations were placed on record by RIA representatives: (a) the
AMFI guidelines permitting MFDs to provide goal plans to investors constitute a direct
encroachment upon the professional domain of RIAs; (b) MFDs and RIAs undertake
substantively similar activities and ought accordingly to be subject to equivalent
regulatory requirements, on the principle of “same activity, same regulation”; (c) the

higher net worth requirement applicable to RIAs, as compared to MFDs, results in a
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longer break-even period and a structural competitive disadvantage; (d) RIAs are subject
to prior approval requirements for advertisements, whereas no equivalent obligation is
imposed on MFDs; (e) RIAs, as entities registered directly with SEBI, bear higher
fiduciary responsibilities than MFDs; and (f) disciplinary actions taken by AMFI against

MFDs are not publicly visible and do not effectively reach investors.

2. Following discussion, the Working Group observed several action points: AMFI was
directed to present details of enforcement actions taken against distributors and to provide
comments on its goal plan guidelines; members were directed to examine global best
practices in distribution and advisory services; RIA representatives were invited to
provide specific suggestions on regulatory harmonisation, including a side-by-side
comparison of the two frameworks; and SEBI indicated that it may independently
examine the goal plan guidelines issued by AMFI. The Chairman confirmed that the
Terms of Reference of the Working Group are not restrictive and may be broadened on
the basis of valid and rational submissions by members. This note is submitted by FIFA
in response to the deliberations at the first meeting, and addresses the principal

contentions advanced by RIA representatives.

3. This Note is submitted by FIFA in coordination with other MFD associations, including
ICAA, AMFDWA and MFD Galaxy, and represents their collective position on the

1ssues referred to the Working Group.

Whether the existing regulatory framework provides a clear and adequate demarcation

between MFDs and RIAs.

4.  MFDs operate as agents of AMCs pursuant to the SEBI (Mutual Funds) Regulations,
1996 (“MF Regulations”), registered with AMFI and holding AMFI Registration
Numbers (“ARNs”). Their conduct obligations are prescribed under the AMFI Code of
Conduct which mandates risk profiling, suitability assessment, “sell right” product

matching, disclosure of risks, and prohibition on mis-selling and churning,

5. The scope of MFDs is strictly limited to mutual fund products. MFDs are not permitted
to provide advice on direct equities, derivatives, portfolio management services
(“PMS”), or alternative investment funds (“AIFs”) without separate licences and

prescribed NISM examinations. They are further prohibited from describing themselves
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as “advisors” or “independent financial advisors”. The nomenclature restriction reflects
a deliberate regulatory check to maintain a clear boundary between distribution and

advisory.

6.  In this context, it is relevant to examine how the MFD framework differs from the RIA
framework. An RIA is authorised to provide investment advice on all securities,
including equities, bonds, derivatives, mutual funds, PMS, and AIFs, and is directly
supervised by SEBI under SEBI (Investment Advisers) Regulations, 2013 (“IA
Regulations”), subject to higher qualification and net-worth requirements and a
mandatory fee-based remuneration model. An RIA is a comprehensive advisory licence;
an MFD is a narrower, agent-based model confined to mutual fund distribution with

incidental suitability guidance.

7.  The foregoing distinction is reinforced by the statutory definition of “investment advice”
under Regulation 2(1)(1) of the IA Regulations, which defines investment advice as
advice relating to investing in, purchasing, selling or otherwise dealing in securities or
investment products, whether written, oral or through any other means of

communication, for the benefit of the client.
8.  The following elements of this definition are decisive;

a.  First, investment advice is advice flowing from a duty owed directly to the client. An
MFD, acts as agent of the AMC and performs suitability functions as a compliance
obligation owed to the AMC under the AMFI Code of Conduct, not as an independent
duty of care to the investor. The legal relationship is structurally different.

b. Second, the IA Regulations are premised on a fee-for-advice model, i.e. the adviser
charges the client directly for advisory services. An MFD receives trail commission
from the AMC and does not charge the investor any consideration for advice. The
functional, structural, and commercial bases of MFD suitability functions and RIA
advisory services are therefore distinct as a matter of law, and the former cannot be

reclassified as the latter without distorting the plain text of the IA Regulations.

c.  Third, consideration i1s the operative regulatory trigger. Where an intermediary
provides guidance to an investor without charging any fee for that guidance, there is

no statutory basis to bring such activity within the ambit of the IA Regulations. The
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regulatory obligation to register as an investment adviser arises by reason of the
receipt of consideration for the advice, not by reason of the content of the guidance
itself. An MFD who assists a client in identifying a suitable scheme without levying
any advisory charge does not cross the threshold of investment advice as defined under
the IA Regulations. This principle is well-settled as a matter of regulatory
construction; it 1s also consistent with the manner in which similar activity is treated
in the context of other intermediaries, a chartered accountant who discusses tax-
efficient investment options with a client in the course of a broader engagement, or an
insurance agent who mentions suitable fund options while advising on a policy, does
not thereby become an investment adviser. The provision of incidental guidance,
absent a fee arrangement, does not constitute investment advisory activity subject to
IA Regulations. The appropriate regulatory focus is therefore on the commercial

arrangement, not on the content of the interaction.

9.  This position is further confirmed by SEBI’s own Frequently Asked Questions (“FAQs”)
1ssued in respect of the IA Regulations. SEBI has stated therein that a person acting in
multiple capacities such as an insurance agent, pension adviser, or mutual fund distributor
who seeks to “expand” his scope of activities to include investment advice on other
financial products or engage in financial planning of clients may be required to register
as an IA. The plain implication of this formulation is that distribution activity, even where
accompanied by product-specific suitability assessment does not of itself constitute
“investment advice” requiring IA registration. Registration is triggered only when the
distributor affirmatively expands into standalone advisory or financial planning services.
MFD suitability obligations, being compliance requirements imposed by AMFI in its
capacity as the AMC-appointed supervisory body, do not cross that threshold. This is
SEBI’s own position, and it directly undermines the RIA contention that the existing

framework is structurally deficient or that MFDs are operating in a regulatory grey area.

Goal-Based Planning

10. A specific contention advanced by RIA representatives before the Working Group is that
the AMFI Code of Conduct, insofar as it permits MFDs to take into account investor
goals and objectives as part of the suitability process, constitutes an encroachment upon

the exclusive domain of registered investment advisers. Goal-based planning, as the
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phrase is employed in the context of MFD suitability obligations, is not an independent
advisory function. It refers to the suitability and appropriateness assessment that MFDs

are required to conduct as a compliance obligation under the AMFI Code of Conduct.

11. An MFD is required to understand the financial objectives and investment horizon of the
investor as part of risk profiling: when a client articulates a stated objective; whether
accumulation for a child’s education, retirement corpus building, or near-term liquidity
needs the MFD’s obligation is to suggest a scheme that is suitable to that stated objective
and commensurate risk profile. This is suitability assessment with a goal dimension; it is
categorically distinct from holistic financial planning in the sense employed under the
RIA framework, which extends to asset allocation across securities classes, tax
optimisation, insurance coverage, estate planning, and integrated wealth management.
Goal as a component of suitability exists within the universe of suitability assessment; it
does not, by virtue of that inclusion, transform a distribution function into an advisory

function.

Advice on Broader Asset Class

12. The practical conduct of larger MFDs in the market does not support the characterisation
advanced by RIA representatives. Certain larger MFDs provide their clients with broader
financial guidance on asset classes such as sovereign gold bonds, physical gold, and real
estate that fall entirely outside the regulatory perimeter of the SEBI Act, 1992 (“SEBI
Act”). Such guidance does not constitute “investment advice” within the meaning of the
IA Regulations, which are confined to advice in relation to securities as defined under
the SEBI Act. Gold (other than gold exchange-traded funds, which are securities) and
real estate are not securities under that definition; guidance on these asset classes is not
regulated by SEBI under any framework, including the IA Regulations. The fact that
MFDs provide comprehensive financial guidance across asset classes including on non-
securities products without thereby incurring any obligation to register as investment
advisers confirms that the regulatory classification 1s governed by the nature of the
specific advice and the jurisdictional perimeter within which it falls, not by the breadth
of the client relationship. A comprehensive client relationship does not, of itself,

constitute investment advisory activity within the meaning of the IA Regulations.

Suitability vs. Financial Planning

Rahimtoola House, 3" Floor, 7, Homiji Street, Fort, Mumbai 4000 01. E-mail: response@fifaindia.org
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13. It 1s pertinent to note the distinction between suitability assessment and financial
planning. A registered investment adviser providing financial planning services advises
a client across the full spectrum of securities viz. equities, bonds, derivatives, mutual
funds, PMS, and AIFs and may additionally take into account insurance, tax, and estate
planning considerations in formulating an integrated wealth management strategy. The
output of such an engagement is a comprehensive, personalised financial plan that

extends well beyond any single asset class or product category.

14. An MFD, by contrast, performs suitability assessment that is confined to mutual fund
products. Even where the MFD considers the client’s broader financial position as
background context which is a necessary predicate to any meaningful suitability
assessment, the MFD’s suggestion is limited to which mutual fund scheme, if any, is
appropriate for the client. The MFD does not, and is not permitted to, advise on direct
equities, derivatives, PMS, AIFs, or any other securities class without separate licensing.
The “conflict” identified by RIA representatives is therefore not a conflict of activity but
a conflict of characterisation: RIAs are characterising the MFD’s product-specific
suitability process as holistic financial planning, when it is, both structurally and in terms

of its output, confined to the mutual fund universe.

Direct Plan Structure

15. The economic logic of SEBI’s mandatory twin-plan structure further reinforces this
position. Since January 1, 2013, every mutual fund scheme has been required to be
offered in two variants: a direct plan, available to investors who invest without the
involvement of any distributor, at a lower Total Expense Ratio (“TER”); and a regular
plan, offered through MFDs, at a higher TER that reflects the embedded distribution
commission. An investor who requires no guidance has an unimpeded option to invest
through the direct plan and retain the commission saving entirely. The fact that a
substantial proportion of investors continue to prefer the regular plan notwithstanding
that the direct plan is available at lower cost is evidence that those investors value and
derive benefit from the suitability-related guidance that MFDs provide. If MFDs were to
function as order-takers with no advisory function, as a shopkeeper who merely stocks
products on a shelf and hands them over on demand, rational investors would have no

basis to prefer the more expensive regular plan over the identically-structured direct plan.
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The regulatory design of the twin-plan structure therefore implies and requires that MFDs
provide suitability guidance on the products they distribute: it is the entire commercial
rationale for the regular plan’s continued existence. An MFD stripped of its suitability

function would be, by design, redundant.

Congruence with Insurance Agent Framework

The position of MFDs under the IA Regulations is, in all material respects, analogous to
that of “insurance agents” under the Insurance Regulatory and Development Authority
of India Act, 1999 and the regulations framed thereunder. An insurance agent is the
appointed agent of an insurance company, is registered with and regulated by the
Insurance Regulatory and Development Authority of India (“IRDAI”), is required to
assess the suitability of insurance products for clients through need analysis and risk
profiling, and is remunerated through commissions paid by the insurer. The structural
parallel with MFDs is precise: an agent of a product manufacturer, subject to a sector
regulator’s code of conduct, performing client-specific suitability assessment, and
earning commission from the manufacturer rather than charging a fee to the client.
Insurance agents performing these functions are not required to register as investment
advisers under the TA Regulations. SEBI’s own FAQs contemplate that an insurance
agent who chooses to expand into investment advice on other financial products may be
required to register as an RIA thereby confirming that the existing insurance agency
activity, including suitability assessment, does not of itself constitute investment advice.
If the RIA argument that commission-earning intermediaries performing suitability
assessment must register as RIAs were to be accepted, it would apply with equal force to
insurance agents, a consequence that no regulator has proposed and that would be
structurally incompatible with the IRDAI framework. The regulatory treatment of
insurance agents is a direct and settled precedent for the regulatory treatment of MFDs,

and FIFA submits that the Working Group should proceed on that basis.

Same Activity, Same Regulation

The contention advanced by RIA representatives before the Working Group, recorded in
the minutes of the first meeting as the principle of “same activity, same regulation,”
merits direct examination. The principle, however, is inapposite in this context. The

activity of identifying a suitable investment product for a client may be similar in form
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across both the MFD and RIA frameworks. What differs is the remuneration model —
and it 1s the remuneration model, not the content of the interaction, that is the structural
and definitional basis on which SEBI has constructed two distinct regulatory

frameworks.

18. An investor who wishes to receive advice across the full securities spectrum and is
willing to pay an explicit advisory fee has access to a registered investment adviser. An
investor who prefers to have the cost of intermediation embedded in the product TER,
whether because an explicit advisory fee is not affordable, or because the investor is
satisfied with the incentive-aligned trail commission model can access an MFD. Both
options are available to every investor; the mandatory direct plan structure ensures that
neither the commission-embedded nor the fee-based option is concealed or inaccessible.
This is, at its core, a market and business choice: investors select the remuneration model
they prefer, and the regulatory framework accommodates both. If the “same activity,
same regulation” principle were accepted as a basis for regulatory design, it would
logically require the elimination of one of the two models, reducing investor choice in

the name of regulatory symmetry.

19. Upon perusal of the above, it is clear that there is no legal ambiguity as to the respective
scope of MFDs and RIAs. The regulatory architecture is deliberately tiered. The
following table sets out the key structural differences between the two frameworks:

Parameter Mutual Fund Distributor Registered Investment Adviser (RIA)

(MFD)

Governing SEBI (Mutual Funds) | SEBI (Investment Advisers) Regulations,
Framework Regulations, 1996; AMFI Code of | 2013
Conduct (April 2022)

Supervisory | AMFI SEBI
Authority
Scope Mutual fund products only. | All securities like equities, bonds,

Advice on direct equities, | derivatives, mutual funds, PMS, AIFs
derivatives, PMS and AIFs
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requires separate licence and
examination
Remuneration | Trail commission embedded in | Fee-based only; commission receipt
Model TER of regular plans; paid by the | prohibited; must use direct plans for
AMC; not a fee charged to the | mutual fund advice
ivestor
Nomenclature | Cannot  describe  itself as | Registered Investment Adviser
“advisor” or  “independent
financial advisor”
Scale of | Approximately 1,73,664 | Approximately 1,000 registered entities
Registration | individual ARN holders and | (470 individual; 530 non-individual) *
2,93,525 total ARN/EUIN
holders (as of December 2024)
Nature of | Suitability and risk-profiling | Fiduciary advisory obligations running
Obligation obligations are  compliance | directly to the client
obligations imposed on agents of
the AMC
20. In view of the above, it is considered that any practical overlap between MFD and RIA

functions is an enforcement question, not a structural one. If any MFD is performing

advisory functions beyond its permitted scope, the appropriate remedy is action through

AMFT’s disciplinary mechanism not a reclassification of the entire MFD category as

RIAs. A product-wise overview of the regulatory framework governing advisory and

distribution services across SEBI-regulated and non-SEBI-regulated product categories,

! https://www.business-standard.com/markets/news/sebi-measures-boost-investment-advisory-ecosystem-tuhin-

kanta-pandey-

126031600706 _1.html#:~:text=India%20has%20around%201%2C000%20registered%20investment%20adviser
§%2C%?20including%?20about%20470%20individuals%20and%20530%20non%2Dindividual%20entities.
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which further illustrates the deliberate and tiered nature of this architecture, is set out at

Annexure A to this Note.

Remuneration Structure and TER Ceiling

21. MFDs are not at liberty to determine their own remuneration. The commission receivable
by an MFD is an allocation out of the TER prescribed by SEBI. The TER is a regulated
ceiling on the aggregate costs chargeable to a mutual fund scheme; within that ceiling,
the residual allocation available for distribution is subject to market norms and AMC
discretion. The maximum TER chargeable to a scheme is 2.1% at the lowest AUM slab,
declining to 0.95% at the highest. The TER encompasses all scheme-level costs, i.e.
management fees payable to the AMC, registrar and transfer agent charges, other
permissible expenses, and distribution commission. The commission actually receivable
by an MFD is therefore the residual after accounting for these prior charges, and is
materially lower than the headline TER figure. By contrast, a registered investment
adviser may charge an advisory fee of up to 2.5% per annum of assets under advice,
subject only to client consent. The practical consequence of this asymmetry is that MFD
remuneration is subject to a regulatory ceiling that is, in comparable circumstances,
stricter than the corresponding ceiling on RIA advisory fees. A lower maximum
remuneration, determined by regulatory prescription rather than bilateral negotiation, is
itself a structural form of investor protection and warrants consideration when calibrating
the relative compliance burden on the two frameworks: it reduces, rather than amplifies,

the case for additional regulatory overlay on MFDs.

Trail Commissions and Incentive Alicnment

22. The foundational conflict-of-interest concern that underlies the RIA criticism of the
commission-based remuneration model has been materially addressed by SEBI’s own
regulatory interventions. The concern in question that commission-based remuneration
creates an incentive for MFDs to suggest products that maximise their own commission
rather than investor returns was primarily associated with the erstwhile upfront
commission structure. SEBI prohibited upfront commissions with effect from April 1,

2019, as a deliberate policy measure to address this conflict.

23. Trail commissions, which constitute the sole permissible form of commission

remuneration for MFDs, operate on a fundamentally different incentive structure: they
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are revenue-linked to the continued performance and retention of the investor’s corpus.
Trail commissions are disbursed periodically as a proportion of the investor’s AUM, and
continue only for as long as the investment remains in the relevant scheme. An MFD
who suggests an unsuitable product risks premature redemption and the consequent loss
of trail revenue; an MFD who suggests a product that appreciates over time earns a
proportionately larger trail as the corpus grows. Churning , i.e. the practice of suggesting
unnecessary scheme switches to generate additional commission events is explicitly
prohibited under the AMFI Code of Conduct and is further disincentivised by EUIN-
linked accountability and commission forfeiture consequences. The trail commission
structure accordingly aligns MFD incentives with investor outcomes in a direct and
measurable manner. The commission-based remuneration model, as it currently exists,
does not give rise to unresolved conflicts of interest: those conflicts were the subject of
deliberate regulatory intervention, and the framework as presently constituted reflects a

considered policy balance between access, incentive alignment, and investor protection.
Whether AMFI’s enforcement and supervisory infrastructure is adequate.

24. We understand that RIA position that AMFI does not effectively supervise MFDs and
that its disciplinary actions are not publicly visible. The evidence does not bear out this

contention.

AMFI'’s Enforcement Record

25. We note that, AMFI’s active enforcement record is as follows: 46 ARN holders are
currently suspended, with suspension periods ranging from 6 months to 3 years; 35 ARN
holders have been permanently terminated, with their PANs blocked, preventing re-
registration in any capacity; and 16 terminations have been recorded in the period 2024—
2026 alone, including entities such as Investintel, Wealth Sketchers, and multiple
individual ARN holders. The full list of suspended and terminated ARN holders is
publicly available on the AMFI website.’

Consequences of Enforcement Action

26. Further, AMFI’s disciplinary actions carry substantive economic consequences. During

a suspension period, the suspended ARN holder may not process any new transactions,

2 https://www.amfiindia.com/locate-distributor/suspended-arn
_—-— e s
Rahimtoola House, 3" Floor, 7, Homiji Street, Fort, Mumbai 4000 01. E-mail: response@fifaindia.org
C. . N. - U74990MH2012NPL226953 — Website — www fifaindia.org
11



DENT g,
ﬂ“-“ W,
\‘ﬁ 40%

“®

L)
&

FOUNDATION OF INDEPENDENT FINANCIAL ASSOCIATES

Formerly known as Foundation of Independent Financial Advisors

YOUNDAy,
$311130

and all trail commission for that period is completely forfeited; all existing systematic
investment plans and transactions under the ARN are permanently shifted to direct
plans.> Commission is also permanently forfeited in any case where a valid Employee
Unique Identification Number (“EUIN”) is not furnished within 30 days.* Cooling-off
periods on AUM transfers prevent circumvention through business reassignment. Post-

April 2025, proportionate partial forfeiture applies on non-renewal cases.

External Due Diligence

27. In addition, AMFTI’s due diligence process is conducted through appointed audit firms
including PricewaterhouseCoopers, Deloitte India, M.P. Chitale, and T.R. Chadha. The
process covers all MFDs meeting any of the following SEBI-defined thresholds: AUM
above X100 crore; commission above X1 crore per annum; commission above 50 lakh
from a single AMC; or a presence in more than 20 locations.” Approximately 3,158 top
distributors met at least one such criterion in FY 2025, up from 1,781 in FY 2023,
triggering comprehensive audits across compliance, risk management, suitability
processes, and customer service.® All MFDs, regardless of size, are additionally required

to submit annual Declarations of Self-Certification.’

Mandatory ARN Disclosure

28. MFDs are also subject to mandatory public disclosure and identification obligations that
bear directly on investor transparency. With effect from May 1, 2025, all MFDs are
required to display their AMFI Registration Number and registered name prominently on
their websites, all investor communications, and social media presence. This requirement
1s a condition of continued ARN registration and carries enforcement consequences. The
contention advanced by RIA representatives that MFDs operate without visible
regulatory identity is accordingly factually incorrect and ought not to form the basis of

any Working Group suggestion.

Advertisement Regulation

3 AMFI Master Circular for Mutual Fund Distributors, AMFI/MFD-CIR/32/2025-26. 12.3.

4 AMFI Master Circular for Mutual Fund Distributors, AMFI/MFD-CIR/32/2025-26. 5.2.3.

3 https://www.amfiindia.com/Themes/Themel/downloads/F AQsonDistributorsDueDiligence.pdf
S https://cafemutual.com/news/industry/35733-india-has-over-3150-top-distributors

7 AMFI Master Circular for Mutual Fund Distributors, AMFI/MFD-CIR/32/2025-26. 2.6
- e ., ,tesb e e . e oy e ——————rn--
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Similarly, the submission advanced before the Working Group that MFDs are not subject
to advertisement regulation are not well founded in basis. MFDs are bound by AMFI’s
Advertising Code, which prescribes the content, format, and permissible representations
in all investor-facing communications, including digital and social media. AMC-
prescribed guidelines further govern what an MFD may and may not communicate in the
context of scheme promotion. Compliance with the Advertising Code is a condition of
AMFI registration and is independently enforced; AMFI has in the past taken disciplinary
action against ARN holders for violations of the Advertising Code. The regulatory
framework governing MFD communications is therefore not the unregulated
environment that RIA representatives have characterised it to be. The difference, if any,
between the advertisement approval requirements applicable to RIAs and those
applicable to MFDs reflects the different nature of their regulated activities, not a lacuna

in MFD regulation.

In view of the above, it is our considered view that AMFI’s enforcement infrastructure
encompassing active suspensions and terminations, commission forfeiture, PAN
blocking on permanent termination, external due diligence audits, and mandatory annual

self-certification constitutes a robust and functional regulatory mechanism.

Regulatory Actions Against RIAs

In the interest of parity, it should be noted that the RIA framework is not free of
compliance concerns. SEBI has passed enforcement orders against registered investment
advisers in respect of a range of violations, including failure to qualify for the NISM
examination prescribed under the IA Regulations, charging of advisory fees through
modes other than those mandated under the IA Regulations, inadequate KYC
documentation, and, in certain instances, collection of advisory fees in cash, reportedly
to avoid the incidence of Goods and Services Tax. A number of enforcement orders
against RIAs have been passed by SEBI in the period 2025-2026. The existence of non-
compliant conduct in the RIA category does not, of itself, constitute a basis for adverse
inference against the RIA framework as a whole; this position is equally applicable to
the MFD category. Isolated instances of non-compliance by individual MFDs cannot
constitute a basis for the structural reclassification of the entire MFD category, any more

than isolated RIA violations would justify a structural overhaul of the advisory
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framework. The appropriate regulatory response in both cases is targeted enforcement
action, not wholesale reclassification. FIFA accordingly invites the Working Group to

apply a consistent standard of regulatory scrutiny to both categories of intermediary.

What does the international evidence indicate as to the advisability of transitioning to a fee-

only or RIA-only model for mutual fund distribution.

32.

33.

34.

33.

It is important to note at the outset that any international comparison must be understood
with a threshold caveat: India’s mandatory twin-plan structure, described under Query
(c) above, has no exact parallel in any other jurisdiction. Direct comparisons with foreign
models are therefore inherently imperfect, and this caveat should be placed before the
Working Group at the outset. Without acknowledging it, international comparisons risk
placing MFDs at a disadvantage by applying frameworks designed for fundamentally

different market structures.

With that caveat, we set out below the international evidence that is most directly relevant

to the Working Group’s mandate.

United States. Rule 12b-1, adopted by the SEC in 1980, permits mutual funds to use
fund assets to pay for distribution and marketing expenses, including trailing
commissions to broker-dealers who sell and service the fund. The SEC proposed
reforming Rule 12b-1 in July 2010 vide Release No. 33-9128 but did not finalise the
proposal, and no subsequent administration has revived it.® The Department of Labor
Fiduciary Rule, finalised in April 2016, sought to impose a fiduciary standard on all
investment advice in connection with retirement accounts under ERISA; it was vacated
in its entirety by the U.S. Court of Appeals for the Fifth Circuit on June 21, 2018 in
Chamber of Commerce v. Department of Labor® confirming that commission-based

distribution in the retirement context remained lawful.°

Regulation Best Interest, adopted by the SEC on June 5, 2019 vide Release No. 34-86031
and effective June 30, 2020, deliberately preserved commission-based distribution within

an enhanced conduct framework requiring brokers to act in the retail customer’s best

8 https://www.sec.gov/files/rules/proposed/2010/33-9128.pdf

% See U.S. Chamber of Commerce v. U.S. Department of Labor, No. 17-10238, 2018 WL 1325019 (5™ Cir. Mar-
15, 2018).
Whttps://www.willkie.com//media/files/publications/2018/06/fifth_circuit_issues_its_mandate_formally vacatin

g the dol fiduciary rule.pdf
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interest while consciously declining to impose the fiduciary standard applicable to
registered investment advisers under the Investment Advisers Act of 1940.' The SEC’s
adopting release explicitly noted that a uniform fiduciary standard would reduce investor
choice and access. US mutual fund industry total net assets stood at USD 31 .4 trillion at
year-end 2025, with combined fund assets (including ETFs) exceeding USD 44 trillion,
1.e. the world’s largest such market, sustained under a commission-permitting framework

throughout.

36. United Kingdom (UK). The UK banned all commissions for retail investment advice
with effect from January 1, 2013, pursuant to the Financial Services Authority’s Retail

Distribution Review (“RDR”).!?

37. The RDR was initiated by the Financial Services Authority (“FSA”) through its 2007

1% and finalised in Policy Statement

Discussion Paper bearing reference no. DP07/
PS11/20™, with effect from December 31, 2012. The RDR pursued three simultaneous
objectives: eliminating product-provider-paid commission across all retail investment
products; raising minimum adviser qualification standards to QCF Level 4 (broadly
equivalent to the first year of a university degree); and introducing a mandatory binary
classification of advice as either “independent”, covering the whole of the relevant
market, or “restricted”, limited to a defined range of products or providers, with
mandatory client disclosure of adviser status. The commission ban applied broadly to all
“retail investment products” as defined in the FSA Handbook including unit trusts,
OEICs, investment bonds, and pension products but did not extend to protection
insurance products, which continued to carry indemnity and renewal commission. The
structural consequences were significant and extensively documented. FCA Retail
Investment Market Study, 2016 recorded that the number of authorised financial advisers
fell from approximately 40,000 in 2012 to around 24,000 by 2016, before partially
recovering to approximately 29,000 by 2020 as new entrants and platform-based models
emerged. The FCA’s Financial Lives Survey further found that only 8% of UK adults

had received regulated financial advice in the prior 12 months, with the majority of adults

1 https://www.sec.gov/files/rules/final/2019/34-86031.pdf
12 https://publications.parliament.uk/pa/cm201012/cmselect/cmtreasy/857/857.pdf
13 https://www.fca.org.uk/publication/discussion/fsa-dp07-01.pdf

14 https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2020/ps1 120.pdf
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